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Information Management and
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B-222177
August 6, 1987

The Honorable John Dingell
Chairman. Subcommittee on

Oversight and Investigations
Committee on Energy and Commerce
House of Representatives

Dear Mr. Chairman:

In your October 1, 1985, letter, you indicated that the Subcommittee
remains concerned as to whether the Securities and Exchange Commis-
sion’s (the Commission) Electronic Data Gathering, Analysis and
Retrieval (EDGAR) system would meet its original program goals within
its proposed time and budget limits. As agreed with your office. this is
the second report in response to vour request that we evaluate, monitor,
and conduct a complete audit of the EDGAR pilot system, its procurement,
and implementation (see appendix 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. [t also contains
a recommendation to the Commission Chairman to help ensure economi-
cal acquisition of automatic data processing (ADp) equipment for the
operational system. Our first report identified issues the Commission
should address prior to award of an operational system contract.'

In April 1984, the Commission awarded a 2-year contract for develop-
ment of a pilot EDGAR system to test the feasibility of electronically
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) on May 7, 1986, for an operational EDGAR system. To
develop and operate this system, the Commission plans to pay up to
$46.5 million over an 8-year contract period for that portion of the sys-
tem used for internal Commission processing. In addition, the contractor
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 Commission-regulated fees.
The RFP closed on February 27, 1987: the contract award is scheduled
for July 1987.

TADP ACQUISITION: SEC Needs to Resolve Keyv Issues Before Proceeding With Its EDGAR Systen
1GAQ TMTEC-R7-2, Oct 9, 19361
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As agreed with your office, our audit primarily addressed guestions
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 1I.

1. What was the cost of the pilot system compared to original contract
cost?

The Commission awarded the EDGAR pilot contract to Arthur Andersen
and Company on April 30, 1984: the finalized cost of the contract was
$8.6 million. Over the life of the contract. expenditures increased by
over $2.1 million or 25 percent to a total of $10.8 million at contract
expiration on April 30, 1986.2 Increases in contract price were generally
due to additional equipment and requirements such as an upgrade to the
pilot computer for approximately $222.000 and adding the Investment
Management Division and other offices to the pilot project for about
$369,000. In addition to the original pilot contract cost, about $2.3 mil-
lion of other EDGAR-related costs were incurred by the Commission; this
resulted in total costs of about $13.1 million at contract expiration. By
September 30, 1986, total project cost had increased to about $15.0 mil-
lion. Operation of the pilot system will continue at an estimated
$215,000 per month until transition to an operational system contractor
(See pp. 19to 21.)

2. Did the Commission meet its original schedule for pilot system
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
revised as system specifications were further developed, but these
phases were completed prior to contract expiration in April 1986. (See
pp- 21 and 22.)

“Statement of James R. Watts, Senior Group Director, information Management and Technology Divi-
sion. General Accounting Office. on the Securities and Fxchange Commission's Electronic Data Gath-
ering, Analysis and Retrieval (EDGAR) Systeni, March 14, 1935,

“Final adjusted contract price through modification 3¢ dated September 30, 1986
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3. What functions were actually developed in the pilot system compated
to original requirements for the system?

With a few exceptions, the functions and capabilities specified as
requirements in the original contract were developed in the EDGAR pilot
system, and some additional functions were added as the pilot project
progressed. The contract specified functions and capabilities to be devel-
oped in each of the three contract phases. Phase 1 provided the Commis-
sion with an initial capability to accept electronic filings both by direct
transmissinn over telephone lines and by magnetic tape or diskette; to
review filings from workstations; and to disseminate the filings electron-
ically to the Commission’s public reference rooms and by computer tape
to the dissemnination contractor to produce microfiche. Phase 2 added
tunctions that allowed Commission staff to search a filing for a particu-
lar word or string of characters (known as text search), automatically
assign a filing to an examiner, and select related documents that were
incorporated by reference within a filing. More functions were added in
Phase 3, including the ability to automatically construct a financial pro-
file (i.e., to calculate ratios) within a filing, to automatically apply selcc-
tive review critenrna,! and to provide a tickler and watch service to notify
Commissiun staff when certain events occur. The pilot also showed that
some originally planned EDGAR functions would not be economical and
were, theretore, not developed. In our opinion, these capabilities were
not critical EDGAR functions. (See pp. 22 to 24.)

