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+ Development of conirol proced for softwars change management and destimeitsation, inchaciing
updating of servica and obérstional mancats, wiilen procedures and updating of the source code
maintained in an escrow account; B

» Development of dats secuiity equirements, including data encryption, ransaction logging with tme
stamp, terminal end contral system re-send and ticket printing confimaticn;

« Engurning that svery transaction s written to at [easi three (3} modia bafore authorizadion is given to
print the tcket, which includes the primary and secondary central systerns and the hot backup system
at the aliemate siva;

+ Requiring the use of Usar {OVp et tor to auth software and reistad programs
tesiding in the terminals and mansgement workstations, and & peovide an audit tral of sign-orn
attempte and succecses on non-erasableimedifiable magnatic medis;

* Use of validation algorithms for inquiry, validation, and reporting on any winning wagers;

- Serlal number encryption far external seriat numbers printed on the tickets:

+ Establishrnent of an escrow ascolink for storing of softwarg source code offshe; and

- Establiahing apprapriste netwark sesurity firewalis to prevent unauthoiized access 1o the gaming or
commilinications network, and ic monitor and prevent viruses from the attacking the system,

33 EMA R NG & FICK DROERING AN RY CONTROYL SYSTEM
The Successfiul Vendor will provide a Gustomer Felativrs Managemant Systam  Ehat includes

telerrarketing and ticket ordering software and systams. Telsmarketing sales and ordering fum
ba handied and ardering functions will ba bandled by ALG. employses. The Proposal shoukd descr
minimum, how the sofiware accomplishes tha ticket arder entry processing forn
+ Retailer initlated orders;

= Invantory cistribution managemant;

» Reissues of raturned packs;

- Emergency orders; .

« Capability 1 restrict a retalier from ordering;

~ Tracking and confirmation of pack deliveries;

= feeal-tinne rmoni 4 of warsh invantory,

= inftial alloeations 1o new games;

= Other reporting Gapabilities;

* Sales and account information avai@ble to tefemarketers; and

« Call features and schieduting.

At a minimum, tha sysiem must have the capability to perform as follows:

= Handle all instant Hoket progesses and functions from any instant ticket printar.

+ Accept and process Hcket ientory data files produced by a8 BRCondary Instant tizkat vandor far up o
sever (7) instant games a year for purposes of warehousing and districution to retailers.

= Croate ond provide invenbory data flkes of packs erdered, distributed and miumed for transfer o the
ofiline gatming system on a daily, or more frequent, basis as determined by the At

= Accept and process ticket invemory deta files {i.e., pack siatuses, etc) and retailer file maintenancs
data fies from the online gaming system en a daily, or mora frequent, basls gs determingd by the: AL

* Allow the creation of ad-hoc eperts online, and to print certain repots asmay be desired by the user.

* Restrict system oaecoss 1o only authorize ALC staff and offiors &s epproved by the ALS.

A Yendeor miust describe In Its response the faliowing:

* How the systern will allow the ALC staff appropriate @ccess via proposed hardwaroicoftwars
communisation configuration to the sofhartre applications;

= A proposed plan for interfacos between the instarit ifveditory ayatem and af onling gaming systen;

+ A proposed backup systemn plan 1o ansure bittle or no interruption of sendpes, and the business recovery
plans to ratarm to. nanmal processing; and

= The proposed security plan including system software (Le., passwords, dats transter integrity, ote.) and
physical condrols.

34 OTHER REQLI
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Official Proposal Price Shool

OFFICIAL FROPOSAL PHRICE SHEET .
The undersigaed agiges to provide Instnng Tickee Jottery Game Servicss to the Ardcansss Lottery
Condmission in accordances with the Reguest for Proposul, wacd sy amendments or addendins

ihereto: Eor proposal no, ALC — ALC-05000] Bropeser is vequired to provide the percentage, in
the format shiows below, s wetl as to.atiach heveto an Feemized listing of the priciug for cach of

the compoReRt pErts.and tervices thei eomprite the lomp st price.

PERCENTAGE
(Writtcn in Words and Mamber)

DESCRIPTION

SCEUTFIC S AMER

1. BY SUBMISSION OF A PROPOSAL, THE PROPOSER
CERTIFIES:
Pricesin this proposal have been acrived ot independently; withott consultaticn,

I
sonumuniFition or agresment for the purpose of restricting competition.
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VERIFICATION

I cestify under peaalty of perjnry, that T am a responsible officisl (as idontified shawve) For the
buasiness entity: described ibove as Proposer, that T have perscnally examined and.am famiiiar withs
the information submitbed ig this disclSsinre and all attachments, and {hat the informetion is e,
sccurate, and complete. I om aware that thers are stgnificant pensiBics for subinivting false
infonpation, including criminsl sanctions, which can fead to imposition of a fine andfor
imprisonment. '

larkes PTG
Civave)

2 ‘_“: i a CEY” . _..7 3
{Nawmi= and Titlc) ¢Yyped or Frinved)
The componcents and services that compriss the porcentige shown on the FProposal Price Shect aro;

™ Barketing and Support Services

=  Instant Tickes Printiag

m  Distriborion and swarchornsing

= Fusiaat Gokes dispensers

W Disuibution of instant ticloets X

= fn special insuidoes, délivery of other ATC materfals such as point of sale material, game
supplics, ratailer manuals, and nowslcticns; por REP section. 3.9 as amended by the second
addendan to the KFP duted Fuiy §5, 2009.

ECHENTIFIC, AR DS
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Critoria
Early Start Up Date (ESUD)

Nusmber of Days ESUP

AL LT L |t L T I e A I 1 L B

Maxirmm : % %

. 50.000°-4483 3568 50.00 19620% T 2:4523% -:1:%%

%

Maximum ESUP ESUP Esu
6000 5000 2414 4.8276 9/30/2000 10/15/2000 10/1/2000
) o 28, .14 28
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pendmg LOC review C:ommussmner Matone ssked what the LGC review
entailed and whether the contract award could be executad by the Commission
with this contingercy attaghed. Mr. Woosley answerad In the affionative -and
stated this was thoe guidanw orovided hy the LOC. Furthier Mr., Woosley
‘indicated the Oversight review process is defined in the statute, that a major
procurement contract must be filed with the LOGC, aid fhe LOC wold conduact a
review, and then issue an apinion within 307 days, bagid Upon its review of the
documeritation. Commission staff was prévided guidance on the mechanics of
this process on July 313t and supplemented on August 239, by the LOC,
Commmoner Malone. inqguired. that, if this resolution was passed as worded,
whether this would: be the Commission’s final action naecessary to award the

b

Cniine Contract; and, Mr. Waosley answered affirmatively. Commissi

: EortraGiaaly negaﬂ&ﬁaﬁﬁiébatwaen the

SE 7 Mt Woosley stated that there would be
a s[gning of the mr;tra::i wavichy waulﬁ include a satisfaction of the bond
requirermernt. Mr. Passaildigue stated that the Staff s satisfied with the mejor
elements ‘of the Successefill Vendoi's propgosal. The motion was unanimoushy
approved,

instant Ticket R : ]

Mr. Wnoslay was recognized o discuss a Staff propcsa! for the Oommlssion : (a)
adopt a rasoluiion of both Intent tH Award and Execute the Instant T’cket
ontract, pending LOG review. Mr. Waoasley directed the Commission's attes
tothe Executive Summary, the Evaluation Scoring Spreadsheet, and the Cificial.
Price Proposal Sheet submitted by the vendorthat achieved the highest number
of points on the RFP's Evaluation Criteria, S c Games Incofporated {SGI).

