OFFICE OF THE ARKANSAS LOTTERY

STATE OF ARKANSAS Post Office Box 3238
: Little Rock, Arkansas 72203-3238
Department of Finance Phone: (501) 683-2000
« » . Fax: {501) 683-1878
and AdmlnlStr atlon http:imyarkansaslottery.com
April 10, 2021

The Honorable Asa Hutchinson
Governor of Arkansas

State Capitol

Littie Rock, AR 72201

RE: Monthly Disclosure Reports
Dear Governor Hutchinson:

On behalf of the Arkansas Department of Finance and Administration and the Office of the Arkansas
Lottery, pursuant to A.C.A. §§ 23-115-206 and 23-115-302, please accept the attached disclosure reports
for the month of March 2021. The reports contain the following information:

Contracts Awarded

Debt Set-Off Collections

Retailer Losses

Breakdown of Lottery Sales per County

Total Number of Retailers

Total Lottery Revenue

Prize Disbursements

Operating Expenses

Net Assets

10. Administrative Expenses

11. Unclaimed Prize Report

12. DFA Office of the Arkansas Lottery Minority-and Female-owned Business Report
13. DFA Office of the Arkansas Lottery Vendor Minority-and Female-owned Business Report
14. DFA Office of the Arkansas Lottery Demographics

15. internal Auditor Report

16. Instant Ticket Games Released

N AWM=

Please call me if you have any questions or need additional information.

Respectfully submitted,

J. Eric Hagler

Director

Enclosures

cc: Mr. Larry Walther, Secretary of the Department of Finance and Administration




OFFICE OF THE ARKANSAS LOTTERY

STATE OF ARKANSAS Post Office Box 3238
. Little Rock, Arkansas 72203-3238
Department of Finance S ohone: (501) 6832000

Fax: (501) 683-1878
http://myarkansaslottery.com

and Administration

Aprit 10, 2021

The Honorable Joyce Elliot, Co-Chair

The Honorable Laurie Rushing, Co-Chair

Arkansas Legislative Council Lottery Oversight Subcommittee
One Capitol Mall Room R-501

Little Rock, AR 72201

RE: Monthly Disclosure Reports
Dear Senator Elliot and Representative Rushing:

On behalf of the Arkansas Department of Finance and Administration and the Office of the Arkansas
Lottery, pursuant to A.C.A. §§ 23-115-206 and 23-1156-302, please accept the attached disclosure reports
for the month of March 2021. The reports contain the followmg information:

Contracts Awarded

Debt Set-Off Collections

Retailer Losses

Breakdown of Lottery Sales per County

Total Number of Retailers

Total Lottery Revenue

Prize Disbursements

Operating Expenses

Net Assets

10. Administrative Expenses

11. Unclaimed Prize Report

12. DFA Office of the Arkansas Lottery Minority-and Female-owned Business Report
13. DFA Office of the Arkansas Lottery Vendor Minority-and Female-owned Business Report
14. DFA Office of the Arkansas Lottery Demographics

15. Internal Auditor Report

16. Instant Ticket Games Released

CDND I BN S

Please call me if you have any questions or need additional information.

Respectfully submitted,

-

J. Eric Hagler®
Director

Enclosures

cc: Mr. Larry Walther, Secretary of the Department of Finance and Administration




Arkansas Department of Finance and Administration
Office of the Arkansas Lottery
Term Contracts for Goods and Services
March 1 through March 31, 2021

There were no term contracts entered into by Arkansas Department of Finance and
Administration Office of the Arkansas Lottery during the month of March 2021.




Arkansas Department of Finance and Administration
Office of the Arkansas Lottery
Debt Set-Off and Retailer Losses
March 31, 2021

1. Debt Set-Off Collections:
a. Arkansas Department of Finance and Administration $26,916.39
b. Arkansas Office of Child Support Enforcement - Child Support  $ 1,290.00
Total Debt Set-Off:  § 28,206.39

2. Retailer Losses:  $0.00
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Arkansas Department of Finance and Administration
Office of the Arkansas Lottery
Total Number of Active Retailers
March 2021

There were 1972 active retailers as of March 31, 2021.




