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AUDITING SERVICES

THE WEST VIRGINIA PURCHASING DIVISION, ON BEHALF OF
THE AGENCY, [THE WEST VIRGINIA LOTYERY COMMISSION, IS5
S0 IGCITNG BIDRS FOR A CPA FIRM TO PROVIDE ANNUAL AUDIT
SERVICES FOR THE FISCAL YEAR ENDING JUNE 38, 20D6, PER
THE ATTACHED SPECIIFICATIONS, BID REQUIREMENTS, AND
TERMS AND CONDITHDNE.

FLEASE SEE E ATTACHED SPECIFICATIONS AND FORMS.
VENDORS ARE ENCOURAGED TO INDICATE THEHIR ALL-INCLUSIVE
MAXIMUM PRICE FORI THE WANKUAL AURIY AND QTHER SERVICES
, AS REQUIRED IN THIIS RFQ IN THE SPACE FROVIDED ON THE

! COST BID SCHEDULE INCLUDEDR HEREIN.

EXHIBIT 5

1 LIFE OF CONTRAGT: THIS CONTRACT BECOMES EFFECTIVE ON

HPON AWARD JAND EXTENDS FOR A PERIOD OF ONE (1)

YEAR OR UNTIL SUCH PRENWSONABLE TINMEY THEREAFTER AS IS

! NECESSARY T8 DBTAIIN A NEW CONTRACT OR RENEW THE

ORIGINAL CONTRACT. THE “REASONABLE TIME™ PERISD SHALL

MDT EXCEED TMELVE (12) MONTHS. DURING THIS "REASONABLE

] TIMEY THE VENDOR MAY TERMINATE THIS CONTRACT FOR ANY
REASDN UPDH BIVING THE! DIRECTOR OF PURICHASING 30 DAYS

WRITTEN HOTIEE.

BNLESS SPELIFIC F‘iRﬁUISIﬂNS ARE STIPULATED ELSEWHERE
IN THIS CONTRADT DOCUMENT, THE TERMS, LONDITIGNS AND
PRICING SET HERELN ARE| FIRM FOR THE LIFE QF THE

CONTRACT.
e, e T SERTRVERSE SIDE FON TEAMS AND CURDTIONS, " G
EiRATURE TEERFHONE w.m
A TR A @/;aw!\m.,{p
FALY T
5 At ot o 3’5’ 5 O3 e D ADDRESS CHANGES TO BE NOTED ABOVE

VWHEN RESPONDING TO REQ, INSERT NAME AND ADDEESS IN SPACE ABOVE LARELED VENBIOR
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GENERAL TERMS & CONDITIONS
{REQUEST FOR QUOTATION) RFQ AND (REQUEST FOR PROPOSAL} RFP

Awards will be made in tha best interest of the Stals of West Virginis,
The Stale may accept or rsjact in part, or in whola, any hid.
All quotations are governed by the West Virginia Code and the Legisiative Bufes of the Purchasing Division.

Prior to any award, the apparant successiul vendar st be properly registered with the Purchasing Division and have
paid the required $45 fee,

Al services perfurmed of gonds defiverad under State Purchase OrdersiGontracts are to be coninued for the lam
of the Purchase OrderfContracis, contingant upon funds being approptiated by the Leglslature or otherwise kaing
made available. in the event funds are not appropriated or otherwise available for thase services or goods, this
Surchase OrderContract becomes void and of no effect after June 30.

Paymant may only be mads after the dativery and acoeptance of goeds of services.

Intarost may be paid for Iate paymant in accordapca with the West Virginia Code.

Vendor prafersnce wil be granted upon writien raguast in accordance with the West Virginla Cede.

Tha State of Wasl Virginis is exempt from Federal and State taxes and will not pay of reimburse such taxes.
The Dirsctor of Purchasing may cancel any Purchase OrderfContract upon 30 days written nofice o the sefler,

‘The laws of the State of West Virginia and the Leglsiative Rules of the Purchasing Division shall govern all rights
and duties undar the Contract, including without limitation the validity of this Purchase OrderfContract.

Any refarence to aufomatic ranewalis herpby datated, The Contract may ba renawed only upon mutual wiitten
agreemant of tha parties.

BANKRUPTOY: In the event the vendoricontractor files for bankruptey protection, this conlract is automatically
null and void, and is terminated without further order.

HIPAA Business Associate Addendum - The West Viginia State Government HIPAA Buginess Associate
Addendum {BAA), appreved by the Attomey General, and available online at tha Purchasing Division's web site
{http:Ia’wm*f.atate.wu.usfadmwpurchasemrt:mipaa.hlm} {5 hareby madie part of the agreement, Providad that, the
Agency meets the definiion of a Covered Entity {45 CFR (1160,703) and will be disclosing Protected Health
Information {45 OFR (1160,103) lo the vendor.

®om R W

INSTRUCTIONS TO BIDDERS

Use the quatation forms providad by the Purchasing Division.

SPECIFICATIONS: Htems offarad must ba in compliance with the speciications. Any deviation from the specifications
winst be clearly indicated by the bidder. Aftarnates otfered by the bidder as EQUAL to the specifications must be
cloarly definod. A bidder oftering an altemate shotld attach complete specifications and Hiterature to the bid, The
Purchasing Division may waive minor dovialions to spacifications.

Complete all sections of the quotation form,
Unit prices shall provadl in cases of discrepancy,
Al quotations are considerad £ 0.5, destinalion uhless altemale shipping tertns are cleariy idantified in the guotation,

DUPLICATE BIDS: Af quotations must be delivered by the hidder ta fhe respeciive offices fisted below prior to the
date and Sme of the bid opening. Failure of the bidder to defivar the quotations on Eme will resull in bid disqualiications.

ORIGINAL SIGNED BID TO: DUPLICATE BIR 7O
Department of Administration State Auditor's Office
Purchasing Division Bid Observer

2019 Washington Strest Fast Buitding 1 Room Wiid

Post Office Box 50130 1900 Kanawha Boulsvard, East
Charleston, WV 25305-6130 Charleston, WV 25305-0230

Py, 10404
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MAILED TO THE PURCHASING DIVISION, ANTH A THIRD LOPY
RETAINED BY [THE SPENDING UNIT.

BANKRUPTOY: | IN THE EVENT THE YENDDR/CIONTRACTOR FILES
e 0R BANKRUPTIY PROTECTION, THIS CONTRACY Is AUTOMATI-
SALLY RULL AND vOlIB, AND IS TERWINATED WITHOUT FURTHER

DRDER .

THE TERMS AND CONDITIONS CONTAINED IN (THIS CONTRAET
cHALL SUPERSEDE ANY AND ALL SUBSEQUENT, TERMS AND
CONDITIONS wﬁzcu BAY APPEAR UN ANY ATTACHED PRINTED
DOCUMENTS SUICH ASl PRICE LISTS, ORDER FORMS, SALES
RGREEMENTS OR MAINTENANCE AGREEMENTS, TNCLUTIING ANY
i ECTRONIC MEDIUM SUCH AS CD-ROH,

REV. 06/311/720001

VENDPR PREFERENCE CERTIFICATE

;

CERTIFYCATION AND APPL{ICATION® IS HEREBY MADE FDR
PREFERENCE 1IN ACCORDANCE WITH WEST VIRGINIA L£ODE,
BA-3-37 (DOES NOY APPLY 1D COHSTRUCTION CONTRACTS).

4. APPLICATION IS MADE FOR 2.5X PREFERENCE FOR THE
REASON CHECRKED:

£ ) BIDDER] IS AN INDIVIDUAL RESIDENT] VENDOR AND
HAS RESIDED ICONTINUDUSLY IN WEST VIRGINIA FGR FOUR
(%) YEARS IMMEDIATELY PRECEDING THE DATE OF THIS
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THEN BESPOMNDING TO RFO, INSERT NAME AND ADDRESS N SPACE ABOVE LABELED VENDGOH'
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BIDDER UNDERSTANDS IF ITHE SECRETARY OF TAX & REVENUE
ETERMINES THAT Al BIDDER RECEIVING PREFERENCE HAS
FAILED TO CONTINGE TO MEET THE REQUIREMENTS FOR SUCH
REFERENCE, [THE $ RY MAY ORDER THE DIRECTOR OF
PURCHASING To: ¢A) RESCIND. THE CONTRACT OR PURCHASE
ORDER YSSUED: OR HB) ASSESS A PENALTY AGATNST SUCH

S IDDER IN AN AMDUNT NOIT TD EXCEED 5% OF THE BID AMOUNT
ND THAT SUCH PE ILL BE PAIP TD WHE CONTRACTING
GENCY DR DEDUCTE ANY UNPAID BALANCE ON THE

CONTRACT OR PURCHASE &

I1SCLOSE ANY REASDMABLY REQUESTED INFORMATION TO THE
URCHASING AUTHORIZES THE DEPARTHMENT OF
TAK AND REVENUE LOSE TD THE DIRECTOR OF
HRCHASING APPROPRIATE] INFORMATIDN VERIFYING THAT
{DDER HAS PAID UIRED BUSINESS {TAXES, PROVIDED
HATY SUCH IWFQRM&TIEN OES NOT CONTAIN THE AMOUNTS OF
R INFORMATION DEEHED BY THE TAX

IDENTIAL.

Y EUBHISSIgN OF {TH1S CERTIFICATE, BIDDER ABREES TO

R FALSE SWEARING (WEST VIRGINIA
DRE 61-5-33, BID RERBY CERTIFIES [THAT THIS
ERTIFICATE {I§ TRUE A ACCURATE IN ALL RESPECTS; AND
ruaT IF A CONTRACT IS {ISSUED TO BIDDER| AND IF ANYTHING
CONTAINED WITHIN THIS CERTIFICATE CHANGES DURING THE
TRy DR THE CONTRACT, BIDDER WILL MOTIFY THE PURCHABING
NIVISION IN WRITING IMMEDIATELY.

| Suitle. - Dhalonker, LG
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AUDIT SERVICES
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GENERAL INFORMATION

1.1

1.2

1.3

i4

Purpose:

The Acquisition and Contract Administration Section of the Purchasing Division
“Sate on behalf of the Department of Tax and Revenue, West Vitginia Lottery
Division “Agency” is soliciing guotations fo provide Audit Services for fiscal
year ending June 30, 2006, with the option of auditing its financial statements for
each of the two subsequent fiscal years.

Project:
The mission or purpose of the project is 10 provide auditing services in accordance

with generaily accepted auditing standards (GAAS), Statement of Auditing
Standards No., 99 {SAS 99) as well a5 the requirements of the State Lottery Act
(§29.22-1), Racetrack Video Lotlery Act (§29-22A-1), Limited Video Lottery Act
(829.223-101) and other applicable laws and regulations.

RF(} Format:
This RFQ has three parts, “Part 17 coniains informational sections, “Part 2”

describes the background and working environment of the project, “Part 3" is a
statement of the specifications for the services requested pursuant to this RFQ,
coniractual requirernents, and general termsfoonditions.

Inquiries:

Additional information inquiries regarding specifications of this RFQ must be
submitted in writing to the State Buyer with the exception of questions regarding
gquotation submission, which may be oral.  The deadline for wrilten inquiries is
identified in the Schedule of Events, Section §.13. All inquiries of specification
clarification must be addressed to;

Chuck Bowman, Senior Buyer
Departinent of Administration
2010 Washingron Street, East
Charleston, West Virginia 25305
Telephone: (304) 358-2157
Facsimile: (304} 355-41315
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1.5

1.6

1.7

L8

1.9

1.16

1.11

Vendor Registrations
Vendors participating in this process should complete and file a Vendor

Repistration and Disclosure Statement (Form WV-1} and remit the registration
fee. Vendor is not required to be a registered vendor in order to submit 2
quotation, but the successful bidder mast register and pay the fee prior 10 the
award of an actual purchase order/contract.