Wir. Woosley dlse noted tfiat SGI's: Official’ spoeal ‘Stieet offorad-the
Coimmissitn 4 percentage rats af 1,75, tHe i centage rate proffered: by
the three vendors that bid on tHedinstant TIKet-RFF. Mr. Woosley direcied the

Commiission’s attertion to & comparison of instant Ticket vendors and pricas.

prepared by LefFeur's Magazine, which may be heipful in the deliberations of the
Commission. Mr. Wooslay stated that SG1 was ranked number one of the three
vendors submitting propasals on the Instant Ticket BFP, based upon the points
awarded by the Evaluators selected o review the proposals. it was Staffs
recommendation that the Commission approve both Intent to Award and also
Execution of a contract with S31, based on its receiving the highast nurmber of
points.  Commissioner Hammons asked sbout the ewvaluation process; Mr.
Waoosiey conducted an in depth discussion of the mechanics of the evaluation
criteria, the relationship to the RFFP and the awarding of points, noting & scoring
grid was wutilzed by the BEvalualors that referenced back inte the RFP.
Commissioner Hamwnone than asked whether there was evidence of minority-

owmed. business participation proposed by the vendors and Mr. Woosley stated

that this element was specificaily and thoroughly scored by the Bvaluators in

-sach proposal submiitted. Commissioner Hammans further inguired whethar the

cx}st eiernent was a. dri\ilr‘ig factor in vendaor ranl:mg anti Mr Wuus!ey pelnted to

IR

beis 0 e m it [
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Arkansas Scholarship Lottery
500 President Clinton Avenue, #215
Post Office Box 3238
Little Rock, AR 72203-3238
INTENT TO AWARD

Bid Number; ALC —090001
Bid Opening Date:  July 29, 2009
Commodity Services: Instant Ticket Lottery Game Services
Projected Total Value: .one point seventy five percent:(1.7500%) of total net sales

Posting date: August 5, 2009

Vendor: Scientific Games International, Inc.

Contact: Bishop Woosley — (501) 683-1890 - bishop.woosley@arkansas.gov
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Arkansas Scholarship Lotiery
500 President Clinton Axene, #2158
Post Office Box 3238
Lintle Rock, AR 723i3.3238
(501)683-1820

TERM CONTRACT AWARD

This is a tetrn contract issued by the office of state procurement. This is not

authority to ship. A scparate purchase order will be issued  This contract constitzies
ameplmeefyﬁmbﬁl'almgwilhaﬂmsandmndiﬁmswmﬁguiﬁwm

invitation 1o bid.

offerors’s koowledge and acceptance of ell terins snd conditions set forth vwithin fhe .

Contract/Bid No.:  ALC-- 096001

P S e — S Woosiey
Description: Instamt Ticket Lottery Game Services
Ceontract petiod: seven (7) years from date of axwand, with an option. for rencwal up to
three (3) additional tinves ixi one (1) yesr increments or a portion thereof.

Comt . ome poini seventy. iive percent (1.7500%6} of net sales a= defined under
Section ofthe: e Ticket. ry-Game Seérvices REF

Commodily chaasfes)y:

Purchase request no:

Agency Contact & Pheie Nawber: Bishop Woosley (S01) 683-1890
Delivery Recmirements: as specified in bid

Prices sre F.O.B. destination, fuside delvery and unless otherwise specified.

Iarvoice. to: ‘ Deliver to:

Askansas Lettery Commission Requesting sgeney

P.0. Box 3238 . :

Little Rock, AR 72203

Contract award to: Contact persomn: James €. Kenn
Scientific Games Iremational, Tne., ’ Felephone number: 770-663-6735
1500 Blusgrass Lokes Padkway PFax Ne: 678 6244115

Alpharetts, Georgia 30004 Vendor Meo:

Federal I No: 58-1943521

Arkansas Lottery C:omm.tsatnu Director of Procnrement:

By: : Date:

Crqp o . . D e e
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expeﬂence and one wrth IT Gammg expmcnoc ami tﬁey pmvndcd the scorc. It
was a per functionary calculation with the cost and proposed easly start-up dute. The early start up datewas
the premium because of wha the vendor stated they could do to satisfy the térms and conditions of the
coniracl. Séiéniific Gemes was the lowest percentage of cost, and also the most competitive start-up date of
Oetober 1. Scientific Games is the world premiere lotiery vendor with seraich off fickeis #nd 2 number of’

states arourd tie countey atilize Scientific Gamics-as cithera primary vendor or a secondiity vondar.

In this cofitract, "the suceesshial vendor agrees o giant the ALC non exclusive property usage rights for
online pames and properties owned by the vendor at no cost. diiring the term of the contract period of this
praposal” was put in as an amendment.

Mr. Bishop Woosley responded to Rep. Hyde's question: about how the comrast specifies 1hat Scientific
Games must distribute nstal tickets fioin seven different vedidors, but limit the total from other vendors
tickets to not excedd 3 % of total annual volume of ticket sales for the first two yearg, then subsequent years
it can't exceed to 153%. It wasn't specified inithe RFP, even thoug] anarsaal ternyin the RFP industry
because the ALC didn't 'want to limit themselves and wanted Scientific Gamnes 10 set it themseélves, because
they would possibly come inlower than the other proposals. Then,. that-Seiedsfic Gaies wilt
partivipate and beaedllofilecost of taining thevetailers, thaticis bl 617 5% il this P proposal
shitet, Since the retailers are the lifeblood, this is a big incentive for therm to come in and recroit and tepin as
miany retailers as possible to have them up and ready. There was a diselosure of pending litipation provided
o the Bureau of Legislative Research's attorney Dan Parker yesterday, it was veviewed, and that even though
there was some ongoing fitigation, there was nothing detrimerital that would prevent them from successiully
completing the terms of the contract with the ATC,

Several commitiee members stated for the record that they were unable to-open email fife confaitiing the

Contract and wanged to abstain from review: Rep. Maloch, Rep. Williams and Rep. Roebuck,
The Commitee has Concluded their Review of the Instant Ticket Conirack,

REVIEW OF THE ADVERTISING CONTRACT

Mr. Woosley stated fhe process for the advertising contracts were opened to proposals-and the ALC received
six proposals; but-dug o the terms of the compliance process, only two were abléto be passed onte the
evaluptors, Mr. Passailaigue siated that there wisre 5ix good proposals, but that the criteria must be met and
only swo madethe cut and they were the Rainey Agency and the Communications Groiep.