Arkansas Department of Finance and Administration
Office of the Arkansas Lottery
Statement of Net Position
March 21, 2021

ASSETS

Current assets:

Cash and cash equivalents

Restricted assets:

Cash and cash equivalents
Accounts receivable
Prepaid iterns
Total current assets

Non-current assets:
Restricted assets:
Cash and cash equivalents
Deposits with Multi-State Lottery Association
Capital assets (Net of accumulated depreciation)
Tolal non-current assets

Total assets

Deferred outflows of resources:
Related to pension
Related to OPEB
Total deferred outflows of resources

Total assets and deferred outflows of resources

LIABILITIES

Current liabilities:

Accounts payable

Prizes payable

Accrued and other liabilities

Due to other funds of the State

Due to Education Trust Account

Due to Workforce Chalienge Trust Account

Compensated absences

OPEB Obligation

Unearned revenue

Total current liabilities

Long-Term liabilities:
Net other post employment benefits
Net pension liability
Total long-term liabilities

Total liabilities

Deferred inflows of rasources:
Related to pension
Related to OPEB
Total deferred inflows of resources

Total liabilities and deferred inflows of resources

NET POSITION
Net position:
Invested in capital assets
Restricted for:
Scholarship shartfall reserve
Retailer bond reserve
Deposits with Multi-State Lottery Assoclation
Unclaimed prizes reserve
Unrestricted (deficit)

Total net position

Total liabllities, deferred inflows of resources and net paosition

UNAUDITED PRELIMINARY DRAFT

§  2,048,535.10

124,972,721.86
21,711,646.69
836,849.46

__ 149,867,753.11

20,602,768.45
2,107,124.39
1,497,612.09
24,207,504.93

173,875,258.04

931,661.70
_ 966,044.98
1,897,706.68

$ 175,772.964.72

$ 4,727.90
23,051,250.80
5,299,745.60
434,769.93
34,858,604.74
82,474,411.86
427 442 .59
114,672.71
244,709.35
147,810,335.57

4,603,389.59
4,646,795.00
9,250,184.59

157,060,520.16

338,626.00
388,016.43
726,642.43

157,787,162.59

1,624,589.59

20,000,000.00
601,861.46
2,107,124.39
7,639,705.26

(13,887,478.57)
17,985,802.13

$ 175,772,964.72




Arkansas Department of Finance and Administration
Office of the Arkansas Lottery
Statement of Revenues, Expenses and Change In Net Position
For the Nine Months Ended March 31, 2021

Operating revenues;
Instant ticket sales
Online ticket sales
Retailer application, fidelity, bond and service fees
Other revenue

E

Current month

59,757,800.00
8,170,3186.50
46,941.30
0.00

Total operating revenues

67,975,057.80

Year to date

378,102,299.00
77,476,602.00
503,662.97
1,374.17

456,083,938.14

Operating expenses:
Instant game prizes
Online game prizes
Retailer commissions
Gaming contract costs
Compensation and benefits
Marketing, advertising and promotions
General and administrative expenses
Services provided by Arkansas Department of Higher Education
Services provided by Arkansas Legislative Audit
Legal and professional services
Depreciation

43,221,867.39
4,723,223.39
3,860,479.76
3,058,266.49
457,378.20
517,772.82
1,157,103.44
42,000.00
0.00

200.00
37,563.98

273,128,073.64
42,810,441.92
25,806,985.95
21,353,983.90
3,938,440.57
5,477,887.57
4,615,082.41
378,000.00
164,800.00
625.05
341,016.50

Total operating expenses

57,075,855.57

378,016,237.51

Operating income (1)

Non-operating revenue:
Interest income

10,899,202.23

71,541.12

78,067,700.63

606,717.06

income before transfers

Transfers to:
Education Trust Account

10,970,743.35

{8,341,917.38)

Change in net position

$ 2,628,825.97

78,674,417.69

{71,620,407.42)

Total net position - beginning
Total net position - ending

1} includes all GAAP related accounting items including unclaimed prizes.

