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The Honorable .John Dingell 
Chairman. Subcommit,tee on 

Olrersight and Investigations 
Committee on Energy and Commerce 
House of Representati\,es 

Dear Mr. Chairman: 

In your October 1, 1985, letter, you indicated that the Subcommittee 
remains concerned as to whether the Securities and Exchange C’ommis- 
sion’s (the Commission:) Electronic Data Gathering, Analysis and 
Ret,rieval I,,EDGARj system would meet its original program goals within 
its proposed time and budget limits. -4s agreed with your office. this is 
the second report in response to your request that we evaluate, monitor, 
and conduct a complete audit of the EDG-\R pilot system, its procurement, 
and implementation (Isee appendis I). This report contains the results of 
our audit of the pilot project, highlighting lessons learned for the devel- 
opment and acquisition of an operational EDGAR system. It, also contains 
a recommendation to the Commission Chairman to help ensure economi- 
cal acquisition of alltomatic data processing (..Aurj equipment for t.he 
operational system. Our first report identified issues the Commission 
should address prior to award of an operational system contract.’ 

The EDGAR Program In -4pril 1981, the Commission awarded a - ‘>-year contract for develop- 
ment of a pilot EDI:AR system to test the feasibilit). of rlectronicall~ 

I receiving. processing, and disseminating to the public the millions of 
pages of documents companies file with the Commission each year. 
Based on the pilot system’s results, the Commission issued a Request for 
Proposals (RFP) cm May ‘i. 1986. for an operational EDGAR SyStem. To 
dei.elop and operate this system. the Commission plans to pa). up to 
$+.5 million over an 8-3,ear contract period fq~r that portion of the sys- 
tem used for internal Commission processing. In addition, the contractot 
chosen must fund development and operation of the dissemination por- 
tion of the system, recovering such costs plus a reasonable profit by sell- 
ing “filing” information to subscribers at C’omruission-regillated fees. 
The RFP closed on February 2’7. 198’;; the contract award is scheduled 
for July 198’i. 
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Questions and 
Answers 

As agreed with your office, our audit primarily addressed questions 
raised in our March 14, 1985, testimony before the Subcommittee.’ and 
other specific Subcommittee concerns. These questions and concerns are 
outlined below along with summaries of our responses. Detailed 
responses and our audit objectives, scope. and methodology are pro- 
vided in appendix II. 

1. M!hat was the cost of the pilot system compared to original contract 
cosr’r 

The Commission awarded the EDGAR pilot contract to Arthur Andersen 
and Company on April 30. 1984: the finalized cost of the contract \vas 
$8.6 million. Over the life of the contract,. expenditures increased bl 
over $2.1 million or 26 percent to a total of $10.8 million at contract 
expiration on April 30, 1986.” Increaw in contract price were generally 
due to additional equipment and requirements such as an upgrade to the 
pilot computer for approximately $‘222.000 an8 adding the Investment 
Management Division and other offices to the pilot pro.ject for about 
$369,000. Hn addition to the original pilot contract cost, about $2.3 mll- 
lion of other EDcAR-related costs were incurred by the Commission; this 
resulted in tot,al costs of about $13.1 million at contract expiration. By 
September 30, 1986. total project cost had increased to about d 1.5.0 mil- 
lion. Operation of the pilot system will continue at an estimated 
$215,000 per month until transition to an operat,ional system contractor 
(See pp. 19 to 21.) 

2. Did the Commission meet its original schedule for pilot svstem L 
development’? 

The Commission generally adhered to timeframes estimated in the origi- 
nal contract for design and development of the EDGAR pilot system. The 
first phase of the contract was completed in September 1984, as 
planned. Schedule estimates for other phases of the contract were 
relfised as system specifications were further developed, but these 
phases were completed prior to contract expiration in April 1986. (See 
pp. 21 and 22.) 

‘Statement uf James R. R’atts. Senior Group Director. infwmation hkmagcment and Technology Diw 
cmn. General Awluntinp Office. on the Securities and F&hang? Conunission’i Electronic Data Gal h- 
wing. Analysis and Ketrwal (EDGAR) System. Marc11 14. 19%. 

“Final a@ustrd cuntr&c price through modificarion RI) darrd Seprrmtw :3i1. 1YM 
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3. lVhat functions iiyere actually de\Teloped in the pilot system compared 
to original requirements for the system’? 

B’ith a few exceptions, the functions and capabilities specified as 
requirements in the original contract were de\,eloped in the EDG.AF: pilot 
system. and some additional functions R’ere added as the pilot pro.ject 
pt~grcssed. The contract specified functions and capabihties to be devil- 
oped in each of the three contract phases. Phase 1 pro\icled the Commis- 
sion with an initial capabilitv to accept electronic filings both by direct . 
tranl;mission over telephone lines and by magnetic tape or diskette: to 
review filings from \vorkstations; and to disseminate the filings electron- 
ically to the Commission’s public reference rooms and by computer tape 
tcl the dissemination contractor to produce microfiche. Phase 2 added 
functions that allowed Commission staff to sew. h a filing fc:r a particu- 
lar nwd or string of characters (known as text sear~cl~ 1. automaticall) 
asslgn a filing to an esaminer. and select related documents that kvere 
incorporated by reference Lvithin a filing. More functions ivere added in 
Phase 3. including the ability to automatically construct a financial ~IXI- 

file I i.e.. to calculate ratios,) within a filing. to automaticall>. Apple. selc>c- 
ti\re re,vie\v c’riltma,4 and to provide a tickler and \vatc,h scr\.icc to nor if! 
(‘ommissiun staff ~,hen certain events occur. The pilot also shovel that 
some originally planned EDGAR functions would not be economical and 
were. t herct‘ore, not developed. In OLII’ opinion, these capabilities \vere 
tlilt c:ritical EDGAR functions. (See pp. 22 to 24.) 

Three ke), functions initially tested in the pilot require further develop- 
mcnt and ‘or testing of new technical solutions for the operational EDG.AI~ 
s~wt:m: this c:o~lld increase the time wltd cost for full s>-stem dt~~x~lop- 
ment. These functions are: receipt and acceptance processing. “data tag- 
ging.” and test searching for keywords. One or her ke~~ functic.,li-imaRt 
prw:cwng-has been eliminated from the operational system. but ma) 
be added if advances in technology make the function cost-effective. 

Receipt and aweptance processing for the operational system are to ~IYI- 
vide an automated means to verify that electronic filings ha\re been 
ftJlTwitted correctly and contain certain idtwtif~-ing information. 
rkc2ilbt2 pilot filers committed wrors or failed tn cornpI)- \\~ith certain 
requiremwts clrlring the pilot. Commission staff generally had to contact 
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these filers directly to resol1.e the problems. The Commission plans to 
develop capabilities in EDGAR to minimize the need for an increase in 
support staff to accommodate the increase in filers expected in the oper- 
ational system (an increase from 178 to 1:3,500 filers in the Corporation 
Finance Division alone). These capabilities would simplify electronic fil- 
ing and would electronically notify filers of receipt and acceptance prob- 
lems. If they are not successfully developed or implemented, the 
Commission’s support staff needs may greatly exceed its estimates, thus 
offsetting planned EDGAR benefits. (See p. 25.‘) 

Another key developmental function, “data tagging,” concerns alterna- 
tive approaches t.o identifying \,arious financial data within a filing so 
t,he EDGAR computer system can automatically recognize the data and 
calculate a number of different financial totals and ratios. These calcula- 
tions are key to allowing EDGAR, rather than Commission staff, to 
quickly screen filings and identify those that will most likely require 
further review and analysis by Commission staff to determine compli- 
ance with securities laws and regulations. The Commission now plans to 
shift the burden of tagging from EDGAR to the filers-a major change in 
EDGAR'S original concept,. Filers have indicated objections to this 
approach and could oppose its implement.ation. Chit htrut the tagging of 
financial data, the screening of filings to identify those \varranting fur- 
ther review cannot be fulIy automated; therefore, benefits to the Com- 
mission from this automation may not be realized. Furthermore, should 
the Commission select, a vendor whose approach filers find objectiona- 
ble, the vendor could incur and pass on to the Commission both the cost,s 
to develop software for a data tagging approach that is not used and 
additional costs to revise or rewrite the softLvare for another approach. 
(See pp. 25 and 26.) 

For the third developmental area-test searching for keywords-the 
Commission concluded that the software package used in the pilot to 
search the EDGAR data base for filings containing specific H’WCIS. groups 
of words, and synonyms is not adequate for the operational environ- 
ment. The Commission believes that other commercially available pack- 
ages can pro\.ide this capability for the operational system. Ilowever. 
t,he pilot approach proved unacceptable for only 35 Commission work- 
stations and about 123,000 pages of filings (,at espiration of the original 
pilot contract). For the operational EDGAR s>‘stern, \vW'kSt~ti~JllS will 
increase to 448, the annual filing volume is projected to reach 9.6 million 
pages bl’ fiscal year 1989, ancl s&e 43.8 million pages of information 
are to be stored on ErxxR by fiscal year lEEX3. Gi\rc:n t hesc projections 
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and the pilot development experience. developing a responsive and effi- 
cient test search capability for the operational system could require 
more development effort and expense than the routine application of a 
softivare package the Commission anticipates. (See pp. 26 and 27.) 

Finally. the ability to accept electronically such items as graphs, charts. 
and pictures-image processing-has been eliminated from the opera- 
tional EIXAR system. but may be added in the future if more cost-effec- 
tive technical solutions become available. The RFP provides a mechanism 
to incorporate new technology. the additional cost of which would be 
negotiated \vith the contractor. (See p. 27.) 

5. N’as there a potential conflict of interest ivith Arthur Andersen and 
C’ompan~~ as pilot contractor. gi\,en the nature of its other business 
activities’.’ 

After evaluating the proposals of four companies. the Commission 
a\\xrded the EDGAR pilot contract to Arthur Xndersen and Company. 
Aivarding the pilot contract to this company does not give rise to an 
organizational conflict of interest under the Federal Acquisition Regula- 
tion (48 C.F.R W.Wl ). However. the award of the pilot contract to a 
public accounting firm does present the appearance of a contlict of 
interest. Retrause of this, the Commission has taken precautions such as 
requiring Arthur Andersen and Company and its employees to sign non- 
disclosure statements to protect the agency’s interests. In our opinion, 
this action prwrldes a measure of protecation for the Commission’s inwr- 
ests because it provides the Commission \vith a legal basis for taking 
action against any contractor emplo~vee who discloses or utilizes confi- 
dential CO’ non-public information in an unauthorized manner. In addi- 
tion. we are not aIrare of any law or rc@ation that requires the 
Commission to exclude public accounting firms from competing for this 
tj’pe of contract. (See pp. 27 and 28.‘) 

t.?. iVere the Commission’s contract administration nractices adeauate fol 
the pilot prc)Ject’: - 

Our audit indicated se\,eral weaknesses in the Clx-nmission’s contract 
administration practices for the pilot project. First. in re\.iew%ig formal 
modifications to the pilot contract. \ve found delays betiveen the date 
when the modifications became effecti1.e and the date they \vere for- 
mally signed b), the contractor and the contracting officer ( finaiizedl. 
Stxwnd, we found little or no atiallxis of pilot cwitrac:tor iti\3Gces prior 
to Commission payment. Third, \ve fc~mcl Ilmited monitoring of the hIitre 



Corporation contract for contract performance or contral:t deli\wables. 
The Commission has taken some correcti1.e actions to strengthen its con- 
tract administration practices for the operational so-stem wntrnct. These 
actions include hiring additional contract staff. assigning a full-time 
atrornej’ to the EDGAR project, and including other contract administra- 
tion requirements in the operational system RFP. The Commission has 
also begun organizing and staffing an Office of ECG.-\R Management that 
ivill address contract administration weaknesses. (See pp. 29 to ;32. ) 

7. Should the Commission have obtained a delegation of l:wcurement 
authority for the pilot project’? 

Commission officials did not belie\,e that regulations requiring a specific 
delegation of procurement authorit). (LIP;\ 1 applied to the EDGAK pilot 
contract, and therefore. did not request a DP.A from the General Seri’ices 
Administration (LXX,). However. we believe. and GSA officials agree? that 
these regulations apply to the pilot s)‘stern and a WA shollld have been 
obtained. This is because the procuremenr in\wI\wl acquisition of com- 
merclally a\:ailable ADP equipment and met the dollar thresh(Ads for a 
DPA E\Tentually, the Commission, despite its earlier position that pro- 
curement regulations did not apply to the pilot and operational sj’stems. 
submitted an agency procurement request to GSA for the operational SJ’S- 
tern. On March 2% 1986. GSA granted a DPA. The Commission also 
requested a subsequent DP.4 for the operational system based (~11 its 
re\%eci RFP. GSA granted this DPA on September 30, 19FiCi. ( See pp. :32 to 
34.i 

8. To obtain the lotvest prices for pilot system ADP equipment. should the 
Commission ha1.e conducted a separate procurement and furnished this 
equipment to the contractor’? 