4. What tunctions remain to be developed in the operational system?

Three key functions initially tested in the pilot require further develop-
ment and ‘or testing of new technical solutions tor the operational EDGAk
sysrem: this could increase the time and cost for full system develop-
ment. These functions are: receipt and acceptance processing, “"data tag-
ging,” and text searching for keywords. One other key function—image
processing—has been eliminated from the operational system. but may
be added if advances in technology make the function cost-eftective.

Receipt and acceptance processing for the operational system are to pro-
vide an automated means to verify that electronic filings have been
formatted correctly and contain certain identifying information.
Because pilot filers committed errors or failed to comply with certain
requirements during the pilot. Commission staff generally had to contact

3Such as finana1al ranos used by the Comnussion 1o identify filings where esanination s most
watranted
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these filers directly to resolve the problems. The Commission plans to
develop capabilities in EDGAR to minimize the need for an increase in
support staff to accommadate the increase in filers expected in the oper-
ational system (an increase from 178 to 13,500 filers in the Corporation
Finance Division alone). These capabilities would simplify electronic fil-
ing and would electronically notify filers of receipt and acceptance prob-
lerus. 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 to identifying various financial data within a filing so
the 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 implementation. Without the tagging of
financial data, the screening of filings to identify thosc warranting fur-
ther review cannot be fully automated; theretfore, 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 costs
to develop software for a data tagging approach that is not used and
additional costs to revise or rewrite the software for another approach.
{See pp. 25 and 26.)

For the third developmental area—text searching for keywords—the
Commission concluded that the software package used in the pilot to
search the EDGAR data base for filings containing specific words, groups
of words. and synonyms is not adequate for the operational environ-
ment. The Commission believes that other commercially available pack-
ages can provide this capability for the operational system. However,
the pilot approach proved unacceptable for only 35 Commission work-
stations and about 123,000 pages of filings (at expiration of the original
pilot contract). For the operational EDGAR system, workstations will
increase to 448, the annual filing volume is projected to reach 9.6 million
pages by fiscal year 1989, and some 43.8 million pages of information
are to be stored on EDGAR by fiscal year 1993. Given these prajections
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and the pilot development experience, developing a responsive and effi-
cient text search capability for the operational system could require
more development effort and expense than the routine application of a
software 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 EDGAR 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 with the contractor. (See p. 27.)

5. Was there a potential conflict of interest with Arthur Andersen and
Company as pilot contractor, given the nature of its other business
activities?

After evaluating the proposals of four companies, the Commission
awarded the EDGAR pilot contract to Arthur Andersen and Company.
Awarding the pilot contract to this company dees not give rise to an
organizational conflict of interest under the Federal Acquisition Regula-
tion (48 C.F.R §9.501). However, the award of the pilot contract to a

‘public accounting firm does present the appearance of a conflict of

interest. Because 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 provides a measure of protection for the Commission’s inter-
ests because it provides the Commission with a legal basis for taking
action against any contractor employee who discloses or utilizes confi-
dential or non-public information in an unauthorized manner. In addi-
tion, we are not aware of any law or regulation that requires the
Commission to exclude public accounting firms from competing for this
type of contract. (See pp. 27 and 28.)

