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SENATOR DEAN FLOREZ:  We’re going to talk about the “Review of the Contract With Hilton Glendale.”  Members, this is a very short portion of the hearing, if you’re around.  I do know Senator Vincent is always very kind to stick around at these hearings.  

But, if we could, let’s have the lottery director, Ms. Borucki.  I believe we have Mr. Courier and Ms. Lambert here as well.  If you can all come to the table, we want to take a few moments to talk about a situation that arose at the California State Lottery which obviously caught my attention and, quite frankly, raises some general policy questions.  

And I will say to the Members, this is part of the committee’s regular oversight function.  As you know, we’ve had many hearings on the lottery.  This is probably no different than the oversight activities we’ve had in the past and we’ll continue to conduct in the committee.  In fact, tomorrow we’re going to be hearing about decisions made at the Horseracing Board, for example.  This is part and parcel of the committee’s charge.  Today we’re going to be hearing firsthand, if we can, from folks on the policy questions surrounding the contract with the Hilton Glendale.  


Let me first state what we know thus far, and that is, on May 24th it was reported in the media that the lottery had to cancel the contract with the Glendale Hilton hotel which had been contracted with the lottery to provide about 80 rooms a month to accommodate contestants for The Big Spin lottery television show.  It was also reported there were some legal issues involved; and there’s an ongoing investigation in that situation.

I understand there are some limits, Ms. Borucki, in terms of what you can reveal at this time, and I appreciate that fact.  However, we’re very interested in some items that we simply can’t ignore.  For example, it was reported that the lottery commissioners were asked to launch an investigation into what some folks have called “possible kickbacks given to the lottery’s director of broadcasting, [Mr.] Richard Leeson, by the [Glendale Hilton] hotel in the form of member reward points.”  We’ve all seen reports that Mr. Leeson has, or is entitled to receive, up to 97,000 Hilton HHonors points simply for arranging hotel room reservations; that this was part of a contract that he signed on behalf of the State Lottery with Hilton Hotels.


If you could, maybe you could then give us an indication of where we are in this situation.  Then I’d like to ask you about five or six policy questions regarding this matter.  But, at this point, maybe you can give us an update in terms of where we’re at on this situation.


MS. JOAN BORUCKI:  Okay.  Good morning.


SENATOR FLOREZ:  Let’s identify everyone here for the record, if we could.


MS. BORUCKI:  Joan Borucki, lottery director.


MS. HEATHER LAMBERT:  Heather Lambert, legislative director.

MR. DONALD COURIER:  Don Courier, chief legal counsel of the California State Lottery.


SENATOR FLOREZ:  Great.  Maybe we can start just generally.  When did you or the lottery commission—when were you initially notified that the director of broadcasting was receiving Hilton HHonors points for overseeing hotel contracting for The Big Spin show?


MS. BORUCKI:  Actually, we became aware of that at the time that the union, who was having the issues with the Glendale Hilton, had come to the lottery and had, under the Public Records Act, requested copies of any and all contracts.  Prior to that, we had no knowledge that this contract was in existence.


MR. COURIER:  And we received that in February of this year.


SENATOR FLOREZ:  So, that was February of this year, and the union asked for a Public Information Act; therefore, you then passed that on, and as you passed that on, you actually, yourself, found the contract in the stack of information sent.


MR. COURIER:  Yes sir—if I could answer.


SENATOR FLOREZ:  Yes.


MR. COURIER:  We have a Public Records Act coordinator at the lottery, and when that person receives these requests, they put out a request to any of the staff that may have possession of those documents.  So, our PRA coordinator at the time sent a request to our contracts unit and to the production manager for any documents they may have in their possession.  Those documents came to the PRA coordinator, and then she gave them legal review, and I looked at them to see what could be released and what couldn’t.  There was nothing that we wanted to withhold.  We sent that to the people that asked for it, and at the same time we looked at those documents.  That review triggered an internal investigation.

SENATOR FLOREZ:  Okay.  Yes—Senator Yee.


SENATOR LELAND YEE:  Can I follow up on what the chair just asked and what you said?


You said that in the course of that Public Records request and sending documents, that you found a contract that you did not know about?


MR. COURIER:  That’s correct, sir.


SENATOR YEE:  So, an employee of the State of California under your jurisdiction signed a contract with an entity for services and payments, and so on, that you were not aware of?


MR. COURIER:  That’s correct.


SENATOR FLOREZ:  Okay.


