MASSACHUSETTS STATE LOTTERY COMMISSION
Compensation Committee
January 29, 2013
Minutes of the Meeting

In Attendance:
Treasurer Grossman, Paul Sternburg, Commissioner Tim McMahon,
Commissioner Beth Boland, Commissioner Andrea Cabral, Jennifer Hedderman -
designee for Commissioner Martin Benison, Kathryn Burton, Bill Egan, Cathy
Judd-Stein, Al Gordon, Jon Carlisle, Jamie Tesler, Jim Canavan, State House
News reporter Colleen Quinn

I. Meeting Called to Order:
Treasurer Grossman called the meeting to order at 9:35 am.
I1. Discussion:

Treasurer Grossman stated to the Commissioners that according to the
Compensation Committee Charter adopted on June 26, 2012, there are two
principal responsibilities which are: to set the Executive Director’s compensation
and to review the process for conducting evaluations and the setting of
compensation levels of management personnel.

He then asked Director Sternburg to give a review of Calendar Year 2012.
Director Sternburg said that the Lottery was the best run in the country. It is the
only self-contained lottery and a formula of the future. He said the Massachusetts
Lottery model is the #1 lottery model in the country. Director Sternburg covered
his accomplishments in detail with respect to Fiscal Performance, Innovation,
Partnerships, and Reform Initiatives as well as safeguarding and optimizing the
Lottery’s business position in a changing environment. Director Sternburg pointed
out that there are great programs underway with many great new instant games
coming in the future. Director Sternburg said that he and his staff did not create
the Lottery but rather maintained it and increased sales by $313 million or 7.1%
over the previous year. He explained that the Lottery is #1 per capita by 2 - 1 and
#1 per capita in net profit. (See memo: Review of Calendar Year 2012.)

Also of discussion were the Senior Staff compensation levels. Director Sternburg
explained that they reflected his senior team’s exceptional performance while
working to achieve the Lottery’s key objectives. Director Sternburg further
explained that the ten Senior Staff members and approximately twelve employees
not enrolled in the union have received raises that addressed compression issues
(where they were earning less than those they supervised) and merit.

Treasurer Grossman asked Director Sternburg to prepare a comparison of salaries
from when he began at the Lottery to what those numbers are now. Director
Sternburg stated that he will prepare that comparison noting that he is down one
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management position in the Chief of Staff and is also working with a smaller
payroll due to retirements and not filling those positions. Commissioner Boland
asked if not having a Chief of Staff was good or bad to which Director Sternburg
told her he thought it was good and worked well for him because it gave him
“hands on” leadership. Staff members report directly to him and he can resolve
any issues immediately and effectively.

Director Sternburg then reviewed his report for Calendar Year 2013 with respect
to Management Personnel. He has asked the Senior Staff to submit their goals
and objectives to him for review by February 15". He will then meet with each
one of them for evaluation of their performance on their submissions of last year’s
goals and objectives. They will also discuss their prospective goals and objectives
making sure they are consistent with his goals and objectives for advancing the
Lottery for this year.

Treasurer Grossman commended the Executive Director with his knowledge of
the Lottery and his expertise in working with and enjoying talented people. By
hiring Beth Bresnahan with her talent and expertise, the Marketing and
Communications departments were combined. Director Sternburg also hired
Cathy Judd-Stein into the new position of Director of Policy and Special Counsel.

Treasurer Grossman then told the Commissioners that they would have a
discussion on Director Sternburg’s compensation at which point Director
Sternburg excused himself from the room.

Treasurer Grossman said that Director Sternburg is a Lottery hero and that the
Lottery is right on budget. Treasurer Grossman said that the Lottery had an
extraordinary year with a reduced overhead. Treasurer Grossman said that there is
always a debate about compensation levels, but he felt that Director Sternburg has
performed exceptionally and is proposing a salary of $138,500 as a reasonable
rate of compensation.

Commissioner Boland commented that she felt, since day 1, that Director
Sternburg is really, really undercompensated. She asked Treasurer Grossman
whether there were any restraints or a freeze on salary increases.

Treasurer Grossman explained that we have an environment with fiscal
constraints and the Lottery is part of the solution. Salary cuts have been taken and
budget cuts are being made. He acknowledged that he realized what
Commissioner Boland is saying is accurate and added, “I think we always have to
practice the art of the appropriate.” He further stated that he felt Director
Sternburg would recognize what the board decides.

Counselor Hedderman, designee for Commissioner Benison, spoke on behalf of
the Comptroller and said that the rate of return and the work of the Lottery is
exceptional. When you consider fiscal constraints, she felt that the salary increase
was a reasonable compensation.

Commissioner Cabral, after reviewing the director’s salaries for the other
Lotteries, stated that from what she could see, Massachusetts is second only to
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New York, yet there is a considerable difference in salaries. She stated that she
had planned to abstain from the vote whereas this was her first meeting, but felt
after her review that she should take part in the vote. Commissioner Cabral asked
how many direct reports Director Sternburg had to which Commissioner Boland
told her that he sets the salary for twenty-two (22) non-union employees.
Counselor Egan informed Commissioner Cabral that the union employees had
already received a three percent increase.

Commissioner McMahon said that everyone should look less at what was
generated and instead support how Director Sternburg accomplished this.
Commissioner McMahon felt Director Sternburg did a lot of innovative things
that have shown tremendous leadership in a very mature market. He also felt that
he took many risks with the development of the bright neon instant tickets and
with the Raffle games; which were both successful. He said that Director
Sternburg and Ms. Beth Bresnahan really “hit it out of the park”. Commissioner
McMahon also said that the raise percentage that the Director is getting should
not necessarily translate to the senior staff. He felt that their compensation
criteria should be based on totally different criteria.

Treasurer Grossman acknowledged that Director Sternburg manages the Lottery
very tightly. If you take this extraordinary entity and compare it in the private
sector it would rank as the ninth most profitable. Director Sternburg and his team
are highly motivated.

Treasurer Grossman asked for a motion to recommend a revised salary of
$138,500, which will then be voted on by the Commission board at their February
26™ 2013 meeting. The increase will be made retroactive to the anniversary date
of January 31%, 2013. Motion was made by Commissioner Boland and seconded
by Commissioner McMahon. Motion approved 5 -0 at 10:09 a.m.

I11. Adjournment of the Meeting

Motion was made to adjourn the meeting of the Compensation Committee by Ms.
Hedderman and seconded by Commissioner Cabral at 10:10. A roll call vote was
taken: Commissioner Boland, yes; Counselor Hedderman, yes; Commissioner
Cabral, yes; Commissioner McMahon, yes. Motion approved 5 — 0.



