



















































































The prize reserve funds serve as a contingency reserve to protect MUSL from unforeseen prize
liabilities and the money in this reserve fund is used at the discretion of the MUSL board of
directors. The prize reserve fund monies are refundable to MUSL member lotteries if MUSL
dissolves or if a member lottery leaves MUSL. A member lottery leaving MUSL must wait one year
before receiving their remaining share, if any, of the prize reserve funds. Any amount remaining in
the prize pools at the end of the games is carried forward to a replacement game or expended in a
manner as directed by the game group. The MUSL prize reserve pool account balance and the
Lottery’s share of that balance are as follows:

June 30, 2016 June 30, 2015

MUSL prize reserve pool account $ 157,414,163 $ 155,643,044
Lottery's share of the MUSL prize reserve pool
account (on deposit) $ 981,858 $ 1,033,486

The Lottery also has an unreserved account with MUSL. Interest earned on MUSL funds, unused
board and game group dues, and any unclaimed jackpot prizes may be deposited into this account
and Lottery board and game group dues and other MUSL related expenses may be paid from this
fund.

June 30, 2016 June 30, 2015
MUSL unreserved account $ 16,259,687 $ 15,446,835
Lottery’s share of the MUSL's unreserved account $ 45,040 $ 96,807

A winner of a Powerball, Mega Millions, or Hot Lotto jackpot prize may select that the prize be paid
at the cash value of the prize or as an annuity. A Powerball jackpot prize is paid out in 30
installments; a Mega Millions jackpot prize is paid out in 26 installments; and a Hot Lotto jackpot
prize in 25 installments. Powerball annuitized prizes are paid annually in thirty graduated
payments (increasing each year) by a rate determined by the Powerball game group. If a jackpot
winner selects annual instaliments for Powerball, Mega Millions, or Hot Lotto, MUSL purchases
United States government securities to fund awarded prizes. The securities are held in Winner
Trust accounts with the member lottery named as the trust beneficiary. MUSL transfers cash to the
member lotteries to facilitate the payment of the annual jackpot prize amount. The source of this
money is a game group’s grand prize pool. The assets and related liabilities are reflected in
MUSL’s financial statements and, therefore, are not reflected in the Lottery’s financial statements.
MUSL is responsible for transferring the cash or the annuity installment amounts to the member
lottery before the payment to the jackpot prize winner. The Lottery currently is not paying any prize
winner annuity prize payments. The Wild Card 2 jackpot prize and 2by2 grand prize are paid in a
single cash payment. The Powerball, Mega Millions, Hot Lotto, and Wild Card 2 jackpot prizes are
divided equally among multiple winning tickets among the participating state lotteries.

As a member of the MUSL board and Powerball, Mega Millions, Hot Lotto, Wild Card 2, and 2by2
game groups, the Lottery is responsible for its pro-rated share of the MUSL board dues. MUSL
Board dues for fiscal years ended June 30, 2016, and 2015, were $20,000, and $20,000,
respectively. MUSL board dues and game group dues are decreased by MUSL’s non-game
earnings including interest, web advertising, and trademark license fees.

During fiscal year ended June 30, 2016, the Lottery was licensed to begin selling the Lucky for Life
game as offered by the group of lotteries known as the New England Lotteries. The New England
Lotteries consists of the Connecticut Lottery Corporation, the Main State Liquor & Lottery
Commission, the Massachusetts State Lottery Commission, the New Hampshire Lottery
Commission, the Rhode Island Division of Lotteries, and the Vermont Lottery Commission.
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Lucky for Life is a double matrix-style game, drawn each Monday and Thursday, in which players
select five (5) unique numbers in the Matrix 1 from one (1) to forty-eight (48) inclusive, plus one (1)
Lucky Ball number in the Matrix 2 from one (1) to eighteen (18) inclusive. There are 10 prize levels
ranging from the top prize of $7,000 per week for life and the second prize of $25,000 per year for
life to the minimum low-tier prize of $4. The top prize and second prize may be paid at the cash
value or as an annuity. All low-tier prizes (all prizes except the top prize and second prize) are
paid in one single cash payment.

The Lottery is responsible for the purchase of an insurance annuity or other financial instrument to
fully fund the respective annuitized prize won in North Dakota. The Lottery has contracted MUSL
to purchase annuities following a claim of a lifetime prize that requires the acquisition of an annuity.
The Lottery is currently not paying any prize winner annuity prize payments.