The lwo bidders made pres¢ntations, evaluations continved, were seored, and based gpon (he cosis and
presentations, the Conumunications Group was given the intent to award th¢ contract. There were Four
evaluators who scored the bidders on 40% cosl and 60%% subjeciive ciiteria. Sinee two of the proposals eame
from South Carolina vendors, Mr. Passailaipue removed. himseif [rom the progess and-any other that liad ties
to South Carolina. Mr, Woosley continued that after the two had complied with the RFP requirements, they
were passed to the evaluators and were reviewtd individuaily, then in 2 group on Friday of that week, "They
wiere then informed to retum the following Twcsday with-oral presentations. They were given a 44 minute
time for anooral presentation kg public forum. Both completed thelr presentation within 335 minufes aod
then kad abowr a ten minute gquesiion and answer pedod with-anything in responsc 1o the REP:or the
presétation. After the evaluation, they did individual:scoring and thay come up with the one whe received

J
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RFP #ALC-0950001

DATE: TUESDAY, AUGUST 25, 2009

Revigions to Qiginal Pricing Schedule (Dated July 29, 2UDSF betwera the Arkansas Lotlory
Cornmission and Scientific Games International Agreement for Additionsl Service Options amd

PERCENTAGH/PER 1,000
(Written in Words dmd Tearmbes)

The three prices shawn abave are based npon: e lotbery implementing all three services

Astusserd : .
~ lay Polws f6r Prizes Rewards/Merchundise Prizes. LS04 (one point fifty percent.of the prive
and Fulfilhnen fund for sl Srstagt games included in
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Ordex/Price Confirmation

Scientific Games Inteinationial
1500 Blueprass Lakes Paricoray
Alpharetia, GA 30004

This letter constittes the order of the ARKANSAS SCHOLARSHIP LOTTERY for s, A40,000
[ﬁ%} tickets of Instant Game No, (002 "ARKANSAS RICHES” ag il described in Version |
of the "Game Specifioations™ dumment dated 8/ 1972009 with Prize Strecture Version A

deted August 12, 2009, Final invoice willbe based on fotul nitimabice o fitleets sold bagad on
‘perpeiitaze of sales, (1.1500%) t\l N
You are hereby anthorized to proceed with the production of game tickets and performance of _ -
‘thie associated services according to-the specifications contained herein, <. 3 Q 7 ? 57{\
Opiions. Gviami : Price
. FailSafe™ Barcods 51.85 per 1000 -
Fall UV . . _. Na Charge Mu(tﬁ Az,
Total Price For Options (cstimated) Total price per 1000 $1.89
I( AgLe>
ACKENOWILEDGED AND ACCEPTED: ACKNOWLEDGED AND ACCEPTED:
N O\aruw v Fenrnoid

Scienlific Games Hijernational (Prmted) Avkansas Scholarship mery w/

éansas Scholarship"Lottory (Signature)

fhasgort” 75, 2005

Plate

Vf_(sim wi kb Wesne, {Y(ir_a_ schedule

L8 =2

M1
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Order/Price Confirmation.

Beientific Gemes Intermationsl
1500 Blueprass Pakes Parkway
Alphiarctte, GA 30004

This letter constitutes the order of the ARKANSAS SCHOLARSHIP LOTTERY for
5,040,000 (25%) tickets of Instant Game No. 002 "ARKANSAS EICHES“ as fully
described in Version T of the *Game Specitications"” documentdated $/1942
Prize Structure Version A dated Aupnst 12, 2009, Fiaal involeswill bebaged.on
total nnsber of tickets sold based on percantage of sales. (1.9200%)

oS
‘r‘.‘ l ,l- b (24
Cimd Cb&ae&ﬂmmg*Mmgmem Servieos? idﬁﬂ% \J _
. _ . ‘ _ o ciey
The three prices showhi abiove are bagsed ipon the lotiety impiementing all dires:services. &9
" g LS

'fm: al BistAnt games mcluded ji¥ program.

You are hereby suthorized to praceed with the production of game tickets and
performance of Hie associated services according to the specifications comained herein.

Options Quankity Price
FailSafe™ Barcode 51.89 per 1000
Fall UV No Cherge

Totak price per 1000: "$1.89
ACKNOWLEDGED AND ACCEPTED:

TRy v T pnDEM
Arkansas SchnTamhip” Lottery (Printed)

Arkansas Seholarsln m&f’ {Signature)

1o f s
Date ' Pmte LA 4

Coﬂad‘ ﬂ?mze_ sdreckure,
.42 tm Q5

Total Price For Options (estimated)

Scientific Games Intermational (Printed)

Scientific Games Internationat (Sign.aturej

.
& 2009 Scientific Games Ine. - All:Rights Reserved.

M2
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From: Rishop Woosley

Sent: . Monday, September21, 2009:9:31 AM
To: Michael Hyde

Attachments:

W. Bichop Wouosley

Arkansas Lottery Cormimission
Director of Procurement

L tholurslmp fatbery

Arkansas Lottery Corimission/Union Plaza
124 Waest Capitol Avenue; Suite 1400
Littie Rock, AR 72201

Mailing addvress:

P.0). Box 3238

Little Rock, AR 72203-3238

Office Number {501} 683-1890
Office Fax (501) 683-1878

Confidentiality Notice

instant REP Contractual Services. Agreement pdf; Régital of Sefectsd Giptions. pdf; Official
Proposal Pirde Sheet ndf

“Fhis communication is for exclusive use by the personis) o whom it is addressed, and may contain information that is

confidential ar privileged and exempt fram disclosure under applicable law. fyou are notan intended recipient, please

‘be aware than any disclasure; dissemination, distribution or copying of the communicartion, or the use of its contents, is
prohibited. If you have recgived this message In error, please immediatelynotify me of your inadvertent receipt and
deiete this message from all the data storage systems.
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Arkansas l.ottery Commission
Review of Garne Design and Game Programming Processes (Draft)
Report Date: TBD

stichae! .+ CF o7 W . Interank Auditor

Esnding &2

Ma!gmww,ww ms neiticket: (G

The Scienﬁﬁc-"ﬂ‘iamgs’ Instaot ticket game working paperss inclode tars docurnents, the
Customer Specifications for Instant Games and the nsiant Ticket Game ecifications.

Customer Specifications 61 Instant Games

The Customer Specifications for Instant Games includes all of the information that
raraely chafges from game to gams, such as; bookfticket humber format, licket-back
markings, validation number format, packagmg and shipping specifications, contact
information, etec. Should any of the spacifications change, an updated version of the
document is exeouted. The Customer Spocifications eliminates the need for Lottery
managemsnit o review information that rarely changes for each instant ticket game
developed. The confintnation page for this agreement states the foRowing:

*These customer specifications have beerny approved by he Arkansas Scholacship
Latteny amd Scieatific Garnes International, inc. (SGR), effective as of the execution <abs
below and apply to productionr of game tickets and padoamance of associated services
in accordance with the requirements of the Tontract for Instant Ticket Manmnufacturing &
Services belfweor; the commission and SG1

Any changes o these specificalions must be in wiiting and approved by the Executiva
Dirgcior or his designee™

Internal Audit noted that the Customer Specifications for Instant Games Version 1.0
dated Adgust 13, 2009 and Version 1.1 dated September 16, 2009 were niot signed by
either the Lottery or Scientific Games indicating the documents had beers roeviewed or
approved. The first nstant licket game @d by Scientific Games on September
3, 2009, ° Version: 1.2.dated Dacember. 9, 2008 was . signed by a Scientific Games
raépresentative and the Lotleny's Vice President of Saming Operations on Decerntier: 14,

2009, ‘
S)chr z, i rale it

Review of Game Design and:-Game Programming Processes Page 11

Q1
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) Arkansas Lottery Comumission .
Reaview of Game Design and Game Programmitig Processes {Draff
Report Bate: TEBD

sichael F. Hyde, GPA, GIF, GISA, CFE Eemao sl

Internal Audit also noted that the Customer Specifications for Instant Garmes Version 2
1.2 did not include a description of the changes madeifrom the prior version in the
saction entitled “Updates”. The only change stated in ihe “Updatee™ section éf the
document was the change made from Yersion 1.0 to 1.4, intermnal Audit noted that at
least 20 changes were made between Wersion 1.1 and Version 1.2, including removing
the reguirermnent that Scientific Games provide audit reports for individual instant ticket
games which contradicts the Instant Ticket Game Lottery Services Contract {(See
Finding #5). nternatl Audit also noted Version 1.2 removed the ticket-back marking
statement “Proceeds Support Education”. Hdowewver, a review of the instant tickets
printed pricr o December 9, 2009 revealed that this statement has never been included
on the Back of the Arkansas Scholarship Lottery instant tickets.