The Commission’s acquisition strateg), for the pilot system called for the 
contractor to provide the Comtnission with over $2 million in commer- 
ciallv a\.ailable ADP hardware. software. and ser\,ices i ADP equipment ) 
dur& the 2- Jeear contract period through a subcolitrac~tol.--Intel.na- 
tional Business Machines Corporation ( IBM). The Commission did not 
consider it operationally feasible to sever the procurement of this .XP 
equipment frotn the contract to provide it as government-furnished 
equipment. and its decision is consistent with criteria pro17ided bl’ pro- 
curement regulations. However. while the agent). ivas not required to 
sever the procurement. the pilot contract permitted the C’ontractor to 
obtain this .ADP equipment at prices in the GSA schedule contract for IIM 
equipment GSA schedule contract prices do not necessarily- represent the 
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best prices ai:ailable for a ma,jor system acquisition. Thus. the Commis- 
sion’s approach provided little assurance that the lo\vest reasonable 
prices \vere ~obtained. Further, if the Commission permits rhe \vinning 
vendor fl-)r the operational system contract to charge GSA schedule con- 
tract prices. the C‘onmission again may not obtain the lowest reasonable 
prices. (See pp. 35 to 37. 1 

9. \Vhat \vas the hlitre Corporation’s actual technical assistance role fol 
pi& s~~St?rn rlc~clolxncnt’l 

Sinccl the EIM.AR project’s inccptlon, the IUitre C’~wpc~rati~.~n pro\‘idrtl teach- 
nical assistanct: to the Commission such as helping de\‘elop the pilot sy+ 
tom I{KI’. c\~;~luating the pilot s)-stem. and ptv\~iding inlvlt for the 
operational system KFP. As indicated in the Commission’s testimc.m)v iti 
the hfaruh 1985 Iwarilgs bei!.w JWII~ Sllbcc.~lunlittcl~. thcb 1Iit IV Corpora- 
tion pro\~iclecl expertise not a\*ailable to the C’c~mmissioii in-house partic- 
ulnrl~~ rv;l;arding s\xtcm sizing. uw of a\~ailahlr trc+~noI(~g~~. ;incl 
tec:hnic:al evaluation. Ho\ve\rer. our audit showed that there \vere 
changes in t Ilk c~.~iipa~~y’s technical assistanc.c I~JI~~, L .liiil the Ci~nimis~iot~ 
did not fully utilize technical assistance available from the hlitre COI~~O- 

ration. The Commission did not IIW the h1itt.e C’orporatiou to e\Auatt: 
the pilot contractor’s proposed technical approach or estimated cost ot 
s)wcm de\7elopment uwk. Althr~ugh \\-e found nc~ indication of pilot sys- 
tem problems directQv related to the absence of SUC~I e~~aluaticuls. u’c 
believe the)! ilt’~ i-necessary to help ensure i’ost t.Cil~oiii7bl~iit~ss and de\-rl- 
opmtwt of a11 effecti\,e. efficient system. The hIitre ~‘(,i.l)ol.atlUIi’s con- 
tract \vas not funded be~~oncl fiscal ~‘eat’ l!X%. In~ttucl. the C’ommi+iu )n 
plans to obtain additirmal technical espertise for the operarir-mal s>‘stem 
through an agreement tvitlt GSA’S Fecleral C’oml~~rer Perf~.)rmanct~ Evill~l- 
at~wi atxl Simiil~il.ion C‘clntcr. (kc pp. 37 to :30. I 
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participarion by personnel in the sis key positions must be approved in 
writing by the Contracting Officer prior to the change. Our review 
showed that these positions were generally staffed t,hroughout the con- 
tract, but that changes did occur in terms of indi\:iduals and required 
positions. The cant ractor obtained approval for staffing changes 
through discussions with the EDGAR Contracting Officer and his techni- 
cal representative, but the Contracting Officer did not document his 
approval in writing as required by the contract. We found no indicat.ions 
that changes in key position staff adversely affected contract perfor- 
mance. (See pp. 39 and 30. ) 

1 1. \Vhere in the Commission are decisions made on the development 
and modification of the ELGAK system:‘ 

Major decisions for the EDGAR program are made by the Chairman and 
commissioners of the Securities and Eschange Commission, and have 
included approi’al of temporary rules and regulations to permit elec- 
tronic filing for t.lle Ililot slstcm and relcasc of the RF’I’ for the opera- 
t.ional system. The Commission Chairman also regularly receives 
briefings by EDGAR staff on the technical and policy issues of the pro- 
gram such as project schedules. system size, USC? of EDGAK throughout the 
Commission, fee structures for dissemination. and funding approaches. 
In addition, atrcot-ding to Commission officials, authority to aut,horize 
procurement of the pilot system was specifically delegated to the Com- 
mission’s Execut.ive Director: the day-to-day technical, budgetary, and 
cant ractual decisions regarding changes or enhancements for the pilot 
system art’ maclc b!- the Deputy. Executi\re Director a:; Contracting 
Officer for the pilot contract. (,See pp. 40 and 4 I . ) 

Conclusions Overall. the experience tllc’ C’mmission gained from the EDGAR pilot 
should prove L7et.y useful to the success of the planned operational sys- 
tem. The pilot demonstrated the technical feasibility of electronic filing, 
procewing, and. to a limited t-went. the dissemination of filings to the 
pltblic. Howe\~r. it alsi~ disclo ~me key areas-ailtornat.ic: receipt 
and acceptance. data tagging, test searching, and image processing- 
that still require neu’ or w\istd technical solutions if tm.~K is to achieve 
its fill1 I>cJtelhd md expected benefits. 

From a contractual persl)ectivc. the pilot was generally de\.eloped 
according to the original schedule. and M’ith some esceptitrns. the con- 
tractor met all original contractual requirements, Howe~~er, there were 
\r-caknesses in acquisition and contract administration practices that 



need to be a\widecl during the acquisition and development of the future 
EDGAR system. In awarding the contract for the operational s>%em. the 
Commission needs to ensure that it pays the lowest reasonable prices 
a\Glable f(t1. .UP equipment. 

As we l~ointed ollt in a letter to you on April 24, 19% (see appendix III). 
ECG4R can be successfully de\,eloped. but only if the Commission has the 
proper technical. contractual. and managerial talent to handle a project 
cof thcs size and cvmptesity of the proposed operational ECG.AH system. 
The Cc~mmisslon agrees and is hiring staff \jrit h this talent: however. the 
Commission needs to ha1.c some ke>- people in place before awarding a 
contract few the operational system. 

Recommendation to 
the Commission 
Chairman 

\!‘e recommend that the Chairman of the Securities and Eschangr C’om- 
mission direct the Contracting Ut’flcer fc~r the operational EDG;XK yucnw- 
IWIN to ~wsurc that the priw of c-c-)iitractor-f~lrliished .Ar)P equipment is 
spwificalll- negotiated prior to contract aivard to obtain the Iwvest wa- 
sonable cost to the government. 

~_________~ 

Agency Comments and N’e provided a draft of this report to tile Commis,siun. !\,hich prw~idcd 

Our Evaluation 
its comments in diwissions with our staff and in a \\7’ittcn rtspcww 
( included as appendis I\’ I. The Commisslcm agreed with our findingsi, 
conclusions. and ~~cc~ommcrrdatic,n. and noted actions taken in direct 
resp?rise to our giiidance. hi ~~J~~r~ti~illar. the ~(Jmmissiori stated that it 

has implementeci the 1.e~omulriiclatiok~ to ncgotiattl the price (it’ cilnttx- 
tot--furnished ADP equipment prior to contract a\\wd by ha\,ing WA’S 
Fecleral Computer F’erformance E\raluation and Simulation Ctwtcr assc~ 
the bidders’ AIII equipment and soft\val-e prices. In addition. the Corn- 
mission stated that during contract execution it ~vill ha\-e an indtyen- 
dent l-*onstIlta1It wxluate prices of .ADP hardware and soft\\we prior to 
purchase. Regarding costs to develop soft\vare for data tagging. the 
c’c~~mmisswn said that it notified bidders of a stipulation that no f~u~ls 
can be expended b). the contractor for data tagging until t hv filers ha\re 
been giiren the opportunity i’w 1witw and (:omment and t htl Cc)mmissiim 
has appro~wl an apprrwh based upon this input. Finall>.. as part of its 
efforts to establish an organizational sttwtuw and to obtain the propt’t’ 
managerial. technical. and C~Jlltl’actiktl t&?l~t ~~eedtd ttJ hOlllldl~’ rllm~~gi 

the ELI&AR pl’cbjecf, the ~onlmission llOtcd that it has Wh;tUi an I.:rG.\K 
Pro,je~*t IUan~~ge~~. who began work on ,Jul)- 13, 1 OS’i. Further. thv C’orn- 
missic0i is also in the p17 ~:e+ of select in9 a head 4 )f its tir\v 0t’fic.e of 
ELG;\K ~lilll~l~CIllL~ll~. 

Page 9 



lf’e e\.aluated comments provided through discussions with Commission 
staff and made minor technical corrections to the report as appropriate. 
In addition, we also evaluated actions initiated bl* the Commission and 
believe that, while cont.inued action is needed for full implementation. 
the actions properly respond to our recoru~l~e~~cIatiC)r~ and the other con- 
cerns outlined in the report. 

As agreed with your office, unless you publicly announce the contents 
of this report earlier, we plan no further distribution rmtil 30 days from 
the date of the report. At that time, we will send copies to the Chairman 
of the Securities and Exchange Commission; the Chairmen, Senate and 
House Committees on Appropriations, House Committee on Government 
Operations, and Senate Committee on Governmental Affairs; Director, 
Office of Management and Budget; and other interested parties; and will 
make copies available to others upon request. 

Sincerely yours, 

Ralph FJ. Carlone 
Director 

Page 10 G.40 %ITEc’-87-31 EDGAR: Lessons Learned 



Page 1 I 



. ’ 

Contents 

Letter 

Appendix I 
Request Letter 

Appendix II 
Responses t,o The EDGAR Program 

Questions About the Objectives. Scope, and Methodology 

EDGAR Pilot Test 
Our Responses to Subcommittee Questions 

Appendix III 
Letter to the Chairman 
on SEC Actions in 
Response to Our Prior 
Report 

Appendix IV 
Comments From  t.he 
Securities and 
Excha.nge Commission 

Tables Table II. 1: Cost of EDGAR Project at Pilot Contract 
Espiration and as of September 30. 1986 

Abbreviations 

XDP 
UP.4 
EDGAR 
FIRhlR 
GAO 
GSA 
IBM 
RFP 
SEC 

automatic data processing 
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Request for Proposals 
Securities and Exchange Commission 
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Appeytdiyc I’ 

l&pest ktter 

~,obrommmec on Ooerstght and ifnoesngations 
of ttJc 

Bommlttre on Cnerw anb Qfommerct 

October 1, 1985 

The Honorable Charles A. Bowsher 
Comptroller General 
General Accounting Office 
441 G Street, N.W. 
Washington, D.C. 20548 

Dear Kr. Bowsher: 

In February 1985, the Subcommittee on Oversight and 
Investigations requested that the General Accounting Off ice 
review the Securities and Exchange Commission's (SEC) 
development, procurement and implementation of the Electronic 
Data Gathering, Analysis and Retrieval system (EDGAR). The GAO's 
review of the EDGAR system revealed serious deficiencies. 
Messrs. James Watts, Melroy Quasney and Anthony Cicco of the 
Information Management and Technology Division testified about 
these Froblems at the Subcommittee's March 14, 1985 hearing 
regarding the EDGAR system. This GAO testimony was invaluable in 
assisting the Subcommittee in identifying problem areas and 
preparing an authorization report concerning the EDGAR system. 