The Lottery is assessed dues quarterly in proportion to the Lottery’s percentage of game sales to
pay for operating expenses incurred during the assessed quarter. The Lottery is required to
engage an independent auditor to perform agreed upon procedures each year for the one year
period ending March 31 completed within 180 calendar days of March 31% and distributed to the
all participating lotteries. MUSL is contracted by the New England Lotteries as the Lucky for Life
game administrator. The Lottery launched Lucky for Life on January 31, 2016.

On February 24, 2016 the Wild Card 2 game ended due to the declining popularity of the game in
some of the participating jurisdictions.

Note 9. Commitments and Contingencies
The Lottery entered into contracts with:

1. Scientific Games International, Inc. (SGI) of Alpharetta, GA provides an online lottery gaming
system; retailer network including retailer training, communications, equipment, ticket stock,
and management; and full a service internet lottery subscription service. The contract was
signed on February 19, 2014 with an operations date of July 6, 2014 and shall continue through
June 30, 2022.

Payments for the fiscal years ended June 30, 2016 and 2015 totaled $3,730,664 and
$2,812,101, respectively based on 10.473% of ticket sales. The Lottery’s future obligation
through June 30, 2022 is based on 10.473% of ticket sales. Additionally SGI is paid an annual
minimum fee of $325,000 ($162,500 for fiscal year 2015) to provide the Player’s Club Points for
Prizes program. In addition, SGI provides other products and services for which the Lottery
pays various contracted fees. The total fees paid to SGI for all services for the fiscal years
ended June 30, 2016 and 2015 were $4,055,664 and $3,012,443, respectively.

2. KKBold of Bismarck, ND provides marketing and related services, and their contract runs from
July 1, 2012, through June 30, 2017. Payments for the fiscal years ended June 30, 2016, and
2015 totaled $544,801 and $475,387, respectively. The Lottery’s future obligation is for actual
services requested; there is no minimum fee or retainer fee. The contract can be extended by
the state by written notice no later than 30 days prior to the expiration of the original contract.
As of June 30, 2016 this contract expired and was renewed through June 30, 2017.

The Lottery has a contingent gain estimated at $426,642 at June 30, 2016 from prizes that may be
forfeited due to winning players not claiming them within the required time frame. This contingent
gain has not been accrued in these financial statements but will be recognized when realized. The
contingent gain at June 30, 2015 was $296,301.
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Note 10. Line of Credit

In accordance with subsection 2 of section 53-12.1-02 of the North Dakota Century Code, the
Lottery has secured a short-term line of credit with the Bank of North Dakota. The law provides
that the line of credit be limited to the amount of each cash prize of $100,000 or more that relates
to prize funds known to be due and forthcoming to the Lottery from other government-authorized
lotteries through MUSL. The line of credit may not exceed $1 million in the aggregate. Short-term
debt activity for the year ended June 30, 2016 was as follows:

Balance Balance
July 1, 2015 Draws Repayments June 30, 2016
Line of Credit $ 1,000,000 $ 600,000 $ (600,0000 $ 1,000,000

Note 11. Risk Management

The Lottery is exposed to various risks of loss related to torts; theft of, damage to, and destruction
of assets; errors and omissions; injuries to employees; and natural disasters. The Lottery, as a
division of the Office of Attorney General, participates in the same funds/pools established by the
state for risk management issues.

The 1995 Legislative Assembly established the Risk Management Fund (RMF), an internal service
fund, to provide a self-insurance vehicle for funding the liability exposures of state agencies
resulting from the elimination of the state’s sovereign immunity. The RMF manages the tort liability
of the state, its agencies’ employees, and the University System. All state agencies participating in
the RMF and their fund contributions were determined using a projected cost allocation approach.
The statutory liability of the state is limited to a total of $250,000 per person and $1 million per
occurrence.

The Office of Attorney General also participates in the North Dakota Fire and Tornado Fund. The
office pays an annual premium to the Fire and Tornado Fund to cover property damage to building
and office contents. Replacement cost coverage is provided by estimating replacement cost in
consultation with the Fire and Tornado Fund.

The Office of Attorney General also participates in the State Bonding Fund in which the office has
blanket employee fidelity bond coverage in the amount of $2 million. The State Bonding Fund did
not charge any premium for this coverage at this point.