The Customer Specifications for Instant Games is prepared by Scientific Games’
personnsi and reviewed by the Lottery prior 16 approval. FThe conterit of the “Updates™
section would sedm 10 be eszsential o adequately review the report for the criterion
which changed from the preévious wversion, espeéecially when there are numercus
changes.

The Customer Specifications for Instant Games should be reviewed for completeness
and accuracy, and signad by both parties prior to the praduction of ingtant ticket games.
visithout a signed docurment, the Lottary did not have a valid customer specifications
‘agresment with Scientific Games for instant ticket games printed betwaeen September
3, 2008 and December 14, 20009, '

wl < k& o, ﬂ?ﬂé!{r“‘ﬁ

The Instant Ticket (Game Specifications contains the vari&able information that changes
from game b game, such as game name, number, date, version, ticket size and paper
stock to be used, ticket art, prize sitructure, order cuantities, schedule, etc. The
doecument is prepared by Scientific Games personnel. Following a review process by
the Lottery staff, the working papers are approved and signed by Lotery management
and Sciertific Games. The game programming specifications found In the working
papers s ulimately utilized to develop game sofbware that produces instant ticket daisa
for the production of a particular game.

Infornal Aaudit's review of the Game Specifications of four-instant ticket.games revealed
the following:

Rewview of Gamo Design and Games Programming Processes Page 1%
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Arkansas Lottery Commission
Review of Game Deasign and Game Programming Procegsses (Diaft)
Heport Date: TBD

_Micheet . Hyde, CPA, CIA CIGA, [oa = Arernal Auditor

« An instance: in-which' the wrong: prize structure was referenced. in- the approved
Game Specnf’cation&.

« An Instance in which the Game Specifications for an Instant Ticket Game was
not signed by the Loltery or Scientific Games.
Conglysion Finding #2

Internal controls can break down when authorizers 8o not sign agreements or fail to

adequately review docurments they must signn for grvors and omissions. Lottery-

management's failure to properly review and exeeite agreaments by signature could
result in instant ticket games not being produced a8 intended andfor expose the
Arkansas Lottery Commission o unnecessary legal issues.

Intemal Audit recommends the following:

1. Lottery management establisheés policies and procedures that ensure that instant
ticket game workinig papers are approved, by signature, pricr to production of the
affected instant ticket games.

2. Lottery management establishes policies and procedures to ensure that instarit

ficket game working papers are complete and acciurate prior 10 approval (e,
checkiist).

The polﬁiaf&s aind procedures developed should Be documenmtsd (See Finding #1).

bere}.

mﬁm : -

AL staff oiready reviews lastanl ticket gpomc working papers for accorocy, gives. opprovals after o positive

ceview, antd signs off o ony doccanents where oppropriEts.  THat off gorres o dote have been prodoced’

withaut misteakes or ctror (5 the tirect result of our current procedices,

Review of Game Design and Gano:Programming Procasses Page 15
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SCHEDULE OF FINDINGS ARD RESPONSES

2040-1 Ark. Coda Ann, § 23-115-208{a){8) requires the Ageancy to “prapare tho ﬁmal atptemonte, nciuding the:
. refated aotes b the fmanclal statements, of tho wommiasion-In- with: i rally sdeen
asoocrting pﬂnoiplaa {EAAS) and in accordancs with Guidelnes and tmislinas astabished by the Chief
OM the Stald to. panmit incorporaticr inbo the Slate's Tnandlal-statomaats and o pormit the euadic
hie state’s fivincial Staternonts and the comumisalon’s financlsl statemente fn o Gmoly manken”. The -
Agmey - ptapam umm:m 201 0-fingneial stotemenis and relHe NCIES IR accorisnce with GAKP,
Tha flitne Io; prap siate and retdted ol mmammhmmmnad in arrore
ant ormissions that mmu pdvarsely affoct tha Enci of the Ar : Conamisaton Flankeis) .
Shitsmants and rolstod notoe in o State’s. Cnrmrahmue Atmml Finznciol Repot.

Wa. recommmand the Agency. strengtion. intemal control ‘evar financlel reporting by ensuring Appropnate
aiviplayioas ara qualifiad’ an:l knowisdacoble of @l applicabia Govermmanial . Acicanting. Sanderds and
prepare:-fhe firancial statamenie and related nelad In eccardanas with WF'.

mmm{m The ALC has recaivad goddance fTom Dmtor thi paaa year by preparsiion
of financial statements and the davaiw:mank of a finandal actbcunting and reporting systent, . The
assislance was usod and relied upon ta: devolop interdm fnandial shafoments tha! VAEEe resantad
padodically 1o sieNeholdere o2 requingg by stale. law, Thosa nter Ahancial reports ulfized o fownat
it was Informalive as o ALC‘s ﬁmmﬁal emuwun and. rasults of opmﬂonss fromn the booies and
racords of the Agancy., A of B ts was oo @ Seripuaion of net proocesds:
availabla to furd scholarships, "'This raporiing systéimiveas then usad to prépare our annual repart.

The ALL was informed 81 8 masiing with LA SiiOctober 18, 2010, that Tss formst wosd for the
prapardtion of Inderis: fnancial be. dini not ook 1o the raguiremeants oF Ak Code Ann. §23-
1ABBME, L, the Famnat of the financial etaramants s i@ rélated !b:n;mms roursk Sofiform: to goenoraty
acceptad acoouning mnciplas,

Ao & rosuit of Ss finding, sl financis! siatamants ars:haing refopraltad o meat itss requiement, The
Asianicial informatien contained iy ihe ofdginel emnat vias correct and adcurats,

BOTO-2 T bk Code A, § 23-1 is-:mS{sm) siFtas that e Commission Nt comntracs: with the torms and
. condiiong. & r Hule, Cooles L3 ‘!5—71]1@;){1) states ok sach major
prunuramanlmmshanmﬁleﬁwmnw“ s Lok Charsight.
axsoution

(LOC
th

ot o o fonS with o sdat: Ak :
funct. The astlma.laa cost of the ReGEE of Soelocicd GRUons cormpared. to
. thi oripinal Teviewed prica pmpusai s an msfmabed addiional $3.9 mificn per yoor. i addition to the
Camm"g&" ©A © Racital of Selsctod Optieons, Managemont erteied ko these Branging agressnenis with the vendior with &
" - L tatal Gitivstad cosot of SE7LHEET. The subsaq[;iem Raciat m'bSeiL%té-na‘ cmungfs e three  lconsing.
g Agrasimonts wars ot approvac the Commisa or reviowsd by Lack of approptiata review of
H&G rowgd contracs snd modilicetions. al'wnl.’:am eould faad to o fack ofmnspamcymﬂwi.oc and piibilc.