Feonomy of Preparation:

Quotations should be prepared simply and economically, providing &
straightforward, concise description of vendor's abilities to smisfy the
requirements of the RFQ. Emphasis should be placed on completeness and clarity
of content,

Rejection of Quotations:

The Stale reserves the Tight to astept or reject any or all bids, in part or in whole
al its discretion, The State reserves the right 1o withdraw this RFQ at any time
and for any reason. Submission of, or receipt by the State of quotations confers

no rights upon the bidder nor obligates the Stale in any MAanner.

A contract based on this RFQ may or may not be awarded. Any contract resuiting
in an award from this RFQ is not valid until properly approved and executed by
the Purchasing Division and approved as to form by the Attorney (eneral.

Incurring Cosfs:
The State and any of its employess or officers shall not be held liable for any

expenses incurred by any bidder responding to this RFQ for expenses to prepare,
deliver the quotation or fo attend amy mandatory prebid meeting or oral
presentations.

Addenda:
I¥ §1 becomes necessary to revise any part of this RFQ, an offivial written

. addendum will be issued by the State to all bidders of record.

Independent Price Determination:

A bid will not be considered for award if fhe price was noft arrived at
independently without collusion, consultation, communication, or agréement as {0
any matter relating 1o prices with any competitor unless the quotation is submitted

as & joinf venture.

Price Quotalions:

The price(s) quoted in the bid will not be subject to any increase and will be
considered firm for the life of the contract unless specific provisions have been
provided for adjustment in the original contract. :
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1.12

1.13

1.14

1.15

136

Public Record:

{ 12.1 Submissions are Public Record

Al documents submitted to the State Purchasing Division related 1o purchase
ordersicontracts are considered public records. All bids, quotations, or affers
submitted by bidders shall become public information and are avattable for
inspection during normal official business hours in the Purchasing DHvision
Records and Distribution center after the award is complete and documenis have

neen micrafiimed.

1.12.2 Written Release of Information
All public information may be released with or without a Freedom of Information

request, however, only written request will be acted upon with duplications fees
paid in advance. Duptication fees shall apply 10 all requests for copies of any
document. Curently the fees are §0.50/page, or 2 minimum of $10.00 per request
which ever is greater.

1423 Risk of Discloswre

The onty exemptions o disclosure of information ave listed in West Virginia Code
§20B-1-4. Primarily, only trade seorets as submitted by a bidder are the only
exemption to public disclosure. The submission of any information to the Stale
by a vendor puts the risk of disclosure on the vendor. The State will make a
reasonable offort not to disclose information that is within the guidelines of §298-
1-4 and is property labeled "proprictary information not for public disclosure”,
The State does not guarantee non-disclosure of any information to the public.

Scheduie of Events:

Release of the RIEQ. .oivii e e 1510412006
Deadiine for Submission of Written Questions 10 Buyer., . 35/18/2006
Addendum (f required- approximate issuance date).......... 052502006
Bid Opeting DAIE. ..cvvorrireemissnir i 061062006

Rond Requirements:
Not required for this contract.

No Debt Affidavit:
West Virginia State Code §5A-3-10a{3)(d) requires that al} bidders submit an
affidavit regarding any debt owed fo the State. The affidavil must be signed and

submilted prior to award. It1s preferred that the affidavit be submitted with the
guotation.

Resident Vendor Preference: West Virginia State Code §5A-3-37 provides an
oppottunity for qualifying vendors 10 request {al the time of bid) preference for
fheir residency status. Such preforence s an evaluation method only and will be
applied only 1o the cost bid in accordance with the West Virginia State Code. A
sertificate of application is used to request this preference.  Generally, a West
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Virginia vendor may be eligible for two 2.5% preferenses in the evaluation
process, The Purchasing Division will make the determination of the Resident

Vendor Preference, if applicable.
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PART 2
OPERATING ENVIRONMENT

Location:
The West Virginia Lottery headquarters is Jocated at 312 MacCorkle Avenue,

S.E., Charleston, West Virginia. A regional office is located at 100 Municipal
Plaza, Suite 500, Weirton, WV 26062, A “hot back-up” computer faciity is
located in the Middletown Mall in the town of White Hail {Marion County) West

Virginia,

Background:
A copy of the most recent monthly financial statements is enclosed for extensive

nackground information about the Lottery. The “Notes to Financial Statements”
Note 2 ~ Lottery Game Operations) provides an overview of the organization.
See Attachment C.  Also included is the Comprehensive Annual Financial Report
{CAFR) for June 30, 2605. Qee Aftachment D,
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PART 3
PROCUREMENT SPECIFICATIONS

3.1 Generak
The West Virginia Lottery (WVL) secks a qualified centified public accounting

firm to audit s financial statements for the fiscal year ending Inne 30, 2006, with
the option to audit for each of the two {2} subsequent fiscal years. Scientific
Games js our on-lne and instant ticket vendor. The WVL has a conirac with
Scientific Games Covporation located in Alpharenta, Georgia for printing of
instant tickets, The WVL had a SAS 70 audit for the year ending June 30, 2005,
and plans 1o have June 30, 2006, issued prior to the completion of the current
fiscal year end audited financial statements.

3.2 Seope of Woril
The West Virginia Lortery desires the auditor to express an opinion on the fair
presentation of financial statements in conformity with generally accepted
accounting principles.

Additionally, the auditor will be required to prepare all supporting schedules
required by the Department of Administration for the preparation of the state's
Comprehensive Annual Financial Report (CAFR},

The auditor shall also be responsible for assisting in the implementation of
required supplementary information required by the Governmental Accounting
Standards Board {(GASB} as mandated by generally accepted auditing standards,

32,1 dependence:
The Commission seeks an independent and objective auditing fivm.

The firm should provide an affirmative statement that it is independent of the
West Virginia Lottery as defined by generalty accepled auditing standards and the
U.8. Generad Accounting Office’s Government Auditing Standards (1988).

The firm also should provide an affirmative statement that it is independent of the
State of West Virginia and any other component units of that entity, as defined by
those same standards,

322 Auditing Standards:

To meel the requirements of this request for quotation, the audit shall be
performed in accordance with generaily accepted auditing standards as set forth by
the American Institute of Certified Public Accountants.
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323 Reports:
Following the completion of the audit of the fiscal year’s financial stafements, the
auditor shall issue a report on the fair presentation of the financial stalements in

conformiry with generally accepied accounting principles.

In addition, the auditor i3 to provide an “in-relafion-to” report on the supporting
schedules based on the audifing procedures applied during the audit of the general
nurpose financial statoments.

The auditor shall commupicale in a letler fo management any reportable
conditions found during the audit, A reportable condition shall be defined as &
significant deficiency in the design or operation of the infernal control siructure,
which could adversely affect the organization's ability 1o record, process,
summarize, and report financial data consistent with the assertions of management
in the financial sialements.

Irregularities and illegal acts, Audifors shall be required to make an immediate,
written report of al] irregularities and Hiegal acts of which they become aware to

the following parties:

{a) Lottery Director

{+} Lottery Counsel
{e} FinancerAudil Committee of the West Virginia Lottery Commission

Reporting o Lottery Finance/Audit Committes:  Aunditors shall assure themselves
that the West Vipinia Lottery Comynission’s FinancefAudit Committec is
informed of each of the following:

The auditor's responsibility under generatly accepted auditing standards
Significant accounting policies

Management judgments and accounting estimates

Significant audit adjustments

Other information in documenis containing avdited financial statements
IHsagrecmoents with management

Management consuliation with other accountants

Major issues discussed with management prior 1o relention

Pifficulties encountered in performing the audit

e R S

3.2.4  Specigd Considerations:

L. The West Virginia Lottery will send its comprehensive annnal
financial report to the Government Finance Officers Association of
the United States and Canada for review in its Cerlificate of
Achievement for Excellence m Financial Reporting program. The
auditor will be required to provide special assistance to the Loftery
10 meet the requirements of thal program.

—i
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2. The financial statements of the West Virginia Lottery are to be
included as a component unit of the financial statemenis of the
State of West Virginia. The anditor will be required to provide
special assistance to the State of West Virginia’s auditors,

3.2.5  Working Paper Ratention and Access to Working Papers:

Al working papers and reports must be retained, at the auditor’s expense, for a
minimum of three (3} years, unless the fion is notified in writing by the West
Virginia Lottery of the need (o extend the retention period.  The auditor will be
required to make working papers available, upon request, 10 the West Virginia
Lottery.

In addition, the successful bidder shall respond to the reasonable inguiries by the
West Virginia Lottery Commission or its successor auditors and allow ifs
successor auditors 10 review working papers relating to the matters of continning
aceount significance,

3.2.6  Comtact Person/Organizational Chart:
The auditor's princips] contast will be the internal auditors who will coordinate

the assistance to bhe provided by the West Virginia Lottery to the auditor, An
organizational chart containing a Jist of key positions is in Attachment B.

3.2.7  Magnitude of Finance Operations:

The finance section, which is part of the Finance snd Administration Division, is
headed by the controller and consists of eight employees. The principal functions
performed and the muraber of employees sssigned 1o cach are as follows:

Functional Title Number of Employees
Fiscal Officer !

Accounts Payable Clerk

Games Accounfing Manager

On-line Accountant

Instam Accouniant

Racetrack & Limited Video Accountant
Prize Validation Clerks

3 JE NP

328 Computer Systems;

A daily reconciliation of on-line operation is performed on the West Virginia
Lottery’s computer Dy means of a set of sofiware procedures called the Internal
Control System (IC3). Scientific Games, the instant and on-line games vendor,
provides the West Virginia Lottery with log files of all on-line transactions
recorded during the day's activities, The Lottery processes these files on their 108
computer and processes them through the ICS. While doing this, ICS:
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1} Verifies that the correct date 1s being processed,

2) Processes the transactions and the drawings occurring on
that day.

3} Produces prize reports similar 10 those provided by Scientific
Games after each drawing is held, which are reconciled to
Scientific Games piize roports.

4} Produces control total reports, The Lottery balances these
reports by comparison o similar reports printed by Scientific
Games during their ond of day processing. If the transactions
processed by ICS do not balance with those protessed by
Scientific Games, ICS will generaie a report of al) retailers who
are not in balance and the amount {either plus or minus) by
which they differ.

Accounting reports are generated on a daily and weekly basis and provide
financial data for sales, cancels, accounts receivable, prizes paid and remaining
liabilities, Drawing reports which give handle amounts and prizes won are
produced daily for Daily 3, Daily 4, and Travel Keno, semi-weekly for
Powerbal® and Hot Lotio™ and four days a week for CASH2S.

Electronic fund fransfer files are produced on a weekly basis of all outstanding
instant and/or on-Hne retaller balances. These files are processed by the State
Treasurer's Qffice 1o transfer funds from the retailer bank accounts to the Lottery
bank account.  Funds due the Tolery from racetrack video licensees are
electronically transferred daily,

Personal computers are used throughout the Lottery's finance and administration
division 1o summarize daily and weekly reports of sales, prize }iability, and payout
activities provided by Scientific Games and the Lottery's video systems. Personal
computers are also used to accurnulate, classify and summarize personal services
and other administrative expenses accrued by the Lottery for use in producing the
monthly jownal entries for the financial statements and other related reports,
Great Plains Dynamics General Ledger software is used to produce the monthly
financial stalements.