The Subcommittee remains concerned that the EDGAR system 
will not meet its original program goals within the time and 
budget limits proposed by the SEC. Because of its concern that 
the EDGAR project be handled in the appropriate manner, the 
Subcommittee requests that the GAO evaluate, monitor and conduct 
a complete audit of the EDGAR system, as well as its procurement 
and implementation, at the conclusion of the pilot program and 
report its findings to the Subcommittee. 

Should you have any questions regarding this request, please 
contact R.C. Norwood or John Chesson of the Subcommittee staff at 
225-5365. 
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Appendkv I 
Request Letter 

The Honorable Charles A. Bowsher 
October 1, 1985 
Page 2 

Thank you for you assistance with the work of the 
Subcommittee. 

Chairman 
Subcommittee on 

Oversight and Investigations 

JDD:RCN/sf 
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Responses to Questions About the EDGAR 
pilot Test 

The EDGAR Program To fully disclose material business and financial information for use by 
investors, federal securities statutes generally require cc‘mpanies to file 
registrations, prosy statements. and other periodic and annual reports 
with the Securities and Exchange Commission ( the Commissiotl’:,. Fol 
example. before offering securities to the public. the Securities Act of 
1933 requires companies to file registration statements that prr)\ride 
information including a description of the offering, its price. the LIW of 
proceeds, and the regist.rant’s business. The filing process for these 
required registrations and repclrts-“filings”-generall~ consists of 
companies’ deli\:ering multiple copies of paper documents to the 
Commission. 

The Commissinn receives these filings, verifying that: the correct 
number of copies is received, authorized signatures are present, an] 
required filing fees have been paid. and the filing format is correct. Fil- 
ings that pass this receipt and acceptance processing arc distributed to 
the public in the Commission’s public reference rooms and to the appro- 
priate Commission division for re\*ie\v. Once in the divisions, some fil- 
ings are subject to an initial re\:iew or “screening” to identify those 
where a full review is most warranted. Others. like a company’s first 
regist,ration statement. may automatically receiire a full review. 

With filing volumes increasing and totaling some 5.-l million pages in 
1982, the Commission’s Chairman initiated, in 198:3, a long-range pro- 
gram to upgrade the Commission’s data processing capabilities. Part of 
this program included exploration of a “paperless” filing and processing 
system that resulted in the EDGAK (Electronic Data Gathering. Analysis 
and Retrieval) program. According to the Commission. the primary put.- 
pose of EDGAR is to increase the efficiency and fairness of the securities 
markets for the benefit of investors, corporations. and the economy b> 
accelerating dramatically the filing, processing, dissemination. and anal- 
ysis of time-sensitiire corporate information. 

Because of the complexitJV of developing an electronic filing and process- 
ing system. the Commission decided that a pilot system would provide 
the opportunity to gain experience and to test lrarious approaches with 
different types of computer hardulare and software. In April 1984, the 
Commission competitively awarded a Z-year. cost-plus-fised-fee con- 

tract for development of a pilot system to -Arthur Andersen and Com- 
pany; International Business Machines Corpnration c,,rohl) was a 
subcontractor. In April 1986. this original contract espired, and the 
Commission awarded a sole-source contract to the pilor contractor to 
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cant inue operating and maintaining the pilot s)‘stem until transition to 
the cant racww for the operational system. 

(In %Iay ‘i. I!)%, the ~‘omnlissiotl iSSiled a requt~st for proposals i HFP‘) to 
tlevt4op EIW operational EDGAK sj’stern. This RFP required that offers be 
submitted I,. September IO, 1986. with contract award scheduled to 
take place within 120 days of that date. The Commission later estendecl 
the offer submission date to December 3 1. 1986 to consider ~ilmment~ 
rcwi\7ed from potential bidders and others. On October :3(I), 19%. the 
Commission reissued the RFP incorporating changes ranging frum the 
contract type and funding approach to the Jjotential system srchitec- 
tutu:. .~c~mcling to the re\%ed RFP. the Commissicm plans to lj;il. up to 
$%i.Fi nii\lirm o\‘er an g-year contract period to de\‘ehJlI and (bpt%~te pill*- 
tions of the system for the C’c)mrnissioli’s receipt, aweptan(;e. and revirn 
~.,f filings;. In addition. the tontractor itself must fund de\velol)n~ent and 
i)peration of a portion of the system that will provide (,ciisseminatej fil- 
ing information to subscribers. The contracts \vould rccc~~w the cwts 
for this port ion of the system plus a reasonable profit h!. selling this 
information at Cc~mmission-reglllated fees. 

Afrt~ tx~lc:~~ of t hv re\il;ed RFP and at the request of potential offerers, 
the C’ommission further extended the offer submission date t’cw the MI’ 
to February 2” r . 108i. l’he Commission rcwi~~cd prol~~osals in response to 
ttld Ix3isccf IiFl’ and is ~*lll’lwlt~y evaluating then1 for planned contract 
a~vard in .Juljr 198’i. 

system. mcluding its procurement and irnl.,lementatit,II. at the concll~sion 
of the pilot program. In this request. the Subcommittee indicated its ~:ow 
c’wi that Er)C;.4K uvuld not meet its original program goals \\.ithin the 
Commission’s proposed time and budget limits. i See apptwdis I I 

~;ubr:nln~~iittee concern for the fxG.w l?rigrani surfaced in its hearing 011 
the ELN.-\H s)xtenl in hIarch 198.5. \I’e testified ahout tlef~cirn~:ies in the 
Commission’s de~~elopment. procurement, and implementat ion of’ the 
pilot system.’ As agreed in an October It;, IS%. meeting at your offlue. 
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ow audit primarity ncldresscd issues we txised in our testimony and 
S;Lrbcvmmittw ~xmc’er-ns identified drrting this meeting. 

As agreed in a  .June 2.5. 198G. meeting! at y(-lur office, L\‘C al-e wporTing 
the welts of nut audit in two pat’ts. On October. 9). 198G. we issued an 
init ial rel:urT highlighting specific corl~~er~irs that we twlie\:e the Commis- 
sion and potential \widor*s should consider pt%w to ai1,at.d of the con- 
tlxc*t for the operxt ronal s~%eni.- Our c’wic’e~~i~:, \vc~‘c t hc: implemen- 
tation of EDGXH’S electrwlic filing requir’ements. apl~r‘ol:~t’iatcncsli of the 
l:~i~ol~~wcl f inancing appr-oath for the opet-ational system. and reasona- 
bleness of cost ‘benefit estimates. 

(he objecrik~e of this second 1x1~2 of W I’ \iork was 10 t:\Auatc the ECKXR 
pilot project thr-orrgh its completion to respond to specific Subcommittee 
questions and ~‘on~c~t’n~ regwding the actual capabilit ies cleveloped for 
the pilot system and the prrwwement and o\,erxll mwnagcmcwt trf the 
pilot prvject. A second objectilre \vas to monitor Commrssion effor-ts to 
~Jt’W lll’C an opwational FIXAK systen1. 

\2’e ~c~nclwtctl W II’ audit at the (‘onurrissir)n’s heat1quartet.s in b’ashing- 
ton. D.C.. fr~im No\ven~ber 1985 to Jww 1986. \I’e 1wimarAy evaluated 
pilot system de\~elopment thrwrgh espiration of the original pilot. con- 
tract cm Apr’il 30, 198& Howe\rerb. we also updated t:L)(;r\H prwgr’ani cost 
datil thrxtugh the end of fiscal year 1986. and c.vntinued to rnonitot’ the 
C’ommissio~~‘s KFP for* oper’ational EL)G.-\R throu# its; closing trn Febrwwy 
5. lR8i. U’e conduc:ted this audit in accordancx~ with generAly accepted 
go~wnmwt auditing starldat’ds. 

bl’e inter*\‘ie\ved Commission officials and EDGAR lxogrxm staff in the 
Office of the Execwti\ve Dir*ector’. the C’wpwation Finance and Invest- 
ment hlanagement divisions. the Office of Apl:Aications and Reports Ser- 
iTices, and the Pwcur~ement and Contracts Brxnch. b’e also inter-viewed 
KCG.U pwject staff from Ar’thur Aider-sen and Company and t.he M itre 
Corporation. In addition, in re\*ie\ving the Commission’s compl iance with 
ftldetxl procurement I-egulations, we also interiieived officials of the 
Genc~l Ser’i3ces -~clministratic)n’s (GSA) Office of Information Resowces 
iV;magenient. 

To dettwiint~ thy functions in opcrxtion for* the pilot s\*stenr. \ve 
obher\‘t!d EDC,.AH pr’#ct staff rwei\~ing and rw~iet\$ irrg filings, t.e\.ie\ved 
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. addition of the Investment %lanagement Di\~ision and other offices to t INS 
pilot project for about $~3~j9.WC); and 

. development of additionat filIli.tiOlis for the third of t hrec pilot pr(?jcct 
development phases at a cost of approximately $-IiH,O~ Ii). 

in addition tu the wst of the ory$nai pilot crrnt txcr. ttw (‘ommwsioti 
incurred about $2.3 million of other r:oc;,w-rciatcd co5ts for a total pilot 
project cost of about. 8 18.1 million at cwitract expiration. The additional 
costs included ADP equipment furnished by the C’ommission. tec*hnical 
support work pro\*ided by the hlitre Cot-porat ion. and t iw cwsr of Com- 
mission staf’t’ directly, assigned to the projecr.. From espiraticw of I iw 
pilot contrac*t to the end of fisc;ll year l!W!i, th(\ Commkion incut*lx~cl iin 
addit,ional 62.0 million for the pilot system. bringing the total projec:t 
cost t.o $15.0 million. The most significant of thcsc addltionai costs was 
about $1.5 million paid to Arthur Andersen and C’ompan). u11dcr :I fol- 

low-on contract to operate and maintain the pitot systcnl. 
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Table 11.1: Cost of EDGAR Project at 
Pilot Contract Expiration and as of 
September 30,1986 

Cost in 
thousands 

Project Cost as of contract expiration, April 30,.1986 ~- 
Arthur Andersen and Comoanv txlot contract ~~ ..~~ 
ADP eqwpment iurnicheld bv the CornmIssion 

Technical support bv Mitre Corporation 

Market srudr by Mathematlca Poky Researcn. Inc 

RewVv of RFP for operational EDGAR by InternatIonal Data Corporation 

Conimsslon staff 

IIommlssion staff nc,n-personnel cost if: g supplles. space) 

Subtotal as of April 30, 1986 

366 

741 

64 

10 
$418’. 

‘35;‘ 

$13,059 

Project Cost from May 1 to September 30, 1986 
Arthur Andersen and Companv pilot extension conkxt $1 5w . -~ 
TechnIcal supporl hi ml tre Corporation 68 .____ 
TechnIcal support b, the Federal Computer Performance Evaluation 
and Simulation Center 

Reuleiv Iof RFP for operational EDGAR by lnlernatlonal Data C.orporatlon 

Commission slaff 

C:ommwlon slaft non-personnel cosl 

Subtotal May 1 to September 30,1986 
Total EDGAR Project Cost at September 30,1986 $45,037 

‘Adlusted llnal ci.nlracf amsunt through contract modiflcallon 30. slgneci ‘3 3111 86 

‘-l3ased on ictu.31 5tatt jear5 tar tlEC31 jearg 1985 and 19% for staft assqne3 rj~rectl, lo tne EI334R 
prclect Co;k ot *Ither staH such as Ihe Deputy Ex:.ecu~.~e Cllrector (EDGAR IQnrrasrlng 3ftlcerl &.I 
s13n management. or adm~nlstrati.~? off ices are not maIntaIned for or apportxxwd tc Ihe prolecl 

The Cc~mmlsslon did r183t allocate this cosl to the prefect prior to FIXal )ear 19M 
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original estimates were revised as system specifications \vere further 
developed. but these changes essentially did not affect contract 
timeframes. 