8. Were 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 reviewing formal
modifications to the pilot contract, we found delavs between the date
when the madifications became effective and the date they were for-
mally signed by the contractor and the contracting officer ( finalized).
Second, we found little or no analysis of pilot contractor invoices prior
to Commission payment. Third. we found hmited monitoring of the Mitre
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Corporation contract for contract performance or contract deliverables.
The Commission has taken some corrective actions to strengthen its con-
tract administration practices for the operational system contract. These
actions include hiring additional contract staff, assigning a full-time
attorney 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 EDGAR Management that
will address contract administration weaknesses. (See pp. 29 to 32.)

7. Should the Commission have obtained a delegation of procurement
authority for the pilot project?

Commission officials did not believe that regulations requiring a specific
delegation of procurement authority (0rPa) applied to the EDGAR pilot
contract, and therefore, did not request a DPA from the General Services
Administration (Gsa). However, we believe, and Gsa officials agree, that
these regulations apply to the pilot system and a 0pa should have been
obtained. This is because the procurement involved acquisition of com-
mercially available aDP equipment and met the dollar thresholds for a
pPA Eventually, the Commission, despite its earlier position that pro-
curement regulations did not apply to the pilot and operational systems.
submitted an agency procurement request to Gsa for the operational sys-
tem. On March 26, 1986. Gsa granted a Dpa. The Commission also
requested a subsequent DPA for the operational system based on its
revised RFP. GSA granted this DPa on September 30, 1986. (See pp. 32 to
34.)

8. To obtain the lowest prices for pilot system app equipment, should the
Commission have conducted a separate procurement and furnished this
equipment to the contractor?

The Commission’s acquisition strategy for the pilot system called for the
contractor to provide the Commission with over $2 million in commer-
cially available app hardware, software. and services ( ADP equipment)
during the 2-year contract period through a subcontractor—Interna-
tional Business Machines Corporation (iBM). The Commission did not
consider it operationally feasible to sever the procurement of this app
equipment from the contract to provide it as government-furnished
equipment. and its decision is consistent with criteria provided by pro-
curement regulations. However, while the agency was not required to
sever the procurement, the pilot contract permitted the contractor to
abtain this ADP equipment at prices in the Gsa schedule contract for 1M
equipment Gsa schedule contract prices do not necessarily represent the

Page 6 GAO IMTEC-87-31 EDGAR: Lessons Learned



best prices available for a major system acquisition. Thus. the Commis-
sion’s approach provided little assurance that the lowest reasonable
prices were obtained. Further, if the Commission permits the winning
vendor for the operational system contract to charge Gsa schedule con-
tract prices, the Commission again may not obtain the lowest reasonable
prices. (See pp. 35 to 37.)

4. What was the Mitre Corporation’s actual technical assistance role for
pilot system development?

Since the EpGAR project’s inception, the Mitre Covporation provided tech-
nical assistance to the Commission such as helping develop the pilot sys-
tem RFP, evaluating the pilot system, and providing input for the
operational system RFP. As indicated in the Commission’s testimony in
the March 1985 hearings before your Subcommittee, the Mitre Corpora-
tion provided expertise not available to the Commission in-house partic-
ularly regarding system sizing, use of available technology. and
technical evaluation. However, our audit showed that there were
changes in this company’s technical assistance role, and the Commission
did not fully utilize technical assistance available from the Mitre Corpo-
ration. The Commission did not use the Mitre Corporation to evaluate
the pilot contractor’s proposed technical approach or estimated cost of
system development work. Although we found no indication of pilot sys-
tem problems directly related to the absence of such evaluations, we
believe they are necessary to help ensure cost reasonableness and devel-
opment of an effective. efficient system. The Mitre Corporation’s con-
tract was not funded beyvond fiscal year 1986, Instead. the Commission
plans to ohtain additional technical expertise for the operational system
through an agreement with Gsa’s Federal Computer Pertormance Evalu-
ation and Simulation Center. (See pp. 37 to 39,

10, Did Arthur Andersen and Company apply the technical expertisc
necessary to develop original requirements for the EDGAR pilot project?