Racetrack Video Lottery currently, as of January 31, 2006, has 11,7296 machines
available for play, of which 3,518 are coin-drop and 7,085 are TITO {Ticke! In
Ticket Out} at the four racetracks in West Virginia, The central system’s daily
repor{s are reviewed for accuracy before video gross terminal income from cach
track is rematited 1o the Lottery through electronic transfer of funds. Seltiements
are distributed weekly to recipients as allowed by the Racetrack Video Lottery
Act, WV Code §29-224.
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Limited Video Lottery (LVL) cumrently, as of January 31, 2006, has 8,261
machines available for play throughout the state in retail locations resfricted for
adult amusement, LV, permit holder funds are electronically swept on a2 monthly

basis.

The following is a listing of computer hardware and sofrware used by the Lottery
and its vendors;

On-LincfTnstam Scieniific 1BM REAG000 ALK 4.3.3
(arnes dodel H3O DRACLERIS

Video Sclentiffe Compaq Alpha E540 WS ¥ -2
Gaines

Eottery 1CS Scicmtific {EM REMAOH0 ADNIN 4.3 3
{nmncs Wodd F40

Lottery Ascounting, NFA Persond Computers Windows/EXCEE,

ACCESS WORD

Groal Flaing Bynamics

329  Internal Audit Function;
The West Virginia Lottery has maintained an internal audit function for the past =
gighteen years. The internal anditor reports to the lottery director and is staffed by

two employees.

3.2.10 Quotation Calendar:
Due date of Quotations BGIGE/ 2006

Proposers notified of selected firm 06/30/2006

With the exception of the due date of the Quotation, the dates in the calendar are
approximiate and in no way bind the West Virginia Lottery and the Purchasing
Pivision.

3.2.11 Date Audit May Commence;
The West Virginia Lottory will have records ready for audil and management
personnel available to meet with the firm’s personnel after is June 30, 2006 year-

end,
3.2.12 Schedule for Fiscal Year Audit,

The auditor shall have drafts of the audit repori(s) and recommendations 1o
management available for review by the deputy director of finance and
administration, controller and internal auditors by August 31st.

The deputy director of finance and administration and controlier will complete a
review of the draft report as expeditiously as possible. During that period, the

Y
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auditor should be avaflable for any meetings that may be necessary 1o discuss the
audit reporis,

The auditor shall prepare the final financial statements, notes, management letter
and all required supplementary schedules and statistical data by the second Friday

of September,

The following reports should be delivered to the deputy director of finance and
administration:

{a) Financial Statements with Additional Informaiion -
stalewide CAFR, ten {10) copies.

()  Aadit Results - Management Letter, twenty (20) copies.

(c}  Financial Statements, fifty {50) copies.

3.2.13 Assistance To Be Provided to the Auditor and Report Preparation:

3.2.13.1 Finance Department and Clerical Assistonce:

The finance department and management siaff will be available during the
audit 1o assist the firm by providing information documentation and
explanations. The preparation of confirmations will be the responsibility
of the anditor.

3.2.13.2 Internal Aundit Staff Assistance:
Audit staff consists of two individuals who will be available as needed.

32133 Work Area, Telephone, Photocopying and Fax Machines:

The West Virginia Lottery will provide the auditor with reasomable
workspace, desks and chaits, The auditor will also be provided with
access to felephone lines, photovopying facilities and fax machines as

appropriate,

3.2.13.4 Report Preparation;
Repoit preparation, editing and printing shall be the responsibility of the
audilor.

3.3 Special Terms and Conditions:
3.3.1 License Requiremenis:
An affirmative statement should be included indicating that the fHrm and all
assigned key professional staff are properly licensed 1o practice in West V rginia.

3.4  General Terms and Conditions:

bt
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By signing and submitting their quotation, the successful vendor agrees fo be
bound by all the terms contained in this section of the RFQ.

341 Conflict of Interest:

Vendor affirms that it, its officers or members or employees presently have no
interest and shall not acquire any interest, direct or indirect which would conflict
of cuppromise in any manner or degree with the performance or it services
hereunder, The vendor further covenants that in the performance of the contract,
the vendor shall periodically inquire of its officers, members and employees
concerning such inferests.  Any such intercsts discovercd shall be promptiy
presented in detail 1o the Ageney.

342 Prohibitign Against Gratuities:

Vendor warranis that it has not employed any company or person other than a
bona fide employee worldng solely for the vendor or a company regularly
emnpioyed as its marketing agent 0 solicit or secure the contract and that it has not
paid or agreed o pay any company or persoh any fee, commission, percentage,
brokerage fee, gifts or any other consideration contingent upon or resuiting from
the award of the contract.

For breach or violation of this warranty, the State shall have the right 10 anpu) this
contract without Nability at its discretion, andfor fo pursue any other remedies
available under tits contract or by law.

343 Certifications Related to Lobbying:

Vendor certifies that no federal appropristed funds have been paid or will be paid,
by or on behalf of the company or ap employee thereof, to any person for purposes
of influencing or attempting to influence an officer or employee of any Federal
entity, a Member of Congress, an officer or employee of Congress, or an
employee of a Member of Congress iy connection with the awarding of any
Federal contract, the making of any Federal gramt, the making of any Federal loan,
the enlering into of any cooperative agreement, and the extension, continuation,
renewal, amendment or modification of any Federal confract, grant, loan, or
cogparative agreement.

If any fonds other than federally appropriated funds have been paid or will he paid
to any person for influencing or attempting to influence an officer or emplovec or
any agency, 4 Member of Congress, an officer or employee of Congress, or an
employee of a Member of Congress In connection with this Federal contract,
prant, loan, or cooperative agreement, the vendor shall complete and submit 2
disclosure form to repor? the lobbying.

Vendor agrees that this language of centification shail be included in the award

documents for all sub-awards at all tiers {inciuding subcontracts, subgrants, and
contracts upder grants, loans, and cooperative agreements) and that all

I2
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subrecipients shall centify and disclose accordingly. This centification is a
material representation of fact upon which reliance was placed when this contract

was made and entercd into.

344 Vendor Relationship:

The relationship of the vendor to the Staie will be that of an independent
contractor and no principal-agent relationship or employer-employee relationship
iz contemplated or ¢reated by the parties to this contract. The vendor as an
independent contractor is solely liable for the acls and omissions of its employees

and agents.

Vendor shall be responsible for sclecting, supervising and compensating any and
al} individuals employed pursuans to the 1emms of this RFQ and resulting contract,
Neither the vendor nor any emplovees or contractors of the vendor shall be
deemed 10 be emplovees of the State for any purposes whatsoover.

Vendor shall be exclusively responsible for the payment of employees of all
wages and salaries, iaxes, withholding payments, penalties, foes, fringe benefits,
professional hability insurance premiums, contributions to Insurance and pension
or other deferred compensation plans, including but not limited 10 Workers'
Compensation and Social Security obligations, and licensing fees, etc, and the
filing of all necessary documenls, forms and relurns pertinend 1o ail of the

foregoing.

Vendor shall hold harmless e Stale, and shall provide the Stale and Agency with
a defense against gny and all elaims including but not Jinited to the foregoing
payments, withholdings, contributions, taxes, social security taxes$ and emplover
ingome tax Tetwms.

The vendor shall not assign, convey, transfor or delegate any of its résponsibililies
and obligations under this confract fo apy person, corporafion, parinership,
association or entity withoul expressed wiitten consent of the Agency,

3.4.5  Indemnification:
The vendor agrees to indemnify, defend and hold harmless the Stale and the

Agencey, their officers, and employees from and against: {13 Any claims o losses
for services rendered by any subconiractor, person or firm performing or
supplying services, materials or supplies in connection with the performance of
the confract; {2} Any claims or Josses resuliing to any person or entity injured oy
damaged by the vendor, its officers, employees, or subcontractors by the
publication, translation, reproduction, delivery, performance, use or disposifion of
any data used under the contract in 8 manner not anthorized by the contract, or by
Federal or Stale statutes or regulations; (3} Any failure of the vendor, its officers,
employees or subcontractors to observe Stale and Federal laws, including but not
limited 1o labor and wage faws.

13
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34.6  Confract Provisions:
The RFQ and the vendor's quotation will constitute the contract,

347 Governing Law:

This confract shall be governed by the laws of the State of West Virginia, The
vendor further agrees to comply with the Civil Rights Act of 1964 and all other
appliceble Federal, State and local Government regulations.

3.4.8 Complianee with Laws and Regulatipns:

The contractor shall procure all necessary permits and licenses to comply with ali
applicable laws, Federal, State or municipal, along with all regu]atmns, and
ordinances of any regulating body.

The vendor shall pay any applicable sales, use, or personal property taxes arising
out of this contract and the transactions contemplated thereby., Any other taxes
levied upon this contract, the wansaction, the equipment, or services delivered
pursuant hereto shall be borne by the contractor. 1t is clearly understood that the
State of West Virginia is exempt from any faxes regarding performance of the
scope of work of this contract.

3.4.9  Partner, Supervisory and Staff Qualifications

The vendor will furnish the Loftery with ovidence of iis ability to provide
expenienced personnel in government financial auditing sufficient to provide a
quality audit on time as scheduled, Documentation to verify the experience and
qualifications of the personnel assigned to manage the Lotlery’s account must be
provided to verify each proposed individual's eredentials and the credentials of
individusls proposed as sub-contactors, if applicable. It is preferred that the
vendor’s management level and key personnel proposed for this account have five
years of experience in the areas of expertise reguested in s Request for
Quotation. Should a propesed individual Jack five (5) years of professional work
expertence, the successful bidder shall submit any and all documentation,
including educational achievement that may compensate for the desired
experience, It is preferred that the successful bidder possesses coraprehensive
knowledge of the lottery industry. If the successfil bidder substitutes staff for the
account, at any time during the term of the contract or possible extension years,
the experience and gualification Jevels must be of a similar quality 10 the level of
those initially proposed. The Lotery reserves the right 1o request staff changes
throughout the term of the contract.

3,410 Subcontracisifoint Ventuyres:

The vendor is solely responsible for all work performed under the contract and
shall assume prime contractor responsibility for all services offered and products
to be deliversd under the terms of this conftact. The State will consider the
vendor to be the sole point of contact with regard to all contractual matters. The

i



Yy,

West Virginta Lottery RFQ ~ LOT 337 — Audit Services .o 022

vendor may, with the prior written consent of the State, enter imo writlen
subcentracts for porformance of work under this contract, however, the vendor is
totally responsible for payment of the sub.

3.4.11 Term of Comract & Renswals.

This contract will be effective (upon award) and shall extend for the peried of one
{13 vear, at which time the confract may, npon mutuz! consent, be renewed, Such
renewals are for & period of up to one (1} year, with & maximum of two {2) one
year renewals, or until such reasonable time thereafter as is necessary to obfain a
new contract, The “reasonable time” period shall not exceed fwelve (12) months.
During the “reasonable time" period the vendor may terminate the contract for any
reason upon giving the Agency ninety {90} days written notice. Notice by vendor
of infent to ferminate will not relieve vendor of the obligation to continue fo
provide services pursuant o the terms of the contract.

Any change in Federal or State law, or court actions which constituie binding
precedent in West Virginia, and which significantly alters the vendor's required
activities or any change in the availability of funds, shall be viewed as binding and
shatl warrant good faith renegotiation of the compensation paid to the vendor by
the Agency and of such other provisions of the contract that are affected, I such
renegotiation proves unsuccessiul, the confract may be terminated by the State
upon wrillen notice to the vendor at Jeas) thirty (38) days prior 1o termination of

this contract.