MS. BORUCKI:  If we could go back a step in this whole situation—we have a contract with Jonathan Goodson Productions company to produce The Big Spin TV show, which I’m sure everybody’s probably aware of.  As a condition of that contract with them, they are under obligation to provide accommodations for the contestants on that show.  What has happened, or what happened, was the lottery employee, with no authority given to him to do so, signed the contract with the Hilton when it should have been the obligation of Jonathan Goodson Productions.  So, there was no reason for us to even think that there would be a contractual obligation between the lottery and the Hilton direct.


SENATOR FLOREZ:  Let me follow up on that as well in terms of the Jonathan Goodson Productions company.


What’s the length of that contract with the lottery at this point?


MS. BORUCKI:  I believe it was signed in 2003, and it expires this December.


SENATOR FLOREZ:  So, they get to pick the hotel ultimately.


MS. BORUCKI:  Yes.


SENATOR FLOREZ:  I mean, that’s up to them.


MR. COURIER:  Well, they’re responsible for selecting the hotel.  It’s written into the contract it’s subject to our approval.


SENATOR FLOREZ:  And subject to your approval.


MR. COURIER:  Yes.


SENATOR FLOREZ:  If the production company said, Because of a union issue at the hotel, we shouldn’t use this particular hotel—or could the lottery itself say, We don’t want people crossing picket lines, for example, or We don’t want people to feel—I mean, what if one of the contestants was a union leader?  How would they, in essence, be accommodated if they had to actually cross the picket line?  I mean, it is Big Spin, right?  It is a game of chance.  How would the lottery commission or your office handle that type of situation, given we turned this over—the accommodation issue—over to the production company?


MS. BORUCKI:  Actually, Senator, it’s very important to us that every one of those contestants walk away with a winning experience.


SENATOR FLOREZ:  Sure.


MS. BORUCKI:  That’s key to the life of our games.  So, it’s very important to us that the accommodations are something that they’re going to walk away and they’re going to remember; they’re going to enjoy; it’s going to be a good experience for them.  Whether it’s an uncomfortable situation because of ethical issues, or whatever, if they don’t want to stay at that place, we would expect Jonathan Goodson to do whatever to accommodate their individual wishes.


SENATOR FLOREZ:  I see.


Let me ask a question in terms of the notifications. It sounds as though, as you were looking through the Freedom of Information material, you found—how was that relayed to both the lottery director (yourself) and also the commission?  I mean, you found information.  At what point was that then relayed?  You said it was February.


MR. COURIER:  Right.  We commenced an investigation in March.  Actually, their PRA request came in February, and we responded a few days later.  It was towards the end of February, so we responded in March.  We launched an investigation at that point.  The lottery director and I discussed it, and then it was discussed with the commission at the next commission meeting.

SENATOR FLOREZ:  So, the order was the lottery director and commission were notified; then you give approval as lottery commission director for the investigation; and then the board was notified that there was an ongoing investigation.  Correct?


MR. COURIER:  Yes.


SENATOR FLOREZ:  So, you’re conducting your own internal investigation?  Or is this something turned over to the AG?  

MR. COURIER:  No.  We conducted an investigation administratively, and then later it turned into a criminal investigation.


MS. BORUCKI:  But we use our own security and law enforcement personnel.


SENATOR FLOREZ:  So, as you began your internal investigation, there was a decision to turn it over as a criminal matter.  Is that correct?


MR. COURIER:  To our peace officers, but our peace officers conducted both investigations.


SENATOR FLOREZ:  And your peace officers are internal to the lottery?


MR. COURIER:  That’s correct.


SENATOR FLOREZ:  So, once it was turned over to them, what then happened?


MR. COURIER:  Well, the first thing they did was started interviewing relevant witnesses and they asked for documents.  We just did a variety of things to collect those documents, including the record of Hilton HHonors points.  And they interviewed the people at the Goodson Productions company; they interviewed the people at the Hilton hotel; they interviewed our employee.


SENATOR FLOREZ:  Let’s, for a moment, go back and talk about the Glendale Hilton.  That in itself, then, has been under the Jonathan Goodson Productions company.  Has that been the only hotel they’ve utilized?


MS. BORUCKI:  No.  I believe, Senator, there’s been one other hotel that they’ve utilized in the span of time.


SENATOR FLOREZ:  The general terms of the contract are that they are to deal with the accommodations.  That’s all you know about it, but the lottery does have a veto function over a hotel.


