Massachusetts State Lottery Commission
Compensation Committee
First Meeting
Monday, April 30, 2012

Minutes

In Attendance:

Treasurer Grossman, Paul Sternburg, Commissioner Beth Boland, Commissioner Tim
McMahon, Jenny Heddeman (General Counsel for the Office of the Comptroller and
Designee for Martin Benison, Comptroller), Jane Gabriel (Acting General Counsel for
the Executive Office of Public Safety and Designee for Secretary Mary Beth Heffernan),
Jim MacDonald (Treasurer’s Office), Al Gordon (Treasurer’s Office), Jamey Tesler
(Treasurer’s Office), Cathy Judd-Stein (MSLC)

. Introduction:

Treasurer Grossman called the meting to order at 9:10 a.m. He reminded those in
attendance that the Compensation Committee had been formed earlier as a governance
reform measure. He indicated that a draft charter had been circulated for discussion
purposes.

I1. Compensation Committee Mission and Charter:

Commissioner Boland initiated the discussion by pointing out that the
Commission is statutorily obligated to set the Executive Director’s compensation. She
also reported that the Committee may have oversight responsibilities that could extend to
the “top ten managers” of the Lottery. The Treasurer indicated that it may be helpful to
gather data on the “second tier” from NASPL. Such collection is an appropriate exercise
of the Committee’s responsibilities.

Commissioner Boland reminded the Committee that issues regarding
compensation can be controversial. She suggested that the Committee review the Crosby
Report (which reviewed compensation of quasi-state agencies). She said it is important
to ask which peers do we include in our analysis. What is the most important factor? In
comparing lotteries, should the main corollary be size, the total revenues in absolute
dollars? (The Crosby Report was copied and distributed later in the meeting.)

The draft charter sets forth a broad mandate that Commissioner Boland thought
could be more tightly written. Treasurer Grossman indicated that we must consider what
is best for business. While the Lottery is not a quasi, we can compare and adopt practices
even though we are not required to.

Jamey Tesler confirmed that discussions relating to the Compensation Committee
are subject to the Open Meeting Law, with very few exceptions to that law.

The Treasurer suggested that we establish guidelines to help set the Executive
Director’s salary. By statute, the Executive Director is hired by and serves at the pleasure
of the Treasurer. All Lottery staff works at the pleasure of the Executive Director, except



those subject to collective bargaining. The Compensation Committee’s role will be to
make recommendations to the Commission with regards to the setting of the Executive
Director’s compensation. He envisions this happening once a year. With regard to the
Assistant Executive Directors’ compensation (those not in the union), the Executive
Director sets their salaries based on performance reviews that are handled by Shanel
Lindsay, Director of Human Resources. He would report his decisions — the salaries and
reviews - to the Compensation Committee for its review and comments. In general, the
Committee’s work would ensure a process, taking into consideration trends and a
comparative analysis with other lotteries, including NASPL data. The Compensation
Committee should have an oversight role and make recommendations to the Commission.
The Committee would serve in an advisory capacity, rather than engage in an approval
process. Section D of the draft charter will be revised to reflect this oversight role
regarding senior management.

I1. Composition of the Compensation Committee:

Discussion ensued regarding the composition of the Compensation Committee.
Treasurer Grossman explained that under the draft charter, all five members of the
Lottery Commission make up the Committee. He thought it might be okay to add outside
expertise, similar to PRIM. Commissioner Boland explained that she would want to see
that the members have independence — independence as judged by the Committee
members themselves. There was a reminder that the members might be subject to the
state conflict of interest law, Chapter 268A, as special state employees. Jamey Tesler
explained that obligations to disclose under that law usually flow to the disclosing
individual’s appointing official — not necessarily members of the Committee. There was
agreement that the Chair could appoint others to the Committee, subject to the approval
of the Commission. Commissioner Boland recommended that there be at least three
members on the Compensation Committee. The Treasurer indicated he liked the idea of
all five Commissioners on the Committee. Compensation is an item that is much talked
about everywhere. He might add outside members, subject to the approval of the
Commission.

Commissioner McMahon added that there has been a lack of overall structure to
this decision making process and thinks that it is important to drill down and compare
other lotteries and consider whether comparables have a statewide retirement system, sick
days, and benefits.

I11. Next Steps and Adjournment:
Treasurer Grossman asked if the charter could be amended to reflect the meeting
and re-circulated in advance of the next Commission meeting, which is scheduled to start

15 minutes before the Commission meeting on May 29, 2012.

Commissioner McMahon moved to adjourn the meeting, seconded by
Commissioner Boland. The Treasurer adjourned the meeting at 9:55 a.m.