p ‘Wa = ot J 1 compiiance with State law by su.:l:m'ﬂtklg appropriate docurnents Tor
L.—- O C_ ’ by the mgrycmnnﬁssinn Legisistive Cyersight Commilies

E Manncemant reSpoNse: The Arkensas Scholois Lotiery Act ('AnL“j nts the ALC the. powar to
QLV» LAYy -] €{ - ~anter intc. corleicts of o and conditions mathﬂx’pa commission datse) msjnm" Arke Codé Ash, §23-
F15-206{@}20). Tho Act furthisr altows the ALG 1o "arrangs forkne splciation s mwadpi of couriprestitive
bids for major procgoment contracts,” wilh iha specﬁc raquirﬂmsm Al hese proposed majuf
‘ProGteTent conhkatts be fikad wilh the T Aldoemmitan fLOCTS for .
* revienw Baboro tha exacotion date of tha' malnr prm:uremeﬂz CONTEG ArK. Gode AT, G221 15-TOWCHZ}
i (@){1).
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Lo Jaene 18, 200, the ARLC pubiishoed ar instont Tia!mt Lottairk Gama Sarvices Fequast for Froprossil
LRFP™ weith oo (23 mquw Bdn:tmdumg- -
wndithy In'laﬁni ‘o prowdd

16—?102{2}{3}. --"In fnct., Saction: 2.1 BT B FRFF- spaelm I mcs:lrmmas e AL Ebafencibee: ey
rEBOR wrd darands of tho

Hermm Wad withln il aﬂ&w«, ckzdklg, Bk ot fmited o, otbhier peodiachs S o, Senr;ﬁoﬁ
1.26 of the RFP gpacidcaily stapas “weanoors  oney e e, o Tdantify o proposod soemvicas. A
HEPBrTE llming. wiilcts rmast inciuce pr'wlng. mey e submitied with gwmmary pelcing.™ This -nulmaian far
adciithonuemd gy wesd I addiion o thoe percontasge of et salas pricng reguested. Incbdght of these
-1 c:!wm e Triden -oi thee ALC 30 irmdte, and cortract fioer, ad:miamﬂ! el afternate opilorns

mm‘mm CSEnrrves lﬂt&rnalh:nal SEY aubmittod sn Instmnt Tokot LoTiery:
Sitark. Marketisag CFPlar Gesd  Oficiat - Propossl  Poios Shoet

Jirlﬂlnglw o tonp - sorn e for not sales percenkoge. a fnticag  of o@moh
Eneal o 2 37 tiu - B Saev prf-m i aen fising  oF  acddifionms aowitod
L7 B8 - ey, oiddditlon  toottver

-‘tha amona! ELREN 1o

wbn rwes!m of ‘The: various REP respomsos fmorn S, GTECH and Pollard Backh

) ROy - peum%sﬁiomla magan e nbenshee ml‘wﬁbh Bk s of mmmng i proposmis
_ll:ta-d iy Iight of Infocrncilicns. Focisaatan T e RFF.  The owvalumbon Included. review of e
: For K altesnste and agdfonst prodscts ond games subrmitied. By vardors,

AL e Coeaciusicn of e evelusiion prc - e Sthens and sooring were subrnlited o e AL for
roviewe, The REFP and BSSponse wars raviewsad. by the S50 on Auguast 5, S009. After soviaie of the
P, s Regponsa,, Hhe: MOsE. and scores: compiled. oy the pandt of cxports avaizoating the wvandor
rasponasss and thorcug i discussion of e respornss: fooom ths three vendors, he SEC: wabec) o sawvard the
mstant : ticket corntract to S, soningant upon reviews by the 0 All docurmants faviewwead by e ALC
ey rooiking ts deciaions W awarg the contract mor SiE1 wens: peowided S Hhie OO for revieww. This inchuda
il BEP and Reosponses doclurnanis. O Mugust 3, 2009, the Instant Ticket controct docurmenis wera
resviawand by thie LGOS,

i light of the foragoing, access o and ihe uss of The oeoSed prmapery ortfolioc of SEG1 s alresady
inchsdiock . B the contract batuweaan the paertbss basad o the faur.“& At theey Binvforroatiorn Beas Beors ronasvead,
considened -and  approved by the ALGC ard- reviewad by e A, Those addificiim arnol  oftarrste
Prodidcts: and gannes wore Fagquested by the AL C, prowided by (S0 rESPRONSE., SVELaLe. Bnd apercnerd
by tho ALS pnd sent 1o the 1O for raview. Bazsed on the oortent of the docurments spprowed by he
cortracing pertiss, amd he comtant of the doounment sent o the LS For rosviowse,. it is the obuious inbame
of both parbess that these Haims e inciudad i thoe torins of the coniract.

Even If one wera to assumie that tha  nanrow e Agid Interporeiaiion of e condract boehuee e AT

sored. SIS g oorract. e TacT remsains that e scdittonsl and alksosote ndbod options suiBmilted by S
wrorty ruwisides T the ordginesd docurmenits aubraiitocd o e LOC for raviams. Theassa itenmg s alraahys
been avaluated and approved Bey e ALC and fonsmrdac wlliy the contrect documents o the B for

. Theso docurments Incltictoct tine: ieensend DeoDaity seltslogie awmd 'I:ry thie van-dur. Liredes iy
aafinldcn. for “wrajor procunsrteanl contrect” as st et In Sk, Codo Ary EOWES, o
{inciuding ontraats oo sevanty e thou.ﬁsanct ooiiarg (STE000.00} :ketn = anch l-an:m i rclen et FEw
s WoaaessTong Wum citod e DXL A b Dmor: Fexr

CAecardingly, vhnder alther scaetsanio rwotac abqowe; o furthver rewienws s requiined. wncdse the Taww.
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We also noted certain additional matfms that we have: reportecl 1 managamam of the Agency In a separate letter dated
Qctober 18, 2010.

Tha Agancy’s rasponse 1o Ihe findings Identified in-our audit, exduding managamerﬂ: letter ﬁndmgs Is describad abova. Wal
- did not audit the Agency's responaa and; accordingly; we-exprass no.apinionon ft.. - - .

