











Z:

Mr. Gary A. Condit
October 10, 1986
Page Three

aforesaid definitions and consistent with my previous
representations, Bally has no business operations in
South Africa or business arrangements with the
government of South Africa. Bally would, therefore,
gqualify as a suitable investment for the state trust
moneys referenced in the new law. Clearly, Bally is in
conformance with the "spirit" of the divestment law.

It is obvious that your Committee has been supplied
with false information by a disgruntled competitor in
an effort to tarnish the good name and reputation of
the Company and 1its subsidiary, Scientific Games, and
to jeopardize the business relaticnship between the
State of California and Scientific Games. We respect-
fully request that the Committee confirm in writing
that neither Bally nor Scientific Games has acted 1in
violation of the spirit as well &s the letter of the
California divestment law as to Scuth Africa and that
the public record be made clear that the Committee hes
been mislead by what could most charitably be described
as an over zealous competitor.

We trust that after reviewing the attached information
the Committee will be in a position to dispose of this
matter expeditiously. 1If, however, you should reguire
further information or <clarification of the enclcsed,
please do not hesitate to contact the undersigned.

Very truly yours,
BALLY MANUFACTURING CORPORATION

L5

Neil E. Jenkins
Secretary and General Counsel

NEJ/mts
Enclosures

BY FEDERAL EXPRESS

cc: Mr. Mark Michalko, California Lottery Commission
(w/ enclosures)
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4)

5)

Exhibit 1

Has Bally sold gaming devices directly to purchasers located in
Scuth Africe or the South African homelands?

Yes.
1f so, when did such sale occur?

On September 14, 1982, the Bally Gaming Division sold 18
machines directly to a casino in South Africa. In addition,
from 1977 to 1984, the Company sold and shipped machines to its
Belgian subsidiary, Bally Continental, which in turn sold such
machines to customers in South Africa. During that eight year
period, the total number of machines sold was 694. Bally
Continental ceased business operations in 1985.

Has Bally sold gaming devices or other products which it knew
or had reason to know were destined for South Africa?

From 1983 to 1986, the Company sold machines to an independent

distributor, David Mercer International, which to the Cecmpany's
knowledge were destined for South Africa. The total number of

such machines was approximately 540.

1s Bally aware of the locations of its gaming devices in South
Africa?

The Company has reason to believe its machines were sold to
various casinos in South Africa.

Do Bally slot machines, as manufactured at the factory, accept
South African coins or do they have to be converted to do so?

Yes, the slot machines accept various currency including South
African coins out of the factory.

If conversion does occur, when and where does this happen?
N/A.

Do Bally products shipped to South Africa reguire certificates
of origin?

To the best knowledge of the Company, they do not.

1f so, who provides these certificates and to whom are they
delivered?

N/A.
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9)

Has Bally ever provided or does Bally provide maintenance
services for its gaming devices located in South Africe?

No.

1f so, how and when are such services provided?
N/A.

Has Bally provided or does Bally provide training services for
persons or entities which provide maintenance services for
Bally gaming devices in South Africa?

In 1985, the Company provided one of its independent
distributors with an instructor for a training class for slot
machine mechanics which was held in West Germany. The Company
now has reason to believe that one attendee at the seminar,
which was sponsored by the Company's. independent distributor,
was an employee of a casino in South Africa. The Company was
reimbursed for the expenses of providing this service to i:s
distributor by such distributor.

1f so, when and how have such services been provided?

See above response.

1f not, how are maintenance services provided.

See above response.

Has Bally provided or does Bally provide security services or
training for security services with respect to gaming devices
in South Africa?

No.

1f so, how and where are these services provided?

N/A.

is David Mercer International, of Reno, Nevada ("DMI"),
presently Bally's exclusive worldwide distributor of Bally's
products, including gaming devices such as slot machines?

No.

I1f not, who are Bally's other distributors of its products?
See attached list of distributors of Bally gaming machines.
(Note: Bally's amusement game products are distributed by

approximately 50 independent distributors within the United
States and 12 independent distributors outside of the United

States.)
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11)

12)

13)

14)

15)

To Bally's knowledge, has DMI sold, arranged for sale or
arranged shipment of Bally gaming devices to customers in South
Africa?

Yes.

Has Bally shipped products or arranged for shipment of products
sold to or through DMI directly to South African destinations?

Yes.

If not, was Bally aware prior to shipment that any such
products were destined for South Africa.

N/A.
Did Bally ever discuss the marketing, sale or distribution of
Bally products in South Africa with DMI or any other

distributor?

The distribution agreement between Bally and DMI references
sales to South Africa among other territories throughcut the
world.

Does DMI generally purchase Bally products for its ocwn account
and take title to the products prior to resale?

Yes.

Has DMI arranged or coordinated sales of Bally products without
taking title to the products?

Not to the best of the Company's knowledge.

