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OREGON STATE LOTTERY COMMISSION MEETING

Commission Chair MardilLyn Saathoff called the Sept. 30, 2016 Oregon State Lottery Commission
meeting to order. Chair Saathoff introduced Commissioner Patel and stated for the record that
Commissioner Wheat is excused, Commissioner Telfer is attending via telephone, and a quorum of
commissioners is present.

Commissioners present at the roll call: Commissioners Patel, Telfer, Valdivia and Chair Saathoff.
A. PUBLIC COMMENT

Chair Saathoff opened the meeting for public comment. It was noted for the record that this
portion of the meeting is an opportunity for the commission to hear from the public. During

public comment, the commission listens but neither discusses nor responds to questions and
concerns.

Howard Marlow, a gambling peer mentor with Voices of Problem Gambling Recovery,
shared concerns regarding the proliferation of gambling in the state without concern for
damage done to citizens.

Christopher Dana shared his personal story and issues with problem gambling and stated
that the negative effects of the Lottery reach far beyond problem gamblers. Dana noted
that voters were not given the opportunity to vote on adding video lottery and feels the
process was deceptive.
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B. MINUTES OF THE PREVIOUS MEETING, Exhibit 1
Presenter: MardiLyn Saathoff, chair

The commission reviewed draft minutes of the Aug. 26, 2016 Oregon Lottery Commission meeting,
which were circulated in advance of the meeting, and recommended no changes to the record.
Chair Saathoff called for a motion.

Commissioner Valdivia moved that the minutes of the Oregon State Lottery
Commission meeting held Aug. 26, 2016 be approved as final, as presented
today. Commissioner Patel seconded the motion. The motion passed by a 4-0
quorum vote, with Commissioners Patel, Telfer, Valdivia and Chair Saathoff
voting aye.

C. COMMISSIONER COMMUNICATIONS
Presenter: MardiLyn Saathoff, chair

Commissioner Telfer welcomed Commissioner Patel to the commission.

D. DIRECTOR’S REPORT, Exhibit 2
Presenter: Barry Pack, acting director

Acting Director Pack provided the following updates:

Video Lottery Technology Modernization Program — Pack shared that the new video system was
launched successfully on Sept. 18 and thanked all staff who were involved in reaching this
significant milestone. The remaining pieces of the project that are in process include converting
terminals to the new platform, replacing the wide area network that connects retailers to the
central system and replacing legacy terminals.
— Chair Saathoff and Commissioner Telfer congratulated and commended staff for a
successful implementation.

Back to the Future — The Lottery opened a time capsule from 1996 with a lobby celebration. The
capsule included many binders, promotional items and a VHS tape showing many employees at
the time. Staff is working on gathering items to put back in the time capsule to be opened twenty
years in the future.

Community Activities — Lottery had two teams, “Lotto Runnin’” and “Lotto Walkin’” that
successfully completed the Hood-to-Coast Relay at the end of August. Volunteer opportunities
during the past month included the SOLV Beach and Riverside Clean-up in Medford, Tualatin and
Salem and an opportunity to help at the Marion-Polk Food Bank.

Responsible gambling — Pack provided the following updates:
e Most of the corporate retailers have completed training their employees
e The training program for field sales staff to help them learn how to promote the
training to smaller, independent retailers will be produced next month.

Sept. 30, 2016, Oregon Lottery Commission Meeting Page 2 of 9



Employee training will be launched next week.

Lottery’s Director of Corporate Social Responsibility Stacy Shaw, attended the
National Conference for Responsible Gambling in Las Vegas and presented at the
Oregon Problem Gambling Services All Provider meeting, along with Thais Rodick,
associate marketing communications manager.

Shaw has been invited to co-present at the upcoming 2017 New Horizons in
Responsible Gambling conference.

Lottery staff are assisting the Oregon Council on Problem Gambling as planning
committee members for the 2017 National Conference on Problem Gambling.

— Chair Saathoff commended the agency on its commitment to responsible gambling and
the national recognition the Lottery is receiving.

Traffic to the helpline and Oregon Problem Gambling Resource website — Ongoing television and
internet advertising campaigns continue to send record numbers of visitors to the Oregon
Problem Gambling Resources website.

Over 233,000 page views to OPGR.org

Over 27,700 clicks to OPGR.org/es—the Spanish version of the Oregon Problem
Gambling Resources website

Almost 60 percent were returning visitors

292 total calls to the Helpline resulted in 103 referrals to treatment

Sales — Pack shared year to date sales:

Winners -

$302.55 million, which is nearly eight percent above a year ago.
Traditional product $83.54 million, which is 12 percent above a year ago.
Video sales $219.01 million, which is over six percent above a year ago.