The finalized pilot contract established a performance period not t1.b 
esceed 24 months from the April 30, 1984, date of original contract 
aivard. It also established three phases for design and de~~elopment of 
the pilot system with estimated timeframes for each Phase 1 was sched- 
uled to be completed in the first 5 months of the contract. and \vas to 
pro\vicie an initial capability To receive electronic filings and to process 
tht?Se filings at workstations. During the nest ‘; months, Phase 2 was to 
add functions and enhance capabilities for EDGAR workstations. Phase 3 
\vas to comprise the final 13 months of the contract and test additional 
concepts for the operational system. 

Phase 1 was completed as scheduled, ivith the first electronic filings 
receiired on September 23, 1984. M’ith development of functional specifi- 
cations for Phase 2, the estimated timeframe for this phase \\‘as 
increased from T to 9 months. Correspondingly, the Phase 3 timeframe 
was reduced from 12 to 10 months to coincide with required contract 
completion on April 30. 1986. Both these phases were completed accord- 
ing to the revised schedules. 

3. N%at functions \vere actually developed in the pilot s)‘stem compared 
to original requirements for the system’? 

\Vith a few exceptions. the functions and capabilities specified as 
requirements in the original contract were developed m the EDGAK pilot 
system, and some additional functions were de\vetoped as the pilot proj- 
ect progressed. According to t.he contract, specific flmctions and capabil- 
ities Lvere to be delretoped in each of the three contract phases. The 
results of development efforts for each phase are summarized beloiv. 

Phase 1 funcrions were developed and essentially delivered with the 
receipt of the first “live” filings on September 24. 1983. a week prior to 
the estimated completion date for this phase. This phase provided the 
Commission with an initial capability to accept electronic filings by 
direct transmission over telephone lines, by magnetic tape. or by disk- 
ette. It also permitted the Commission to disseminate the filings elec- 
tronically to the public reference rooms, and bgr computer tape to the 
dissemination contractor to produce microfiche. In addition, Commission 
staff could review filings from \vorkstations. That is. they could select 
filings by reglst rant name or filing identification number. displaJ7 them, 
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awess any portion of a filing, and include their comments and annota- 
tions without these notes being disseminated publicly. 

During Phase 2, several changes on the development and delivery. of 
functions occurred. As discussed previously, the completion date fol 
this phase \vas extended b17 2 months from (‘April 30 to .June 30, 1985 ). 
Consequently, some functions-such as searching a filing for a particu- 
lar \ccwd or string of characters (test search), automaticall~~ assigning a 
fihng to an examiner, and selecting related documents that were incor- 
porated by reference within a filing-were deLIvered at the re\.ised 
Phase 2 completion date. During Phase 2, the pilot contractor deli\.ered 
wme functions throughout the phase. For example. the capability. to 
select a filing based on filing type, date of receipt, and effecti\,e date 
was prwided as of December 1, 1984: electronic communications 
betwwn esaminers was prinided as of January 31, 1985. 

Other functions thar were to be de\reloped during Phase ‘I! were deferred 
to Phase ;3. These included automatically constructing a financial profile 
1 calculating ratios) within a filing, automatically applying se1ectiL.e 
review criteria;’ and providing a tickler and watch service to provide 
notification to Commission staff ivhen certain events occur. Finall~~, 
image processing i recei\ring and storing electronic I’el,~.esentatiotls of 
‘%~phs. charts, niaps, and pictures in the EDGXR data base.11 recei\.ed lim- c1 
ited testing in Phase 2. Becalwe this process pro\~ecl too costl)’ ivit h cur- 
rent image processing technology, the Commission decided tc, ehminate 
it from the operational system. 

One original Phase 2 function was not provided during the pilot. This 
functwn, checking the arithmetic \vithin a filing. was to assist in the 
revit+\\, process by computing items such as totals. subtotals, differences, 
percentages. means. and ratios. Iiowe\7er, to check filing arithmetic. 
Ew.U must either be able to recognize financial data \vithin the filing or 
haire someone such as the filer identify or “tag” such data for the s)‘s- 
tern. Difficulties in resolving how this “data tagging” would be done 
resulted in deferring de\relopn~etlt of this function. (See pages 25 and 9; 
for addit ional discussion of the data tagging issue. ) 

Despite shortening Phase 3 by 2 months to compensate for estendinp 
Phase 2, acBtua1 impiementation of Phase :3 functions occurred on April 
14. 1986. 2 Lveeks before the April :30 espiration of thy c’onrract. ,\t that 
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time. original Phase 3 requirements such as increasing test search capa- 
bilities to include synonyms and refining selective review criteria it-ere 
implemented. In addition, the Phase 2 functions deferred to Phase 3 
were also implemented. TFVO original Phase :3 capabilities were not pro- 
vided: displa)%lg a filing in typeset and increasing test search capabiii- 
ties lo include alternative spellings. Pilot esperience indicated that 
developing these capabilities would be possible. but not cost-effective. 
To display a filing in typeset. the Commission would have had to dictate 
a standard format for typeset documents or design the system to accept 
all typesetting format.s. Test search for alternari\‘e spellings would ha1.e 
required additional work lo create a dictionary to identify alternati1.e 
speIlings. In out- opinion. neither of these two capabilities is a critical 
EDGAR function. The Commission has not included them in operational 
system requirements. 

In addition to original contract requirements, some additional funclions 
were provided during the pilot project. For Phase 1 these included pro- 
viding a test en\?ronment for filers to test electronic filing before sttb- 
mitting a “live” filing and the ability to highlight changed material in a 
filing. In Phase 2 these included capabilities to create an indes to all 
documents that relate to a particular filing or registrant (electronic file 
folder). to construct an electronic worksheet (:screening sheet) to assist 
in performing selective review, and to ptwride access to EDGXR for secttr- 
ities agencies in three states (California. Georgia, and \\%xonsin). Fat 
Phase 3. additional EDGAR functions were developed to ptwide auto- 
matic notification of filers ivhen a filing has been received, and use of a 
commercial electronic mail service to provide notification i\:hen a filing 
is accepted. 

3. \!‘hat functions remain to be de\:elopecl in the operational system’? 

As indicated abo\ve, the pilot determined the feasibility of many of the 
functions proposed for the operational EDGAR system. However, three 
key functions planned for the operational system-receipt and accep- 
tance processing, “data tagging,” and test searching for keywords-still 
require development and testing of new technical solutions and could. 
therefore, increase the ttme and cost of full system development. 
Another key function-image processing-has been eliminated from the 
operational EL%.AR system. but may be added in the future if more cost- 
effective technical solutions become available. 
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Receipt and Acceptance 
ProWSsing 

Before eiecrrunic filings are accepted by Ihe Commission and dissemi- 
nared to the public. they-like documents fiLed on paper-must undergo 
receipt and acceptance processing by Commission staff to check for such 
things as cotwct format for the type of filing, proper signatures. and fee 
payment. In addition, tc.1 be recei~~ecl by the EDGAR s~5tem. electronic fil- 
ings must he f’otmarted correctly and contain certain identif)?ng infor- 
mation. Eecattse filers commit errors or fail to complex with terrain 
requirements. Commission staff generail~~ ha\re to contact filers directI:, 
tcr l’i’bOi~‘C the pt’obiemS. .~cctwdirlg to a ~ebtWW~~ 1!%t? atiai!3is of EDG;\R 

internal benefits. the Commission estimates that support staff to handle 
t hew prc~bietns u3~1ic~ increase from 1 staff ~wtr;i in fiscal ~wr 1%X tcl a 
marimttm of 21 staff jrea1.s for thP c~pwatiotlal ~~vsren~. The Cotnmis- 
sion’s fiscal ~wr 1983 budget estimale incatwses the filer sltpport ie\,ei 
to 2-l staff J.ears. However. these staff ).eat-s represent an increase of 
only ii t imes thv fiscal year 1986 ie\vel, while the number of filers for the 
(~ot.l:)ot’atioti Finance Division alone \\.ill increase about 75 times (,from 
178 at the ctr-iginal pilot contracat espiration to about 13.51W filet.5 esti- 
mated in the operational system). To tninimizc support staff needs for 
the opcrattonal s)‘stem, the Commission plans to develop capabilities in 
wMJ.w to simplify electronic filing and electronically notif), fliers of 
twcipt and acceptance I>robiems-~apabiliries not dvi7eioped during the 
ptiot. If these capabilities are not stwessfuiiy de\veioped or imple- 
mcntcd. the Commission’s support staff needs tnaJ’ gt-eati), exceed its 
estimates. thus uf’fsettmg planned EKXR benefits. 

Data Tagging “Data tagging” is the term the Commission uses to describe aiternati\‘c 
ttppro;ti’hes to iclcntifying, or tagging, \wiotts financial data within a fil- 
ing sic) that titr EI)G,\R computer system can aittomati~~aii~~ recognize the 
data and then cakwiate a number of different financial totals and ratios. 
These calculations are keg’ to allowing EL‘IG.AR. rather than Commission 
staff. to quicki). screen filings and identify those that will most likei) 
require furtiter tw,ie\v and analysis by Commission staff to determitw 
coml~iianc:t urit h securities 1au.s and regulations 

-4s discussed in our October I986 report, during the pilot the Contmis- 
sion eL7aittated se\wai approaches to data tagging. One \\‘as a limited 
expet’intcW in ~viiic:h filers tagged data for ELG.AR by submitting an adcii- 
tionai financtai data scheclule \\:ith certain filings. The C’ommission 
anticilbates that this additional financial data sc,hedule. (-II* a similar 
approach with filers tagging the data. [viii be used for the operational 
system. flcnr-wet., shifting the burden of tagging from UM;;\K tc) the filet-5 
is a ma.jor change in EW.L\K’S original cottcepr. anti C’I )mmetiters on the 
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Commission’s advance notice of proposed rulemaking for electronic fil- 
ing requirements ha\re indicated an objection to this approach. Com- 
menters note that completing an additional schedule of financial 
information is not that diffi&tlt, bur they object to using such a scheclule 
because it could freeze the form of financial st.atements and inhibit 
meaningful disclosure. They also note that it does not provide for filers’ 
indi\?dual interpretation of accounting rules and does not consider that 
additional data map’ be available in footnotes. In addition. the37 are par- 
ticularly concerned about disseminating tltis schedule to the general 
public, even though it could be extremely valuable to the operational 
s)xtem contractor and other potential subscribers to EDC.I~\’ information. 

W ithout the abilitJ7 to tag fmancial data. the screening of filings to 
identify those warranring further rc\.iew cannot be fully automated; 
therefore. internal benefits to the Commission associated wit 11 this auto- 
mation may not be realized. Furthermore. should the Commission select 
a vendor whose approach filers find objectionable, the \~endor could 
incur and pass on to the Commission both the costs to de\relop software 
for a dat.a tagging approach that is not used and additional ctws to 
revise or reLyrite the softbvare for another approach. Therefore. the data 
tagging approach remains a de\~elopmental risk for the operational 
system. 