Note 12. Postretirement Benefits

Former employees receiving retirement benefits under the Retirement Plan for Employees of the
Lottery are eligible to participate in the Retiree Health Benefits Fund, a cost-sharing multiple
employer plan, as administered by the Public Employees Retirement Board. During each month of
employment, the Lottery contributes 1.14% of each employee’s salary into the Retiree Health
Benefits Fund. Total contributions for the fiscal years ending June 30, 2016, 2015 and 2014 were
$6,766, $6,390 and $6,319, respectively.
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Note 13. Lease Commitments

The North Dakota Lottery entered into an operating lease for its office space at 1050 East
Interstate Ave — Suite 200, Bismarck, ND 58503-5574. Lease expenditures for the fiscal year
ended June 30, 2016 and 2015 totaled $50,464 and $48,505, respectively. The lease expires on
June 30, 2017. The future annual rental commitments are as follows:

Lease Commitments Lease Commitments
June 30, 2016 June 30, 2015
Years Ending Years Ending
2016 $ 50,464
2017 $ 50,464 2017 50,464
Total $ 50,464 Total $100,928
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Required Supplementary Information

Schedule of Employer’s Share of Net Pension Liability

ND Public Employees Retirement System
Last 10 Fiscal Years*

. 2016 2015
Employer’'s proportion of the net pension liability (asset) .062919%| .065803%
Employer’s proportionate share of the net pension liability (asset) $ 427,838 | $ 417,667
Employer’s covered-employee payroll $ 560,531 | $ 554,314
Employer’s proportionate share of the net pension liability (asset) as

a percentage of its covered-employee payroll 76.33% 75.35%
Plan fiduciary net position as a percentage of the total pension

liability 77.15% 77.70%

*Complete data for this schedule is not available prior to 2015.

The amounts presented for each fiscal year have a measurement date of the previous fiscal

year end.

Schedule of Employer Contributions
ND Public Employees Retirement System
Last 10 Fiscal Years*

2016 2015
Statutorily required contribution $ 42577 |$ 39,467
Contributions in relation to the statutorily required contribution $ (42,514)| $ (39,467)
Contribution deficiency (excess) $ 63
Employer's covered-employee payroll $ 560,531 | $ 554,314
Contributions as a percentage of covered-employee payroll 7.60% 7.12%
*Complete data for this schedule is not available prior to 2015.
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STATE AUDITOR

ROBERT R. PETERSON

PHONE

(701) 328 - 2241
FAX

(701) 328 - 1406

STATE OF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR
STATE CAPITOL
600 E. BOULEVARD AVENUE - DEPT. 117
BISMARCK, NORTH DAKOTA 58505

Independent Auditor’s Report on Internal Control Over Financial
Reporting and on Compliance and Other Matters Based on an Audit of
Financial Statements Performed in Accordance with
Government Auditing Standards

Honorable Jack Dalrymple, Governor

Members of the Legisiative Assembly
Honorable Wayne Stenehjem, Attorney General
Randy Miller, Director North Dakota Lottery

We have audited, in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States, the financial
statements of the business-type activities of the North Dakota Lottery, a division of the Office of
the Attorney General of the state of North Dakota as of and for the year ended June 30, 2016,
and the related notes to the financial statements, which collectively comprise the North Dakota
Lottery’s financial statements, and have issued our report thereon dated November 21, 2016.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the North
Dakota Lottery’s internal control over financial reporting (internal control) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinions
on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the North Dakota Lottery’s internal control. Accordingly, we do not express an
opinion on the effectiveness of the North Dakota Lottery's internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.
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Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the North Dakota Lottery’s financial
statements are free from material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with
which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion. The results of our
tests disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the result of that testing, and not to provide an opinion on the effectiveness of
the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the entity's
internal control and compliance. Accordingly, this communication is not suitable for any other
purpose.

ZA@ S

Robert R. Peterson
State Auditor

Bismarck, North Dakota

November 21, 2016
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Special Comments Requested by the Legislative Audit and
Fiscal Review Committee

The Legislative Audit and Fiscal Review Committee requires that certain items be addressed by
auditors performing audits of state agencies. These items and our responses are as follows:

Responses to LAFRC Audit Questions

1. What type of opinion was issued on the financial statements?]
Unmodified.

2. Was there compliance with statutes, laws, rules, and regulations under which
the agency was created and is functioning?
Yes.

3. Was internal control adequate and functioning effectively?l
Yes.

4. Were there any indications of lack of efficiency in financial operations and
management of the agency?
No.

5. Has action been taken on findings and recommendations included in prior audit
reports?
There were no formal recommendations included in the prior audit report.