_This mpmt Is Intended solaly ¢ the information. and use of the Legislative Jolat Auditing Cofimittse, ‘state executive and - .
, agency managament, Amansas tatiery Commisslon and ullier padias as required by Arkansas Code
8 and shol ¥ aiyona other then these spedified parties. However, purstiant to Ark,

417, 4l reports prmntad to the Legisiative Joint Auditing Committse are: mattsrs of pu’bllc record and

Charles F. Fissi; CPA
Deputy Leglsiative Aud?to:

‘Little Rock, Ark.ansas
October 19,2010
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This fotter &5 intendod sdlaly For the informetion and use of the Leglsh

mrsigha: managemeant, agency management, Arkansas Lotlery Commission 1
snd = oot intendasd to bo and should aot be usad by anyona slther than these specifies parties. However, pursuant o Ark,
Cola Ann. § 104-417, all repors presented 1o the Laglsiaflive Joint Auditing Commiitas are metiors of publics vecord - anid

5
distribeton s ot timitad.
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Travel ragalmnm R1-18-4-8903 statas mileags shall be mimbursed and wmsmied waing arep el

was: uneble £ adaguataly-test markoting-saies representhalives’ travel dus 1o nsuficlent dooumentation. Information
providad on e employaes travel ralmburesrpent fonms was vague andlor Incotigiets. limiting the Agonoy’s ability to
properly roview the. supporting documentation prior fo payment. 1n atidiion; the audlior was snable to verlly mues
fraveled fn-order td resalculate mileage reimbursemernt for accuracy, Travel feimbursements for markeling sales

rapresentatives oialed $198,083, Including one. employeg : For 44,900 -miles driven
during a ten month padad of time,  noufficient aupporting ;:iocuﬂmmaﬁun coulkt Bfiow anors by sappropriation of

essota to oveltdad g I.mdutnclad by tive Agarwy. !aad'ing o ovarpayMents nace 1 Agency Bmpioyeas.
Wa redomrmeand the Aguncy Impleiment provadures raqliifing adequats documentation of ravel made by ths Agency's
marketing sales sprassniatives to aliow far a proper reviens of ravel reimbursemernts, -

Holnt Audiiing Commitiug, state emcutive aind:
By pardes as requied by Arkensas Coide

DIVISHIN OF LEGISLATIVE AUDIT

Choanls F. P

Charlaa F. Fisar, CPA
Deaputy Logisiative Auditor

LEte Rk, Arkansag
Orctober 49, 20050
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pmwded on Movember 3, 2009, to the Arkansas thte:y Chzur andd Audn; Co:nnmun..f;
Chair via epnail and U.S. Mail. The emailis inchwicd as Attachment 1.

= fhe 2010 Internat Audic Plan siatus Repont for Dectmber 9, 2010, states that theaudit to
review “Payments to Sciemtific Garmes (Instant Ticker Games)™ which was to reviewms:
paymants to Scientific Games 10 ensure compliance scith contract was removed fronx the
20710 Audiz Plan. The reason given was that “Payments to Scientific Games to-be
included as part of individual instaot ticket games end-of-gamie aodits.  Also, avea
reviewed by external audit.”™ The last page of that report is included as Attachment L1,

Since the response 1o the LA Gndings was made on Nowvernber 2, 20400, the ALC stalt
has appearci before the ALC on at least four {4) separate occasions (the lsst tioe being
11 months later) to repori on the staius of the 2018 audit findings and steps taken by the
ALL to address those findings. The relevant dsted agendoas and minutes arg below and
inciuded as Anachment Below: are several relevant notes from the December 9, 2010,
which oecurred subsegcent withe rclcase. of the 2010 IDLA aadit

I. ‘December 9, 2010

-;.Nm' OF e FIeee mber & 2T

g inding B2 vegarding ilve failtve o .
FOF R P TIe HE ClE cragingy e

- Fraieradt. REpFeseniatives froms
Prolifod borraitisiitary on e

pemntage ﬁn»:—! 78lia
e DVEvisdins oof Fopisleal
war ok ST

Neoee: Diarineg thet discassion, e subject of adding the service af Tel-sctl to
vire Instane Ticket cantract was discassed by Dirdctor Passailnigue. e
notecl that e service of Telf-salfl wees originaliy zoing to be done internally
avrd tiot the pion for the A5 was fo frire 7 people to provide tiaf service
{See affachmont B noted abovie). Fle assigned.a valuaoc.of over STO0.000.00 (o>
afrert service prrovided in e Recltal of Selected. Options.

A Miar meering, Division of Legislative Awudit iwrged tfre Comrsission to

Feack ot 00 e seck @& curative sotition to resoive Fiading 82, After o
seqrest from Chatriady Lamberilr for repset o frow-to meove forwird fror
the other Comtmissioners; arnd discaussion ond suggestions fror
Clarmmissioners arrick Seofcfi, Mdike Malone and Smakey Conegpr liell, the
AL resofved fo reach owlt to .the LOC for o sofrtion on how to recoive
Finding #2.

pre . . . G e e ¢ v e
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MINUTES

HOUSE & SENATE INTERIM ARKANSAS LOTTERY COMMISSION
LEGISLATIVE OVERSIGHT COMMITTEES

Frebouwaryn G 2011
ntive Oversight Commilice met Wednesday, Febraary 16,

‘2011, upon adjsrroment of ok Chambers, in Room 138, at the State Capitol, Litrie Rock,
- ArTkansas,
‘Lottery Commdssion Legisintive Oversight mEmbiers attending were: Senators Jobhnny Key, Chair,

Dravid Johnson, Mary Ann Salmeon, David Wyéts,_:eand Jonarhan Dismang, Represeniatives Mark Perry,
Chaiv, Barry Hyde, Darrin Williarns, Mary Blindcard, and Matthew Shepherd.

Other legislators attending were: Senstors Linda Chesterfield, Jovee Elliott, and Eddie Willizmas,

Representatives David Fislding, Fredyrisk Lowe, Reginald Blusdock, amd Traisy Stoele.

The Ackarsas Lottery Commission Legislative Owersi pht Comenitics was called 1 order by Senwtor
Johnny Key, Chajr,

SvEEnntes Lo Tne ¥ =) A peting (Exlikbie T
tive Steele stated the minuates 10 be amended to state bis motion was caried withont

Represeqtal
objection.
Representative Williams made ainotion to acéept the amendsd minutes, Representative Hyde
secomded the motion; and withowt ohiection, the miautes were apbroved a5 amendiod,

Senator Key stated without abjection, the Recoramended Changes to the A¥lkansas Scholarship
Lottery Act would he moved up on the agenda to be covered next.

£ T X eprig Lot &y Lits Iy,
Axily Babbitt, Supcivising Se pok, DHvision of Legislative Audit gave: s update on tHhe andii
report findings. The first finding, relating to the prepacarion of anous! financial statoments, will be
evaluated during the next anngal audi the next financial stements are ot required until June 30,
20T . “Thie secoid HINETINE telating 16 Coilaat neview 6§ ths oversight comiiiiiss; ie considersd yesofved.
Oni the 1 mansigement issue fndings, the agency appears to have made significant improvements, The
agency was able to provide additional docwmmentation for travel expenses, new policies have been puc in
Place, and the control environment for cash receipts has been aproved. A follow up by Legislative Audit
will oecur and be presented to the comumities during the next. fow momnths, .
f x] X axdt DB-2
Milkce Hyde, Internal Auditor, Arkansas Lottery Commission, gave an update on the Lottery
Commission’s fesponse to the Legisldtive Audit report findings. Bdr. Hyde stated as of Felbroaoy £, 200 1,
w0 of the 13 findings have been cleared. Severat findings haws Fetors that need to DOCUE Priseto
management”s final corrective action. .

=  Finding #1 canuot be cleared uatil the June 30, 2011 fHinancial tintements sre completed and

aaditcd.

-  Management Findings #2-and #5 reguire more frapsactions to fale. place for review.

