
  

 

 

 

 

 

 

 

CALIFORNIA LOTTERY 
 

Audit Report 
 

Procurement and Contract Processes 
 

July 1, 2010, through June 30, 2013 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

BETTY T. YEE 
California State Controller 

 

 

 

May 2016 

 

 

 

 



 

 

BETTY T. YEE 
California State Controller 

May 23, 2016 
 

 

California Lottery Commission 

700 North Tenth Street 

Sacramento, CA  95811 

ATTN:  Nathaniel Kirtman III, Chair 

 

Dear Commissioners: 

 

The State Controller’s Office audited the California Lottery’s (Lottery) procurement and contract 

processes for the period of July 1, 2010, through June 30, 2013. The purpose of the audit was to 

determine whether the Lottery is maintaining effective systems of internal control over its 

procurement and contract processes.  

 
Based on our audit, we noted the following deficiencies: 
 

 The Lottery has inadequate bid opening procedures. There was only one Lottery staff member 
at the initial bid opening; the bid opener did not log the bid package documents as the packages 
were being opened; and the Lottery allowed bidders to resubmit and/or correct mandatory bid 
package submittals. 
 

 The Lottery does not have contract amendment limitations regarding monetary and duration-
of-time increases. 

 

On October 9, 2015, Paula D. LaBrie, Chief Deputy Director, responded to the draft report on 

behalf of the Lottery. The response is included as an attachment to the report.  

 

If you have any questions, please contact Andrew Finlayson, Chief, State Agency Audit Bureau, 

by phone at (916) 324-6310 or by email at afinlayson@sco.ca.gov. 

 

Sincerely, 

 
Original signed by 

 

JEFFREY V. BROWNFIELD, CPA 

Chief, Division of Audits 

 

JVB/as 

 

Attachment 

 

 



 

Nathaniel Kirtman III, Chair -2- May 23, 2016 

 

 

 

cc: Gregory Ahern, Vice Chair 

  California Lottery Commission 

 Rowena Libang-Bobila, Commissioner 

  California Lottery Commission 

 Connie M. Perez, Commissioner 

  California Lottery Commission 

 John Smolin, Commissioner 

  California Lottery Commission 

 Hugo López, Director 

  California Lottery 

 Paula D. LaBrie, Chief Deputy Director 

  California Lottery  

 Nicole Soluri, Chief Counsel, Executive Division 

  California Lottery 

 Terry Murphy, Deputy Director, Operations Division 

  California Lottery 

 Michelle Tong, Assistant Deputy Director, Sales and Marketing Division 

  California Lottery 

 Roberto Zavala, Deputy Director, Internal Audits 

  California Lottery 
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Audit Report 
 

We audited the California Lottery’s (Lottery) procurement and contract 

processes for the period of July 1, 2010, through June 30, 2013. The 

purpose of the audit was to determine whether the Lottery is maintaining 

effective systems of internal control over its procurement and contract 

processes. 
 

Based on our audit, we noted the following deficiencies: 
 

 The Lottery has inadequate bid opening procedures. There was only 

one Lottery staff member at the initial bid opening; the bid opener did 

not log the bid package documents as the packages were being opened; 

and the Lottery allowed bidders to resubmit and/or correct mandatory 

bid package submittals. 

 The Lottery does not have contract amendment limitations regarding 

monetary and duration-of-time increases. 
 

 

Government Code section 12410 states, “The Controller shall superintend 

the fiscal concerns of the state. The Controller shall audit all claims against 

the state, and may audit the disbursement of any state money, for 

correctness, legality, and for sufficient provision of law for payment.” In 

addition, Government Code section 12411 stipulates that “ . . . the 

Controller shall suggest plans for the improvement and management of 

revenues.” 
 

Pursuant to Government Code section 8880.46.6, the SCO may conduct 

special post-audits of the Lottery, as the State Controller deems necessary. 

The Controller or his/her agents conducting an audit under this chapter 

shall have access and authority to examine any and all records of the 

California Lottery Commission. 
 

 

Proposition 37, the California State Lottery Act of 1984 (Lottery Act), 

amended the California Constitution to authorize the establishment of a 

statewide lottery, to create the California Lottery Commission, and to give 

the commission broad powers to oversee the operation of a statewide 

lottery. 
 

Contract Development Services of the Legal Services and Contracts Unit 

of the Lottery’s Executive Division is responsible for overseeing all 

procurement and contract functions.  Each contract is assigned a contract 

manager and a contract administrator. Contract managers are responsible 

for initiating contracts, monitoring contractors’ performance, and serving 

as a liaison between the Lottery and contractors. 
 

Contract Administration Services of the Lottery’s Operations Division 

provides contract administration guidance and assistance to all contract 

managers in the pre- and post-award phases to help ensure that Lottery 

contracts incorporate adequate administration controls.  
 

As of February 2015, the Lottery has about $2 billion in active contracts. 