UNAUDITED PRELIMINARY DRAFT

7,054,010.27

10,931,791.86

17,985,802.13
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Arkansas Department of Finance and Administration
Office of the Arkansas Lottery
Net Proceads Transfer to Ed Trust Computatfon
Modified Cash Basis
For the Nine Months Ended March 31, 2021

Operating revenues:
Instant ticket (Settlements)
Online ticket sales
Retailer application, fidelity and service fees
Other revenue

Total operating revenues

Operating expenses:
Instant game prizes (Settlements)
Cnline game prizes
Retailer commissions
Gaming contract costs
Compensation and benefits
Marketing, advertising and promations
General and administrative expenses
Services provided by ADHE
Services provided by Legislative Audit Agency
Legal and professional services
GCurrent year capital asset cost

Total operating expenses

Change in net proceeds from operations

Non-operating revenue:
Interest income
Other non-operating income
EDUCATION TRUST FUNDING-Gurrent Year
Less Act 1180 Unclaimed Prizes
Less current year Bond Reserve Fees
Add Bond Funds in excess of $500,000
Add back Write Off Retailsr Bad Debt
Less current year MUSL Reserves
Add OPEB expense in Comp and Benefits

NET PROCEEDS EARNED-Current Month

Academic Challenge Scholarship Trust

February 2020 funding - 3/15/20

March 2020 funding - 4/15/20

April 2020 funding - 5/15/20

May 20320 funding - 6/15/20

June 2020 funding - 7/15/20

June 2020 Final Adjustments funding - 10/22/20
Transfer excess net proceeds to Workforce Trust Fund 10/22/20
July 2020 funding - 8/15/20

August 2020 funding - 9/15/20

Transfer to ADHE for FY 2021 Fall Funding 9/24/20
Septamber 2020 funding - 10/15/20

Qctober 2020 funding - 11/15/20

November 2020 funding - 12/15/20

December 2020 fundng -1/15/21

January 2021 fundng « 2/15/21

Transfer to ADHE for FY2021 Spring Funding 2117/20
February 2021 funding - 3/15/21

March 2021 funding - 4/15/21

Workforce Challenge Scholarship Trust

FY 2017 Excess Net Proceeds transferred from Edu Trust 12/1/17

ADHE Refund from FY 2017 - 11/30/17

ADHE Refund from FY 2018 - 9/6/18

Transfer excess net proceeds to Workforce Trust Fund 10/16/18

Transfer to ADHE for FY 2019 fall funding11/7/18 Workforce Challenge

FY 2018 Excess Net Proceeds transferred from Ecdu Trust 2/5/19

Transfer excess net proceeds to Workforce Trust Fund 11/08/19

Transfer to ADHE for FY 2020 fall funding 4/24/20 Concurrent Challenge
Transfer to ADHE for FY 2020 spring funding 7/24/20 Concurrent Challenge
ADHE Refund from FY 2020/ 8/14/20

Transfer excess net proceeds to Workforce Trust Fund 10/22/2¢

Transfer to ADHE for FY 2021 Fall funding 11/10/2G Concurrent Challenge
Transfer to ADHE for FY 2021 Spring funding 2/17/21 Cencurrent Challenge

§

Year to date

376,174,534.00
77,476,602.00
503,662.97

1,374.17

454,156,173.14

272,382,208.01
42,810,441.82
25,806,585.95
21,353,983.90
3,938,440.57
5,477,887.57
4,615,982.41
378,000.00
164,800.00
625.05
56,189.50
378,985,544.88