On what basis has Bally delivered or does Bally deliver its
products which are sold to DMI?

See answer to 13 above.

How are shipments to the ultimate purchaser of the products
made?

In the ordinary course of business, shipments are made directly
to the ultimate purchaser by Bally FOB the Bally plant in
Bensenville, Illinois via common carrier.

To whom are invoices sent upon shipment of such products?

Invoices are sent directly to DMI.

Does DMI sell directly to the ultimate purchaser of the
products sold by Bally?

Yes.



16)

17)

18)

19)

1f not, by what means are Bally products distributed and solad
to the end user?

N/A.

Has Bally shipped or does Bally ship or arrange for shipment of
products directly to DMI's purchasers?

See answer to 14 above.
1s DMI a public company?
To the Company's best knowledge, DMI is not a public company.

who are the shareholders or partners owning an interest in DMI
of five percent or greater?

To the Company's best knowledge, the shareholders are David
Mercer, Robert Weiss and Roger Rearick.

Where is DMI incorporated or quealified to do business?
To the Company's best knowledge, DMI is incorporated in Nevadsz.

Has Bally maintained or does Bally maintain any ownership
interest in DMI (including any subsidiary or affiliate of DMI)?

No.

Has DMI maintained or does DMI maintain any ownership interest
in Bally (including any subsidiary or affiliate of Bally)?

None known.

Do any employees, officers, directors or shareholders of Bally
serve as employees, officers or directors of DMI?

No employees, officers or directors of Bally serve as
employees, officers or directors of DMI. Bally is a publicly
held corporation with approximately 60,000 shareholders and,
therefore, cannot say with certainty whether any officers,
directors or employees of DMI are shareholders of Bzlly.
Robert Weiss of Sparks, Nevada is listed in the Company's most
recent shareholder list as the holder of 5 shares of common
stock. There are approximately 30,000,000 shares outstanding.

If so, what are the names and titles of such persons?

N/A.




Do any shareholders of Bally own shares or partn i
interests of DMI? partnership

See above response.

1f so, what are the names and interest owned b
such -
each company? Y persons in

See above response.




INDEPENDENT DISTRIBUTORS
OF BALLY GAMING MACHINES

Mr. Sim Teck Teok
A. B. Sim Amusement Services

Mr. Victor Haim
R. H. Belam Company, Inc.

Mr. Ooi Aik Bin
Bally Malaysia Sendirian Berhad

Mr. Eric Rahn
Atlantic Maritime

Mr. Frankie Tan
Alan Frankie Electronics Specialist

My. David Mercer
David Mercer International Inc.

Mr. Genrges Santa Maria
Bally France

Mr. Yeoh Chew Lim
Union Trading Company



Exhibit 2
Exhibit £

CA-D75 sarpa

ﬂ ! ~ .
(K)231.8 ENTO BEE

02 (S)z88. 947

SEPTEMRER 44 158¢

CLIPPED BY Bacon-g

L'ottery firm linked to S. Africa

it would ban fuiure and renewed investments not con-
Amociated Press v tracts with firms doing business there.

The corpcration that cwns the company printing Cali- However, the sccuracy of Bally's report to & leg:sla-
forniia Lottery tickets does business in South Africa. con-  tive committee could affect the relations of jts subsidiary
trary to what it toid state officials, a competitor said  with California.

Wednesday. Tae iotiery-authorizing ballot initiative of 1984 re-
. Represeniatives of Lottery Production Services, an qQuires ethical bebavior by lottery contractors. The
unsuccessful bidder on California contracts. said in an clause was used to drop a subcontractor, Dittler
interview they have rece;ved a report from sources they Brotbers, whick allegedly overcharged for materials.

could no! disciose in South Africa detalling the pumber Lottery Production Services was formed as a sister
of Bally Manufacturicg Corp. slot machines that bave Company to Dittier to bid on California Lottery coa-

— : tracts. LPS currently ts protesting against a ticket-print-
been 50IC either durectly or indirectly for use there.

: ing contract awarded to Scientific Games, which is up

And Assemblhywoman Maxine Waters, 8 Los Angeles > '

PO . S aiuad s for final approval by the Lottery Commission or Friday.
Democral sai¢ in 80 interview that she has received un- LPsS E Paraln to! ‘
firmed information from two sources ihat Ba'ly deals artorney Eugene Parialn toic jotlery commissica-
con’ Uy with South Afmcar busineases : ers last week (hal evidence had surfaced thal “there bad
@recuy with SoJtb Africar busi ; . been purchases of Bally slot machines by the Holiday
> Bally, which owns the state’s Joftery ticket supplier, . a
Scientific Gam old officials receatly that peither it Inns in Transki.” South Africa.
-—-g:———.-,-———ﬁ—-‘l - : “There are apparestly 2,300 slot machines Ia South Af-

gor Scientific Games does any business in that country. :
Scientific Games spokesman Leon TutUe said Wednes- rica. and it is believed that 80 percent of them are Bally

dzy tbat Baliy has no direct sales in South Africa, but
seils to independent distributors who may have done

devices.” Partain said.
Assemblywoman Waters mid that “information did
come to me from two different sources that they do. in

business there fact. have an involvemen! manufacturing gaming ma-
- He said Scientific Games has absolutely no connec-  chines for placement In South Africa. Some of these ma-
tons or involvement with South Africa. chines are manufactured somewbere in Tahoe.