Pack shared that Eric Tackett of Sutherlin won $9.4 million playing Oregon’s Game

Megabucks. The retailer that sold the ticket, Truck N Travel, will share some of the $94,000 selling
bonus with employees and make improvements to the business.

Rule updates and upcoming policy topics — Pack provided an update on upcoming rules that the
Lottery will present to the commission in the coming months:

The Keno Bullseye rule will add a new feature to the Keno game.

Retail contracts rule changes, which include updating various provisions, repealing
obsolete provisions and amending the waiting period rule to make the rules more
flexible.

The public records request rule will update its provisions and delete obsolete
provisions.

As discussed last month, the procurement rules are currently under review.
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Casino updates — Pack provided a brief update on the status of the Cowlitz Casino and the
potential effect on the Oregon Lottery. The latest revenue forecast is predicting the new casino
will cause Lottery revenues to fall approximately $120 million annually when it opens.

The Confederated Tribes of the Grand Ronde are working on the Wood Village Greyhound
Racetrack Project. No decisions appear to have been made in terms of what kinds of gaming they
may have on site.

E. FINANCIAL REPORT
Presenters: Kathy Ortega, chief financial officer and Farshad Allahdadi, chief sales and retail
services officer

Monthly Financial Statements, August 2016, Exhibit 3

Ortega gave an overview of the financial statements and described expenses and variances in the
operating statement, services and supplies and balance sheet. She noted that the budget includes
the numbers included in the September economic forecast.

— Chair Saathoff clarified that revenues appear to be flat but that is driven by lower
spending at this point in the year, which is still about where we are year over year.

— Chair Saathoff asked about the administrative expenses and asked for a comparison over
time. Ortega replied that the 3.1 percent is normal but can fluctuate due to depreciation
on the terminals. Saathoff noted that Lottery is conscious of managing the budget and
complimented the staff on not excessively spending.

Chair Saathoff called for a motion.

Commissioner Valdivia moved that the Oregon State Lottery Financial
Statement for the month ending August 31, 2016 be approved for the record
as presented today. Commissioner Telfer seconded the motion. The motion
passed by a 4-0 quorum vote, with Commissioners Patel, Telfer, Valdivia and
Chair Saathoff voting aye.

Procurement Activity Report, Exhibit 4

The procurement activity report updates the commission on Lottery contracts currently in process
and how they align with the approved budget. Ortega reported on 25 items, including 16 that
have been executed, for a total of $2,391,597.

Major Procurement — GLI Master Services Agreement, Exhibit 5

Allahdadi stated that the Lottery would like to request approval of a contract for the purchase of
guality assurance and integration testing services following final acceptance of the Intelligen
system that the Lottery is implementing as part of the Video Lottery Technology Modernization
Program. Allahdadi shared background information and key benefits, which include risk
mitigation, optimized delivery of video technology changes and enhancements, continuity in test
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management processes, and increased flexibility and scalability of staffing resources. The amount
needed for this procurement is included in the FY17 budget, which was previously approved by
the commission.

— Commissioner Patel inquired what the term of the contract is and Chair Saathoff asked if it
automatically renewed. Allahdadi stated that the term is for one year and it is a year-by-
year contract, as services are needed, and does not automatically renew.

— Chair Saathoff and Commissioner Patel asked clarifying questions related to the amount of
the contract and the budget.

— Chair Saathoff confirmed that the contract will be reviewed by the Department of Justice
for legal sufficiency.

Pack noted that there was an audit finding from the Internal Audit department related to
contracting practices of major procurements, and inconsistencies between the rules and statutes
around commission approvals. A temporary rule may be filed to clarify the intent of the rule,
which is that the Lottery will ask permission to enter into a contract but not approve the actual
contract. Prior to being presented to the commission, a thorough review of the contract by
professional staff and Department of Justice staff will take place.

— Chair Saathoff agrees with this approach since the commission does not have expertise in
the subject matters of the contracts and the responsibility of the commission is fiscal and
ensuring good management. Commissioner Valdivia agrees and stated that the
commission relies on the good judgment of Lottery staff and the professionals that review
the contracts. Saathoff stated that it provides comfort to know that legal review of the
contracts is taking place.

Chair Saathoff called for a motion.

Commissioner Valdivia moved that the Oregon State Lottery Commission
authorize the director to initiate a major procurement to enter into a
contract with Gaming Laboratories International for the purchase of quality
assurance and integration testing services. Commissioner Patel seconded the
motion. The motion passed by a 4-0 quorum vote, with Commissioners Patel,
Telfer, Valdivia and Chair Saathoff voting aye.