In its response to the pilot system pre, Arthur Andersen and Company
included a sraffing plan for the project that rhe Commission accepted in
awarding the contract to this company. As a vesuit, the pilot conrract
spectiically identified the name and title of six key contractor personnel
considered essential to the work being performed. OQur review of stafl
qualifications tor these positions and for other general project stafting
indicated that Arthur Andersen and Company had appropriate rechnical
qualifications to develop the original requirements of the Ehuak pilot
systent The pilot contract also required that any changes in contract
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participation by personnel in the six key positions must be approved in
writing by the Contracting Officer prior to the change. Our review
showed that these positions were generally staffed throughout the con-
tract, but that changes did occur in terms of individuals and required
positions. The contractor obtained approval for staffing changes
through discussions with the Engar 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 indications
that changes in key position staff adversely affected contract perfor-
mance. (See pp. 39 and 40.)

1t. Where in the Commission are decisions made on the development
and modification of the EDGAR system?

Major decisions for the EDGAR program are made by the Chairman and
commissioners of the Securities and Exchange Commission, and have
included approval of temporary rules and regulations to permit elec-
tronic tiling for the pilot system and release of the rrp for the opera-
tional system. The Commission Chairman also regularly receives
briefings by EDGAR staff on the technical and policy issues of the pro-
gram such as project scheduiles, system size, use of EDGAR throughout the
Commission, fee structures for dissemination. and funding approaches.
In addition, according to Commission officials, authority to authorize
procurement of the pilot system was specifically delegated to the Com-
mission’'s Executive Director; the day-to-day technical, budgetary, and
contractual decisions regarding changes or enhancements for the pilot
system are made by the Deputy Executive Director as Contracting
Officer for the pilot contract. (See pp. 40 and 41.)

Overall, the experience the Commission gained from the EPGAR pilot
should prove very useful to the success of the planned operational sys-
tem. The pilot demonstrated the technical feasibility of electronic filing,
processing, and, to a limited exrent, the dissemination of filings to the
public. However, it also disclosed some Key areas—automatic receipt
and acceptance, data tagging, text searching, and image processing—
that still require new or revised technical solutions if EDGAR is to achieve
its full potential and expected henefits.

From a contractual perspective, the pilot was generally developed
according to the original schedule, and with some exceptions, the con-
tractor met all original contractual requirements. However, there were
weaknesses in acquisition and contract administration practices that
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Recommendation to
the Commission
Chairman

Agency Comments and
Our Evaluation

need to be avoided during the acquisition and development of the future
EDGAR system. In awarding the contract for the operational system, the
Commission needs to ensure that it pays the lowest reasonable prices
available for ADP equipment.

As we pointed out in a letter to vou on April 24, 1987 (see appendix 1.
EDGAR can be successfully developed. but only if the Commission has the
proper technical, contractual. and managerial talent to handle a project
of the size and complexity of the proposed operational FDGAR system.
The Commission agrees and is hiring staff with this talent: however. the
Commission needs to have some key people in place before awarding a
contract for the operatinnal system.

We recommend that the Chairman of the Securities and Exchange Com-
mission direct the Contracting Otficer tor the operational EDGAR procure-
ment to ensure that the price of contractor-furnished ADP equipment is
specifically negotiated prior to contract award to obtain the lowest rea-
sonable cost to the government.