3.4.12 Nown-Appropriation of Funds:

If the Agency is not allotted funds in any sueceeding fiscal year for the continued
use of the service covered by this contract by the West Virginia Legisiature, the
Agency may fehminate the contract at the end of the affected current fiscal period
without further charge or penaity, The Apency shall give the vendor wiillen
notice of such non-aliocation of funds as soon as possible afier the Agency
receives notice. No penalty shall accrue 1o the Agency in the event this provision

is exercised.

3.4.13 Coniracr Termination:

The State may terminate any confract resulting from this RFQ immediately at any
time the vendor fails o camy out its responstbiliies or 10 make substantial
progress under the terms of this RFQ and resulting contract.  The State shall
provide the vendor with advance notice of performance conditions which are
endangering fthe contract’s continuation. If affer such notice the vendor fails to
remedy the conditions contained in the notice, within the time period contained in
the notice, the State shall issue the vendor an order 10 conse and desist any and al
work imynediately. The State shall be obligated only for services rendered and
accepted prior to the date of the notice of termination.

i5
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The contract may also be terminated upon mutual agreement of the parties with
thirty {30} days prior notice,

3414 Changes:

I changes 1o the original contract become necessary, a formal contract change
order will be negotiated by the State, the Agency and the vendor, to address
changes to the terms and conditions, costs of work included under the contract,
An approved contract change order Is defined as one approved by the Purchasing
Division and approved as to form by the West Virginia Atforney General’s Office,
encumbered and placed in the US. Mail prior to the effective date of such
amendment, An approved contract change order is required whenever the change
affects the payment provision andfor the scope of the work. Such changes may be
necessitated by new and amended Federal and State regulations and requirements.

As soon as possible after receipt of a written change request from the Agency, bt
m ne event move than thirty (30} days thereafier, the vendor shall determine if
there is an jmpact on price with the change requested and provide the Agency a
writien stalement to identifying any price impact on the contract or 10 siate that
there is no impact. In the event that price will be impacted by the change, the
vendor shall, provide a description of the price increase of decrease involved in
implementing the requested change.

NO CHANGES SHALL BE IMFLEMENTED BY THE VENDOR UNTIL
SUCH TIME AS THE VENDOR RECEIVES AN APPROVED WRITTEN

CHANGE ORDER,

3415 Imvgices, Progress Payments, & Retainage:

The vendor shall submit invoices, in arrears, 10 the Agency at the address on the
face of the purchase order Jabeled “Invoice To™ pursuant to the terms of the
comiract. Progress paylnehts may be made al the option of the Agency on (he
basis of percenfage of work completed if so defined in the final contracl, Any
provision for progress payments must also include language for 2 minimum 10%
retainage until the final deliverable is accopted.

In order to receive progiess payments, the vendor is required o identify poinis in
the work plan at which compensation would be appropriate.  Progress reports
must be submitted to the Agency with the inveice detriling progress completed or
any deliverables identified. Payment will be made only upon approval of
acceptable progress or deliverables as documented in the vendor’s report,
Invoices may no! be submitied more than once monthly and State taw forbids
payment of invoices prior (o receipt of services,

3416 Liguidated Damages:
Liguidated damages will not be imposed in this contract.
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MEMORANDUM

T Joint Committee on Government ad Finance
FROM:  John C. Musgrave, Directoy g2 fvE ""‘,?/L“‘:;"’“"
[/

RE: Monthly Report on Lotk 005
Month Ending Febroary 28, 2006

DATE:  March 26, 2006
This report of the Lotrery operations is provided pursiant 1o the State Lottery Acl.

Financial statements of Gie Lottery' for the month ending February 28, 2006 are attached. Lotiery revenut, whizh
includes on-Tife, instant and video lottery sales, was $132,33 7,803 for the month of Felvuary.-

Transfers of lotery revenue totaling 540,789,960 wore made for the month of February fo the designated state
agencies per House Bill 2005, Voterans mstant Ticket Fund and the Raceack Video Lottery Act {§29-224-101
The smount mansferred to cach agency is shown in Note § on pages 14 and }3 of the attached financial

statemEnih,

“Phe mumber of waditional and linited retailers active as of February 28, 2006 was 1,67} angd 1,744 respectively.

A listing of the pames and amounts of prize winners hus been provided to the Cierk of the Senate, ive Clerk of
the House ang Logistative Serviess,

I£ aery member of the Commitice has questions coneerning the Lottery, please call me. Also ifany members of the
Legislanure wish o visit fhe Lowery offices, | would be pieased to show them our faciities and discuss the

Lottery with them.

JCM
Attachmbn

pe: Honorable Joe Manchin 1
John Musgrave, Acting Cabinet Secretary — Dept. of Revenue
johm Pevdus, Treasurer
Glen B. Gainer I, Auditor
Membtrs of the West Virginia Lotery Comnission
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WEST VIRGINIA LOTTERY : 029

BALANCE SBEETS i
{In. Thousends)
~[nandited-
February 28, Juge 30,
ASSETS 20846 2005
Curront assets:
Cash and cash equivalents 5 117,415 $ 113,742
AGEOunts recelvable 315,832 26,945
Inventory GZ1 471
Currert portion oF investments netd in truse 163 758
{Mher assels 856 849
Total current asssts 154,692 142,765
MNOonCUrTEnL 2555
Chpital assets 11,719 11,718
Less accunitiated depreciation and amortization {18,603} {9,695
1116 2,024
Investments held o oust, less current poriion T00 907
Total assels $_ 156506 % 145,696
LIABILITIES ANR INET ASSETS
Current Liabilites:
Accrued nonoperaling disgribufions 10 e
State of Wesi Virginia $ 88415 & 38,737
“Estimated prize claims 19,385 .32
Accounts payable 1,992 1,239
Other accrued liabilities 45,633 32,565
Current portion of deferved jackpot prize obligations 455 900
Totad current liabilitics 155,883 144,753
Dreferred jackpot prize obligations, less swrent portion - 3735 633
Total liabilities 156,258 145440
Moy assers: '
Invested in capital assets L1116 2024
Unrestricted {deficit) {Ra6) {1,774}
Towl net assels 250 250
Total Habilities and nol assets $ 156508 5 143696

The atsompanying notes are an integral part of thess financial statements.



WEST VIRGINIA LOTTERY
STATEMENTS OF REVENUES, EXPENSES AND CHANGES INTFUND XET ASSETS

#OR THE EIGHT MONTH PERIOD ENDED FEBRUARY 28,2006 {30
{ln Thoosands}
«Linauting-
CURBENT MONTH YEARTD DATE
2086 plilen 2006 003
Tovery reveEnues
Cineiing games % 14300 ¥ 5,427 t N 55,237
instant games {1,887 9.3¢4 76,1891 73328
Raceach vidoo lotery EERU:H EREELY 512,007 sTE427
Lirnitcd vides dotery 31,225 26,460 232848 {672,521
132318 114178 F0.433 LN
{.mas commissinns
(On-line games ¢ 1,001 3RG 4544 31867
ln5tant gamsh k) 6353 5340 £133
Racstrick wides lottary ELRA T 38137 350,274 345,795
Limired video lnteory 14,524 15171 12646469 112171
519705 5,914 487,128 467068
Laogs on-line prices 7.24F 2545 34958 YiTi6
L5 Tnstamnt prives 8183 4,270 ALE0T 49611
Legs kel Coss 247 158 1408 140
Less vendar feos and oosiy 184 447 4365 184!
15423 8,750 935440 22E0%
{hrogs profil 57929 49,514 409,604 154,544
AOTMINIHIAEVG CRPERFTS
Advenising and promstions G986 fRS 5,307 5030
Wages and redaled pontiits 472 434 3440 AT
Telecommunicaions Jah T 1533 g3z
Conttactal 1o profssional I8l o 2.358 L15]
Remal 51y 54 i85 443
Dreprecialion and smortization i1 LR e 1230
Cihat adminisicative CRpCRRes 63 63 H60 w7
I3 3,550 14.633 3 A0
Otiver Operating Income .Y 163 1.893 TS
Operating Income 55,704 LY -4 204,914 343,504
NONOGTIANG ieome (CApERst)
brrvestmicd ineammt 411 168 2,114 w07
Interest prpsase {5} {13 {67} {1353
Distributions 10 municipalities and countics {6173 {523} {d 564} {3,673}
Distributions {o racciracks-capilal teinvesime {1,904} (1,881} {6,758} {5300
THstriputions to the Slats of West Virgims 53,5023 45,578 {357,745 (337,50}
{35.794) {45,327} {306,924 { 345,994_}"
e income - - -
Net assets, beginning of vear 258 250 a5t 254
Mot assols, end of yoar 3 5 254 L 280§ 350

The accompanying notes ars an imegral part of these Nmsnsial saltnenls.

i~



WEST VIRGINIA LOTTERY

STATEMENTS OF CASH FLOWS T 034
FOR THE EIGHT MONTH PERIOD ENDED FEBRUARY 28,2006
{in Thousands} :
-Uirandifed-
2506 205
{Cash flows from operaung activibies:
Cash received From customers and pinsy sourtes g 943,338 s R97.872
Cesh payments for
Porsonoel O3S (3,707} {3,421
Suppiisrs 2,065 1,223
Orihsr operating ¢osts {585.247) {566,234}
Cash provided by operating activities 396,489 338,438
Cash fows Fom noncepiial financing activities:
Noneperating distributions to the State of West Virginia {375,716} (362,120}
Diswutions 1o municipalities and counties {4,473} {2,877
Mistributions 1o racetrack from tacetrack cap, reihv, fund (15,870} {5.300)
Dieferred fackpot prize obligations and relased interest pajd {67) {827)
Cash used in noncapital financing activities {394,126) {372.115}
Cash flows from capital and relaied financiog acitvities:
Purchascs of capitai assels - {793}
Cash Dows [rom investing aptivities:
Matmrities of Investoenis hold in st B14 125
Investment carnings Tocetved 2.194 878
Cash provided by invesing acwities 3,010 2.129
Incresse {decreass) in cash and cash equivatents 3,373 {32,345}
ash and cash sguivalents - boginning of poriod 113,742 120,635
£ ash and cash cquivalents - end of poried 5 117,115 b §7,600
Reconciliation of eperating income 1o net cash pravided by operating aciivites:
Operating incond $ 363,297 b3 343,954
Adjustments (o r2Conciic OpRTANIRG NCOME 10
cash provided by oporating activities:
Depreciation and amosiizarion 909 1,280
Changes in operating assers and liabilitios:
inzroese {decrease) in Accoums receivable 8,988 12,594
Doerease {increase) in inveniory 14% {387}
Increase fdecroase) in otier assoels 7 i
increase {decreast) in estimated prize claims 1,927 405
Increase (docrease) in eccounts payabie {153} 1052
Trecrease (ntrease) in ofher accrued Habilitiss 21,965 wad91)
5 306,.48Y s 338,438

Casa provided by eperating acuvilies

The accompanying nates are an integral part of these finsneis) siaisments.