- Legistation pending before Gov. Deukmejian orders  =I's my understanding that they do sell directly to
lbe d‘vsumn O{ AD mlm“ed ’11 b"“on ‘n state lDVeSl- Sou(h Afnm I have mfomU°n op aumbers and where
ments from firms doing business with South Africa. The they were sold bu! ... I have pot had time tc dea! with
degisiation would not affect the Jottery in this case since  {1." she said. /
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Firm wins
$48 million
lottery deal

Panel discounts
South Africa ties

SACRAMENTO (AP) — The state
Lottery Commission yesterday tac-
ftly dismnissed reports that the
owner of the firm printing lottery
tickets does business in racist South
Africa by approving a ticket-print.
ing contract worth as much as $48
milliop for the company.

With little debate, jottery com- -

missiopers swarded the contract to
the Georgia-based firm of Scientific
Games Inc.
Scientific Games owned by
y Manpufacturing Corp., engh
peered the baliot inrtdative autbor:
iring the lottery in' 1984 and landed
the initial ticket-printing coptract
Lottery Production Services, one
of the unsuccessful bidders on
California Lotiery contracts said
this week §t had recetved a repory
from sources it could pot reveal in
South Africa, detailing the number
of Bally slot machines that have
been poid either directly or indi
rectly for use there
LPS President William Ardell
told commissioners yesterday that a
South African attorney, hired by
his company, reported that the slot
machines bad been altered to ac-
cept that country’s coins by secur-
personne! Bally trained in the
nited Statex
State Amerbh-woman Maxine
Waters, 8 Los Angeles Democrat,
mid this week she would ook fnto
upconfirmed information she bas
received from two sources that
Bally deabs directly with South
African busineases. L

;
£
:
i

g
:
4

~ Altbough “commissioners
skipped debating the South African
matter, Lottery Director Mark
Mickalko mid after the session that |

* e did bot bave any copcerns sbout
the fsvue in light of Bally's letter.
~Obviously, #t would be of con-
cern if we found out they were

bving.” Michalke said
/o
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Bally does work

in South Africa,
competitor says

ASOC B0 Pias s

- SACRAMENTO — The corpo-
rebon t{hat owns the company
printing California Lotieny tickets
docs business in South Afnca.
conirary 18 what it 10id staic offi-
cials. a competitor said Wednes-
day.

Reprosentatives of Lotiery Pro-

duction Scrvices. an unsuccessful
bidder on Cahiformia contracts.
said 1n an anterview that they
have recrined a report from
sources.  whom they would not
disclose, 1in South Afnca detailing
the rumbyer of Bally Manufactur-
wng Comp_stot machines tRal Mave
buecn sold cither directly or inds-
rectly for use therc.
- Assemblywoman Maxine Wa-
iers. a Los Angeies Democrat,
said 1n an intenview that she has
reccived unconfirmed informa-
non from two sources that Bally
deals directly with South Afrmcan
busincsses

Bally, which owns California’s

lotien nicker supplier. Sacentific
Osmes. 101d state officials recent-
Iv that neither it nor Scientific
Gamcs does any business in
South Africa.
“~Serentific Games spokesman
deon Tutile sa1d 1n an interview
Rednesday ghat his company has
Bx3utehy no connections or m-
Yovement with South Afnca. He
Jee said Bally has no direct sales
wmBouth Afnica, but sells to inde-
Engem ribulors who may
K&Vt done business there.

~-2>As a result. some (Bally slot
mechines) may be there (in South
&frca) | don't really know,” Tut-
Bw=d -
%ulh _Afnca’s racist policies
Weve s1PEd international contro-
wassy and, g California, there is
BSdanoc .pending before Gov.
orge Deukmejian to get an esti-
od $11} billion in siate invest-
mesls out of firms doing business
8§ Sowth Africa
¢ kepalation would not affect
fhedotiery in this case since it
wonld ben future and renewed in-
Béflments. _not contracts with
Broms dosgaebusiness in South Af-
'

mowcvcr‘ the accuracy of Bal-
s report 1o a legisiation commit-
{ee on 1its volvement in South
Afnica could affect the futyre rela-
nons of 1ts subsidiary wath Cah-
forma.

The louery-authonzing ballot
imtiative of (984 requircs ethical
behavior by lotiery contraciors.
The clausc was used 1o drop a
subcontracior, Dnttler Brothers,
which purponedly ovcrcharged
for maicrials.