We provided a draft of this report to the Commission, which provided
Its comments in discussions with our staff and in a written response
(included as appendix IV). The Commission agreed with our findings,
conclusions, and recommendation, and noted actions taken in direct
response to our guidance. In particular. the Commission stated that it
has implemented the recommendation to negotiate the price of contrai-
tor-furnished App equipment prior to contract award by having Gsa's
Federal Computer Performance Evaluation and Simulation Center assess
the bidders” App equipment and software prices. In addition. the Com-
mission stated that during contract execution it will have an indepen-
dent consultant evaluate prices of apDP hardware and software prior to
purchase. Regarding costs to develop software for data tagging, the
Commission said that it notified bidders of a stipulation that no funds
can be expended by the contractor for data tagging until the filers have
been given the opportunity for review and comment and the Commission
has approved an approach based upon this input. Finally. as part of its
efforts to establish an organizational structure and to obtain the proper
managerial. technical, and ¢ontractual talent needed to soundly manage
the EDGAR project, the Commission noted that it has selected an EDGAR
Project Manager, who began work on July 13, 1987. Further, the Com-
mission is also in the process of selecting a head ot its new Otfice of
EDGAR Management.
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We evaluated comments provided through discussions with Commission
staff and made minor technical corrections to the report as appropriate.
In addition, we also evaluated actions initiated by the Commission and
believe that, while continued action is needed for full implementation.
the actions properly respond to our recommendation 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 until 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 yvours,

-,

N

Ralph V. Carlone
Director

Page 10 GAQO 'IMTEC-87-31 EDGAR: Lessons Learned



Page 11 GAQ IMTEC-87-31 EDGAR: Lessons Learned



Contents

Letter 1

Appendix I 14

Request Letter

Appendix II 16

Responses to The EDGAR Program 16
. Objectives, Scope, and Methodology 17

Questlons.About the Our Responses to Subcommittee Questions 19

EDGAR Pilot Test

Appendix III 42

Letter to the Chairman

on SEC Actions in

Response to Our Prior

Report

Appendix IV 50

Comments From the

Securities and

Exchange Commission

Tables Table I1.1: Cost ot EDGAR Project at Pilot Contract 21

Expiration and as of September 30, 1986

Abbreviations

ADP automatic data processing

DPA delegation of procurement authority

EDGaR  Electronic Data Gathering, Analysis and Retrieval
FIRMR Federal Information Resources Management Regulation
GAQ General Accounting Office

GSA General Services Administration

1BM International Business Machines Corporation

RFP Request for Proposals

SEC Securities and Exchange Commission

Page 12

GAO/IMTEC-87-31 EDGAR: Lessons Learned



S R T

Page 13 GAO IMTEC-87-31 EDGAR: Lessons Learned

T, : I
M i



A.ppendixl [

Request Letter

MINETY MRTH COMGRESS PI0M 2103
Ray@usn MOUSE OFFIZE B
FHONE 1200

JOMN D DINGELL M.CHiGAN CnARMAN

;((:::\::)in OIEGON JAMES T BROYm L MORTH CARDUNKA ~ :

S £ ECRART OWO BOE wurTTax(R SAS 4

PR BT U.5. Bouse of Representatives
:‘(‘-u;mcnu. MANESOTA WMCHALL G GALEY O-IG

JAMES m STHEUES RO YORK M Cmafy BruRans FLORDA 1
e S FLoma wew JnsEY Cion SCnAGSE9 €01 ORADD Subrommerer on Goersight and Anveshgarions
THOW AL A Luvgn OmID FREQ 1 ECHERT Mis YORK

JO~R BRYANT TEXAS of [ht

RESRe & WS Ak CALFORNA

MCHAAD C SHELBY A AdAMA

Commtiee on Energr and Commerce
Washington, BDE 20515
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October 1, 1985

The Honorable Charles A, Bowsher
Comptroller General

General Accounting Office

44]1 G Street, N.W.

washingteon, D.C. 20548

Dear Mr. Bowsher:

In February 1985, the Subcommittee on Oversight and
Investigations requested that the General Accounting Office
review the Securities and Exchange Commission's (SEC)
development, procurement and implementation of the Electronic
Data Gathering, Analysis and Retrieval system (EDGAR). The GAQ'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 problems 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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Appendix I
Request Letter

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

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

/

John ingell
Chairman
Subcommittee on
Oversight and Investigations

JDD:RCN/sf
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Appendix 11

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 companies to file
registrations, proxy statements. and other periodic and annual reports
with the Securities and Exchange Commission (the Commission). For
example, before offering securities to the public. the Securities Act of
1933 requires companies to file registration statements that provide
information including a description of the offering, its price. the use of
proceeds, and the registrant’s business. The filing process for these
required registrations and reports—filings"—generally consists of
companies’ delivering multiple copies of paper documents to the
Commission.