MR. COURIER:  It’s their job to negotiate and procure the rooms subject to our approval.


SENATOR FLOREZ:  So, when was the last time we actually looked at that contract for approval?  I mean, we signed this thing in 2003.  Have we ever looked at it since, until you found this information?


MR. COURIER:  Annually, Goodson procures those rooms, and then they submit that to us for our review.  Up until recently, we had been very satisfied with the Hilton and its location and the services they provide to our guests.


SENATOR FLOREZ:  And when you say “us,” that’s . . . ?


MR. COURIER:  The lottery.


SENATOR FLOREZ:  Okay.  Yes—Senator Yee.


SENATOR YEE:  Can I follow up again from what the chair was asking?

So, we have a contract with the production company relative to the accommodations—and the nature of the contract specifies what?  The location of the hotel, the costs?  What’s the nature of the contract?


MR. COURIER:  It does specify the costs that we’re willing to reimburse them for.  They’re required to go out and procure the rooms on a certain availability basis when we want to do our Big Spin shows.  And then, they provide that to us for our approval, and then it’s reviewed annually.  So, every November that decision is reviewed.


SENATOR YEE:  Is it just a blanket-sum-of-dollar contract, or does it itemize and say, you know, We will reimburse, or You can charge the state a room of a certain size and cost, and you can have certain kinds of other amenities, and so on?

MR. COURIER:  Yes sir.  It’s the number of rooms and the cost basically.


SENATOR YEE:  And I gather the HHonors point program was not part of the . . . 


MR. COURIER:  Yes, Senator, you’re correct; that was not part of the deal.


SENATOR FLOREZ:  Let’s ask a question about the HHonors points program and the individual.  It’s been handed over to law enforcement at this point in time.

MR. COURIER:  Yes sir.


SENATOR FLOREZ:  So, where are we right now with that?  Is the individual working for the lottery still, today?


MR. COURIER:  I don’t want to mislead you, Senator.  What’s happened is we’ve taken adverse administrative action against the individual.  So, we did take an administrative action, terminating his employment with the lottery.  That does not take effect until close of business today.  


What happens is the individual is served.  Then he goes on administrative time off—it’s unpaid—until the effective date of that administrative action.  Technically, he’s working for the lottery on administrative time off, but I don’t want to just throw that out there and mislead and have you walk away thinking that was the only action we took.  We did serve him with a termination.


SENATOR FLOREZ:  And when was he served for that termination?


MR. COURIER:  Last week.


SENATOR FLOREZ:  And it falls on our hearing date today.


MR. COURIER:  Well, that’s the way it turned out; yes sir.  [Laughter]  We needed to conclude our investigation before we took that action.


SENATOR FLOREZ:  I understand.  And I do appreciate the sincerity in which you’re answering these questions.


Let’s talk about the policy issues surrounding an upcoming new contract for Big Spin.  What would we do differently as we start to look at the closure of this particular—I mean, is Jonathan Goodson Productions at fault from the lottery’s point of view?


MS. BORUCKI:  To a certain degree I have issue with the Jonathan Goodson Productions company because it should not have fallen to my employee to sign this contract at all.  It should have been theirs.


SENATOR FLOREZ:  He signed the contract with them.  Is that correct?  Or the lottery.


MS. BORUCKI:  Yes, for the lottery with the Hilton, and it should have been the Goodson Productions company that was signing that contract.  So, that is part of our investigation, is to why that occurred.


And then, overall, we’re not entirely happy with The Big Spin show right now either.


SENATOR FLOREZ:  Sure.  So, the Jonathan Goodson Productions company is going to be up for renewal.  Is there going to be some thought about the show itself?

MS. BORUCKI:  As part of the overall strategic plan, we will be going out and soliciting new ideas for The Big Spin show, and we’ll go out with a whole new bid for that.


SENATOR FLOREZ:  Competitive bid, I assume?


MS. BORUCKI:  I would hope so, yes.  I hope someone bids.


SENATOR FLOREZ:  And the internal controls for employees signing these types have been fixed—or not fixed?


MS. BORUCKI:  Well, interestingly, I started last February my own review of delegated authorities within the lottery to coalesce those; get those identified; get them updated; review those.  There were a number that I rescinded, reserved only to the director, and then some new ones that I put in place—which was all taking place at the same time all this was going on.  We now have all that in effect.  We’ve had several meetings with senior staff to talk about what’s delegated, what’s not delegated. 