During the pilot. the Commission used a con~n~et~ciall~~ assailable soft- 
ware package to search the EDGAR data base for filings containing spe- 
cific words. groups of words. and synonyms. Based on pilot esperience 
of only 35 Commission w:orkstations and about 123,i)OO pages ~)f filings 
(at expiration of the original pilot contract). the Commission concluded 
that this software package was not adequate for the operational envi- 
ronment. Reasons cited were poor response times for searches (5 to 10 
minutes) and the amount of space needed to store the index of keywords 
used for searching (an amount equivalent to about 88 percent of that 
required for the filings themselves). The Commission believes that othet 
commercially available packages can provide this capability for the 
operational system. Howe\,er, for the operational system. the m ttnber of 
Commission ~vorkstations \vill increase to 348; the annual filing \.olume 
is projected to reach 9.6 million pages by fiscal )‘ear 10893; and some 43.8 
million pages of information are to be stored nn EP(;..w by fiscal year 
1993. GilTen these projeclions and the pilot de\-eloptnent tqwrienw, we 
belleve that developing a responst\.e and efficient text search capabilit). 
for the operational sg’stem could require mot-e de~~elopment effort and 
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expense than the routine application of a software package the Commis- 
sion anticipates. 

The pilot included esperimentation ivith image processing-a capahilit!, 
the CornmIssion wc~~~Icl use primarily to electronically store and display 
companies anm~al reports to stockholders that contain charts. graphs, 
maps. and photographs. This esperiment indicated that image process- 
ill:: technology needed substantial improvement before it would be con- 
sidcrcd cost -effcc:ti\,e for EDGXR; as a result, it ~vas not included as a 
requirement for the operational system. Howe\w-. although it \vas not 
required. both the ~~JIIIl~liSSiOll and users of EDGAR information want to 
halve annual reports to stockholders included in the EIXM data base. 
Including annual reports in the EN-\R data base could increase its mar- 
ketability for dissemination purposes. For these reasons, it is likely that 
the Commission n,ill propose incorporating an image processing capabil- 
iry later in the operational SJ stem contract. The RFP pro\:ides a mecha- 
nism to do so: the additional cost would be negotiated with the 
contractor. 

5. N’as there a potential conflict of interest with Arthur Andersen and 
Cornpan~r as pilot contractor, gilFen the nature of its other business 
act i\,it ies’! 

The Commission awarded the F.DGAK pilot contract to Arthur Andersen 
and Company’ after e\4uating the proposals of four companies. The use 
of Arthur Andersen and Company as pilot contractor does not result in 
an organizational conflict of interest under the Federal Acquisition Reg- 
ulation (38 C.F.R. $I.601 ). Hoiveirer, using a public accounting firm as 
the contractor does present the appearance of a conflict of interest, for 
which the ~~JllmliSSioll has taken precautions to protect its interests. 

The Federal Acquisition Regulation prescribes the general rules for iden- 
tifying, evaluating. and resolving “organizational conflicts of interest.” 
SpecificallJr. an organizational conflict of interest csists when the nature 
of the work to be performed under a proposed government contract 
may, M’ithout some restriction on future acti\Gties. result in an unfair 
competitive advantage to the contractor or impair the contractor’s 
ob,jecti\.ity in performing the contract work. Howeiw. these regulations 
do not esplicitl)v address the siruation presented by the ~:DGAR pilot 
cant Iax. 



In this prckject. the contractor assists the Commission in operating the 
internal s)xteIn and has access to Commission procedures used in 

revieiving corporate filqs. such as selecci\Te review criteria used to help 
identify. those filings that \vill recei1.e furr her rc\ieiv. A public account- 
ing firm has clients that are required to file lvith the Commission. ITsing 
such a firm as the EDGXR contractor creates cconcern that knwvledge of 
Commission re\,iew procedures could be usecl t‘c )r pri\.ate ~~qmses m- 

wc~~iilcl unfairl)- benefit the firm in its other blibitwss ptxriccs becaiise of 
a perception that it has access 10 such information. Despite this 0:mcern. 
in our opinion, the use of a lxiblic accounting firm does not specificall> 
result in an unfair competiti\~e acl\~antage or impair the firm’s nb.ject i\= 
ity. particularly gii7eti thr wstricticuis the CoInmi5sion irripcwcl on the 
contractor and its staff. 

The Commission recognized that o )nt ract awwc.1 to Arthur ~\nderscn 
and C’omyaq~ created an apl3earanc.e of a conflic1 1 )t’ interest. ‘l’tierel’ore. 
to reduce the risk- of this potential cxmllict’s materializing. t hc Commis- 
sion required hot h Arthur Anclersen and Coml:wy’ ancl eac,h c)f its 
employees assigned To the ELB(:;.-\K projcc:l to agree in Ivtiring not to 
cli\wlgr confidential or non-public commercial. economic. 01’ official 
information ( for erample. selecti\‘e re\‘ieu’ criteria j to an\’ IInairtl~c~rizecI 
persnn or to rf+ase suciti information in ad\3ncc of spwific aut horiza- 
Tion. Ilnt-lt~- t tiese agrwmctits. c:(.mtractor t*ni~~lo~w3 m-e tmind by the 
same statutes and regulations applicable to C~ommissic~n officials (x311- 
cerning the use of non-public Commission informaticm ot’ drulments. 
Further. these agreements gii.c the Commission a legal basis for acting 
against an>. CI mlractor enrplo~w who disclostbd 01’ r~tiliztcl c:onfidentIal 
or ncwpllblic~ information in an unauthorized n~a~w~~. 
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Delays in Finalizing Cont t-act 
Modifications 

6. U\‘ere the Commission’s contract administration practices adequate for 
the pilot project’? 

Our audit indicated several weaknesses in the Commission’s contract 
administration practices for the pilot project. First. in re\‘iewing formal 
modifications to the pilot contract, we found delays between the date 
the modifications became effecti\,e and the date they were formally 
signed b;\r the contractor and the contracting officer (finalized). Second, 
we found little or no analysis of pilot contractor invoices prior t.o pay- 
ment bar the Commission. Third, we found limited monitoring of the 
hlitre Corporation contract for contract performance or contract deliver- 
ables. The Commission has raken some corrective actions to strengthen 
its contract administration practices for the operational system contract. 

The Commission documented changes to the pilot contract through a 
total of 30 formal contract modifications. In relriewing these modifica- 
tmns, we identified 12 that changed contract requirements and 
increased cost. Of these. 9 ivere finalized from 2 to 12 months after the 
effecti\.e date that the contractor initiated performance. Further analy- 
sis sho\ved that for some of these, work was completed before modifica- 
tions \vcrc finalized. For example: 

9 hIodification 8 increased the contract price by about 62911,Oc)O to permit 
rhe contractor ro upgrade the pilot system computer from an IBM 3341 to 
an IBM 1381. Although the upgrade was installed in November 1984, the 
contract modification was not finalized until March 1985. some 5 
months later. 

9 To fund cie\~elopment of additional functions for Phase 3 of the EDGAR 

project. the Commission executed modification 25, increasing the con- 
tract price by about $732,UO0.1~ II’hile indicated as effective October 1, 
1985, this modification ~vas not finalized until over 6 months later on 
April 14. 19%. the date that actual Phase 3 functions were implemented 
for the pilot sJ3rem. 

The Federal Acquisition Regulation does not specify a time limit fo’or 
finalizing contract modifications, but does require contracting officers to 
negotiate equitable adjustments resulting from change orders in the 
shortest practicable time (118 C.F.R. Para. 43.204(b):). According to the 
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pilot contract. the estimated contract cost and fltnding for contract per- 
formance cannot be increased except by specific written mollification to 
the contract. hlorw~~et~, unttl the contract is formall~~ modified. rhe con- 
tractor is not obligated to continue performance or inc:ur costs beyond 
the estimated cost bet forth in the cuntrac2t. Ais a t.esulT. the pilot con- 
tractor ~vas concerned about modification delq*s and discussed rhis 
problem with Commission officials. To pt’evtbnt dela)x I he c.ontractot 
continued trr perform the adclitional I\-01% the Commission tquevted. As 
indicated above. in some ins;tances. 1vot.k was esscntiall~v cw~pletecl b), 
the time modifications \I-et-e finalized. lIon-e~w~, a cc.mtIxct~w crffic.ial for 
the project crplaiticd that as a result of this sitl.lntilm. tlicw wew times 
\vhen he ~3s utisiire \vhether 01’ not to sjtop w01.k until tlw cmwit twt \vas 
mod i f ied. 

Commission officials acktvn\.ledgetl clt~lq~s in finalizing cxmttxt modifi- 
cations and attribtttecl them to: the difficttlt)~ of wnie changt5 and the 
time-c’c)nsiimiti~ papeiwdi associated \\itli them: grouping of several 
changes inlo one modification; staff turno\yvr in its Pt.oc:~~rtIrnenr and 
Contracts Branch; and poor cronlnlttnicatiot~ bet\\ww EPG;\R project staff 
and the Procurement and Contracts Branch in ~wparitig modific3t ions 
Our audit confirmed that some modificattons t*eqttitwl exTc‘nst\‘e docu- 
mentation and that. it-r swnc cases, sc\reral chatlg~.:s iverc groupccl in one 
modification. It also shwvcd that. ciuring t hc pilot project. the Pro(wv- 
mew and Contracts Branch experienced a c’rm~lAt*te turno\w’ of staff 
including the branch chief who had ser\,ed as rhc prime contracT sprcial- 
ist for the pilot contract and \vho repwsetirecl a large part of the Com- 
mission’s institutional kno\vleclge of the cotitra(:t. He tlq)at.ted in 
.JanrtarJr 198ii. Commission officials ha\.e acted to imptw.v c.onttxtrt 
administration tnclttding the cant txt modificatic m ~:IIU~VSS. Thew 
actions arc discitssecl on page 32. 

Page 30 
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Limited Monitoring of Mitre 
Corporation Contract. 

Such an audit is being conducted and \vhile it could help identify differ- 
ences betiveen contract and actual quantities and prices, it provides lit- 
tic assurance during contract performance that payments are made to 
the wnt ractc w onl). as authorized by the contract. For example! we 
found that the pilot contract authorizes a 14percent finance charge fol 
XDP equipment and ser\.ice charges incurred by the contractor until pay- 
ment by the Commission. The Contracting Officer’s technical representa- 
ti\.e stated that he re\.ie\ved conrractor invoices for reasonableness. but 
was unaivare that the finance charge was included in billing amounts. In 
addition to this example. rhe Commission’s Office of Internal Audit per- 
formed a limited re\-ien’ of contractor billings for 24 of the 30 modifica- 
tlons to the pilot tront ract. It found t\vo procedural errors for invoice 
payments One in\xA\.ed a duplicate payment for $20,000 made for the 
softivarc liwnsc for t hc special-purpose computer used in the pilot’s 
artificial intelligence espwiments. The expense ivas billed both sepa- 
ratcl). and as a part of a monthly charge. The resulting $20.000 ol’er- 
charge to the Commission has since been credited to the Commission. A 
second error concerned a contract modification that authorized 
$240,000 for an wl;.\w.elated office automation demonstration project. 
Instead. the contractor incurred a cost of $250,000 for this modification. 
and negotiated payment of this amount with the Commission. Therefore, 
the amount of the ncgotiatcd payment esceeded the amount authorized 
by the contract. \Vc bc.lic\~c that procedural errors ( 1’) could be detected 
through routine analysis of contractor invoices. including comparison to 
amounts authorized b)’ the contract and (2) will be increasingly impor- 
tant for the operational s)xtem procurement for which the Commission 
plans to pay up to $465 million. 

The Mitre Corpvration prcx’ided technical assistance not available 
within the C’cjmmission for the EDGw project. The Commission detailed 
the t!‘pe of assistance to be proi’idecl in specific contract tasks and 
deli\wablcs. 

In attempting to determine the type of assistance the Mitre Corporation 
actually provided. we contacted the Contracting Officer’s technical 
representati\:e responsible for ensuring that the contractor performs 
contract technical requirements and for inspecting and accepting deliv- 
erables. This official stated that neither he nor anyone else ntonitored 
the contract to identify which Mitre Corporation products fulfilled 
which contract tasks. I3ren \vhen we identified specific products pro- 
vided by the Rlitre Corporation c,,such as technical memoranda for pilot 
s~xtem design and a document related to pilot system e\7aluation:), this 
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official could not say \vith any certainty whether these related to spe- 
cific contract tasks. 