Loticry Production Services
was formad as a sister company 10
Duttier 10 bid on California Lot-
tcrny contracts. but has been un-
successful so far. Lotiery Produc-
tion Scrvices is currently
protcsting against a icket-printing
vontract award to Scaentific
Games. which is up for final ap-
proral by the Lotiery Commis-
sion on Friday.

Lotiery Production Semvices at-
tormey Eugene Panain 1oid lottery
comrmussioners last week that evi-
dence had surfaced that ““there

“had been purchases of Bally slot

machines by the Holiday Inns in
Transke1.” South Africa. “The
first lot in 1968 ... A second ot
in February of this year. and the
third o4 1s presently on order.

“Therc are apparently 2.300
siot machines in South Afnca,
and it is believed that 80 percent
of them are Bally devices.”

Lottery Production Services
President William Ardall said
Wednesday that he had received a
report from South Africa, the on-
gin of which he would not dis-
close in order to protect the
source, that details the numbers
and locations of hundreds of Bally
slot machines in the country.

Among the greatest concenira-
tions of machines hisied in the re-
port. which The Associated Press
oblained, 1s 100 or more at the
Sun City Casino in Bo-
phuthaiswana.

Assemblywoman Waters said
that “information did come 10 me
from two different sources that
(Bally does), in fact, have an in-
volvement manufacturing gaming
machines for placermnent in South
Afnica. Some of these machines
are manufactured somewhere in
Tahoe. -

“It's my understanding that
they do sell directly to South Afni-
ca. | have information on num-
bers and where they were sold but
-.. I have not had iime 10 deal

with 11." s



DOCUMENT 2
SCIENTIFIC GAMES., INC

135 TECHNOLOGY PARKWAY

NORCROSS, GEORGIA 30092-2999. US A

TELEX 543646 SC! GAMES

October 14, 1986 TELEPHONE: (4041 446-0666
CABLE: GAMES

Mr. Gary A. Condit

Chairman

Assembly Cormittee on Govermental Organization
California Legislature .

State Capitol

Sacramento, CA 95814

Dear Mr. Condit:

As you are aware, Scientific Games, Inc., a subsidiary of Bally Manufacturing
Corporation, was recently awarded a 15 month contract by the California Lottery
for instant game tickets. The award to Scientific Games was contested by
Lottery Production Services, Inc. (known as "LPS"), the sister corporation of
Dittler Brothers, Inc., the former printer of Scientific Games' tickets for
California. Dittler/LPS protested the contract award to Scientific Games and
falsely alleged in connection with the protest that Bally does business in South
Africa. Bally responded to this allegation with its letter of September 11,
1986 from Neil E. Jenkins, Secretary and General Counsel of Bally, to Mark
Michalko, Director of the Lottery, stating for the record that Bally is not
engaged in business in South Africa:

. "As Secretary and General Counsel of the Campany, I represent
to you that neither the Company, Scientific Games, Inc., rmor
any other subsidiary, division or affiliate of the Company has
any investments, assets, offices or employees in South Africa.
Further, the Company, including its subsidiaries, affiliates
and divisions, is not engaged in business in that oountry.”

You then sent your letter of September 17, 1986 to Mr. Jenkins with 19 specific
qguestions to further clarify the 1ssue. Your letter was answered by Mr.
Jenkins' letter of October 10, 1986. Again, Bally confirmed that it is not
doing business in South Africa. On behalf of Scientific Games, I would like to
speak in some detail to the circumstances surrounding the foregoing exchange of
letters and the issues raised by them.

THE FULL-SERVICE LOTTERY COMPANY

ASSOCIATE MEMBER. INTERNATIONAL ASSOCIATION OF STATE LOTTERIES
ASSOCIATE MEMBER. NORTH AMERICAN ASSOCIATION OF STATE AND PROVINCIAL LOTTERIES

A SUBSIDIARY OF Q.q MANUFACTURING CORPORATION



SCIENTIFIC GAMES Mr. Gary A. Condit
October 14, 1986

Page 2

We presume that your inquiries relate to recently enacted provisions of
California law governing State investments. The relevant California statute
(Assembly Bill No. 134) pertains to the divestment by State trust funds of
investments in firms that have business operations in South Africa or business
arrangements with the govermment of South Africa. However, it is clear that a
ticket procurement by the California Lottery is far removed from investment or
divestment decisions relating to California trust funds. Moreover, we are
unaware of any camparable inguiry by your Committee on Govermmental Organization
directed to any other lottery vendor. Several questions then arise. Why were
Scientific Games and its parent singled out? Why was the Lottery singled out
among State agencies? Why was the most recent procurement singled out? We
believe the answer 1is simply that Dittler/LPS, a disgruntled competitor of
Scientific Games with which we are engaged in an acrimonious lawsuit, has
provided your office with false information in an effort to gain a short-term
campetitive advantage over Scientific Games in the recent lottery procurement.
We regret that you and your staff have been brought into a controversy between a
lottery vendor and its former printer. We regret that the dismantling of
apartheid in South Africa, which is a matter of genuine moral concern to
Scientific Games and its employees, has became the focus of a lottery
procurement in California. We are dismayed that our competitor and its parent
would use the moral issue of apartheid in an effort to obtain economic advantage
over Scientific Games. I think that you will find, upon full examination of the
record, that Bally and Scientific Games have an exemplary policy concerning
South Africa, as compared to Southam, Inc. (the Canadian-based parent of
Dittler/LPS), and as also compared to other companies with which the State of
California does business.