WEST VIRGINIA LOTTERY S 03e
NOTES TO FINANCIAL STATEMENTS
Unaudited-

NOTE 1 - LEGISLATIVE ENACTMENT

The West Virginia Lotery {Lonery} was established by the State Lotery Act (Act) passed April 13,
19835, which created a special fund in the State Treasury designated as the “State Lowery Fupd.” The
purpose of the Act was 1o esiablish and implement a atate-operated jotery under the supervision of &
state lottery conpnission {Commission) and a director, The Commission, consisting of seven mombers,
and fhe Director are appointed by tae Governor, Under the Agl, the Commission has certain powers and
the duty to establish mies for conducting games, W selzet the fype and number of gaming sysiems or
sammes and 1O SDIET MO CoNtracts and agreernents, and fo do 2l acts necessary of incidental 1o the
performance of its duties and exercise of its power and duly 1o operate the Lowery in 2 highly effiziens
manner. The Act provides that 2 minimum annual average of 43% of the gross amount received from
each lottery shall be allocated for prizes and also provides for cermin jimitalions on eXpenses necessary
for operation and administration of the Lowery. Tao the extent available, rernaining net profits are 1o be
distributed o the State of West Virginia. As the State 1§ able 10 impose its will over the Lottery, the
Lottery is considered a component unit of the State and its financial statements are discretely presented
in the comprehensive annual financial report of the Sute.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICTES
A surmmary of the significant accounting policies of the Lottery is prosented below.

BASIS OF PRESENTATION — The West Vicgima Lottery is a component unit of the Stz of West
Virginia, and is accounted for as a proprictary fund special purpose government engaged in busincss
rype aenvities. 1n accordance with Governmental Accounting Standards Board (GASB) Swaiement No.
34, “Basic Financial Statements and Managemeni's Discussion and Analysis for State and Local
Governments,” and with accounting principles generally accepted in fhe United States of Americs, the
financis) smlements are prepared on the accrual basis of accounting which requires recognition of
reverue when carned and owpenses when incumed.  As permited by Governmental Accounting
Seandards Board {GASB) Statemaent No. 20, “Accounting and Fingneial Reporting for Froprietary
Funds and Qther Governmenial Entities That Use Proprietary Fund Adccounting,” the Lotizry has
eiected not to adopt Financial Accounting Stendards Board {FASB) staiements and interpretations issued
afrer November 30, 1989 unless the GASE specifically adopts such FASE statements or interpreiafions.

The Lottery 35 included in the State’s basic financial statements as a proprictary fund and business type
activity using the accrual basic of accounting. Because of the Lottery’s presentation in these financial
staternents a¢ A special purpose government engaged i pusiness Lype activities, there may be differonces
in presemation of amounts reported in these financia) stawments and the basic financial statements of

the State as 2 result of major fund determination.

USE OF ESTIMATES ~.The preparation of the financial statements in conforminy with accounting
principies generally accepted in the United States of Americe Teguites mianagement 1o make certain
estimates and develop asswmptions that affect the amounts repord in the financial statements apg
related notes 10 financial statements, Acwal results could differ from management’s esfimares.



WEST VIRGINIA LOTTERY 034
NOTES TO FINANCIAL STATEMENTS
~Unaudited-

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continned)

LOTTERY GAME OPERATIONS ~ The West Virginia Lottery derives its revepues from three basic types
of Jottery games: instant, online, and video type games. The Lotery devalops multiple game themes
and prize struchures o comply with its enabling legislation, inchuding aggregate annual minimum prize
provisions. Al bonded rewmilers and agents comprised principally of grecery and convenience stores
serve as the primary distribution channel for instant and on-line lottery sales to the general public.

The Lotery has contracted with a private vendor manufachure, distribute, and provide data processing
support for instant 2nd on-line games, Under the tenns of the agreements, the Lotiery pays a peréentage
of gross revenues or gross profits for the processing and manufactre of the games.

Revenue from instant games is recognized when game tickets are sold 10 the resilers, and the related
prize expense is recorded based on the specific game prize structre. Instant ticket sales and related
prizes do not include the value of free plays issued for the purpose of increasing the odds of winning a

prize,

Sales of on-line lottery tickets are made by licensed agents io the public with the use of compulenized
terminals, On-lipe games include POWERBALL, 2 multi-state “iackpot” game; HOT LOTTO, 2 multi-
state “lotto™ game; Cash2$ “lotte” game; Daily 3 and 4 “numbers” gamss; and Travel, a daily “keno”
pame, Revenue is recognized when the agent sells the tickets to the public. Prize expense is recognized
on the basis of actual drawing resulls.

Commissions are paid to instant game retailers and on-line agents & the rate of seven percent of gross
sales. A portion of the commission not to exceed one and one guarter percent of gross sales may pe paid
from unctaimed prize moneys. The amount paid from unelaimed prize moneys is credited against prize
costs. In addition, retaiters and agents are paid limited bonus incentives that include prize shares on
winning tickets they sold and a ticket cashing bonus on winning tickets they cash, Op 2 weekly basis,
retailers and agonts poust remit amounts due to the Lottery. Retailers may not be able to order additional
instant tickets if payment has ot been made for the previpus billing period, while an ageat’s ou-1ing
terminal may be rendered inactive if payment is not received cach week, No one retailer or agent
accounts for a significant amount of the Lotiery's sales or accounts receivable. Historically oredit losses
have been nominal and no aliowance for doubtful accounts receivable 1s considered necessary.

Racetrack video loftery is a self-activated video version of lottery games. The board-operated games
allow 3 player to place bets for the chance o e awarded credits which can sither be redzemed for cash
or be replayed as additional bets. The coin operated games aliow & player 1o use COLIS, CUTCNCY, of
tokens to place bets for fhe chancs fo receive comm of token awards which may de redeemed for cash or
used for replay in the coin operated games. The racetrack video Joftery games' prize struchuss are
designed (o award prizes, of credits, at & stiputated rate of total bets played, and prize expense 15 netted
agains! total video credits played. The Lottery recognizes as racetrack video loftery revenus M Eross
rerminal income’ equivalent to all wagers, ner of related prizes. Amounts required by statite 1 be paid
to the priveie and locel government entilies are reported as commissions. Racerack video lotiery
legisiation bas cstablishec specific requirements for racetrack video lottery and imposed certain
resmictions liraiting the licensing for operation of racetack video jotiery games ¢ horse and dog

7
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WEST VIRGINIA LOTTERY
NOTES TO FINANCIAL STATEMENTS
-Unandited-

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNYTING POLICIES {continued)

racetracks in West Virginia, subject to local county elections permitting the same, The jegsiation
further stipulates the distribution of revenuss fom racetrack video Jottery gamss, and requires
any Heensed racewrack 1o be responsibie for acquiring the necessary equipment and dearing the risk
assooiated with the costs of operating and marketing the games,

Limited video jottery is also a selfvactivated video version of lotwery games, which were first pladed in
operation in December 2001, located in limited licensed rewaiier arcas restricted for aduk amusement,
The games atlow a player o use cwITensy 1o place bets for the chance fo receive froe games oF vouCners
wiich may be redeemed for cash. The Hmited video jottery games® prize stuchures are designed 1o
award prizes, af a stipulated rate of total bets nlayed, and prize expense s nefied against total video
credits played. The Lottery recognizes as limived video Jowery revenue “‘gross ferminal income”
equivalent to all wagess, netof related prizes. Amounts required by statute 1o be paid to private sntities
arz Teporied as commissions. Limited video lotiery permit holders are stanmorily responsible Jor
acquiring equipment and bearing the risk associated with the costs of operating the games.

CASH AND CASH EQUIVALENTS — Cash and cash equivalents privnarily consist of interest-carming
deposits with the West Virginia Investment Management Board {IMB) and are recorded at fair valee,

INVENTORY ~ Inventory consists of instan! game tickets available for sale to approved Lottery ratailers
and are carmied at cost.

OTHER ASSETS ~ Other assets consist primari)y of deposits restricted for payment of certain Mull-Sute
Lotiery Assopianon activities,

CAPITAL ASSETS — The Lottery leases, under a cancelable operating lease, 15 office and warzhouse
facilities. A portion of these facilities arc subleased to the Lottery's game vendor. The Lotiery also
leases various office equipment under agrecments considersd 1o be cancelable operating leases, Rentd]
expense for the eight months ended February 28 2006 and February 28, 2005 approximared $385,112
and $442 942, respectively, Sublease rental income for the eight months snded February 28, 2006 and
February 28, 2005 approximated $69,152 and $69,152, respectively.

The Lotrery hes adopted a policy of capitalizing asse1s with inGividual amounts exceeding 525.000.
These assels include leaschoid improvements, conmbwed and purchased eguipment, comprised
principally of techrolegy property, office frmishings and equipment necessary 0 administer JoHery
games, are carried at cost. Depreciation is computed by the staight-line meothod using three 10 fon year

iives.

COMTENSATED ARSENCES — The Lottery has acerued £241.126 and $238.268 of vacation and $452 850
and $359,755 of sick teave at June 30, 2005 and 2004, respectively, for estimated chiigations that may
anise in connection with compensaed absences for vacation and sick leave al fhe current Tate of
employee pay. Employees fully vest in all earned Dut unused vasation. In accordance with State
personnel  policies, employses hired prior t¢ July 3, 2001, vest in unused sick leave only  upon



WEST VIRGINIA LOTTERY
NOTES TO FINARNCIAL STATEMENTS
~Unaudited-

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

retirernent, at which time such unused leave can be converted into exnployer paid gremmiums or post-
retirement health care coverage or additional periods of credited service for purposes of determining
retirernent benefits. For employees hired prior to July 1, 1988, the Lonery pays 100% of the post-
retirernent health care premium. The Lottery pays 50% of the premivm for employees hired afier June
30, 1988 through July 1, 2001, The estimated obligation for sick leave is based on hiswncal retirement
rates and current health care premiums applicable to employee hire dates, Employees hired afier June
30, 2001 do not vest in unused sick leave upon refirement,

NET ASSETS ~ Net assets are presented as unrestriced and invested in capital assets which represents the
net book vahue of ] property and sguipment of ihe Lotiery.

OFERATING REVENUES AND EXPENSES — Operating revenues and expenses for proprietary funds such
as the Lottery are reverues and expenses fhat result fom providing services and producing and

elivering goods and/or services. (peratinig reventiss for the {.ottery are derived from providing various
types of lottery games. Operating expenses include commissions, prize costs, other direct costs of
providing lottery games, and adminisirative expenses. Al rovenues and expenses noi meeting this
definition are reporied 2s nonoperatng reventes and expenses.

NOTE 3 - CASH AND CASH EQUIVALENTS

At February 28, 2006 the carrying amounts of deposits {overdraft) with financial instinstions were (515)
mousand with a bank balance of $88 thousang, Of this balance $100 thousand was covered by federal
depository insurance with the remaining balance collateraiized with securities held by the State of West
Virginia’s agent in-the State’s name.

A summary of the amount on deposit with the West Virgima lnvestinent Management Board (IMB) is 25
follows {in thousands}):

February 28, 2006 June 38, 2003
Amount on deposit with the HviB 112,136 113,778

The deposits with the IMB are part of the State of West Virginia's consolidated investvment cash
liguidity pool and are not separately identifiable as to specific types of securities. Investment income is
pro-rated 1 the Lotiery at rates specified by the IMB based on the balance of the deposits maintained i
relation to the total deposits of all state agencies participating in fhe ponl, Such funds are avatjable to
tpe Lottery with overnight notice.

NOTE 4 — CAPITAL ASSETS

A sumrnary of capital asset activity Tor the eight months eaded February 28, 2006 is as foliows (in
thousands):



WEST VIRGINIA LOTTERY - 36
NOTES TO FINANCIAL STATEMENTS

~Tinaundited-

NOTE 4 - CAPITAL ASSETS (confinued}
Capital Assets:

Historical Cost Historical Cost

t June 30, 2005 Additions Dicletions Al February 28, 2006
Improvements  § 1,123 % . 2 - $ 1,121
Equipment 10,3598 . - 10,595

: 11,718 g . 5 - g 11,719

Accumulated :
Depreciation!