Corrective Actions Taken The Commission has acted to impro\re contract administration practices 
for the pilot project. In December 1!385. it hired a contract adntittistra- 
tion specialist to work full-time monitoring the pilot contract. P re\.i- 
ously, no one had specific responsibility for the contract on a full-time 
basis. In addition. in May 1986, the Commissi tm assigned an attorney to 
the EDGAR pro-iect full-time. Tasks for rhis attorney include reviewing 
and comparing contractor invoices to contract requirements, preparing 
budget and management reports, and ser\:ing as a contract liaison 
between EDGAR pro,iect officials and the Commission’s Office of the 
Comptroller. 

In addition, the RFP for the operational system shows that the contract 
will contain other measures to help NISIIW proper payment amounts to 
the contractor. For example, to justify ntonthl>- payments by the Com- 
m ission for its portion of the system. the contractor will be required to 
submit monthly reports \vith expenditures struct.urecl to facilitate cont- 
parisons of current expenses to annual and project budgets. These 
reports must also Identify and allocate any costs of equipment, staff. 01 
services shared by more than one subsystem. Fmt her. the contractor’s 
operations will be reviewTed annually by an independent accounting firm  
in connection with regulation of dissemination charges. This w:ill include 
a review of any and all other contract activities related to UK4R to 

ensure that costs of ser\:ices are properl)~ apportioned between the regu- 
lated and unregulated acti\vities and. if applicable, between all 
subsystems. 

In March 1987, the Commission also began organizing and staffing a 
newly created Office of EDG.\R Management to manage the de\~elopment 
and operation of the operational system. This office will be headed b\, 
the Contracting Officer’s technic:al representati\*e for the operational 
systent contract and ~111 include a contract adntinistl.ation branch. 
Responsibilities of this branch [\A1 include negotiating contract changes, 
re\:ie\ving and analyzing invoices. and re\+iving contractor resoIur(‘e 
allocation and usage. 

Page 32 G.40 IMTEX-87.31 EDGAR: Lessons Learned 





Appendix II 
Responses to Questions About the EDGAR 
Pilot Test 

a disk contr~.)ller, tape drives, printers, front end ~NWC~SSi~l’S. \vorlista- 
tions. terminals, and software for operating this eyuipmenr and for con- 
munications. This is clearly “ALP equipment” thar procurement 
regulations define as general-purpose. cornmei~ciaI!y a\,ailable, mass-pU)- 
duced XDP devices (i.e., components and I he eqllipment systems cw- 
figured from them together with commercially available softivare 
packages). This definition also includes ausiliars7 c:quipnwnt. such as 
WIJI~C~ proc*essing equipment and deirices used to control and Iransfer 
data. R’e ha\re recognized that ADP equipment ordinarily subject to the 
Bmokl; Act does not fall outside the scope of the act just because it 1s 
acquired along ivith or as part of a contract for non-.-\W equipment and 
ser~~iws.’ Since the Commission \VilS XqliiI.in~ ccunnierc~ially airailable 
XDP equipment as part of the pilot. procurement, it was required to pro- 
cure this eqrlipment in accordance with the Brooks Act and applicable 
regulations. including the DPA requirement. Our discussions with GSA 
officials further confirmed this interpretation of t.he FMK for the ELH:;.U 
pilot system. 

GSA has established blanket DPAS ivhere prior apprrn~al from GSA is not 
required-if the price of the ADP equipment clots not cscccrl certain dc~l- 
lat. thresholds (,a purc:tiase price of $I?..5 million i)l‘ basic, monthl~r rental 
charges less than $3 1 .i) million annually j. Our opinion is that I he .WI’ 
eqlGpment acquisition for the pilot ss’stem was subject to prrvxremen1 
regulations. so we applied these thrc+4~olcls and for~nd that the pilot pro- 
curement included leasing fees for ADP equipment that ~vc’rc’ initialt>r 
estimated to be about 5 1 million per j-car. Specifkally. a cosI estimate 
prepared by Arthur Anclet-sen and Company and provided to the C’om- 
mission a month prior to contract award estimates that t hc .xw tqilip- 
ment leasing cI)sts bvould be about $2 million o[‘er r he %-year contract 
period. This estimate also sho\ved that an additional W45,i~OO in .\rv 
eqllipment would be purchased during contract perftrmanw. 

Accordingly, lve believe the Commission sh~~uld ha\v ohtalned a WA for 
the pilot SJ’stem. Despite the Commission’~ earlier position thar the k IKhlK 
was not applicable to the pilot and operational s>Qems. the Com~nkiotl 
did submit an agency procurement request to WA t’or the opcratitrn;~l 
sg%em. and on March %6, 1$X. Gs.4 granted a LJ~‘-\. In rc?-ising the opcr-a- 
tional system fwf’ for release in October 1 !X%. the Commis~ioh rc:qut?s;tcd 
a Lw.4 f(Jl' this revised acquisition slrategy. Gsx granted this DP.4 on Sql- 

tember 3.). l!i,%i. 
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8. To obtain the lowest prices for pilot system ADP equipment. should the 
Commission have conduct,ed a separate procurement and furnished this 
equipment to the contractor’? 

The Commission’s original acquisition strategy for the pilot system 
called for the pilot contractor to provide the Commission with over 
$2 million in commercially available XDP hardware, software. and ser- 
vices ( ADP equipment ) during the 2-year contract through a suhcontrac- 
tot’--I&v. Because of it,s development approach for the pilot system, the 
Commission did not consider it operationally feasible to sever the pro- 
curement of ADP equipment--that is, to conduct a separate ~JrOcllreInent 

and provide this equipment to the contractor as government-furnished 
equipment. The Commission’s rationale for not se\rering the procure- 
ment. is consistent. with criteria provided in the FlRhIR. and GS-\ officials 
agree that requirements for full and open competition were satisfied b> 
the pilot system procurement. 

However, white the agency was not required to sever the .UV equipment 
procurement for the pilot, the pilot contract authorized the contractor to 
furnish ADP equipment at GSA schedule contract prices for IBM equip- 
ment. According to GSA and a private industry consultant, GSX schedule 
contract prices do not necessarily represent the best prices available for 
a ImjCJr sJ’stem acquisition. As a result. the Commission did not ensure 
that it obtained pilot system XDP equipment at the lowest reasonable 
prices. Further, unless t,he Commission specifically negotiates .U)P equil:)- 
ment prices for the operational system contract. the use of GSA schedule 
contract prices could be continued, and the Commission cannot ensure 
that it will obtain the lowest reasonable prices for its planned 
acquisition. 

Severing ADP Equipment 
Procurement Not Required 

As discussed previously, the Commission considered the pilot system as 
something other than acquisition of commercially available ADP items or 
services. Therefore, according to the FIRhm (8201-l. 103(:bj(3 j), even if 
some of these items or services are to be delivered under the contract, 
their acquisition is not subject to these procurement regulations. How- 
ever, this regulation also states that to ensure full and open competition 
in such cases. agencies shall se\.er the procurement of commercially 
available ADP equipment or services when it is operationally feasible to 
do so and this action will promote economy and efficiency (,$$201- 
24.202(a)). This section also provides the following criteria for when an 
agency shoulct consider severing the procurement: (. 1) the item or sercrice 
can be identified as a separate line item; (2 j the \Talue of the ADP portion 
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exceeds WN,OOO: (3) the items can be acquired by the go~*ernrnent and 
delii,ered to the contractor as required by the production schedule: (3) 
adequate price compet,ition can be achie\*ed on the severed ADP portion; 
(5 1 the espected cost reduction will exceed the added costs of acquisi- 
tion; and (,ti) se\wins the ADF’ equipment or services will not affect the 
contractor’s ability and responsibility to perform as required by the 
c~ontract. 

Although the decision was not formally documented, Commission offi- 
cials stated that severing the procurement of .WP equipment for the pilot 
system was not considered operationally feasible and ivould hinder the 
contractor’s abiiit\- to develop the system in a timely manner. The Corn- 
mission used a system integration approach fw the pilot; the contractor 
specified computer hardware and software as part of its solution to sys- 
tem requirements. Therefore. as one Commission official esplained. 
equipment could not be provided by the Commission prior to the selec- 
tion of a contractor because the type and quantity of equipment were 
II~I~IICM-II. He added that. on the other hand, if the Commission \*xited 
until after the contractor is selected to obtain equipment. the 1engthJ 
procurement process would delay contractor development efforts. 

Similar to the pilot. the Commission does not plan to sever the .WP 
equipment procurement for the operational system contract. The Com- 
mission has formally documented this decision, citing reasons similar to 
those for the pilot and consistent with criteria in rhe FIKI\IR. Specifically, 
like the pilot procurement, the Commission \vill use a s~5tem integration 
approach for operational system development-an approach appro\.ed 
by GSA in granting the Commission a WA. -4s a result,, the Commission 
justifies not severing the .4rw equipment. procurement because specific 
equipment needs will be lInkno\~n until contract award. According to 
the Commission, this lea\Tes insufficient time for it to conduct a separate 
I>l’ocul’etnel’lt and still meet milestones established for start-up operation 
of the system. 

Because of GSA’S appro\‘al of the system mtegration approach for the 
operational system. we contacted GSA officials to discuss the se\~erabilit~~ 
issue for both the pilot and operational system procurements. These 
officials stated that since selection of a system integrator for either the 
pilot or the operational system is made through wnipetition, t-egulator~ 
reqI~irements for full and open wnipetition are satisfied and the .mI 
equipment 1~i’oc:lll’enlellts need not be se\.ered. 
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Use of GSA Schedule Contract. 
Prices Does Not Ensure Lowest 
Reasonable Price 

For the pilot system contract. the contractor provided more than $2 mil- 
lion m ADP equipment, the softivare to operate this equipment, and 
maintenance at GSA schedule contract prices. Schedule contract prices 
for go\:ernment lease. purchase, and maintenance of ADP equipment and 
software are negotiated each fiscal year by GSA with various mamlfac- 
turers and distributors. However, GSA officials acknok%~ledge that prices 
containect in these schedule contracts are not the lowest prices obtain- 
able for a major system procurement, and are often considered ceiling 
prices at best. They also said that they ivould expect any federal con- 
tract,ing officer of a major ADP equipment acquisition to question a bid- 
der’s proposed use of schedule prices. In addition, the FIKMR r@Wl- 
3%.20tXa )( 2 1) states that if responsible alternative sources are a\vailable, 
the a\;ailability of items under a GSA schedule contract does not preclude 
or waive the requirement to seek the loivest o\‘erall cost alternative to 
meet the needs of the government. 

As patT of our audit. we attempted to ascertain if lower prices were 
alrailable for pilot system ADP equipment. Because the pilot contract \vas 
awarded more than 3 years ago, we could not identif). specific louver 
prices that rhen might have been available. However. our discussions 
lvith GSA officials and a private industry consultant on federal .UIP 

equipment procurements indicated lower prices are obtainable. Xs a 
result. ice belie\:e that if during negotiation, the Commission had 
required contractors to determine if GSA schedule contract prices wew 
the best prices obtainable. this might halve reslllted in a lower cost to the 
government. 

\Vhile we discussed the use of GSA schedule contract prices with Corn- 
mission officials prior to initial release of the operational sjxtem I-w in 
May 1RElli. the RFP does not contain an)’ specific inst~wtions for offerers 
on using such prices in cost proposals. For this reason, the Commission 
must rely on the negotiation process to help ensure that .UW equipment 
for the operational system is pro\,ided at the lowest reasonable wst to 
the government. 

9. What was the hlitre Corporation’s actual technical assistance rolt: f’c~ 
pilot system development’? 

The rvlitre Corporation provided technical assistance to the Commission 
since the early stages of the EDGAR project; that included helping dewlop 
the pilot system RFP. evaluating the pilot system. and providing input 
for the operational system RFP. As indicated in the Commission’s March 
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1985 testimonv before j’our Subcomlnittee.!’ the Mitre Corporation pro- L 
\vicled esk>ertise not a\.ailable to the Commission in-lnoiise-palzic~ilar1~ 
regarding system sizing. use of available technology. and technical e\:al- 
uation. Howe~~et-. our audit showed that there were changes in the Mitre 
Corporation’s technical assistance role. and the Commission did not take 
full advantage of technical assistance available from this company. 