It is meaningful that Dittler and LIPS are subsidiaries of a company which does
business in South Africa. The parent of Dittler is Southam, Inc., a Canadian
corporation, which has extensive publishing interests throughout the world.
Southam publications are sold in South Africa in the normal course of Southam's
business. It is not surprising to us that this fact was not disclosed to you by
Dittler/LPS, its attorneys or lobbyists, because Dittler's lack of corporate
integrity was confirmed by a recent finding of fraud against Dittler. As you
may be aware, Scientific Games was awarded over $5,600,000 in compensatory and
punitive damages for fraud cammitted against it by Dittler. As a direct result
of that finding, Dittler was barred fram doing business with the Lottery.
Southam, however, in an effort to evade and avoid this debarment, simply
incorporated another printing company, LPS, which submitted a competing bid for
the most recent lottery procurement. Based on this course of conduct, it is not
surprising that Southam does business in South Africa or that Dittler/LPS failed
to inform you of that fact. It is also not surprising that they raised an
easily refutable false charge against Bally in an effort to gain a short-term
competitive advantage in the recent lottery procurement.



SCIENTIFIC GAMES Mr. Gary A. Cordit
October 14, 1986
Page 3

In fairness to Dittler, LPS and Southam, it should be stated that many companies
which do business with the State of California also & business in South Africa
on a regular basis. Some of the more abwious examples are IBM and Ford Motor
Company. Others include Moore Corporation Limited, the parent of Response
Graphics, a bidder in the recent lottery procurement, and Beatrice, the parent
of webcraft Games, Inc., another bidder in the recent procurement. Moore, for
instance, has South African employees, facilities, investments and revenues.
Beatrice has similar offices, investments, facilities and revenuves. I think you
will find of interest a recent article from Barmn s, dated April 28, 1986 (copy
enclosed), which lists Standard & Poor 500 companies with employees in South
Africa. Included in this list are many companies which do business with
California. Is your Committee planning to make similar inquiry of Southam,
Moore, Beatrice and these other companies as you have done with Rally? In the
same article is anothex list of Standard & Poor 500 companies without employees
in South Africa. Please note that Bally is on this list.

We regret that you have been drawn into this extended controversy concerning
South Africa by our campetitor, Dittler/LPS. Matters of moral importance and
genuine national concern should not be used as weapons in a bidding contest
brought by a disgruntled losing bidder. We believe that an apology is owed to
you by Dittler/LPS, and we also believe that apology could be initiated by a
disclosure request fram you to Dittler/LPS and Southam similar to the earlier
one directed to Bally.

we hope that this letter, together with the earlier letter of Mr. Jenkins, has
set the record straight and that the real reason for this matter having come to
your attention is now clear.

Very truly vyours,

f%7//7//

C. Gray Bethea, Jr.
Vice President ard
General Counsel
CGB/1w
Enclosure
cc: Assembly Goverrmental Organization
Committee Members
Senate Govermmental Organization
Committee Members
California Lottery Commissioners
M. Mark Michalko, Esq.
Nancy Sweet, Esqg.
Dr. John R. Koza
Neil E. Jenkins, Esq.
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S THE fuss and furor over
“shannes” on college cam-

puses ttlustrates, the controversy
cver U'S invesiment in South
Affica won't go away The stu-
dents insist that therr schools
eadowments seil the shares of
wompdnies that do business in
South Africa By sc doung they
and vther proponents of divesi-
ment contend. a blow will be
strudk against aparthed

Thoese who tahe the opposite
stand b cite ethival grounds
1o sunpont ther postion. claim-
irg that drvesiment woudd hun
Sk South Africans In addi-
tion  they point out that the
whool: and other nstitutions
are Hiducianes The eliminanion
o shares of companies with a
South african connecton. they
clarm would enfards diminsh
the manes asalable for scholar-
ships and g siew of wonthwhile
academic acuviites

The competing ethical con-
sderdnons dpear most profes-
sivnd! oheervers Rave raken it as
2 goer that the last argement
was right But they may have 1o
tevie therr view in hpht of 2
study vompaning the refause
roriormance of Amenican
stwks In companies that do
bovness tn South Afnica with
those tha: gon't

From the beginning of 1984
through the end of last month.
an sndey of companies without
empi.vees in South Afnca was
ep ol ssuming reinsesiment
of drvidends An ander of com-
pamies insolved in South Atrnca
way up jusi 437, and underper:
formed n seven of the nine
quariers .

