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Independent Auditor's Report on Applying Agreed-Upon Procedures

Members of the Texas Lottery Commission
Mr. C. Tom Clowe, Jr. Chair
Mr. James A Cox, Jr.

We have performed the procedures enumerated below, which were agreed to by the Texas
Lottery Commission (the “Commission™), solely to assist you with respect to procedures
surrounding Mega Millions accounting and reporting by the Commission. The
Commission’s management is responsible for the Commission’s accounting records. This
agreed-upon procedures engagement was conducted in accordance with attestation standards
established by the American Institute of Certified Public Accountants. The sufficiency of
these procedures is solely the responsibility of the Commission and Mega Millions member
lotteries, who are the specified users of the report. Consequently, we make no representation
regarding the sufficiency of the procedures described below either for the purpose for which
this report has been requested or for any other purpose.

Our procedures and findings are as follows:

A. Obtain from the Commission the “Texas Draw Activity” and the “Fixed Prize
Analysis” for the period April 1, 2005, through March 31, 2006 and attach those as
Exhibits I and II, respectively. Prove the mathematical accuracy of the schedules and
note any exceptions.

1. Finding — No exceptions noted.

B. Randomly select five (5) draw dates from the period (as agreed to by member
lotteries).
1. Finding - Selected the following dates for testing:
e April 8, 2005
o July 15, 2005
e September 27, 2005
e December 16, 2005
s March 7, 2006
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. For each draw date selected in step “B” above, compare the total amount of sales as
shown on the daily sales report produced by the Commission’s gaming system and the
total amount of sales shown on the related daily sales report produced by Internal Control
System (“ICS”), with the balance listed in the “sales™ column for the respective draw date
on the “Texas Draw Activity” report attached as Exhibit I and ensure they are in
agreement.

1. Finding — No exceptions noted.

- Calculate the total dollar amount of the fixed prizes for the draw dates selected in step
“B” above, based on the total number of winners from the Commission’s gaming system
for each prize level and the prize structure of the Mega Millions’ fixed prizes (as defined
in the official game rules). Compare the calculated expense with the amount listed in the
“Actual Fixed Prizes” column for the respective draw date on the “Texas Draw Activity”
report attached as Exhibit I and ensure they are in agreement.

I. Finding — No exceptions noted.

. For each draw date selected in step “B” above, compare the amount of sales, actual fixed
prizes, and share of fixed prizes shown on the “Texas Draw Activity” report attached as
Exhibit I to the amounts shown on the applicable Mega Millions Prize Settlement Reports
and ensure they are in agreement.

1. Finding — No exceptions noted.

. For the period identified, randomly select two months and obtain the “Expired Prize
Settlement Report” distributed by the Virginia Lottery. For the two months selected,
obtain from the Commission ICS the actual fixed prizes awarded and the prizes
unclaimed. Compare the ICS data back to the data reported from the Virginia Lottery for
each draw of the subject months to ensure they are in agreement.

l. Finding — Selected June 2005 and February 2006 Expired Prize Settlement reports to
examine, noting no exceptions.

. Compare the amounts shown as the total of the actual fixed prizes and the total of the
share of fixed prizes on the “Texas Draw Activity” report attached as Exhibit I to the
applicable amounts shown on the “Fixed Prize Analysis™ report attached as Exhibit II and
ensure they are in agreement.

1. Finding — No exceptions noted.

. For the amount (if any) listed in the “Cost of the Jackpot Prizes” column of the “Texas Draw
Activity” report attached as Exhibit I, obtain and compare the “cost of the jackpot prize”
amount to the Commission’s cash disbursement subsidiary records, which summarize the
funds disbursed to the prize winner and/or the broker from which the jackpot annuities were
purchased and verify agreement.
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1. Finding — Texas did not have a jackpot winner during the period April 1, 2005,
through March 31, 2006. Therefore, this information was not included in the “Texas
Draw Activity” report and no jackpot prizes were purchased.

I. For each purchase (if any) of investments associated with the jackpot prizes:

1. Review broker confirmations to verify that investments are funded in
accordance with allowed investment vehicles per the multi-state rules,
regulations, or procedures.

ii. Obtain the bid sheets and supporting documentation and verify the
investments were purchased through a competitive bidding process
involving a minimum of three brokerage firms.

iii. Obtain the Security Purchase report, which lists the results of the security
purchase and verify that the information reported to the group is accurate,
including the annuity factor for the non-winning bidders.

1v. Compare the total of the period transfers from the Commission to the
Virginia Lottery for settlement of the fixed prize liability as shown in the
Commission’s cash disbursement subsidiary records to the amount listed in
the “Qtrly/Yrly Settlements Transfers In (Out)” column on the “Fixed Prize
Analysis™ report attached as Exhibit II and ensure they are in agreement.

v. Compare the balance listed as the Commission’s payable as of March 31,
2006, for the fixed prizes as shown on the “Fixed Prize Analysis” report
attached as Exhibit II to the Commission’s financial accounting records and
to the Mega Millions Prize Settlement Report as of March 31, 2006 and
ensure they are in agreement.

I. Finding — Because Texas did not have a jackpot prize winner during the period April
1, 2005, through March 31, 2006, steps I(i) - I(iii) are not applicable. No exceptions
were noted with regard to step I(iv). While performing step I(v), it was noted that the
Commission’s financial accounting records did not agree to the payable balance as
shown on the “Fixed Prize Analysis” report as of March 31, 2006. The financial
accounting records were understated by a total of $169,901. However, an adjustment
was posted to the financial accounting records on April 3, 2006, in order to bring the
payable balance into agreement with the “Fixed Prize Analysis” report as of March
31, 2006.
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We were not engaged to, and did not, conduct an audit, the objective of which would be the
expression of an opinion, on the accounting records. Accordingly, we do not express such an
opinion. Had we performed additional procedures, other matters might have come to our
attention that would have been reported to you.