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

With filing volumes increasing and totaling some 5.4 million pages in
1982, the Commission’s Chairman initiated, in 1983, 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 EDGAR ( Electronic Data Gathering. Analysis
and Retrieval) program. According to the Commission, the primary pur-
pose of EDGAR is to increase the efficiency and fairness of the securities
markets for the benefit of investors, corporations. and the economy by
accelerating dramatically the filing, processing. dissemination, and anal-
ysis of time-sensitive corporate information.

Because of the complexity 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 various approaches with
different tvpes of computer hardware and software. In April 1984, the
Commission competitively awarded a 2-year, cost-plus-fixed-fee con-
tract for development of a pilot system to Arthur Andersen and Com-
pany; International Business Machines Corponration (I6M) was a
subcontractor. In April 1986, this original contract expired, and the
Commission awarded a sole-source contract to the pilot contractor to
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Responses to Questions About the EDGAR
Pilot Test

continue operating and maintaining the pilot system until transition to
the contractor for the operational system.

On May 7. 1986, the Commission issued a request for proposals (RFP) to
develop the operational EDGAR system. This RFP required that offers be
submitted by September 10, 1986, with contract award scheduled to
take place within 120 days of that date. The Commission later extended
the offer submission date to December 31. 1986, to consider comments
received from patential bidders and others. On Qctober 30, 1986. the
Commission reissued the Rrp incorporating changes ranging from the
contract type and funding approach to the potential system architec-
ture. According to the revised RFP. the Commission plans to pay up to
$46.5 million over an 8-year contract period to develop and operate por-
tions of the system for the Cominission’s receipt, acceptance, and review
of filings. In addition. the contractor itself must fund development and
operation of a portion of the system that will provide (disseminate) fil-
ing information to subscribers. The contractor would recover the costs
for this portion of the svstem plus a reasonable profit by selling this
information at Commission-regulated fees.

After release of the revised RFP and at the request of potential offerers,
the Commission further extended the offer submission date tor the gt
to February 27. 1987. The Commission received proposals in response to
the revised RFe and is enrrently evaluating them for planned contract
award in July 1987.

PRI J On October 1, 1985, the Chairman. Subcommittee on Oversight and
Objectives, Scope, and " Petober & namrman. Subec . SIEtanc
' : Investigations, House Committee on Energy and Commerce, requested

MethOdOIOgy that we evaluate. momtor, and conduct a complete audit of the EDGAR
system. including its procurement and implementation, at the conclusion
of the pilot program. In this request, the Subcommittee indicated its con-
cern that EDGAR would not meet its original program goals within the
Commission’s proposed time and budget limits. (See appendix [ )

Subcommittee concern tor the EDGAR program surfaced in its hearving on
the EDGAR system in March 1985, We testified about deficiencies in the
Commission’s development. procurement. and implementation of the
pilot system.! As agreed in an October 16, 1985, meeting at your oftice,

IStatenient ot James B Watts Senior Group Dives tor Informanon Moanagement aned Vo binolomy Diy -
~1ion Generad Accounting Office, on the Secunties and Exchange Commission < Elecrrome Dara Garh-
cring Analysis and Retrieval tEDGAR System, March 14 1985
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Responses to Questions About the EDGAR
Pilot Test
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our audit primarily addressed issues we raised in our testimony and
Subcommittee concerns identified during this meeting.

As agreed in a June 25, 1986, meeting at your office, we are reporting
the results of our audit in two parts. On Octaber 9, 1986, we issued an
initial report highlighting specific concerns that we believe the Commis-
sion and potenual vendors should consider prior to award of the con-
tract for the operational system.- Qur concerns were the: implemen-
tation of EDGAR'S electronic filing requirements, appropriateness of the
proposed financing approach for the operational system, and reasona-
bleness of cost ‘benefit estimates.