The index was developed by
Bosion Co. a subwdiary of
~ Amencan Express that manages
$i25 miihon under the con-
straint that no funds be invesied
i compames insohved in South
Africa The Bosion SAFE
(South Afnca Free Equity) In-
dex. which the company plans
to update daily. 15 designed w
proside 3 way for anvesiment
managers operat:ng under that
snciure 10 compare thewr per-
formancve to the overall market
of stovks ehgible for such n-
veument

Rixchard Crowell the man-
ager of Bosion's siructured an-

An Anti-Apartheid Portfolio

It Has Done Better Than the Market

RRIS

By FLOYD NO

vestment products division. says
signs are that 2 lot more money
15 going 10 be managed under
that restnction. since a number
of university. church and public
funds have promised gradual
divesiment over the nexi few
years The sum cocld grow from
around $i dillion ai preseni to
$50 brlhon. he says

“It's simply another form of
social investing but it 15 much
more encompassing.” he ex-
plains noung that some inves-
tors have long wanied tc keep
investments out of cenain n-
dustnes. such as 1obacco and
hiquor or. especially dunng the
Vietnam war defense

Most 1nstituicns. even pub-
he pension funds. are as vet
unwiiling to simply walk away
{rom i1n>esiments 1n compames
they don's approve of. They say
therr fiducian duty s 0 make
profitable and prudemt invest-
ments. regardiess of where a
company docs business.

Fot any insutunion that does
want to divesi. the decision s
not as easy as ot might seem
Figuring out whuch companmes
sell booze or bombs 15w turns
out. a lot simpier than deter-
mining which firms are pure
retative 1o South Afnca Seme

Comparing Performance
Secir Disiriating S&P W Bosion SAFT lades
Funsnce . % 105
Heald 7 s
Consumer Noo-Durables 11 3]
Corsumer Services 1 19
Consumer Durables 4 3
Energy 1 [
Transporation 3 S
Technology 12 6
Basic Industres 9
Capital Goods 10 10
Utibues 13 20
P/E 12.1x 12 x
Yoeid 3 6% 155
Dindend Groseth (last S vears) 71 R4
EPS Growth (last § years) 92 163
Sowcrr Bomns Co ot S1ondeard & Poer 1

Sowce Besor Co

Boston Co. uses a relatisely
simple cnierion Does & com-
pany have emplosees in South
Afnca® If so o doesn’t quahfy
That's a rule with some interest-
ing exclusions. If you buy South
Afncan goods. or even allow
them 10 buy your products
through independent distnibu-
tors. vou may sull quahfy Butdf
you have even one empicyee tn
the country. even if vou're &

companses. and together have
Just 857 of the 1al market
capuahizaton of the S&P 00
The vther 123 stocks make up
the rest Of 1he 10 stocks with
the fargest marker capitaliza-
ton. only No & Sears and No 9
BellScuth are deemed South
Afnca-free The others— 1B M.
Exxon. General Elecine. Gen-
eral Motors. AT&T. Roval
Duich DuPont and Ford—are

minor &ifference in relstne 7ot
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@alitornia Legislature
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on
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GARY A. CONDIT
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TERI HANNA
COMMITTEE SECRETAR»

CHAIRMAN

October 29, 198¢
Sacramento, California

Mr. Nathan Shapell, Chairman
Commission on California State

Government Organization and Economy
1127 - 11th Street, Suite 550
Sacramento, CA 95814

Dear Mr. Shapeil:

I regret that I will rct be able to attend your Commission's hearing or
October 29, 1986.

I am writing this letter because of myv concern that legislative committees
may have been misled earlier this year about the involvement of a Lottery
contractor, or its parent company, in conductinc business in South Africea.

On June 24, 1986, the Assembly and Senate Governmental Organization
Committees, while meeting in a joint session, were told that neither
Scientific Games ror its parent corporation, Bally Manufacturing
Corperation, dees any business in South Africa. {See attached pages 84-85
of the Legislative hearing: A+tachment A). Also, Scientific sent a letter
confirming this representatior to the Director of the Lottery Commission on
the same day (See letter from Robert Mote, Executive Vice President and
Chief Legal Officer, Scientific Games, June 24, 1986: Attachment B).

After receiving informetion that Ballv Manufacturing Corporation mey be
conducting business in South Africa, I sent a letter dated September 17,
1986, to that company asking if it is doing business in South Africa.

In response to my letter, I was advised in an October 10, 1986 letter by
Mr. Neil Jenkins, Secretary and General Counsel, Bally Manufacturing
Corporation, that Bally "is not engaged in business in South Africa.”