This report is intended solely for the information and use of the specified users listed above and
is not intended to be and should not be used by those who did not agree to the procedures and
take responsibility for the sufficiency of the procedures for their purpose.

State Auditor

December 18, 2006
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Exhibit I — Texas Draw Activity Report

HELiEb, Taxas BFan KEHRTTS i T e

FINTY /VLTPFRD From 04/01/200% To ©3,/31/2008 P i
Aotual Flzed Stare of Fixed
L] Prices i

5,254 232,873

4/95/2005 570 195,141
4/08/2005 2,163,732 837,212 552, 048
4/13/3005 3,534,804 443,073 177,899
4/15/ 3005 3,008,370 510,518 580,913
41873008 3,814,181 933 356 623,640
MI 4/32/200% 4, 1,145,347 §54, 564
4/26/200% 1,108,059 126,039 195,198
4/29/200% 1,171,797 18,070 136,172
s/0df3008 1,138,900 99, 420 141,718
sfoefa008 1,363,384 143,978 10%, 154
5/18/300% 1,300,553 131,677 177, 494
5/13/2085 1,438,387 159, 882 94,022
5/17/2005 1,058,951 179,747 45,535
5/20/2008 156,071
S/a4/3008 529,415
S/37/a008 434,117
5/31/2005 579,413
o §/02/3008 458, B34
&/07/3008 140,638
§/10/2008 192,319
§/14/200% 112,179
&/17/3008 128,519
&/31/3008 138,437
§/34/2008 139,408
§/28/3008 183, 244
Tion/aoes 188,187
7/08/2005 133, 945
T/oe/ 3008 232,034
7/13/3005 245,313
T/18/3008 1,038,007
1/18/3008 570, 164
o 7/33/200% 159,139
T/a6 3008 145,281
1/39/2005 185, 0%
8/03/300% 130,440
#/08/2008 148,702
8/09/2005 146,574
8/13/2008 LTy, 983
#/16/2005 406, BEE
8/19/3005 187,603
821 /2008 201,40
8/26 /2005 423,933
8/30/3008 119,33
#/83/2005 THS, 184
9/06 /2005 807,292
#/08/2008 L
BSL1f2008 0L, 49T
Wy #/16/3005 $13,186
¥ 30/ 3008 119 498
#/33/2008 587,400
#/37/2005 188, 686
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HE1 28

Texas W
FINTE /VLTPRD From 04/01/3008 To 03/10/2006

Aotual Flmsd Ehare of Flzed knnuitized JP Cash Options
Draw Date Salaa Frizes Prizes et Amount

it
Fagm

e i8s]
&

9/30/200%

10/ 04 f2005

10/07 2005

10/11/2005

10/ 14 /2005

10/18/2005

10/31/2008

10/ 35/3008

10/a8/ 2008

11fo1/2008

11/04 /2005

11/08/2005

11/11/2008

=1 11/15/3008
11/18/2008

11/23/2008

11/735/2008

CASMI 11/29/3008
13/02/2008
1204 /2005 1,196,271
12/e09 /1008 1,270,087
12/13/3008 1,396,783
13/ 06 /3008 1,453,477
12/20/72005 1,453, 7T0
12/33/2005 1,793,741
12/27/21005
12/30/3008
1/e3/2008
1/06/2006
1,/10/2006
1/11/2008
117/ 2008
1/20/I006
134/ 3006
I3/ 2004
1/31 /1006
/033006
2707 /2004
2/10/3006
251472008 2,465,068
217/ 2006 3,370,130
3/21/3006 3,307,239
224 720048 5, 487,934
OR 1/28/2006 &,591,To0
303 /3006 1,878,182

307720048 1,341, 408

3/10/2006 1,533,179

3142006 1,491,307

317/ 2004 1,711,671

3/21/2006 1,661,548

3/24/2006 1,997,109

3/28/2006 1,843,248 231,540 477,183

g
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FINTE /VLTPRD From 04/01/3008 To 81/31/2004 g -
Actual Fimed Share of Fixed Aamuitlized JP Cadk Cpt ions
Draw Date Sales Frizes Frizes Ameniant Asmenant
= e e e g S ———

211,368,088 38,920,549 37,969,102

* Totals *
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Exhibit II — Fixed Prize Analysis Report

HEL2Ekes ¥ it e i T
FINTE/VLTFRD From o4/91/3008 To 'Il;:]l.f]'“ P 1 B
QEElyFYely

Recalvabls Betusl Fluosd Share of Fixmed Sattlemants Reoeivable
{Payable) Prizes Prizes Transfers In{Sut) [Fayable)

Califorala

Geargla 314, TEd- 40, 543,392 b, 040, T3 a.913, 601

Illioois 175,02% 43,328, T2 44,029,092 182,113~

i AU SET E B1,043 i3 AT 67 24,318, 920 1,833,083

e ey Land 104, 401~ 21,024,843 1,751,019 200,833

Michigan 180, BBd L+ 43,313,228 1,076,053~

Hew Jeraey 519, 481~ 58,148, 59,393,383 3,963,001~

Bew Tork 189,041 109,813,014 5,065, 719

ohio 400,284 19,629,681 11,430

TexaS 198, 754~ waw 1,107,863

Virginia 275,083 an, 148 2,653, pad-

Hashington Stars 197, 788 10,907,752 Ta9,337-

#& Totale #% 453,374,100 452,374,100

Page 8 of 8