77,170,628.26

606,717.08
0.00
(63,278,490.04)
{6,639,705.28)
(102,968.45) restricted reserves

see 23-115-603(a)(5}

1,106.99
408,228 82 see 23-115-103(17) and (19)(A)&(B)
176,400.00
$ 8,341,917.38
Transfer Interest Total
§ 31,653,970.69 § 3,204,634.05 § 34,858,604.74
[ 7,201,704.38 % 3185241 3 7.233,556.77
§ 7.381,962.30 $ 4,635.00 § 7,386,497.30
8 8,312,074.87 % 6,237.77 § 8,318,312.64
$ 8,609,833.84 % 927255 § 8,619,108,39
$ 14,969,860.80 § 14,602.28 $ 14,884,463.18
$ (185,527.2%) $ {185,527.29)
$  (16,265,393.95) $  (16,265,393.95)
% 8,573,004.11 & 19.569.82 § 8,592,573.93
% 7,837,402.04 § 2551540 § 7.862,917.44
$  (38,000,000.00} $  (38,000,000.00)
3 7,667,415.02 % 24,161.87 $ 7,691,576.8%
$ 8,435,196.50 % 12,140.5¢ $ 8,447,337.00
3 8,196,802,93 $ 1079595 § 8,207,505.88
$ 5,956,009.67 § 1491286 § 5,870,922,53
% 10,896,695.24 $ 16,497.08 § 10,813,192.32
$  (30,000,000.00) $  {30,000,000.00)
$ 557704758 § 15,323.36 3 5,562,370.95
$ 8,329,488,02 % 12,429.36 § 8,341,917.38
Transfer Total
3 B2,474,411.86 $ 82,474.411.88
$ 14,157,066.23 [] 14,157,060.23
$ 4,887,238.92 § 4,887,256.92
3 11,710,432.46 $ 11,710,438.48
$ 8,344,929 .36 ] 8,344,929.38
$ {1,000,000.00) 3 (1,000,000.00)
3 3,904,288.48 3 3,904,288.48
$ 23,639,040.28 3 23,630,040.28
$  {1,000,000.00) $  {1,000,000.00}
$ (400,000.00) $ (400,000.00}
3 4,468,023,18 $ 4,466,023.18
3 16,265,393.95 $ 16,265,393.95
$  {1,000,000.00) $  (1,000,000.00)
$ {1,500,000.00) $ (1,500,000.00)

LUNAUDITED PRELIMINARY DRAFT




Arkansas Department of Finance and Administration
Office of the Arkansas Lottery
Unclaimed Prizes

March 31, 2021
Year
Monthly to Date

Reserve Balance July 1, 2020 $1,000,000.00
1. Unclaimed lottery prize money: $1,024,607.33  6,639,705.26
2. Expenditures from unclaimed lottery prize money:

3. Reserved for future prizes, promotions or reserves:  1,024,607.33 6,639,705.26
4. Less Deposits to net lottery proceeds from unclaimed

Lottery prize money:

Reserve Balance March 31, 2021 $7,639,705.26
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ARKANSAS DEPARTMENT OF FINANCE AND ADMINISTRATION
OFFICE OF THE ARKANSAS LOTTERY
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STATE OF ARKANSAS OFFICE OF THE ARKANSAS LOTTERY

Department of Finance and Administration Post Office Box 3238
Little Rock, Arkansas 72203-3238

Phone: (501) 683-2010

William C. Miller, CPA, CGMA
Internal Auditor

. Periodic Review. 2021-11 Instant Ticket Quality Report Date: March 22, 2021
Report Distribution:  Larry Walther, Secretary For Fiscal Year: June 30, 2021

Department of Finance and Administration

Office of the Arkansas Lottery
Eric Hagler, Executive Director

Jerry Fetzer, Chief Fiscal Office
Mike Smith, Director of Gaming

Introduction

A scheduled periodic review of Instant Ticket Quality reports for fiscal year ended June 30, 2021 has been
completed by Internal Audit. The periodic review was conducted in accordance with the Office of the
Arkansas Lottery (OAL) Internal Audit Charter, which governs the types and objectives of engagements
performed by the OAL Internal Audit function.