A close examination of Bally's detailed responses, which accompanied their
letter, contradict the assertions made in the main body of the letter. The



Mr. Nathan Shapell (10/29/86) - page 2

Bally Corporation admits that it has been selling gaming mechines to David
Mercer Interrational, a distributor with which Bally has a distribution
agreement, which the Bally Corporation knew were destined for South Africa.
David Mercer International is the apparent exclusive supplier of Bally
machines for South Africa. In fact, Bally admits the machines are shipped
directly by Bally FOB the Bally plant in I1linois via a common carrier to
the ultimate purchaser in South Africa.

This is doing business in South Africa to my understanding.

The responses from Scientific Games and the Bally Manufacturing Corporation
appear to make an attempt to limit the scope of my inquiry to the recently
enacted Divestment Act. This is not and never has been the intent of the
committee's questions. The committee's inquiry was whether Rally or
Scientific Games are doing business in South Africa.

The issue to me is whether the Legislature and the Lottery Commission were
misled. If so, should the Lottery Commission suspend a contract for
misleading statements which constitute dishonest conduct under the
provisions of the Lottery Act and whether this conduct compromises the
integrity cf the State Lottery.

In the near future, my committee will hold follow-up hearirgs on many of
the matters which are the subject of today's hearing, includirg¢ bid
procurement and evaluation pclicies of the State Lottery.

1 want to compliment your Commiscion for this hearing on the State Lottery.
The testimony and data will no doubt play an important part in the upcomino
legislative hearings.

Sincerely,

GARY A. CONDIT
GAC :mhs
Enclosures

cc Little Hoover Commission Members

Assembly Governmental Organization
Committee Members

Senate Governmental Organization
Committee Members

California Lottery Commission

M. Mark Michalko

Bally Manufacturing Corporation

Scientific Games

Mr. Nick Konovaloff



Attachment A

ASSEMBLY AND SENATE COMMITTEES
ON
GOVERNMENTAL ORGANIZATION

TRANSCRIPT OF PROCEEDINGS
Joint Hearing on

| THE CALIFORNIA STATE LOTTERY

STATE CAPITOL
JUNE 24, 1986

ASSEMBLY COMMITTEE MEMBERS PRESENT:

Gary A. Condit, Chairman
Frank Hill, Vice Chairman

Rusty Areias

Elihu Harris

Lucy Killea

Sunny Mojonnier
Maxine Waters

SENATE COMMITTEE MEMBERS PRESENT:
Ralph C. Dills, Chairman

Alfred Alquist
Robert Beverly
John Foran
Bill Greene
ASSEMBLY STAFF PRESENT: SENATE STAFF PRESENT:
Mike Lynch, Principal Consultant Lindsay W. Miller, Principal Consultant
Manuel Hernandez, Principal Consultant Steve Hardy, Senior Consultant
Teri Hanna, Committee Secretary Art Terzakis, Associate Consultant

No. 080J
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UNIDENTIFIED VOICE: ( Inaudible).

SENATOR GREENE: What is it?

MS. FONTENETTE: Barton, Burton ... -- in the industry
they go by ...

SENATOR GREENE: Will you please come forward to tell
us?

CHAIRMAN CONDIT: While this gentleman is coming up, I
want to remind the committee that there are 5 or 6 people who've
been sitting in the audience during this portion of the agenda

who would like to come up and make some statements, so I would

SENATOR GREENE: He's going to write that name down.

CHAIRMAN CONDIT: Are you finished, Senator?

SENATOR GREENE: Yes.

CHAIRMAN CONDIT: What I would like to do, if I may, is
bring them up.

ASSEMBLYWOMAN WATERS: Are any of these minority
participants in this (inaudible).

MR. GUTIERREZ: I would have to direct that ...

CHAIRMAN CONDIT: Do you have an answer?

SENATOR GREENE: Where's their headquarters?

CHAIRMAN CONDIT: We have two questions that have not
been answered for Ms. Waters -- the South African question and
this ...

MR. GUTIERREZ: Mr. Condit, I just received the answer
with respect to the South Africa question, and also, Senator

Dills, I would like to correct the statement that you made with

...84—




respect to the Georgia litigation. I have just been handed a

letter from Scientific Games, in response to my June 12th letter,
and I would like to read that for the record to correct any.

CHAIRMAN CONDIT: Why don't you just tell us what the
letter says and then submit it?

MR. GUTIERREZ: Okay. With respect to the South Africa
question, neither Scientific Games nor its parent corporation,
Bally Manufacturing Corporation does any business, whatsoever, in
South Africa.

Secondly, in terms of the Georgia litigation, today, the
Scientific Games people advise that they've just been advised,
telephonically, that the auditor has denied the emergency motion
of Scientific Games. The auditor did not discuss, nor disturb,

the prior findings of Gott versus Dittler, and did not issue any

new injunctions, so that is to correct the earlier statement that
was made that the auditor, somehow, changed the findings of
fraud. He did not even address those.