Historical Cost Historica] Cost

AtJune 30,2005 Additions Deletions At February 28, 2006

fmprovements 3 77} 5 51 5 . 5 822
Equipment - _ 8,924 857 - 9,78
5 5,695 & 908 5 . 3 13,603

NOTE 5 - PARTICIPATION IN THE MULTI-STATE LOTTERY

The Lottery is & member of rthe Muji-Stare Lotery (MUISL), which operawes the semi-weekly
POWERBALL jackpot lofto game and HOT LOTTO game, on behall of participating state lotieries.
Each MUSL member sclls game tickers through its agents and makes weekly wire transfers w0 e
MUSL in an amount equivaient to the total prize pool less the amount of prizes won in cach stawe.
Lesser prizes are paid directly o the winness by each member Jottery, The prize pool for POWERBALL,
and HOT LOTTC is 50% of cach drawing period’s sales, with minimum jackpot levels,

Revenues derived from the Lostery's participation in the MUSL POWERBALL jackpo! geme for the
month apd year-to-date periods ended Febroary 28, 2006 were $11,394,688 and $47,398 488 while
related prize costs for the same periods were £5,772,616 and $23,624,232.

Revenues derived from the Lottery’s participation in the BOT LOTTC game for the month and yearto-
date perieds ended February 28, 2006 were §372,439 and §2.218,58% while related prize costs for the

same periods were $183,938 and 51,102,751

MLISL places 2% of zach POWERBALL drawing period’s sales in separate prize reserve funds that
serve 48 & confingency reserve 1o prolect the respective MUSL Product Groups from unforeséen prize
tiabilities. Currently, the MUSL Board of Directors has placed a S75000,000 limit on the
POWERBALL Prize Reserve Fund and a $25,000,000 Iimit on the Set Prize Reserve Fund, These funds
can only be used ai the discretion of the respective MUSL Product Group. Once the prize reserve finds
oxceed the designated lmit, the excess beoomes pert of thal particular prize pool. Prize reserve find
monies are refundable to MUSL Product Group members if fhe MUISL, dishands or, after one vear, i a
member Jeaves the MUSL. At February 28, 2006 the POWERBALL prize reserve funds had &

10



WEST VIRGINIA LOTTERY (037

NOTES TO FINANCIAL STATEMENTS
~Enaudited-

NOTE 5 - PARTICIPATION IN THE MULTLSTATE LOTTERY (continued)

patance of $100,976,890 of which the Lottery’s shar¢ was §2,838.000. The Lotiery has charges
amounts placed into the prize reserve funds 10 prize costs as the related saies have oocnmed,

NOTE 6 - RACETRACK VIDEO LOTTERY

The Raceirack Video Lotiry legisiation stipulates the distribution of racetrack video lottery revenues.
This Jegislation has been amended singe mcEplion 10 JESALL TCVITHE distribution based on revenue
nenchmarks, Inivially, four percent {4%) of gross erminal revenue is allocated for lottery adminisirative
oosts. Sixty-sin pereent (66%} of net terminal Tevenue (gross jess 4%} 15 silocated in Hew of
commissions fo! the racetracks (47%); ofber private entities associated with the racing industry {179},
and the local county and municipal governments {2%), Tiae remaining revenues (34%) of net werminal
covenue is allocated for distribution to State as spesified in the Racetrack Video Lotery Act o7
subsequent State budget, as described in the Note 8 titled “Nonoperating Distributions to the State of

West Virginia,”

The first benchmark occurs when the current yeal net termitnal revenue meets the fiscal year 1999 net
rerminal revenue, The counties and incorporated raunicipalities split 50/50 the two percent (2%} peL
tertningl revenue,

The second benchmark occurs when fhe current year gross rerminal revenve meets the fiscal year 2001
gross texminal revenue, The four peroen! {4%) is no longer allocated for lottery admintstrative costs;
instead the State receives this for disibution as specified by legislation or tbe State budgst.

The final benchmatk occurs whep the cument year net {erminal revenie mects the fiscal year 2001 net
terminal rovepue. At this point a 10% surcharge is apphied to el terminal revenue, with 58% of the
surcharge allosased for distribution o the Srate as specified by legisiation or the State budget, and 42%
of fie surcharge allocated to separate capital reinvestment funds for cach licensed racetrack. After
deduction of the surcharge, 55% of nel terminal revenue is allocated in Jien of commissions o: the
racetracks {42%), other private enfities associated with the racing industry (11%); and the logal counry
and incotporated municipaily goverimenis {(2%). The remaining net terminal revepue (45%) 8
allocated for distribution o the State as specified in the Racetrack Videa Lottery Act or subsequent State

pudges, as deseribed it Note 8.

Amounts from the capita) reinvestment fund may be diswibuted to cach racetrack {f qualifying
expenditures are made within the stahifory simefrare; otherwise amounts accumulated in the fund reven
to the staie excess lottery revenue fund. A summary of racetrack video lottery revemaes for the month
ended Fobruary 28, 2006 ang year-to-date follows {in thousands):

1l



WEST VIRGINIA LOTTERY .. 038
NOTES TO FINANCIAL STATEMENTS
-Unaudited-

NOTE 6 - RACETRACK VIDEO LOTTERY (confinued)

Quoment  Month ' Xearn o -Dase

2006 Pty ki1 202
Total credis played §505,383 791,157 56,551,523 56,393,633
Credits {prizes) wob {730,482} {118,376 3,579,426} {5,820,006)
(iross tormningi Income 514,507 SR, TG 5612,097 TRTR.BLT
Adrinistrative cosp {911} {95 (17.385) {17511
et Terming! ncome 313,990 $71.802 5504732 5561116
Less disaibution 1o sgents {39,615) {38,715 (350,276} {345,795}
Racemack vides jotiory ravenues £34.274 235,080 S2Ad 436 PR 573

A summary of vieo loftery revenues paid or acerued for certain state funds to conform with the
legistation follows {in thovsands):

February 28, 30085 Yeario Dk

Sie Lotery Fund £ 7,314 sizg iz
State Bxcess Lottery Revenue Fund 22,577 75,805
Capital Reinvestment Fund 1,946 6,758
Tourism Promotion Fund 1.373% 923 1,858
Development Office Prometion Fund 375 % 52 2,143
Restarch Chalisnge Fund 5% 336 2,358
Capitol Renovation & Improvement Fund 6875 % 462 Rr A
Parking Garage Fund 0625 % 42 357
Parking Garage Fund 1 % . 504
Cudual Faciitics & Capitol Resources Pund 5 % . 1,500
Capitel Dome & Capitol bmprovernents Fund 5 5 67k 3,780
Worker's Compunsation Debt Reduction Fund 7 % - 11000
Total nonoperating distibutions 534,374 S2d 4506

NOTE 7 - LIMITED VIDEG LOTTERY

Limited video Jottery Jegislation passed in 2001 bas established specific requirements imposing certaii
restrictions tmiting the Heensing for the operation of iimited video lottery games to 9,000 wrminais
placed in icensed retailers, These licensed retailers must hold 2 qualifying permit for the sale and
consumption on premises of alcohol or non-intoxicating beer. The Lottery has been charged with the
administration, monitoring and regulation of these machines. The legislation furtber siipniates {(he
distribution of revenues from the fimited video lottery games, and requires any jicensees to comply with
all related roles and regulations of the Lotiery in order w0 continue its retailer status. The Limied Video
Lottery legislation stipulates that 2% of gross teyminal income be deposited into the state lortery fund for
adninistrative costs. Then, the state share percontage of gross profit is to be ansferred w e Siate
Exoess Lottery Revenus Fund. Such percentage is between 30 and 50 porcent and is subject to change

i"r



WEST VIRGINIA LOTTERY R & Py 12
NOTES TO FINANCIAL STATEMENTS
“Unaudited-

NOTE 7 - LIMITED VIDEQ LOTTERY (continued)

on a quarterly basis. Two percent is distributed 10 counties and incorporated municipalifies m the
manner prescribed by the statute. The remaining amount of gross profit is paid w0 reraiiers andior
operators as prescribed in the Adt, and is recordad as limited video Jottery commissions in the financial
staternents. Municipal and county distributions are accounted for as nonoperating expenses. A stmmary
of limited video Jottery revenues for the month ended February 28, 2006 and year-to-date follows {in
thousands):

Qwrent  Month Xsar- o -Hake

2005 2808 2006 - 200
Total crediss piayed §380.284 BI2478 §2,832.725 B350 103
Credits {prizes} won {349,155 {295,787} (2599377 (2,185,380
Gress terminal income F31,129 526,691 $232.848 $197,52]
Administrative costs {625} {534} {4,057 {3,950}
Gross Profi 34,604 28,157 5228191 218350
Commissions {16,526} {15,171 (126,669 {11221
Municipalities and Counties {612} {324 (4,564) (3,872)
Limited video lontery revenues 13460 £10403 05,958 577428

NOTE § - NONOPERATING PISTRIBUTIONS TO THE STATE OF WEST VIRGINIA

As required under ifs enabling legisiation, net assels of the Lottery may not exceed $230,000,
Therefore, the Lottery periodically distributes surpius funds, exclusive of amounts derived from Hmited
video Jottery and a portion of racetrack video lotery funds, o the Sate of West Virginia in accordance
wilh the legislation, For the year ending June 30, 2006 the State Legisiature budgeted $170,100,000 of
estimated profits of the Lottery for distributions to designated special revenue accounts of the State of
West Virginia, With regard to the Siate Lowery Fund, legsiation stipulates that debl service prymonts be
given a priority over all ofher transfers in instances wheore estimated profits are not sufficient to provide
for payment of all appropriated distributions. Debt service payments of $1,800,000 and 51,000,000 por
month for the first ten months of each fiscal year currently have such priority. Transfers made pursuant
w0 the State Excess Lottery Rovenue Fund have similar requirements; currently payments are $2,900,006
per month for the first ten roonths of each fiscal year, with $1,000,000 of this amount beginning
Septemiver 2004. In addition, Legislation provides that, if in any month, there is a shortage of fands in
the State Excess Lotery Revenue Fund 1 make debt service payments, Ihe pecessary amount shall be
wansferred from the State Lottery Fund o cover such shortfall, after the State TLotlery Fund debt SETVICE
payments have been made, Repayments 10 the State Lotery Fund are required to be made in subsequent
montis as funds become available. During the month ended February 28, 2006 the Lotery made such
distributions and accrued additional distributions of $50,905,868. The Lotnery does not have 2 legally

adopted annual budget.
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NOTES TO FINANCIAL STATEMENTS
~Unaudited~

NOTE 8 - NONOPERATING DISTRIBUTHONS TO THE STATE OF WEST VIRGINLA

{conticued}

Since the enacmment of the Racewack Video Lotiery Act, the lottery ig also statatorily required 1o
dismibute incomie fom racetrack video iottery operations as described in Noie 6. As of February 28,

2006 the Lowery accrued additional distributions relating to racetrack video lottery operavons of

$1,009.318.