6. Was a management letter issued? If so, provide a summary below, including any
recommendations and the management responses.
No.
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LAFRC Audit Communications

1. Identify any significant changes in accounting policies, any management conflicts
of interest, any contingent liabilities, or any significant unusual transactions.
None noted.

2. Identify any significant accounting estimates, the process used by management to
formulate the accounting estimates, and the basis for the auditor’s conclusions
regarding the reasonableness of those estimates.

The North Dakota Lottery’s financial statements do not include any significant accounting
estimates.

|3. Identify any significant audit adjustments.l
Significant audit adjustments were not necessary.

4. Identify any disagreements with management, whether or not resolved to the
auditor’s satisfaction relating to a financial accounting, reporting, or auditing matter
that could be significant to the financial statements.

None.

|5. Identify any serious difficulties encountered in performing the audit.l
None.

[6. Identify any major issues discussed with management prior to retention.l
This is not applicable for audits conducted by the Office of the State Auditor.

7. Identify any management consultations with other accountants about auditing and
accounting matters.

None.
North Dakota Lottery 33

For the years ended June 30, 2016 and 2015




8. Identify any high-risk information technology systems critical to operations based
on the auditor’s overall assessment of the importance of the system to the agency
and its mission, or whether any exceptions identified in the six audit report
questions to be addressed by the auditors are directly related to the operations of
an information technology system.

ConnectND Finance, Human Resource Management System (HRMS), Games
Management System (GMS), and Internal Control System (ICS) are high risk systems
critical to the ND Lottery.
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STATE AUDITOR

ROBERT R. PETERSON

PHONE
(701) 328 - 2241
FAX
(701) 328 - 1406

STATE OF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR
STATE CAPITOL
600 E. BOULEVARD AVENUE - DEPT. 117
BISMARCK, NORTH DAKOTA 58505

Governance Communications

November 21, 2016
Honorable Wayne Stenehjem, Attorney General

The Legislative Audit and Fiscal Review Committee

We have audited the financial statements of the North Dakota Lottery for the year ended
June 30, 2016, and have issued our report thereon dated November 21, 2016. Professional
standards require that we provide you with the following information related to our audit.

Significant Audit Findings

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The
significant accounting policies used by North Dakota Lottery are described in Note 1 to the
financial statements.

We noted no transactions entered into by the governmental unit during the year for which there
is a lack of authoritative guidance or consensus. There are no significant transactions that have
been recognized in the financial statements in a different period than when the transaction
occurred.

Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and
completing our audit.

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified
during the audit, other than those that are trivial, and communicate them to the appropriate level
of management. No such misstatements were noted.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a
financial accounting, reporting, or auditing matter, whether or not resolved to our satisfaction,

North Dakota Lottery 35
For the years ended June 30, 2016 and 2015



that could be significant to the financial statements or the auditor's report. We are pleased to
report that no such disagreements arose during the course of our audit.

Management Representations

We have requested certain representations from management that are included in the
management representation letter dated November 21, 2016.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion” on certain situations. If a
consultation involves application of an accounting principle to the governmental unit's financial
statements or a determination of the type of auditor’s opinion that may be expressed on those
statements, our professional standards require the consulting accountant to check with us to
determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the governmental unit's
auditors. However, these discussions occurred in the normal course of our professional
relationship and our responses were not a condition to our retention. It should be noted that the
retention of the State Auditor is a matter of state law and is not under control of the North
Dakota Lottery.

There were no formal or informal recommendations made in this audit.
Other Matters

With respect to the supplementary information accompanying the financial statements, we made
certain inquiries of management and evaluated the form, content, and methods of preparing the
information to determine that the information complies with accounting principles generally
accepted in the United States of America, and the method of preparing it has not changed from
the prior period, and the information is appropriate and complete in relation to our audit of the
financial statements. We compared and reconciled the supplementary information to the
underlying accounting records used to prepare the financial statements or to the financial
statements themselves.

This information is intended solely for the use of Attorney General Wayne Stenehjem, the
Legislative Audit and Fiscal Review Committee, and management of the North Dakota Lottery
and is not intended to be and should not be used by anyone other than these specified parties.

Sincerely,

L 7, )

,“- _«‘1%/' aJ £ »‘/’i/((-‘,

Paul Welk, CPA
Audit Manager
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You may obtain audit reports on the internet at:

www.nd.gov/auditor/

or by contacting the
Division of State Audit

Office of the State Auditor
600 East Boulevard Avenue — Department 117
Bismarck, ND 58505-0060

(701) 328-2241