Summary 

Audit 

Authority  

Background 
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The audit period was July 1, 2010, through June 30, 2013. The purpose of 

the audit was to determine whether the Lottery is maintaining effective 

systems of internal controls over its procurement and contract processes 

 

The objectives of the audit were to determine whether the Lottery: 

 Maintains adequate internal controls over its procurement and 

contracts processes to safeguard the state against theft, abuse, or 

losses; and 

 Abides by applicable laws, rules, regulations, policies, and procedures 

in regards to processes over procurement and contracts. 

 

Audit procedures included the following: 

 Reviewing the California State Lottery Act of 1984, the California 

Government Code, the State Administrative Manual, and the Lottery’s 

internal policies and procedures over procurement and contracts 

processes;  

 Reviewing prior work performed by the SCO and the Lottery’s 

Internal Audits Unit;  

 Interviewing and observing Lottery staff involved in the Lottery’s 

procurement and contract processes and other related Lottery 

activities and operations; 

 Analyzing and evaluating policies, procedures, and compliance with 

laws, rules, and regulations as they related to procurement functions; 

and 

 Performing tests to determine if control objectives are properly 

achieved. 

 

We conducted this performance audit in accordance with generally 

accepted government auditing standards. Those standards require that we 

plan and perform the audit to obtain sufficient, appropriate evidence to 

provide a reasonable basis for our findings and conclusions based on our 

audit objectives. We believe that the evidence obtained provides a 

reasonable basis for our findings and conclusions based on our audit 

objectives. 

 

 

Based on our audit, we noted the following deficiencies:  

 The Lottery has inadequate bid opening procedures. There was only 

one Lottery staff member at the initial bid opening; the bid opener did 

not log the bid package documents as the packages were being opened; 

and the Lottery solicited and allowed bidders to resubmit and/or 

correct mandatory bid package submittals. 

 The Lottery does not have contract amendment limitations regarding 

monetary and duration-of-time increases. 

 

These findings are detailed in the Findings and Recommendations section 

of the report.  

Conclusion 

Objectives, Scope, 

and Methodology 
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On October 9, 2015, Paula D. LaBrie, Chief Deputy Director responded to 

the draft report on behalf of the Lottery. The response is included as an 

attachment to this report.  

 

 

This report is intended for the information and use of the California 

Lottery, the California Lottery Commission, and the SCO; it is not 

intended to be and should not be used by anyone other than these specified 

parties. This restriction is not intended to limit distribution of the final 

report, which is a matter of public record. 

 

 

Original signed by 

 

 

JEFFREY V. BROWNFIELD, CPA 

Chief, Division of Audits 

 

May 23, 2016  

 

Restricted Use 

Views of 

Responsible 

Officials 



California Lottery Procurement and Contract Processes 

-4- 

Findings and Recommendations 
 

At one of the Lottery’s bid openings, we noted the following internal 

control weaknesses relating to the process: 

 There was only one Lottery staff member at the initial bid opening;  

 The bid opener did not log the bid package documents as the packages 

were being opened; and  

 The Lottery allowed bidders to resubmit and/or correct mandatory 

submittals.  
 

California Public Contract Code (PCC) section 10341 states: 

 
Bids shall be publicly opened at the time stated in the invitation for bids, 

and the dollar amount of each bid shall be read. No bids shall be 

considered which have not been received at the place, and prior to the 

closing time for bids, stated in the invitation for bids. 
 

The Lottery contends that it is not required to follow the procurement 

policies set forth by the Department of General Services (DGS) or the PCC 

and that it has the ability to create its own procurement procedures.  In 

order to uphold good internal controls and demonstrate sufficient 

transparency in the competitive bidding process, the SCO believes that the 

Lottery should adopt procurement practices that are in line with the PCC 

and DGS by conducting bid openings that are open to the public.  At the 

very least, the Lottery should adopt practices that require more than just a 

single person be present at each bid opening to observe the proceedings.  
 

In addition, bid package contents should be logged immediately after 

packages are opened. By documenting what is received, this reduces the 

risk of disputes or confusion as to what each bidder has submitted.  
 

In order to uphold fairness in the process, the Lottery should also prohibit 

bidders from submitting, resubmitting, or correcting mandatory 

information and documents past the submission deadline. Contract awards 

should only be considered for responsible bidders with complete bid 

packages that contain all of the required information and documents.  
 

Holding public bid openings, recording contents of bid packages upon 

their opening, and disallowing further information and documents to be 

provided past bid submission deadlines will help ensure that the Lottery 

upholds fair and transparent bid openings. 
 

Recommendation 
 

In order to strengthen controls and promote a competitive, fair, and 

transparent bid opening environment, the Lottery should adopt policies 

that are in line with PCC and DGS by conducting public bid openings or, 

at the very least, require that openings be witnessed by one or more people. 

In addition, bid package contents should be recorded immediately after 

opening, and the Lottery should not accept the submission of late or 

missing required bid documents. 

FINDING 1— 

Inadequate bid 

opening 

procedures 
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Lottery Response 

 

The Lottery is exempt from the provisions of the PCC and is not subject 

to the DGS’s oversight. However, the Lottery agrees with certain aspects 

of this finding and recommendation and will review current practices in 

light of this finding.  