Note 7 describes the Limited Video Lottery Act and the staiutory distributions requited 10 be made fom

limited video lottery oparations,

A summary of the cash dismibutions made to cemain state agencies to conform to the legisiation follows

{in thousands)

BUDGETARY DISTRIBUTIONS

State Lotiery Pund:
Rureau of Sentor Services

. Department of Education.
Educarional Broadcasting Autbority
Library Commission
Higher Education-Centra) Office
Tourism
Namra)l Resources
Division of Culture & History
Department of Bducation & Asts
Bailding Commission
Sehoo) Building Authority

Total State Lottery Fund

State Excess Lottery Revenue Fung,
Feonomic Development Fund
Fducation Improvement Fund
General Purpose Accoun!

Higher Education Improvement Fung
State Park Improvement Fund
Schoo! Puilding Authority
Refundabie Credit
Fxcess Lottery Surplus
West Va. Infrastruciure Counsit
Tota) State Fxoess Lottery Revenue Fund

Total Budgetary distributions:

Veterans Instant Ticket Fund

Februarv 28, 2006

YV ear-to-Date:

$ 38.6%7
32,545
409
10,205
42,900
7.623
3,373
4,571
1.683
8.000
i4.400

§ 164,498

T 15200
27,000
45,0060

8,000
A, 735
17,99
1,586

37,877

o -
1.000
1.800

§ 7800

$ 1900
13{}{}{}
2 426
9.220
{396
19410

AETRLY)

s 38Is2

s 89

$ 177,380

5 341,887

§ &6
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NOTES TO FINANCIAL STATEMENTS
~Unzudited-

NOTE § - NONOPERATING DISTRIBUTIONS T0 THE STATE OF WEST VIRGINIA
{comtinued}

{ther Racetrack Video Lotrery distributions:

Tourism Promotion Fund 1.375% & BT $ 7,638
Development Office Promotion Fund .375% 239 2,083
Research Challenge Fund 5% 319 2,778
Capitol Repovation & Improvement Fund .6875% 438 3,820
Parking Garage Fund .0625 % 40 347
Parking Garage Fund 1 % - 500
Cultural Facilities & Cap. Resources Fund 3% - 1,500
Capiw! Dome & Cap, Improvemsnts Fund .5% 637 3,556
Workers Compensation Debt Reduction Fand 7% - 11.000

Total % 2,549 $ 33223

Total nonoperating disimibutions 10 the

State of West Virginia {cash basis) $ 40,790 £375,116
Accrued noneperating distributions, beginming {87,968) {88,737}
Accraed nonoperating distributions, end 100,770 160,770

Total nonopemating distributions 1o the
State of West Virginia 3 53,592 $ 387,749

NOTE ¢ - DEFERRED JACKPOT OBLIGATIONS AND INVESTMENTS HELD IN TRUST

Prioy 1o beeoming a member of the Multi-State Lottery in 1988, the prize structure of certain games
operated solely by the Lottery included jackpot prizes. The Lowery, at its diseretion, could choose (0
award such prizes in the form of either a lump sut payment ot in equal instaliments over 2 period of {0
or 20 years, through Fobruary 28, 2006, the Lottery has awarded twenty-one deferred jackpo! prizes
rotaling approximately $28,868,786. Defarred prize awards were recognized as prize labilities
equivalent o the present value of future prize payments discounted af inforest rates for government
securities in offzct on the date prizes were won, The imputed interest portion of the deferred prize
awards is caloulated using the effective interest method at rates ranging from 7.11% w0 4.13%. A
summary of the present vaiue of the remaining obligations for deferred jackpot prize awards follows (in
thousands):
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NOTES T0 FINANCYAL STATEMENTS
~[inapdited-

NOTE ¢ - DEFERRED JACKPOT OBLIGATIONS AND INVESTMENTS HELD IN TRUST
{conlinned}

Febraary 28, 2006 June 30, 2005
Present value of deferred prize award obligations:
Discounted obligations outstanding § 796 31,515
Imputed interest aceried : Y 78
' B33 1,593
Less current portion of discounted
obligations and accrued interest 458 {500}
Long-erm portion of deferred prize
award obipations LY RSL]

Future cash payments on deferred prize obligations for each of the remaining four years are as foliows
. {in thousands):

Criginal

Discounted

{Obligations Imputed
Year Ended Quistanding - interest Total
une 30, 2006 181 zl 202
Jumz 30, 2007 336 53 i85
Jups 30, 2008 159 22 182
Juns 30, 2009 120 10 e A2

Sl 28 RS LY B3

The Lottery has purchased long-term investnents consisting principally of zero coupon govemnment
securities to fund deferred jackpot prize award obligations,  Such investments are maintained in @
separate rust fund administered by the West Virginia Investment Managernent Board op behalf of the
Lottery and the jackpol prize winners, with imvestment maturities spproximating deferred prize
obligation installment due dates. Inveéstmenis arc pamied at fair value determined by quoted market
prices for the specific obligation or for simiiar obligations. Changes in fair value are included as part of
‘mvestment income.  In accordance with Smiement No. 3 of the Government Accounting Standards
Board, these investments are classified as o level of risk in Category 1, which includes investments thal
are ingured or registered, or for which the securities are held by the State or its agent in the State’s name.
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NOTE 10 - RETIREMENT BENEFITS

AN full-tivne Lowmery emplovees are eligible to participate in the State of West Virginia Public
Employees' Retirement Systers (PERS), & cost-sharing multiple-employer defined beneflt public
employee refirement system, The PERS is one of several plans administered by the West Virginis
Consolidated Public Retirement (CPRB) undes the girection of its Board of Trustees, which consists of
fhe Govemnor, State Andior, State Treaswrer, Secretary of the Department of Adminismration, and nine
members appointed by the Governor. CPRB prepares separately igsued financial statements covering sl
retirpment Systems i administers, which can be obtained from Conspiidated Public Retirement Board,
Building 5, Reom 1000, Swte Capito} Cornplex, Charleston, West Virginia 253050720,

Employees who retire at or afier age sbay with five or more years of contributory service or who retire
a1 or after age fifty-five and have completed twenty-five years of credited service with age and credifed
service equal 10 cignty or greater are eligible for retirement benefis as established by Statz stamte.
Refirement henafits are payable monthly for life, in the form of a swaight-line anmaity cqual W0 two
percent of the employee's final average salary, multiplicd by the number of vears of the employee’s
eredited service al the time of retirgmaent. .

Covered employees are reguired to contribute 4.5% of their sajary to the PERS, The Lottery is required
1o contribute 10.5% of covered emplovees' salaries to the PERS. The reguired cinployee and amplover
conwibution percentages bave been established and changed from time to time by action of the Sute
Legislature. The required comributions are not actarially determiped, howover, actuarial valuations are
veriormed 1o assist the Legislamre in delermining appropriate coniributions, The Lovery and employee
contributions, for the perfod ending February 28, 2006 are as {ollows (in thousands):

Febryary 28, 2006 Year1o Date
Lottery confribulions $36 §283
Employee confributions 135 115
Total contributions $51 5410

NOTE 11 - RISK MANAGEMENT

The Lottery is exposed 1o various risks of joss related to torts, theft of or damage 10, and destruction of
assets; errors and omissions; injuries to employees; and natural disasters. The Lottery pariicipates in
several risk management programs administered by the State of West Virginia. Each of these risk pools
have issued separate sudited Hinancial reports on thely operafions. Thase reports inchide the required
supplementary information concering the reconciifation of claims lishilities by 1vpe of confract and tep-
year claim development information. Complete financial statements of the individual insurance
enterprise funds can be obtained directly from their respective adrinistraniive offices.
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NOTE 11 - RISK MANAGEMENT {continued)
WEST VIRGINIA WORKERS® COMPENSATION COMMISSION (WO}

The State of West Virginia operated an exclusive state-managed workers' compensation insurance
program (WCC} prior so December 31, 2005, A framework for the privatization of workers'
sornpensation insuwrance in West Virginla was established with fae passage of Senate Bill 1004 and the
WeC tust fund was terminated effective December 31, 2005, A privatized business entity, BrickSreet
Administrative Services (BAS), was established and bocame the administrator of the WCC 0% Fund,
beginning January I, 2006, and thereafier for seven years, and will bave all adminismative and
adjudicatory authority previously vesied in the WCC pust fund in adminisiering old law ilabilities and
otherwise processing and deciding old law claims, BAS will be paid a monthly administrative fee and
rated promium 0 provide a prompl and equitable sysiem for compensation for injury sustained in the
course of and growing out of employment. The meonthly adwinistative fee for the West Virginia Lottery
has been ser ar a level copsistent with prior year payments and fhe new rate or premivm Wil be
pstablished on an experience rateé basis. The West Virginia Lotiery is required 1o participate in fhe pew
BrickStreet Administrative Services (BAS) experience rted pood, which is expeoted 10 be rate adjusted
on a guarterly basis. :

PUUBLIC EMPLOYEES INSURANCE AGENCY (PEIA)

The Lottery participates in the Public Employees' Insurance Agency which provides an employee
nenchit insurance program o employees. PELA was sstablished by the State of West Virginia for State
agencies, institutions of higher ¢ducations, Boards of Education and componen! unils of the Swate. in
addition, local povernmenta entities and certain charitable and public service organizations may réguest
w0 be covered by PELA. PELA provides a base employes benefit insurance program which includes
hospital, surgical, major medical, prescription drug and basic lfe and sccidental deatn, Underwriting
and. rate setting policies are established by PEIA. The cost of ali coverage as determined by PEIA. shall
be paid by the participants. Premiurns are established by PELA and are paid monthly, and are dopondent
apon, among other things, coverage required, number of dependents, §tate v5. non $tate employzes and
active employecs vs. retired employees and level of compensation. Coverage under these programs is
taited 1o $1 million Jifotime for health and 510,000 of life insurance coverage.

The PEIA 1isk poo) retains all risks for the nealth and prescription features of its indemuity plan. FPEIA
has fully transferred the risks of coverage 10 the Maneged Care Organization {MCOC) Plan 1o the plan
* provider, and has transforred the nisks of the life inswrance coverage 1o & third party insuwrer. PEIA
presently charges equivalent premiums for participants in either the indemnity plan or the MCO Plan.
Altogether, PELA insures approXimately 205,000 individuals, including participants and dependents.

BOARD OF RISK. AND INSURANCE MANAGEMENT (BRIM)

The Louery participates in the Wes! Virginia Board of Risk and insurance Management {BRIM), a
common tisk pool currently operating as & common sk management and insurance program jor ai
State agencies, component units, and other Jocal govemmental agencies who wish 10 participare. The
Lottery pays an annual premium to BRIM. for its general insurance coverage. Fund underwriting and

rate setting policies are established by BRIM. The cost of all coverage as detgrmined by BRIM shail be
' 1%
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NOTE 11 - RISK MANAGEMENT (continued)

paid by the partcipants, The BRIM risk pool setzing the risk of the st 51 million per property event
and purchases excess insurance on fosses above fhat jevel. Excess coverage, tirough an outside insurer
under this program is limited to $200 million per tvent, subject 1o limits on certain property. BRIM has
$1 million per cccurrence coverage maximurn on all third-party lability claims.

%
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West Virginia Lottery
Vendor Disclosure Form

Mease use i format 1o disclose al! information your Company must disclose 1o Gie West Virginia Latteny under WV
code §29-22-23 and 1o the Secretary of Stnte under WY code §3022-240.

H f the vendor i$ & corporation, list the officers, directors and each stockbolder in such corporation,
except that, in the case of stockholders of publicly held equity securities of a publicly traded
corparation, only the names and addresses of those known 10 the corporalion to own beneficially
five percent or more of such securities need be disclosed.

NiA
N I the vendor is @ pavinership or joint venture, list ¥ of the general and Jimited partners o Joint
venturers; if such general and fimited partners or joint ventureds are themseives a partnership,

joint venture, (rust, assnciation, corporalion, subsidiary or intermediary corporation, the same
information required by this section shall be supplied for such entities.