As pm-t of its task to evaluate the ELGXR pilot system during its opera- 
tion, the Mitre Corporation was to pro\$le tvritten evaluations to 
address the: ( 1,) clevelopment of experiments to test the pilot; (2) elralua- 
tion of the esk)eriments developed and run using the pilot: (‘3) potential 
of the pilot to meet full operational qxtem requirements: (4) o\:erall 
I~ct.fol,matitrc of the pilot: ( .?‘I lessons learned for the concept of operation 
of the operatlnnal system; I 6) limitations of the technolog~~ demon- 
strated in the I,ilot: and (i) additional system and technical require- 
ments needed to make the pilot system the operational s)xtem. The 
deliverable for this task was specified as monthly memoranda starting 
in Jlrne 19&l. 

The initial Mitre Corlx~ration yilot e\Auation tnemorandum in .June 
198-I noted a disagreement ivith the pilot contractor about implementing 
specifications developed by the Mitre Corporation. .~c~ording to the 
Mitre Cor~xwarirm. subsequent to the deliirery of this memorandum, the 
ErG-UI (~contracting Officer’s technical representative informed the iLlitre 
Corporation that this evaluation requirement applied only to the actual 
c-tperat ion of the pilot system. not to its development. Therefore. 
monthly* e\2liiaticm memoranda \\.ere not to begin until the first elec- 
trimic filing in September 198-I. Howe\.er. lli) further monthl~~ evaluation 
memoranda were submitted. and a modification to the Mitre Corporation 
trontract datecl Alay 13. 198.5 (indicated as effecti\-e .January 19. 1985) 
fwmall~- deleted the requirement for these memoranda. In his March 
1985 testimony. the ECH;.U3 Contracting Officer’s technical representati\re 
acknowledged tha[ he should ha\-e required the monthly’ e\.aluation 
memoranda for the Se~xembet’ to December 15X34 lleriod, but failed to 
follcjn. iil~ ant-1 obtain them 

.Alth( q$ the Mitre C’orlic.,l.ati(11i’s euluation role changed in that it did 
not ~>ro\icle l:Jerioclw e~xluations of the ISlot s~xtem through monthly 
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evaluat.ion memoranda, it did complete its evaluation tasks by produc- 
ing two ol:erall evaluation reports for t.he pilot. The first of these per- 
rained to the pilot system through Phase 2 system de\relopment and was 
issued in *January 1986. The second included Phase 3 of the pilot and 
was issued September 30, 1986. In addition. the Mitre Corporation also 
participated in bi-weekly meetings of the pilot project management com- 
mittee (‘,a go-oup that helped guide the project and represented EDG.\R 

users’ interests). Howe\ver. because no minutes or summaries of these 
committee meetings were prepared. we were unable to document any 
other e\,aluat,ion input the Mitre Corporation provided through partici- 
pation on this committee. 

As discussed above. the Mitre Corporation’s evaluation role \vas to 
address pilot system operation, not system development. The Commis- 
sion did not use the Mitre Corporation t,o evaluate the pilot contractor’s 
proposed technical approach or estimated cost of system development 
work-an area, noted a pilot contract.or official, of limited Commission 
expertise. Although we found no indication of pilot system problems 
directly related to the absence of such e\‘aluations. we believe the evalu- 
ations are necessary to help ensure both development of an effectilre, 
efficient system and cost reasonableness. 

The Mitre Corporation’s contract was not funded beyond fiscal year 
1986. Instead. the Commission plans to obtain additional technical 
expertise for the operational system through an agreement with GSA’S 
Federal Computer Performance Evaluation and Simulat,ion Center. 

10. Did Arthur Andersen and Company apply the technical expertise 
necessary to develop original requirements for the EDGAR pilot project’? 

As part of its response to the pilot system RFP. Arthur Andersen and 
Company included a project staffing plan that the Commission accepted 
in awarding the contract to this company. As a result, the pilot contract 
specifically identified the name and title of six key contractor personnel 
considered essential to the work being performed. Our review of staff 
qualifications for t,hese positions and for other general project staffing 
indicated that Arthur Andersen and Company had appropriate technical 
qualifications to develop the original requirements of the EDGAR pilot 
system. 

The pilot contract identified six key contractor positions for the EDGAR 

project-project director, project manager, technical support manager, 
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system and release of the RFP for the operational system. The decision- 
making process typically includes formal transmittal of documents to 
the commissioners for their review and approval, and can also include 
briefings by Commission staff to provide background information and 
esplanation of issues involved. Commissioners’ decisions are then 
recorded through a formal vote at a Commission meeting or. if joint 
deliberation is not considered necessary, by reporting their vote to the 
Commission Secretary. In addition to this formal process for major deci- 
sions, the Commission Chairman is also regularly briefed by EDGAR staff 
on the technical and policy issues of the program such as project sched- 
ules, syst,em size, use of EDGAR throughout the Commission. fee struc- 
tures for dissemination, and funding approaches. 

The Executive Director develops and executes the overall management 
policies of the Commission for all its operating divisions and staff divi- 
sions, and also has the authority to enter into contracts. to designate 
contracting officers, and to make procurement determinations. -4ccord- 
ing to Commission officials, authority to authorize procurement of the 
pilot system was specifically delegated to the Executive Director. In 
addition, t,he Deputy Executive Director. as Contracting Officer for the 
pilot contract, makes day-to-day technical, budgetary;, and contract.ual 
decisions regarding changes or enhancements for the pilot system. 
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Letter to the Chairman on SEC Actions in 
Response to Our Prior Report 

3 A0 L’nited States 
General Accounting Wfkr 
Washington. D.C. 205.48 

Information Management and 
Technology Division 

R-222177 

April 24, 1987 

The Honorable John Dingell 
Chairman, Subcommittee on Oversight 

and Investigations 
CommIttee on Energy and Commerce 
House of Representatives 

Dear Mr. Chairman: 

This letter documents our understanding oE the actions the 
Securities and Exchange Commission (the Commission) plans to 
take to comply with the recommendations in our recent 
report, ADP-ACQUISITIONS: SEC Needs to Resolve Kev Issues 
Before Proceeding With Its EDGAR System (GAO/IMTEC-87-2: 
Oct. 9, 19861. Since our report was issued, we have had 
numerous meetinqs with Chairman Shad and Commission staff to 
further discuss-our position and to better understand the 
actions the Commission has taken or plans to take to address 
our concerns. As you recall, we concluded in the report 
that the Commission was proceeding with its operational 
Electronic Data Gathering, Analysis and Retrieval (EDGAR) 
system without first addressing some key policy, legal, and 
managerial issues that we have been concerned with since we 
began our study of the project in March 1985, and are still 
concerned with today. Accordingly, we recommended that the 
Commission not award a contract for the operational system 
until 

-- the impact of potential filer exemptions from and 
opposition to proposed electronic filing 
requirements has been fully assessed and considered 
in defining the system: 

-- the financing approach for the operational system 
has been resolved with the Congress to provide 
appropriate funding for the Commission's internal 
processing requirements: and 

-- a comprehensive cost/benefit analysis that better 
estimates the total costs of the internal system and, 
its quantitative benefits and adequately describes 
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the qualitative benefits of EDGAR has been 
completed. 

The Commission concurs with our conclusions and 
recommendations and has agreed to take additional steps to 
address each of our areas of concern. While these steps, 
which are described in detail below, should resolve the 
issues discussed in our report, we believe that all but 
one--obtaining filer comments on data taqging--needs to be 
completed prior to awarding the operational EDGAR system 
contract. 

As with any large, technically complex project, the 
operational EDGAR system will still have some developmental 
risks, and we believe the key to success is proper project 
management. The Commission agrees that it does not 
currently have all of the managerial or technical talent 
needed for EDGAR, and is in the process of acquiring this 
additional expertise. Nevertheless, the Commission is 
proceeding with the award of the operational contract, which 
we believe should not be done until at least the key members 
of the project's management team are on hoard. 

The Commission's Actions to Address Our Recommendations 

On March 11, 1987, we met with your staff, staff from the 
cognizant House authorizing and appropriation committees,l 
and Commission officials to discuss the status of the 
Commission's actions on our report's recommendations. 4t 
that meeting, Commission officials assured your staff and us 
that the Commission is in aqreement with our 
recommendations, and described the actions they had taken or 
planned to take in order to comply with our report. Our 
understandinq of the Commission's actions to date and the 
additional steps the Commission has agreed to take are 
documented below. 

Filer Comments 

Since June 1986, the Commission has received 103 comments 
from various filers, and orsanizations representing many 
filers, in response to an advance notice oE proposed rules 

' Rouse Energy and Commerce Committee’s Subcommittee on 
Telecommunications, Consumer Protection, and Finance: and 
House Appropriations Committee's Subcommittee on Commerce, 
Justice, State, the Judiciary, and Relatrd Agencies. 
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for the operational EDGAR system. Acting in part upon these 
comment3, the Commission revised its original Request for 
Proposals (dated May 7, 1966) to make it easier for filers 
to file electronically. These changes should reduce some of 
the opposition to, and thus the number of possible requests 
by filers for exemption from, the electronic filing 
requirements the Commission plans to mandate on all filers 
--a concern that we had in our report. 

However, one electronic filing requirement--data tagging--is 
not yet resolved. Data tagging is the generic term used by 
the Commission to describe alternative approaches to 
identifying, or tagging, various financial data within a 
filing so that the EDGAR computer system can automatically 
recognize the data, and then calculate a number of different 
financial totals and ratios. These calculations are key to 
al lowing EDGAR, rather than Commission staff, to quickly 
screen filings and identify those that will most likely 
require further review and analysis by Commission staff to 
determine compliance with security laws and regulations. 

The data tagging solution could well encounter filer 
opposition. During the EDGAR pilot phase the Commission 
experimented with an approach in which EDGAR, using special 
programs and hardware (generally referred to as artificial 
intelligence techniques), would automatically tag the data. 
On the basis of this experiment, the Commission determined 
that this approach was not economically Peasible for the 
operational system. As an alternative, the Commission 
experimented briefly with another approach in which it 
requested filers to manually tag data as part of their 
submissions. As a result of this approach, the Commission 
has required vendors to propose alternatives that require 
Eilers to taq the data. Shifting the burden of tagging from 
EDGAR to the filers is a major change in EDGAR's oriqinal 
concept. Thus, we believe it is important to get filer 
reactions to the data tagging approach that ~111 be used in 
the operational EDGAR system. 

Comments received to date Erom filers show that they have 
reservations about the alternate data tagqlng approach Iused 
in the pilot phase. While filers find that taqqinq data, 
for instance, completing an additional schedule of financial 
information, is not that difficult, they object to using 
such a schedule. Filers have complained that this schedule 
could establish a new form of financial statement, it does 

3 
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not provide for filers' individual interpretation of 
accounting rules, and it does not consider that additional 
data may be available in footnotes. In addition, they are 
particularly concerned about disseminating this schedule to 
the general public, even though this information could be 
extremely valuable to the operational system contractor and 
other potential subscribers to EDGAR information. 

Without the ability to tag financial data, the Screening of 
filings to identify those warranting further review cannot 
be fully automated, and, therefore, internal benefits to the 
Commission associated with this automation may not be 
realized. Furthermore, if a vendor's approach is selected 
that filers Eind highly objectionable, this selection could 
cause the vendor to incur and pass on to the Commission 
unnecessary costs Eor developing and/'or revising software 
that is dependent upon data taqging. Therefore, the data 
tagging approach remains a developmental risk for the 
operational system and needs to be resolved as quickly as 
possible. 

By taking the following steps, the Commission can resolve 
this issue: 

-- Obtain filer comments on the winninq vendor's 
tagging approach as quickly as possible and before 
the vendor proceeds with developing software that is 
dependent upon the data tagqinq solution. 