Background

On an annual basis, Scientific Games International, Inc. (Scientific Games) selects three instant ticket
games produced on behalf of the OAL for independent testing designed to assess the selected tickets’
security and durability. Scientific Games compensates the independent lab, Evaluations, Inc. (EVAL), of
Reynoldsburg, Ohio, for completing the security and durability tests. Evaluations, Inc. issues three individual
reports to the OAL. Each reportincludes a summary report of its findings and detailed information and exhibits regarding
the selected instant ticket performed.

Evaluations, Inc. was formed as a C-Corp, incorporated in the State of Ohio, December 1994 and opened
for business on February 13, 1995. Since opening, they have provided client independent security, integrity
and quality examinations of scratch-off and pull-tab products. Other areas in which they have provided
services within the lottery industry include audits of “live” lottery drawings, examinations of all sets and
drawing equipment, and quasi-statistical analysis of the randomly drawn numbers for lottery games.

EVAL uses four different subjective ratings for the quality, security, and protective coating characteristics
when evaluating instant lottery tickets. The subjective ratings used by EVAL are good, relatively good, fair
and poor. There overall security rating is usually a “balance” of four subcategory rating. The security
subcategories are (1) surreptitious reading, (2) data removal or concealment and replacement alterations,
(3) “cut and paste” alterations, and (4) color copier reproduction/alteration. Basic definitions/descriptions
of ticket characteristics and test results which would result in the above ratings are provided below. With
respect to “acceptable” as provided for Quality in reports, that would be equivalent to either “good” or
“relatively good” as described below.




2021-11 Instant Ticket Quality | FY 2021
Periodic Review

Background (Continued)

Good

With respect to quality, a good rating implies that there are no consistent or readily noticeable flaws
throughout the ticket submission.

A good overall security rating would imply that none of the evaluated compromise or alteration
methods presented a threat to ticket security, and that all or most of the cover material/paper card
stock compromise methods resulted in no data read out.

Iif the ticket components are not noticeably affected during the various water exposure evaluations
(i/e. submersions and water puddling), then the protective coating integrity is usually given a good
rating.

Relatively Good

Fair

A relatively good guality rating usually is given when minor, but easily noticeable, quality flaws are
present which do not affect ticket security or integrity or data legibility.

With respect to overall security, a relatively good rating may be given if some minor threats are
present with respect to ticket security.

Noticeable effects during the various water exposure evaluations, which do not result in the data
becoming illegible, typically result in a relatively good rating for protective coating integrity.

With respect to quality, a fair rating may be given when numerous minor flaws are present, or when
quality flows are present (e.g> in the overprinting) which adversely affect ticket security or integrity,
but do not result in a serious threat to security or integrity. In addition, difficult cover removal,
severe cover material dusting, and ticket-to-ticket variations in appearance or test results, may
result in a fair quality rating.

An overall security rating of fair usually implies that several compromise/alteration methods were
considered to present threats to ticket security. While these threats should be taken seriously and
corrective action is usually recommended, these threats typically are not “serious.” An overall
security rating of fair may be assigned, even in the presence of a serious threat, depending on
other test results (i.e. a serious threat is present with respect to color copier reproduction, but the
surreptitious readout, data removal/concealment and replacement, and “cut and paste”
subcategories have good or relatively good ratings).

A fair protective coating integrity rating typically implies that damage to the game data area inks
and coatings occurred during the various water exposure evaluations, and some data may not fully

2| Office of the Arkansas Lottery




2021-11 Instant Ticket Quality { FY 2021
Periodic Review

Background {Continued)

legible. The damage may result in a perceived threat to ticket security, but the threat typically is
not considered serious,

Poor

A poor guality rating in indicated when quality flaws in the tickets result in some of the foliowing
effects: illegible data, cover removal which results in damage to the data, or overprinting flaws
which disguise cover material compromise.