CHAIRMAN CONDIT: Well, it's the finding of fraud that
are stayed at this point by the Court, is that correct? That
doesn't change anything at all. I didn't hear that indication
from him. Well, let's not get back into that. We have an
enormous -- I mean you're going to come back at some time and
we're going to talk about that some more.

I want to ask -- I know there are people in the audience
that have been waiting a long time to come up. I would like to
hear from several of you that have seen what's going on; try not

to duplicate what you've heard said up here. If you've got a

_85_



Attachment B

Jdune 24, 1986

M. Mark Michalko
California State Lottery
600 North 10th Street
Sacramento, CA 95814

Dear Mr. Michalko:

We have just been advised telephonically that the auditor has cenied
our emergency motion. The auditor did not discuss or disturb the
prior f1n01ngs of fraud against Dittler and did not issue any new
injunctions. Ratner, the auditor simply denied in pertinent par:
the cross motions filed by both parties. As a result, we are unadle
to provice the assurances reguired by your letter of June 12, 1986,
In twe event of a dezision by the Lottery to renid the contra»., the
diter has suggested that appropriate relief should be sought from
Ju“:e williams (rather than the auditor) to extend Jucae W1lllams
June 4 order al lowing Scientific to bid alone in Pennsylvania to any
California reczid.

When we obtain a cooy of the auditor's ruling in this regard cor any
further informaticn, we will supply it to you.

uly yours,

Hllhe

Rdoert L. Mote

Executive Vice President and
Chief Legal Officer

Scientific Games, Inc.
RLM/rm

Very

P-s. In response to an inquiry raised at the hearing,
please be advised that neither Scientific Games nor its
parent corporation, Bally Manufacturing Corporation, does
any business in South Africa.



DOCUMENT 7

SCIENTIFIC GAMES, INC.

135 TECHNOLOGY PARKWAY

NORCROSS. GEORGIA 30092-2999. U.S.A.

TELEX: 543646 SCI GAMES

November 8, 1986 " TELEPHONE: (404) 446-0666
CABLE: GAMES

NOV 21 1986

Assemblyman Gary A. Condit

Chairman

Assembly Committee on Govermental Organization
California Legislature

State Capitol

Sacramento, CA 95814

Dear Assemblyman Condit:

In Neil Jenkins' October 20 letter to you, Mr. Jenkins referred to your
September 17 statement that allegations have been made about Bally doing
business in South Africa. Mr. Jenkins asked: "I would appreciate your advising
me at your convenience as to the exact nature of those allegations as well as
the source of the allegations.”

In Gray Bethea's October 14 letter to you, Mr. Bethea advised that Southam,
Moore and Beatrice all do direct business with South Africa, unlike Bally. He
asked if you are "planning to make similar inquiry of Southam, Moore, and
Beatrice, and these other companies as you have done with Bally" and requested
you to send "a disclosure request to Dittler/LPS and Southam similar to the
earlier one directed to Bally."”

To date, we have received no response to either letter. We would appreciate
your responding by Friday, November 14, 1986. Thank you.

Youp9 truly,

obert L. Mote
Executive Vice President and
Chief Legal Officer

RLM/vh

THE FULL-SERVICE LOTTERY COMPANY

ASSOCIATE MEMBER. INTERNATIONAL ASSOCIATION OF STATE LOTTERIES
ASSOCIATE MEMBER. NORTK AMERICAN ASSOCIATION OF STATE AND PROVINCIAL LOTTERIES

A SUBSIDIARY OF Jedy MANUFACTURING CORPORATION
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CARRY STRLING Gouernmental Organization

SALLY TANNER
CURTIS TUCKER

FRANK VICENCIA GARY A. CONDIT

MAXINE WATERS
CHAIRMAN

November 25, 1986
Sacramento, California

Robert L. Mote

Executive Vice President and
Chief Legal Officer

Scientific Games, Inc.

135 Technology Parkway

Norcross, Georgia 30092-2999

Dear Mr. Mote:

In reference to your recent letter, the issue before the
Governmental Organization Committee recarding South Africa and
Scientific Games rests solely on the statements made by
Scientific Games to the Legislature's Committees on Governmental
Organization statinc that neither Scientific Games, nor its
parent corporation Bally Manufacturing, does any business in
South Africe.

It is clear from the background information provided by the Bally
Manufacturing Corporatior that Rally has extensive dealinrgs in
Scuth Africa. The only remaining cuestions are whether
Scientific Games' and Bally's statements to California
governmental entities were deliberate misrepresentations
constituting sufficient reasons to invoke Sections 8880.24 and
8880.35 of the Government Code (the California State Lottery Act)
and, if so, should California revoke Scientific Games' contract
with the Lottery Commission.

Sincerely,

c—“:‘ﬂ
GARY A. COMDIT

GAC:mls
cc: Little Hoover Commission