However, in this instance, I don’t think even with the new delegations of authority in place and the discussions that we’ve had, it would have changed this one, because this was an instance where he signed something he knew he wasn’t supposed to sign and then never shared it.  This contract never went to legal; it never went to the contracts office; it never went to accounting.  


MR. COURIER:  We have checks and balances in place.


SENATOR FLOREZ:  That doesn’t sound like it.  Never went to legal, never went to accounting.  Checks and balances are where then?


MR. COURIER:  Yes sir, because this employee did something he legally wasn’t supposed to do.


SENATOR FLOREZ:  Okay, I understand.


MR. COURIER:  When you have policies in place and they’re not followed . . .


SENATOR FLOREZ:  Gotcha.


MR. COURIER:  And that’s what happened in this case.  


Under the normal course and scope of things, our contracts require that any subcontractors are presented to us and that we do criminal investigations—background investigations—to clear them.  So, we have a fairly regimented process where this would not normally occur because we would catch that.  But, when you have an employee who disregards current policy and practice, what you do is look for ways to catch them, and he got caught within a year or so.  I’m not saying it’s great—we wish we had caught him earlier—but we don’t think that it’s a widespread problem.

SENATOR FLOREZ:  And he’s no longer with . . .  


MR. COURIER:  Yes sir.


SENATOR FLOREZ:  It’s the ultimate penalty, I guess, and the _____________ sent.

What is the job description for the lottery director of broadcasting?  I mean, that was his title.  What are they supposed to do?


MS. BORUCKI:  He basically supervised the production of The Big Spin TV show for us.  So, it’s typically someone who comes from the TV broadcasting industry and has some experience in it.

SENATOR FLOREZ:  Who would replace him now at this point in time, given his termination starting tomorrow morning?


MS. BORUCKI:  Well, right now, once that position is vacant, we will probably have to advertise for that position once again.


SENATOR FLOREZ:  Does that hurt the program, make the program any better, any less?


MS. BORUCKI:  It leaves us at a little bit of a disadvantage as far as supervising.  We do have an assistant in his unit that we’ll be sending down.


SENATOR FLOREZ:  I see.  There’s an assistant, so The Big Spin show coming up this upcoming week will have someone there from the lottery to make sure it runs efficiently.


MS. BORUCKI:  Yes.


SENATOR FLOREZ:  Is there a minimum dollar threshold in which contracts do not need lottery commission approval?  In other words, the lottery commission has been watching your actions, the actions you’re taking—and obviously, this will be reported at the next meeting—but I mean, do they engage themselves, or have they engaged themselves, at any level here in terms of this particular issue?


MS. BORUCKI:  Yes, they have been engaged in this issue, and they’ve been briefed at every commission meeting since the March meeting.  And any contract or $100,000 goes through the commission.


SENATOR FLOREZ:  Okay.  Let me just ask the last fundamental question I think anybody would ask:  Whose fault is this?


MR. COURIER:  I would say it’s the employee who engaged in this conduct, Senator.


SENATOR FLOREZ:  All right.  Members, any other questions?


Senator Negrete McLeod. 


SENATOR GLORIA NEGRETE McLEOD:  Is this standard procedure—you know, when you do something like this in the entertainment industry—that these are the kind of benefits that you reap?

MR. COURIER:  Well, I think it’s a very good question, Senator, because the Hilton has said time and time again that this is standard industry practice.  If you look on the Hilton’s website, they actually have a meeting planner program.  If this person were not a government employee, it probably would not be unusual for him to be accepting these points.  But because he’s a government employee, whenever he would sign a contract—whenever any employee of the state signs a contract—obligating the state to do something, they’re just strictly prohibited from receiving any kind of financial gain from that, having any kind of financial interest in the outcome, or receiving any kind of gratuity or reward for any official action.  And that’s what we have here.


MS. BORUCKI:  And to add to that, the credibility of the lottery is so important to maintaining our customers and maintaining that integrity, that this is not the kind of thing that you could make excuses for.


SENATOR FLOREZ:  Okay.  Ms. Borucki, we very much appreciate you showing and appearing.  That pretty much answers our questions.  And we appreciate the staff.  Thank you very much.


MS. BORUCKI:  Thank you.


SENATOR FLOREZ:  Let’s go ahead and adjourn the Senate G.O. Committee hearing, and we will reconvene on horseracing, which I know Senator Vincent is anxiously waiting for, tomorrow at 3 p.m., and we will adjourn and come back and have that informational hearing.


Adjourned.
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