 

See attachment for the Lottery’s full response. 

 

SCO Comment 

 

The Lottery indicated that it will implement corrective actions and 

evaluate its current practice to strengthen the bid opening process.  

 

We concur with the Lottery that it is not required to follow the PCC or the 

procurement policies set forth by the DGS. However, it should develop 

policies and procedures that are in line with the PCC and the DGS’s 

policies in order to strengthen controls and promote a competitive, fair, 

and transparent bid opening environment. 

 

 
We noted that the following contracts significantly increased in dollar 

amounts and terms as a result of amendments to their initial contract 

amounts and terms: 

 

 A four-year contract (July 2005 – June 2009) for $33 million increased 

to $73 million and was extended for additional four years and four 

months (July 2009 – October 2013) 

 

 A four-year contract (June 2005 – May 2009) for $28 million 

increased to $46 million and was extended for additional two years 

and seven months (June 2009 – December 2011)  

 

 A four-year contract (July 2005 – June 2009) for $4 million increased 

to $40 million and was extended for additional four years and four 

months (July 2009 – October 2013) 

 

 A four-year contract (July 2005 – June 2009) for $2 million increased 

to $12 million and was extended for additional four years and four 

months (July 2009 – October 2013) 

 

These increases in amounts and terms indicate major deviations from the 

intentions of the original contracts in which new, competitively bid 

contracts should have been established. 

 

The Lottery’s Contract Manager’s Handbook, Chapter 7 states, in part, that 

“Changes which would dramatically alter the objective or scope of the 

original contract or the monetary size or duration of the contract must be 

accomplished by a new contract using the Lottery's Competitive Bidding 

Procedures.”  The Lottery should adhere to its contracting policies.  

Furthermore, the Lottery should enrich Contract Manager Handbook 

policies by establishing specific amendment limitations in terms of 

monetary and duration of contract increases. 

FINDING 2— 

Lack of contract 

amendment 

limitations 



California Lottery Procurement and Contract Processes 

-6- 

The State Contracting Manual (SCM) Section 3.09 states, in part:  

 
Contracts awarded on the basis of a law requiring competitive bidding 

may be modified or amended only if the contract so provides or if so 

authorized by the law requiring competitive bidding.  Contract language 

authorizing an amendment must be specific (such as an express option 

year at the same rates and terms), not generic (such as merely stating 

generally that the parties can amend). 
 

 

In addition, SCM Section 5.81 states, in part:  

 
The amendment does one, but not both, of the following, and there is no 

change in the scope of work: i) Adds time only to complete performance, 

not to exceed one year. Note: “time only” means time to complete 

performance of the original agreement, such as extending the due date 

for a final report on a fixed-fee agreement. An amendment that provides 

for additional as-needed services (such as extended use of hourly fee or 

pay-per-service type arrangements) is not “time only” within the 

meaning of this exemption; or ii) The amendment adds not more than 

30% (not to exceed $250,000) of the original contract. Note: this increase 

must be supported by specific business reason, such as in a unit rate 

contracts (e.g. per test, per sample, etc.) usage was higher than the 

original good-faith estimates/multipliers used in the solicitation. This 

permits flexibility when exceptional unanticipated circumstances 

warrant; but it should not be used in circumstances such as paying a 

contractor more on a fixed fee bid, and should not be standard operating 

procedure. 
 

The Lottery contends that it is not required to follow the SCM or any other 

procurement policies promulgated by the DGS as all other California state 

agencies are mandated to. However, in order to uphold fairness and 

sufficient competition in regards to its contracts, we believe that the 

Lottery should update the Contract Manager Handbook and institute 

procurement practices that are in line with DGS by establishing 

amendment limits on dollar amount and time increases. 

 

Recommendation 

 

In order to promote fair and competitive contracting practices, the Lottery 

should establish and adhere to policies that limit dollar amount and time 

increases of contract amendments.  

 

Lottery Response 

 
The Lottery respectfully disagrees with the finding and recommendation, 

because the Lottery’s current practices promote fair and competitive 

contracting practices.  

 

See attachment for the Lottery’s full response. 
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SCO Comment 

 

We included, for clarity, additional description of the contracts that 

significantly increased in amounts and terms. Although these 

procurements serve unique purposes, such as Scratchers games, with a 

limited number of available vendors, the Lottery should establish and 

adhere to policies that limit dollar amounts and time increases of contract 

amendments in order to promote fair and competitive contracting 

practices.  

 

Also, the Lottery stated that when considering whether to exercise its right 

to extend the contacts, it determined that it would do so in one contract 

because the pricing was very favorable. It also invited two other 

contractors to present a pricing model that would fix printing costs and 

guarantee a reduction in those costs in exchange for a contract extension. 

While these actions may have reduced costs, we believe that without 

competitive bidding, the Lottery cannot ensure that it is receiving the best 

value for its contracting dollar. 
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