-- If filer opposition to the vendor's approach turns 
out to be significant and the Commission drops or 
substantially reduces its data tagging requirements, 
assess the impact these chanqes will have on EDGAR's 
costs and benefits, and report this information to 
congressional authorizing and appropriation 
Committees. 

The Commission agrees that data tagging is very important 
Eor the success of EDGAR, and has stated that it will follow 
the steps outlined above. 

Fund inq 

In our report, we concluded that the receipt function should 
be considered part of the Commission's internal processing 
system, and that the cost Eor developinq and operating this 
system should be paid Erom appropriated funds. The 
Commission has, in its revised Request for Proposals, 

I 4 
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increased the amount of funds expected to be appropriated 
for the internal system from $35 million to $46.5 million, 
and has stated that these additional funds will be used to 
pay the costs of the internal processing, including the 
receipt system, up to the limits of available Eunds. At the 
March 11, 1987, meeting, the Commission stated that, on the 
basis of an initial review of the bids received for the 
operational system, it believes the $46.5 million in Eunding 
will be adequate for these purposes except for a potential 
shortfall that could occur in the 7th and 8th year of the 
contract (that is, 1993 and 1994). The Commission believes 
this shortfall could be reduced through negotiations of best 
and final offers, and also believes it can obtain approval 
for any additional funds in the later years of the contract. 
As stated in our report, we continue to believe that the 
receipt system should be funded through appropriations. 
However, we also believe the Commission could fund some of 
the costs of the receipt system through user fees if those 
costs arise solely because of the dissemination purposes of 
the system. It is our expectation this funding would be a 
relatively small portion of total system costs. If the 
Commission decides to fund any portion of the receipt system 
from user fees, it should clearly disclose to the Congress 
its rationale and basis for apportionment. 

At our meeting, the Commission agreed to fund the receipt 
system with appropriations and to notify the congressional 
authorizing and appropriation Committees of any changes in 
its funding needs or In the method of financing the receipt 
portion of the operational EDGAR system. 

Cost/Benefit Analysis 

Our report concluded that the Commission had not properly 
determined EDGAR costs and benefits for the internal portion 
OE the operational system. To better determine these costs, 
the Commission has recently contracted with the General 
Services Administration's Federal Computer Performance 
Evaluation and Simulation Center (FEDSIN) to perform a 
comprehensive cost analysis of the entire EDGAR system, and 
to assess the cost validity of vendors’ proposals in light 
of this cost estimate. FEDSIM's final report was deli.jered 
to the Commission on April 17, 1987. While we have rhJt been 
able to review this report in detail, we have reviewed 
FEDSIM' s methodolcqy , and have determined that this report 
should overcome our concern about the Commission's cost 
estimates for the operational EDGAR system. 

5 
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As for the benefits of EDGAR, the Commission analyzed its 
olanned internal benefits from EDGAR and was able to 
estimate quantifiable benefits of about $21 million.2 While 
these quantifiable benefits are less than the $46.5 million 
in funding currently requested for the operational system, 
the Commission has stated that the primary beneficiaries of 
EDGAR will be the investors, filers, and the economy, not 
just the Commission, and that these benefits, which cannot 
be easily quantified, far outweigh the cost of the 
operational system. We still believe that the Commission 
needs to better articulate for the Congress how each of 
these primary beneficiaries will benefit from EDGAR. This 
information, the previously quantified internal benefits, 
and the cost estimates now being developed by FEDSIM should 
then be submitted to the authorizing and appropriation 
Committees to assist them in their deliberations on the 
further authorization and funding of EDGAR. 

At the March 11, 1987, meeting, the Commission agreed to 
prepare such an analysis and will provide it to the 
congressional authorizing and appropriation Committees. 

EDGAR's Success Depends on Proper Management 

The EDGAR pilot project has demonstrated that the Concept of 
electronic receipt, review, and dissemination of corporate 
filings LS possible, and the Commission has learned a number 
of lessons about the possible technical approaches for 
performing these functions. The Commission has also learned 
that there will be risks in developing the operational EDGAR 
system, many of which we have highlighted in our report, and 
in tne March 11, 1987, meeting. It is impractical to expect 
any large, technically complex effort, such as EDG.411, to be 
risk free; however, the key to controlling these risks and 
ensuring success is sound management. The Commission needs 
to establish an organizational structure and obtain the 
proper managerial, technical, and contractual talent qeeded 
to ensure that the development of EDGAR is soundly managed. 

At the March 11, 1987, meeting, Commission staff agreed that 
the Commission currently does not have all of the managerial 
or technical skills needed for the operational EDGAR system, 
and stated that they were in the process of hirinq 

2 Commission estLmatc as of July 1986, based on proposed 
7-year contract. Figure not adlusted for current proposed 
9-year contr.act . 
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addi t iona l  staff for the E D G A R  project.  In addi t ion,  they 
ind icated that they p lan  to use  F E D S IM  or  s o m e  other  f i rm to 
p rov ide  addi t iona l  technical  exper t ise to he lp  eva lua te  the 
opera t iona l  system's deve lopment .  In a  subsequen t  m e e ting, 
Commiss ion  staff p rov ided  us  addi t iona l  in format ion o n  the 
Commiss ion 's  a p p r o a c h  for m a n a g i n q  the E G G A R  project,  a n d  
d iscussed their  p lans  to h i re  a n  exper ienced,  sen ior  
execut ive as  overa l l  E D G A R  project  manage r .  W e  a lso 
d iscussed their  p lans  to establ ish a n  O ffice of E D G A R  
M a n a g e m e n t a n d  their  efforts to h i re  addi t iona l  staff for 
this office. T h e  O ffice of E D G A R  M a n a g e m e n t wou ld  repor t  to 
the E D G A R  project  m a n a g e r  a n d  wou ld  b e  respons ib le  for 
technical  oversight ,  contract  administ rat ion,  pr ice 
regu la t ion  for e lectronic d isseminat ion,  a n d  fi ler t raininq. 

These  a re  posi t ive steps, a n d  w e  u r g e  the Commiss ion  to 
assemb le  its m a n a g e m e n t team a n d  to main ta in  it th roughout  
the E D G A R  contract.  However ,  because  the Commiss ion  p lans  
to a w a r d  the opera t iona l  system contract  by  June  1987 ,  it is 
doubt fu l  that this t eam wil l  b e  in  p lace  at that tim e , 
part icular ly the project  m a n a g e r ,  w h o  is to b e  ob ta ined  f rom 
outs ide the Commiss ion .  Wh i le  w e  recogn ize  that de lay ing  
contract  a w a r d  cou ld  requ i re  the Commiss ion  to Iunder take 
addi t iona l  administ rat ive p rocesses to ob ta in  rev ised 
pr ic ing o r  schedu le  da ta  f rom offerors,3 w e  be l ieve  the 
m a n a g e m e n t structure a n d  staff inq of the E D G A R  project  a re  
essent ia l  cons iderat ions for congress iona l  author izat ion a n d  
appropr ia t ion  decis ions.  These  cons iderat ions a re  
essent ial ,  too, because  m a n y  crit ical dec is ions o n  contract  
adminis t ra t ion a n d  sof tware des ign  a n d  deve lopment ,  wh ich  
wil l  set the d i rect ion a n d  de te rmine  the success of E D G A R , 
wil l  l ikely b e  m a d e  in  the ear ly  s taqes of contract  
neqot ia t ion a n d  project  implementat ion.  

Conc lus ions  

T h e  Commiss ion  has  m a d e  a  concer ted  effort to r espond  to 
recommenda t ions  in  ou r  report ,  a n d  w e  be l ieve  that its 
p l a n n e d  act ions rega rd ing  da ta  tagging,  E D G A R  f inancrnq,  a n d  

3  T h e  opera t iona l  system Reques t  For  Troposa ls  c losed o n  
February  27,  1987 ,  wi th a  m i n i m u m  per iod  E a r  Commiss ion  
acceo tance  of 1 2 0  days.  Essent i .al ly this dead l i ne  m e a n s  
that the Commiss ion  must  accept  a  p r o p o s a l  by! June  27,  1387 ,  
o r  of ferors a re  not  ob l iga ted  to f l rrnish i tems at cne  ?r icea 
o r  tim e s  spec iELed  in  the proposals .  
-! 
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cost/benefit analysis are appropriate. With the exception 
of data tagging, we believe that these actions should be 
completed prior to award of the operational system contract. 
When completed, these actions should provide the Congress 
with additional information it needs to determine whether 
development of the operational EDGAR system should be 
authorized and funds appropriated. 

The Commissron is continuing to develop its management 
approach and to obtain staff with the appropriate 
managerial, technical, and contractual talent for the 
project, and we believe that such a management team can 
successfully manage the risks that are inherent in these 
projects. However, because project management is critical 
to the success of EDGAR, we also believe that the Commission 
should not award a contract for the operational system 
until, at a minimum, the project manager and the head of the 
CommissLon’s proposed Office of EDGAR Management are in 
place. 

As agreed with your office, we will continue to monitor 
EDGAR's development and will notify you if we see any issues 
that warrant further discussion and action. Should you or 
your staff have any questions or need additional 
information, please contact Mr. James R. Watts on 
202-275-3455. We are also sending copies of this letter to 
the cognizant House and Senate authorizing and appropriation 
Committees, and to the Commission. 

Sincerely yours, 

Director 
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Comments From the Securities and 
Exchange Commission 

SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON. O.C. 20549 

June 26, 1987 

Mr. William J. Anderson 
Assistant Comptroller General 
U.S. General Accounting Office 
Washington, D.C. 20538 

DEar Mr. Anderson: 

The Securities and Exchange Comunission appreciates this opportunity to 
comment on the General Accounting Office’s May 26, 1987 draft report on the 
Edgar piLot contract. As a result ,cf discussions with your st3ff, a number of 
the Commission’s substantive comments .are already berng incorprated into the 
Einal report. 

The draft report states that the Convniasion met its original schedule for 
developing the functions and capabilitie s specified as requirements in the original 
pilot contract. Functions beyond the oriqinal contract scope were also developed, 
and filings from an&her major program, Investment Management, were added to the 
existing Corporation Finance workload, thereby doubling the size of the 
pilot. 

The report reaches the overall conclusion that the Edgar pilot demonstrated 
the technical feasibility of electronic filing, review, and dissemination and 
that experience gained fro-n the pilot should prove :‘ery useful to the success 
of the operational system. ‘Jhe Commission appreciates this sndorsement by CAC~ I 
to proceed with the cperational Edqar and the identification of areas with potential) 
operational risks. The Comission agrees that, although the pilot has successEully 
tested all ma3or functions, the conversion to a fully operational system must 
proceed with appropriate planning and management. 

Since the MCI inquiry was concluded, the current Edgar operstronal prccut-Fment 
stipulates that no funds will be expended by the contractor for data tagging 
until the fliers have teen qrven the opportunity for review and comment and the 
Commission has approved an approach based upon this input. The Commrssion has also 
implemented the recommendation that the price oE contractor-furnished equipment 
be specifically neqotiated prior to contract award to ensure the lowest reasonable 
cost to the government by having the General Services Fdministrati.on’s Federal 
Computer Performance Evaluation an3 Simulation Center (FEDSIM) perform an assess- 
ment of the bidders’ ADP equipment and software prices. IXr inq contract execution 
an Independent consultant will evaluate prices for all ADP hardware and software 
prior to purchase. Further, the Commission has selected the Edqar Project Manaqer, 
who will !zeqin work on July 13, 1987. All of these actions are in direct response 
to quidance provided by GAC. 
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Exchange Commission 

Mr. Willimf J. Anderson 
Page MC, 

‘Ibe Conmission appreciates the &vice ard counsel of the @net-al Account1nq 
Office in making the trancitlon Ercnm the successful Mgar pilot to the 
operational system. 

If you have any further questions concerning the pilot or this respnse, 
please contact rw 3t 272-2700. 

Slncecely, 

Executive 3i rector 
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