Poor ratings are rarely assigned to the overall security category, since this area is defined by four
subcategories. However, in the event that a very simple compromise method (which may be
accidently discovered and requires little hands-on time) is highly successful with little or no
noticeable ticket damage, the overall security rating may be reported as poor.

With respect to the protective coating intearity, a poor rating is usually assighed when various
exposures to liquids result in complete (or nearly complete) loss of legible data and/or removal of
the data inks with no other noticeable damage, or when cover removal results in damage to the
data which causes it to be illegible.

They do not provide a rating for the overall integrity of the tickets but do indicate in the report, and in the
~ report conclusions, if possible, threats to the integrity of the tickets were noted during the evaluation.

Purpose, Objectives, and Scope

The overall purpose, objectives, and scope of the audit were as follows:

Purpose

The purpose of this periodic review was to ensure that independent forensic testing reports obtained by
the OAL provide reasonable assurance that instant tickets sold by the OAL to the public are secure and
durable.

Objectives

Review independent laboratory reports to ensure OAL instant tickets subjected to testing passed all
durability and security tests.

Scope

The procedures included reviewing the reports issued by Evaluations, Inc. relative to three (3) instant
ticket games submitted to Evaluations, Inc. for testing procedures to ensure they passed all durability and
security tests performed. The three (3) instant ticket games tested by Evaluations, Inc. were “X710
Multiplier’ (Game #570), “X20 Multiplier’ (Game#571), “$10,000,000 Cash Extravaganza’ (Game #583).
Given that the review was limited to the reports issued for these games, there were no other games
selected, by Scientific Games International, Inc., for testing, after January 5, 2021 (the Evaluations,
Inc. report dates).

31 Office of the Arkansas Lottery




2021-11 Instant Ticket Quality § FY 2021
Periodic Review

Observation
The results of Evaluations, Inc. was as follows:
“X10 Multiplier” Game 570

The guality of these “X10 Multiplier” tickets was judged to be acceptable. No quality flaws were
identified which adversely affected ticket security or integrity.

The overall security of the “X10 Multiplier” tickets was judged to be relatively good.
The integrity of the game data area protective coating was judged to be relatively good.
“X20 Multiplier” Game 571

The guality of these “X20 Multiplier” tickets was judged to be acceptable. No quality flaws were
identified which adversely affected ticket security or integrity.

The overall security of the "X20 Multiplier” tickets was judged to be relatively good.
The integrity of the game data area protective coating was judged to be relatively good.
“$10,000,000 Cash Extravaganza” Game 583

The guality of these “$10,000,000 Cash Extravaganza” tickets was judged to be acceptable. No
quality flaws were identified which adversely affected ticket security or integrity.

The overall security of the “$10,000,000 Cash Extravaganza® tickets was judged to be relatively
good.

The integrity of the game data area protective coating was judged to be relatively good.

internal Audit has no observations or recommendations.

Mo O illon, B0

William C Miller, Internal Auditor

4] Office of the Arkansas Lottery




DFA/Office of the Arkansas Lottery
Instant & Fast Play Games
March 2021

Sales for the following instant games began March 2, 2021. No ending dates have been
determined for these games.

$1 10X the Prize
$2 20X the Prize
S5 50X the Prize
$10 100X the Prize
$20 200X the Prize

Sales for the following instant games began March 30, 2021. No ending dates have been
determined for these games.

S1 Wild Dough

$2 Triple Winning 7’s

$3 Loteria™!

S5 $100,000 Money Game
$10 Mega Buck$

! oteria™ is a licensed property game. There are no additional costs for this game.

Sales for the following Fast Play games began March 1, 2021. No ending dates have been
determined for these games.

$1 Tic Tac Toe
52 Hot Dice