F. RULEMAKING
Presenters: Barry Pack, acting director and Mark Hohlt, rules and policies manager

Hohlt provided details of the rule filing and process that took place for each of the five rulemaking
projects that are being presented today.

OAR 177-040-0001-General Application Requirements, Exhibit 6

Hohlt stated that this proposed rule amendment authorizes the Lottery to conduct a commission-
approved alternative disclosure process under specific circumstances for certain public companies
or multi-state chains that apply for a traditional retail contract. This alternative disclosure process
shifts the emphasis of the background investigation to the suitability of the corporation and its
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ability to exercise control and governance to assure compliance with the Lottery’s retailer
contract, laws, and rules. The director may still require at any time any disclosure necessary for
the fairness, integrity, security, or honesty of the Lottery, and the commission retains ultimate
authority to approve or deny the waiver of the personal disclosure requirements for an applicant
that successfully passes this alternative disclosure process.

— Chair Saathoff noted that there has been a very diligent process surrounding this rule
amendment and believes that the proposed rule provides a good balance. Saathoff
appreciates all the work that has been put into the process.

Chair Saathoff called for a motion.

Commissioner Telfer moved that the administrative rules presented today be
amended as proposed, effective Oct. 4, 2016. Commissioner Valdivia
seconded the motion. The motion passed by a 4-0 quorum vote, with
Commissioners Patel, Telfer, Valdivia and Chair Saathoff voting aye.

OAR 177-085 — Powerball Rules, Exhibit 7

Hohlt stated that the proposed rule amendments and adoption of a new rule includes edits
clarifying and adding language regarding tickets and plays and the legal rights and responsibilities
of players and the Lottery. There are no changes to how the game is played. This proposal aligns
our rules with changes made to the Powerball Model Rules by the Multi-State Lottery Association,
the national organization that administers the game. The changes will be effective for drawings
held on or after Oct. 19, 2016 and for tickets purchased for such drawings.

— Chair Saathoff noted that all of the rules presented today have been discussed by the

commission prior to today.

Chair Saathoff called for a motion.

Commissioner Valdivia moved that the Powerball rules presented today be
amended as proposed, effective Oct. 19, 2016. Commissioner Telfer
seconded the motion. The motion passed by a 4-0 quorum vote, with
Commissioners Patel, Telfer, Valdivia and Chair Saathoff voting aye.

OAR 177-094-0080 — Prizes (Win for Life), Exhibit 8

Hohlt stated that the proposed rule amendments clarify the process when the top Win for Life
prize is won by multiple ticket holders in a single drawing and the prize cannot be divided evenly
among the winners. The amendments specify that if the prize cannot be divided evenly, the
breakage from rounding down the prize amount can be legally transferred as an unclaimed prize.
In the example in the rule, this amounts to three cents and will ensure that the accounting of
funds balance to the penny and prize funds are properly and legally accounted for.

Chair Saathoff called for a motion.
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Commissioner Telfer moved that the administrative rules presented today be
amended as proposed, effective Oct. 1, 2016, and that the temporary rule
related thereto be repealed effective the same day. Commissioner Valdivia
seconded the motion. The motion passed by a 4-0 quorum vote, with
Commissioners Patel, Telfer, Valdivia and Chair Saathoff voting aye.

OAR 177-098 — Mega Millions rules, Exhibit 9

Hohlt stated that the proposed rule amendments include clarifying and the addition of language
regarding tickets, plays and the legal rights and responsibilities of players and the Lottery. The
amendments align our rules with changes made to the Mega Millions Model Rules by the Multi-
State Lottery Association, the national organization that administers the game. The changes will
be effective for drawings held on or after Oct. 18, 2016 and for tickets purchased for such
drawings.

Chair Saathoff called for a motion.

Commissioner Valdivia moved that the Mega Millions rules presented today
be amended as proposed, effective Oct. 18, 2016. Commissioner Telfer
seconded the motion. The motion passed by a 4-0 quorum vote, with
Commissioners Patel, Telfer, Valdivia and Chair Saathoff voting aye.

OAR 177-099 — Keno Annuity, Exhibit 10

Hohlt stated that the proposed rule amendments authorize the change to certain game features
including removing the annuity option and making the payment of all Keno prizes a lump sum,
converting certain prizes to pari-mutuel when there are multiple winners, adding a definition of
“prize category” and adopting some general housekeeping edits.

Chair Saathoff called for a motion.

Commissioner Telfer moved that the Keno rules presented today be
amended as proposed, effective Oct. 6, 2016. Commissioner Patel seconded
the motion. The motion passed by a 4-0 quorum vote, with Commissioners
Patel, Telfer, Valdivia and Chair Saathoff voting aye.