~ - Minagemem Findings #1 and #7 arc waiting on pending Jegistation.,
Management Finding#4-was pending the refease of the Attorney Cenefnl’ & flnding, which bas just
oTewrred,
Mapagement Finding #6:is pending a consultation with Departivient of Finance and
Adrninisiration,

G e e o T T T Y
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ARKANSAS LOTTERY COMMISSION
LEGISLATIVE OVERSIGHT COMMITTEE

“Fhe Arkansas Lottery Comminsion Legislative Oversipght Committec met Wedneaday, May 11, 201%,
at 10 sy in Room B, at the Big MAC Building, Littile Rock, Avkansas.

Lottery Commission Legislative Oversight members. attending were: Senators Fohnmy Key, Chair,
_David Io!fmsma,Mmy Ay Mmon, Robert Thompsen, David Wyatt, andd Jonatham EXigroang, Representatives
‘Wark Perty, Chair, Bobby Pierce, Borry Hyde, Darrin Williams, Mary Slinkard, and Matthew Shepherd.
Other legisiators attending werc: Sannt‘op}?a}z[ Eagokout, Beprosentetives Jonathan Barncet, Forry Broswn,
John Catlent, Gary Deffenbangh, Justin Harris, Homer Lenderman, Mike Patterson, Garry'Smith, and Betch
Willcins. '

FThe Arkansas Lottery Commission T.epislative Owersight Commitiee was called 0 order by Sehuror Johnny
R ingtes fi v Y 1Y ML hibit B S

Representative Pierce prade s moticn to approve the sinditey; Represemtitive Shokard seconided the
anotic, Al without objection, Hic mation carrisd,

ebont [ laityit ¥

npress s A uTiet Moyt Him o ALE 2. M.
Michael Flyde, Hy Lo Arkansas Lothedsy Comsmnission, stated at this’Giine eiphit of the 13 findings

been cleared. and 23 of e 30 objcctives v also been satisfled. Of the five Gndings that Eave not yot
Finding ¥ Pending the xseloase of the yearend finansinl statements in July 201 1.

Finding 2: Pending the extablishownt of policies and procedures 1o ensire the ineligitife player databace is
kept current. .

Finding 3: Pending repayment of all conmpensatory times, which is expected to be complets in July 20T 1.
Finuding 4: swaiting determninatinn of whether repayirent will be sought for retroactive payhneints fo
employees, N .

Finding 5: Pending a cost proposal from DF&A on using AASIS,

Ancy Babbitt, Supcrvisor Sendor Avditory Division of Legisiative Audit, stoted the audit Tioding perisining to
vendoreonirbcts appess to now be in complianse. The Lottery has entered. frnto two contracts which were
cowmipliant. [n regards to retroactive pay, it was recommended that DNERA review the fikes to determine
whether cmployecs were correctly paicd, .

Bishop Woosley, Attorney, Arkansas Lottery Comanission, Stated there i pot ag issue with smie&ug
docireniation on reircaciive payments to DF&A or OPM for seviewr, However, fvom a kegal stand point he
wan aot recommend to the Commission that they seek reimbursement for money which was legally owed.

Senator Key stated the Committee would like 1o continuve receiving updates onthe Andit Repart.Findings
untif afl findings bave been cleared. -
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‘Andy Babbitt, Supervisor Senior Auditor, Division of Legislative Awdit: reviewed the five jssues wvhich . were

peirdling from: the previoas Teport,

1. Preparation of financial statements: . Lottery Cotnmlission has begun a confrast with Crowe Horwvath for
completion on Coitiprehensive Annual Financial Roport. '

& Int:ﬁgible"’l"{aa_rar Entabase: “The datshase is working, and policics and procsderes are posy in place toe

3. Compensatory Time: As of June 29, 201 1, dll compensatory tirme has been repaid.

4. Retroactive Pay: Dwring the Commission mceting on Aagust 15, 2011, a motion svas made not to seck
reimblrserent. : )

3. Payroll System: A recent sofiwars releasie front the current vendor will address the contiol issues.

Representative Pervy stated without objection, the report was considered reviewed.

_ Cammission e Exlibit

Mr. Passailaigue gave an overview of Lovery Commission’s fnanices fios FY201L. The not income for
FY2011 wos £94,164,3082, and was $10 million noder the bidgeted ot incoine. The Lottery ransferred
$7,146,103 1o the Department of Hipher Education, for scholarships in July.

Mr. Fassailafpue stated the Lotiery received the Frst IRS penalty notification in April 2019, The OFO
contacted the IRS, sand the IRS waived the penalty. A second penalty notice was received i April 2011, the
CFO nggin conticted IRS. The CFO belicvexd vwihen the previous year's penalty was wabved, that the waiver
ingluded all penalties vp to the date the waiver wes given. In July, the IRS rejected the abuiement FEQEEST,
Mr. Passailaigue was informed about issue fn Amngrst, at which timje he informed #he Commission and fegal

counsel. At his suggestion, the Commission agreed to hire a fax attommey_ The tak dtfemey sclected s
woeking pro bono on the issue. There is a 60 day appeal period, which will end in midiSeptembar. Fhe
Lottery began making daily tax payments thox EFTSE after the fivst penally notice 10 So58téno Ffurther late
paystents wera made. The pepalty will be listed as coptingent liability on year end statemernds. financial
staterscaits,

e, ' ; y-Cominission; dtated 12 of the: 13 audit findings bad beorn.
#reds The frding off financial seate wling st pending: However, this year’s finaneinl
statemends. are in the process of being finalized by Legislative Audit.
i, Hyde agreed with Senator Diismang, that according o LEAAP, the-contimied Hability shoiild e showm oo
the face of the financial statemerits, sioee initial response frony the IRS was ¢t deny abatement, The IRS
issuc was not disclosed (o bim. He has developed a three year audic plan, using a risk assessment, a6 the
‘tan was approved by commission. The IRS issue was not original séen as a high risk area, however it wiil
now be included in the aadit plan.
In answer to Senator Pritchard question, My, Waosley stated reimbursement is ot being requested bedause it
is7a legal Issue, as the stacute may oot apply, since the Loitery Congmisvion s not under OPM, If the
Commission swed, it wonld leave jtself open to employment claims, and would stbject itse1f to liability and
unnegessary foes,
Representative Perry sfated withiou't objection, the'report was considered reviewed.
Bricfive on Escrow anwd Data Stoca: € Esones for the A rkansas Lot
Byron Baoth, .V of Governmentdi Relations, snd Steve Beck, Regional VP, lntrslot, gave an overview of
data stoxage for the lomtery. There is a daplex systerp: ronning within the state, and & DR system setup in
Ohio, as an ok & state back np. Thesysiemin the Toticry building, does g backup wvery night, and once a
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ARKANSAS LOTTERY DOMNISSION
LEGISLATIVE OVERSIGHT COMMITTEFR.

*SEptEben 2, F0EL

- The Arkansas Lottery Commission Legisintive Orversight Compmittes met Thinsday, Sepsember 29,
lansas.