PLLC Equily Members
Horace Emery, CPA
Robert Newton, CPA
William Gieason, CPA.
Wallace ¥, Suttle, 1, CPA
Chris Dewerse, CPA
PLLC Income Membey
Chris Davis, CPA
{3} 1f the vendor is & trust, list the name of the wustees.
NiA
{# If he vendor is an association, Hs! the members, officers and direciors,
BHA
{5} 17 e vendor intends 10 or does subconiract 1o another person or entity any inlegeal or substantial

nottion of the work to be performed in supplying such materials or equipraent, then the vendor
shall supply fhe ebove-mentioned information for all such persons or sntities.

NiA

{6} The following information shall also be submitled;

(A)  List wl jurisdictions in which the vendor has contracis to supply paming materials or
quipment and the types of gaming mmierials or equipment involved therewith.

Mone

(R)  List the details of any felony conviction of a criminal offense, state or federal, of the
wendor or any persan whose name and address e requived by this section.

None
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(Cy  Lisl a)l details of any disciplinary action of a judicial natwee relaling Lo gaming taken by
any stale Or person against the vendor or any person whose name and address are

required by this section.
Mone

(D) List the number of vears the vendor has been in the business of supplying gaming
materials of equipment.

NIA

{¥3 List a disclosure of cach state and jurisdiction in which the vendor has been denied, or
has had revoked a gaming ticense of any kind, and the disposition of such in each state or
jurisdiction. I any gaming license has been revoked or has not been renewed or any
ganvng license application has been either denied or i pending for more than six months,
all of the facts and circumstances underbying such failure to receive such Noense must be
discigsed.

Mone

{F List 3 disclosure of the details of any banluptey, insclvency, reorganization or any
pending litigation relating to gaming of each vendor.

Mone

{Gy  Complete a signed authorization by cach vendor and officer thereol allowing the deputy
divector for security to conduct a backgrovnd investigation of such person. {Autached)

See Attached
{t Complete such other information accompanied by such dotipments, as the commission,
by mule or contract proturemen! documents, may require as being necessary or
appropriate in the public interest o accomplish the purposes of this section. {(Altached}

Sec Adached
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GENERAL TERMS & CONDITIONS
REGQUEST FOR QUOTATION (RFQ) AND REQUEST FOR PROPOSAL (RFP)

1. Awamrds wilt be made in the best inlerest of the Slale of Was! Virginia,

2. Tha Slale may accep! of reiecl in pa, of in whole, any bid. ' .
3. All quatations are gavernad by the West Virginia Code and e Legislative Rules ol the Purchasing Division,

i, Prior to any award, the-apparen! suecessiul vendor must be propery registerad with the Purghasing Diviskon and have

paid the redisired registration fee, (Eflective June 8, 2605, the fan will change tram $45.00 to $125.00 pursuant 10
House B 4031}

5. All pervices perdormad of goods delivered under State Purchase Orders/Contracts are 1o be comtinued lor the term
of the Purchase OrderConiral, contingent upon funds being appropriated by the Legistature of sthenwise being
inade avalable. i the event lunds are not appropriated or sthenwise gvaitable {or these services of goods, this
Putchase Crder/Contract becomes veid and of no eftact after June 30,

Fayment may only ba made after the doelivery and accapiance of goods o penvicas.

interast may be paid for it payment ih accordance with the West Virginia Code,

Vendor praference wifl be granted vpon witlen fequas! i nocordancs with the West Vicginda Dede,

o

The State of Wast Vitginka is exemp! from tedetal and state taxas and will not pay or reimburse such taxss.
16, Tie Diretlor of Purchasing may cancel aiy Purchase OrderGontact ypon 39 days wiitlen nofice to the safler,

11, The laws of the Siate of Wes! Virginia and the Legisfative Rules of the Purchaging Division stialt govern all rights
and dities under the Contract, including withata Binitation the validity of this Purchase OrderfCGontract,

12, Any ralprency 10 automali renawal is hereby galetad. The Contract may be renawad ooly upon mutual wtlen
agreement of the paties,

13. BANKRUPTCY: inthe sven! the vendoriconiracior filas for pankaploy proleciion, this conirad is autommakically
nedl and vold, and is lerminated without funher orter,

14.  HIPAA Business Associate Addendum - The West Viginia State Governmant HIPAA Business Associale
Addandum (BAAY, approved by the Attamey Gensral, and available anline at the Pyrchasing Division's web sHe
{lsp:fivasw. state we.esfadminipurchase/vreitipan.him) is nereby made patl ¢l the agreemand. Provided that, the
Agency meels the delinifion of & Covered Entily (45 CFR §150.103) andt wifl e dizclosing Protected Heaalth
Information (45 CFR §1560.103) 1o the vender.

INSTRUCTIONS TO BIDDERS

1. iisa the quotaton foims provided by the Purchasing Division,

2. SPECIFICATIONS: lams oflered must be in compliance with the speciications. Any deviatiun fram the spedilications
musl be clearly indicated by the Bdder. Alternates offerad by the hidder as EQUAL o the specifications tmusl ba
clearly defined, A bidder offering an alernate should atlach complele specications and ferature to the hid. The
Purchasing Division may walve minor deviations to specilications.

3. Complale 2l ections of the quotation lerm.
4. Unit prices sial prevall in cases of discrepancy.
8. Al quotations are considered FO.B. dostination urdess alternate shipping lehns are ctearly identitied in the quotation,
8. DUBLICATE BIDS: Al quotations mist e deliversd by the biddar 10 the respective offices listed hetow prior fo the
date and ime of the bid spening, Failure of 1he bidder o deflver tha quotalions on e with resll dn bid disquatifications,
ORIGHIAL SIGNED 810 T0: CUPLIGATE BID TO:
Dapartment of Administralion State Audlior's Office
Purchasing Division Bid Ohserver
2018 Washington Streat East Building { Room W114
Post Oftice Box 50130 1800 Kanawha Bouleverd, East
Charleston, WV 253050130 Charfeston, WV 25305.023¢

NOTICE: Beginning June B, 2008, thare iz no nesd 1o submil a duplicate tid to tha Stats Auditer's Dflee pursuant te Hawse Bl 4634,

R, DEOELG06
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West Virginia Lottery
LOT 331 — Addendum 1
May 25, 2006

. Are any areas of computer operations subject to a SAS 70 report? If yes, what
areas and what type of SAS 70 report (Type 1 or ID). Please specifically
identify any of the four areas of computer operations referenced in Sectiom
3.9.8 of the RFP that are not subject to a SAS 70 report.

o The arca of computer operations subject to a BAS 70 report is the On-
linefInstant system. A Type 11 SAS 70 s done on this systemn. The areas
of computer perations that are not subject to SAS N reports are: Video,
{ottery ICS and Lotiery/Accounting.

2. Does the Lotlery expect 1o be using any new computer software or computer
systerns il the next three years in any of the four areas of operations identified
inn Section 3.2.8 of the RIP, particularly with regard to the video lottery
operations?

o The Video systers will be undergoing a conversion to a new system, with
an anticipated start up date of October 2006 and will continue through
February 2007, The Lottery/ Accounting system is expeoted to have
updates made to its software in August 2006, There is a possibility of a
change being made to the On-linefInstant system within the next three

FeArs.

3. If yes, will the software/system be subject 1o a SAS 70 report? If yes, what
type of SAS 70 report?

s The software/system upgrades on the Video and Lotlery/ Accounting
systems will not be subject to a SAS 70 repor. The On-line/Instant
system, shall there be a change, will be subject to & Type I 5AS 70 report.

4. Wil the internal auditor’s workpapers be available for our review'?
¢ Yes.

3. IF the answer to the above question is yés, then can we oblain an
understanding of the scope of the internal auditor’s activities during the past
year?

s The scope of the internal suditors” activities during the past year has
focused on risk assessments and quality improvement. Internal audits
have been done based upon the depariments approved goals and findings
from the risk assessments.
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When were the prior auditors on site 10 perform the audit and how many
people did they assign to the job and how long were they there?

o The prior auditors were on site during Jume and July 2005. There were
approximately six (6) people assigned to the agency and they were ¢n site
approximately 2-3 weeks.

Will it be possible to do preliminary work before the final field work dates to
help with meeting the August 3] draft fimeline?

s  Yes

Will we be able to get an electronic copy of the prior years CAFR fo use as a
basis for preparing the 2006 CAFR?

s Yes
Is the inventory located in one location or multiple locations?
o  Currently, Biventory is located in mauitiple locations.

Approximately how many customers make up the Accounts Receivable
valance and are there any large single customer balances or is it mostly made
up of numerous small balances?

»  Accounts Receivable is comprised of three {3) revenue sources,
Traditional lottery Is made up of numerous small balances. Limited
video lottory is comprised of numerous small to medium size balances.
Racetrack lotlery is comprised of four {4} large balances.



WEST VIRGINIA LOTTERY

Auditing Services

Response 10 Request for Quotation
RFQ Number LOT331

Suttle & Stalnaker, PLLC
The Virginia Center, Suite 100
1411 Virginia Street Bast
Charleston, West Virginia 25361
{304) 343-41206 .
(800) 788-3844

Clontact Person:

/Sy e

Horace Emery, CPA, M m er

June 13, 2006
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Biesiness Advwsors and Consuitants

le

T

CEARTIFIED PUBLIC ADCOUNTANTS

hme 13, 2006

West Virpinia Loltery
312 Maclorkle Avenue
PO, Box 2067
-Charleston, West Virginia 25327

Suttie & Statmaker, PLLC welcomes this opportunity to submit our proposal to serve as independent
Certified Public Accountants to parform the anmual audit-of the financial statements of the West Virginia
Lottery (Lottery) for the year ended June 30, 2006, with an option o renew for an additional two years,
We are parlicularly well suited to serve you since we have previousiy performed andiis of the Lotery’s
annual financial statements, including assisting the Lottery with its submissions of its Certificate of
Achievement for Excellence in Financial Reporting award winning Comprehensive Awnual Financial
Reports to the Government Finance Officers Assoeiation. Our experience is especiatly strong in working
with West Virginia State government and governmentally funded organizations, including previoushy
serving 25 West Virginia Lotlery drawing accountants and as consultant for he review of financial
information submitied by video loltery {icensees.

We undersland your interest in competent and efficient audit services. We have assigmed as your client
service team a dedicated group of professionals who have effectively audited the West Virginia Lottery
and have developed effective client service plans for variovs businesses, governmental entities and not-
for-profit organizalions. From our experiences with auditing the Lottery and State governiment, we know
many of the issues that are important (o your management team and what is eritical o keeping our clients
pleased with our service delivery.

We will serve the West Virginia Lotrery in a dedicated manner and you will be 2 high priority of our
office. We would appreciate the opportunity 1o moet personally with you to further discuss this wrilten
proposal. We possess all of the jechnical and professional gualifications o serve you in the most
cffective manner, Please feel free to contact Horace Emery or Chris Deweese in Tespect 10 any questions
you may have concerning this proposal. This proposal is 2 firm and imevocable offer for ninety (90) days.

Very wuly yours,

//wgﬁ’ Cﬁ//ﬁﬁe%, Pl L

The Virginds Center « 1417 Vinginin Streel, Bast o Sujte 100 o Charleston, West Virginia 25303

Phone (304)-363-4126 or 1-(800)-7E8-3844 » Fax 304)-245-8408 » E-mail: cpﬁ&utt!irpnsmm
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