G. STAFF UPDATES

There were no staff updates presented to the commission.
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H. COMMISSION DISCUSSION
Participants: Oregon Lottery Commission, Barry Pack, acting director, Farshad Allahdadi, chief
sales and retail services officer

Pack provided an update on the current strategic plan that has guided the work of the Lottery for
the past few years but stated that there are no current metrics to measure the targets in the plan.
The upcoming presentation will open the discussion for a future strategic plan.

Allahdadi shared a presentation on sales sustainability outlook and strategic considerations of the
current business model, detailed trends. He noted that the landscape of our business
environment is changing and opened the strategy discussion.

Allahdadi provided information about the current business model, including players; statewide
retailers, including the different types of retailers; and market analysis, including saturation levels
and commercial real estate trends. The presentation also showed market and sales trends since
the Lottery’s inception with introduction of new products and other economic impacts;
unadjusted versus adjusted Lottery sales and net sales changes over the last five years; where
players live and work in the Portland metropolitan area and how Washingtonian video lottery
players matter to some Portland markets; and market and industry trends and what this may
mean for future growth. Allahdadi also spoke about market expansion, marginal revenue growth
and enhanced cost management and provided examples of each.

— Chair Saathoff noted that early in Lottery’s history, there appeared to be a good return on
investment on product but since 2008 Lottery is not seeing the same return. Allahdadi
agreed and stated that we may have seen an even sharper decline if Lottery had not been
so thoughtful about launching new products and marketing. Saathoff asked clarifying
questions about expected return of investment on new products.

— The commissioners discussed their observations and possible strategies for the future.

— Commissioner Valdivia asked how growth is being balanced with the problem gambling
issue. Allahdadi noted that responsible gaming is a core tenet of all of these discussions
and the objective is responsible growth. Lottery will continue to make business decisions
that balance the impacts of the products with the revenue that might be generated. Pack
noted that one of the reasons Stacy Shaw was promoted to the new position of director of
corporate social responsibility is to participate in the business strategy discussions to
ensure that Lottery is considering the impact of decisions.

— Chair Saathoff noted that this is the first step of future discussions and is grateful for the
responsiveness when questions have been asked. Saathoff reminded the commission that
the constitutional and statutory directives of the commission is to maximize revenues
commensurate with the public good.

— Valdivia asked about the economic forecast once the llani Casino Resort opens in
Washington. Pack shared that the Office of Economic Development is predicting $120
million annual loss, with a sharp decline to start and slow growth following.

— Patel asked about saturation rates in 2006-07. Pack shared a theory that we are now
seeing a market correction to an over-saturation in the past.
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Patel asked about strategies used by similar states that have lottery. Pack shared that
there are not any other states that are similar but Canada has some provincial lotteries
that are similar. Allahdadi stated some of the differences in products offered in Canada.
Chair Saathoff asked if other states are seeing the same issues with demographics and
movement toward mobile gaming. Allahdadi stated that it is a common theme and results
have been mixed with states that offer online gaming.

Pack stated that the goal of today’s presentation is to give the commission a
comprehensive look at the business and even though we are seeing weaker growth than
initially thought, based on the adjusted sales, Lottery is still seeing sales growth where
others states are not.

Chair Saathoff stated that the pressure of variables that cannot be controlled, i.e. real
estate, that will make our current process difficult are not anticipated to diminish so
Lottery will need to look at a solution for these issues.

Commissioner Telfer asked about security issues if Lottery moves towards online gaming.
Allahdadi stated that security is a central part of considerations when looking at new
products. Pack noted that with the current regulatory structure, Lottery would not look at
online gaming via the internet, but rather connection to the wide area network.

Chair Saathoff encouraged commissioners to contact Pack with questions and will plan for
future discussions around this topic.

Commissioner Valdivia is looking forward to seeing how the responsible gambling program
is incorporated into future growth.

Pack closed the discussion by thanking the staff for the expertise and thorough
compilation of the data presented today.

I. OTHER BUSINESS
No other business was presented.

The next meeting is scheduled Oct. 21, 2016, at the Debbs Potts Oregon State Lottery Commission

Building.

Respectfully submitted,

Alisa Zavala
Senior Executive Assistant to the Commission
Lottery Director’s Office

Approved by:

Commissioner MardiLyn Saathoff, Chair
Oregon State Lottery Commission

OSL Commission meeting exhibits are available at oregonlottery.org. Go to “About Us,” then “Commission and Director
Info” then scroll to “Commission Meetings.”

Sept. 30, 2016, Oregon Lottery Commission Meeting Page 9 of 9