2011, #¢ 10 2., I Room B, st the Bl Mac Building, Eittle Rock, Ar

Lottery Cammission Legiifative Oversight mérabers sitending were: Se;
Mary Ang Salmon, Robent Thoimnpson, and Jonathan Diemang, Representgii
Pierce, Barry Hyde, Divrin Williams, and Matthew Sheplicrd,

Other tegislators attending were: Senatots Paul Bockout, Mike Fidicher, Larry Teagyie,
% Ear

Representatives Denxy Alies, Tommy Baker, Jobn:Buris, Billy.g: 5 i, Jmiﬁﬁfﬁ@ﬁm Clark Hall, Kim
Hamser, Buddy Lovell, James McLean, Reginald Musdock, Mike Paticzson, Lot 5 Tost, Temcs Rathiff,

Mark Perry, Chair, Bobby

Nate:Steed, Thomas Ween 808 Marshall Wright. [
sbtpimitico s called 16 order bifichator
ki, .
@ giﬁ&.ﬁﬁepﬂsmmﬂve Perry seconded
approved. Gl

Lottery Divector's Repoye (Exhibit O it

Ermie Passnilsipue, Director, Arkansas Lottery O

Lottery gensrsied approgimaely $28 million. In
Trafdierstodh #

ey n@ the month of Angnst, the

: i§aF the fiscal year, the Lottery has
are down'$732,333, below budgeted transfers.

im0, stated the Godimr on financial stesends
0 be cloared by the pext report; vl the 19 of

Cefveicamed Julic
Lottery Cnn‘fl}:%;;m, wh: will

ikiridge, [ , Public A P and Legislative Relationy, Ardmnsas
siassimning the Interin Direotor position. '

: b i
M5, Baldridge sliﬂﬁﬁ}!;@r primm;ﬁa‘mcq:mix the stability of revennes and stability within the workplacs,
until a new director Bdound, &

Near-Term (amin andout 4 )

David Barden, Vice Predident of Gaming Operations, Arkatisas Lottery Compmission, stated 85% of sales
¢ of instant garies. The new Fast Play game will affaw bliyers to become camitbriable witkitenminal
generated tickets, similarto those used in online gones. The Lotery 13 slso considering doitg monthly
prentotions during 200 2, however these promotions ars subjsst to Connission approval Arkaisas has

started the trend for Player Tiewards programs.

Undate on Divector Search .

Dianine Lamhbertn, Chair, Arkansas Lottery Cotamissiun, staed e Pessomel Subconapiiies, of the
Cormission, will begin meeting on Ogtober 3, 2011, 10 establish:the qualifications for the director senrch.
The Subcommities will then bring those qualifeations 1o the Comwmission for review, and e
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Division of Legislative Audit's B B I

Review of Findings and Recommendations fiom
geanrart Letier

S 30, 2040 Audit Report and
Status Report — August 5, 2011

The instant ticket lottery game service contract requires a fee paid to the vendor:of 1.5% of the prize fund for
the cosls associaled with the FPoints for Prizes ™ program. The Agency paid the vendor $3.2 mition o opoerate
the progeam dwring the vear ended June 30, 2010, Agency personnel were unable to. provide an adeeiiate
explanation:-as o salculation of the fee and specifically, how to determine the value of the prize fund. Adgiercy
personnel appeared o' lack kaowledge requited to calculate the fee independeant of the vendor. Tho Agoncy's
mability o understand and recalculile the fée Could cause vendor dverpayments to acour thus reducing funds

available for scholarships.

We recamsngnd the Ageficy strengthen Internal contidls. surrounding the Poinds Tfor Prizes™ grogram by
ensuring Agency employess adequately review and understand the rrathodology for calculaling paymicnts to

the instant ticket lottery game service vendor.

TE — This finding was cleared by Internal Al W ApTIES, 2041,

Auddit Objective #2&
Determing that the Lottery and the instant tickel game vendor have clarified the calculation for the
*Points for Prizes” fee.

No Findings or Recommendations. Scientific Garmes provided a forriata for the caleulation of the
FPoimts for FPrizes in a document dated February 1, 2011, Lolery masagement coneurs with the
forrmada.

Audélt-.qbiective H2T

Determiriz. that the {ottary is remitting to the instart licket game vendor fhe correct amourd for the
“Poms for Prizes” few.

No Findings or Récommendations. Based on a lest of ransactions. conducted by Indesaal Audi,

the ilfing smount for the Foints for Prizes. is being calculated in accordance with the fenmula agreasd
upon By Laltery rnanagement and Sciontific Games.

Page 22 of 25
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Arkansas Lotiory Commission - internal Auedit ' @6 z

Raview of Findings and Recommendations from the: Diviston of Legislative Audifs
June 30, 20190 Audit Report and Management Letter

Statue Report— April 8, 2011

Ark. CodeAon. § 23116206 (o) (20)-gtates that the Commission may.enter into contracts with the terms and
coridilions 438 necossary. In adidibon, Atk. Code Ann: § 23-1156-701 (&) {1y states that ead AjoT prasurarent
contragt shall be fled with the Afkansas Lotte : Le tva Oversight Committés (L OC) for reviow
bafore the sy confrac vad abid L OC rendnviaad AL tekot

X : 1 gt salds - Subsogient fo this reviow, Manageoiment
entared into a Rocislof Selectod Option's with a’cost-of 1.092% . of net ealos plss an additicnal cost 6 1.6% of
e prize pool. The estlimated cost of tha. Rgcital.of Selected Opfigns compared to the original reviewsd price
proposal is an addiional $3.9 million per year, |n addition to Bhe Heoital of Selectad Options, Managenient
entered into_three licensing sgresments with the vender with o toml estratod cosl Of $WA1,861., Tho
subsequent Recital of Selectad Opfions and three licehising agroements wre ot affproved by the Commission
of ravigwead by LOC. Lack of appropriate roview of contrasts. and modifications of controcte could load 1o o
iack of ransparency to the LOC and public.

Recommendation for Ciodineg 20102

We recoranend the Agency mm compiance with Siale kaw by submitting appropriaie doocuments far review
by the Askarnisas Lottery Commission Legiskative Oversight Cormmitiee.

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

Determine that the Arkansas Lottery Commission Legislative Oversight Gommitios and Arkansas
-Lottery Commission have réached dn agreement concerming the submissicn of appropiiate contract
docuwments for raview by the Arkansas Lotlery Commission Legiskitive Oversight Committes,

Mo Findings or Recommesndations. LoHlery management has agreed io provide inwnediate notice

to the Arkansas Lottery Commission Legislative: Onérsight Commitlee of all agreemeéats described in
2 lelter from the Co-chairs of the Commitiee dated Dacerribwed 14, 2010

Page 2 of 24
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Eﬂiffer&me‘ ininstant Services Pricing 1.15% and 1.92%  $7,499,600.64

: f)rfference in Points for Prizes E’nmng 2. 3&’}}'8% and 1.5% - -5,547,553.37 PFP Difference
fhange in Pricing - $1,952,047.27

E'i‘u’!e:re;handise Fees (outof game) $200,000.00
haked Game Program fees less trips 3 56!}4,}‘6253
iMHrchandlse Fees +linked Game Fees - $804,762.53

Total Difference $2,756,809.80

R IS A b I R R e



L A B A A A i L

T Wﬁ BN E E TR e e =g e

~ Invalidation of a contract (1.92% & 1.5%) that has been:

* Approved

¢ Reviewed

Reapproved by ratification and acquiescence in Decemiber
2010

Re-reviewed by LOC through the audit process

In force since August 31, 2009

Under which we have sold almost 350,000,000 tickets
Sales of more than 1 billion dollars

In order to lodge a multimillion dollar lawsuit based on a
condract price (1.15% & 2.3078%) that was:

+ Never approved

» Never reviewed

-+ Never in foree

» Never been operated under by either party

s Not one prize or ticket sold under this contract