One objective of this second part of our work was (v evaluate the EDGAR
pilot project through its completion to respond to specific Subcommittee
questions and concerns regarding the actual capabilitics developed for
the pilot system and the procurement and overall management of the
pilot project. A second objective was to monitor Commussion efforts to
procure an operational EDGAR systen.

We conducted our audit at the Conunission’s headquarters in Washing-
ton. D.C.. from November 1985 to Junc 1986. We primarily evaluated
pilot system development through expiration of the original pilot con-
tract on April 30, 1986. However, we also updated EDGAR program c¢ost
data through the end of fiscal yvear 1986. and continued to monitor the
Commission’s RFp for operational EDGAR through its closing on February
27. 1987. We conducted this audit in accordance with generally accepted
government auditing standards.

We interviewed Commission officials and EDGAR program staff in the
Office of the Executive Director, the Corporation Finance and Invest-
ment Management divisions, the Office of Applications and Reports Ser-
vices, and the Procurement and Contracts Branch. We also interviewed
EDGAR project staff from Arthur Andersen and Company and the Mitre
Corporation. In addition. in reviewing the Commission’s compliance with
federal procurement regulations, we also interviewed officials of the
General Services Administration’s (Gsa) Office of Information Resources
Management.

To determine the functions in operation for the pilot system, we
observed EDGAR project staff receiving and reviewing filings, reviewed

SADP ACQUISITION: SEC Needs 1o Resoly e Key Issues Before Procenrding With Its EDGAR System
(GAO TMTEC-87-2, Dct 9, 19361
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EDGAR workstation functions available through the end of the pilot
development contract. We also analyzed progress reports by the Com-
mission’s EnGaRr project staff and by the pilot contractor, as well as eval-
uation reports prepared on the pilot system by the Mitre Corporation
and by the pilot contractor.

In reviewing the Commission’s contract administration practices and
antomatic data processing ( ADP) equipment acquisitions. we obtained
and analyzed the original EnGak pilot contract and the 30 formal modifi-
cations to the rontract. We also reviewed selected pilot contractor
invoices, particularly for the original equipment purchased for the pilat
systen.

AS part of onr audit, we analvzed the orginal May 7, 1986, wrr for the
operational svstem to determiine the tunctional reguirements for the sys-
tem, the proposed financing approach, and other specific provisions
relating to contractor cost recovery and incorporation of new technol-
ogy. We also reviewed the revised ki issued October 30, 1936, to iden-
tify any changes to original R provisions,

In discussing your request durmg an Octaber 1o, TOSH meeting at your
oftice, we agreed that our aadit would address questions raised in our
March 14, 1985, testimony before the Subcommitree and Snbecommittee
concerns identified during the meeting, P'hese questions are presented
below along with our responses,

1. What was the cost of the pilot system compared to original contract
cost?

Awarded initially as a letter contract on April 30, 1984, the Commission
and the pilot contractor, Arthur Anderson and Company'. later finalized
the contract Tor the coGanl pilot praject at a 2-vear cost of $8 6 milhon
meluding £1 1 million tor an oprion to purehase or “buyv out™ pilot Appe
equipment at the end of the contract. Over the lite of the contract.
expenditures increased a net amount of over $2.1 million or 23 percend
to a final. adjusted price of $10 8 million ar contract expiration on April
30, 1986 We reviewed modifications to the contract and found that, in
general, increases in price resulted from additional equipment and
reqrurements for the pilot project suel as
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Appendix II
Responses to Questions About the EDGAR
Pilot Test

an upgrade to the pilot computer in November 1984 at a cost of approxi-
mately $222.000 (not including any additional cosl to purchase this
equipment at the end of the contract);

office automation demonstrations in other elements of the Commission
to refine technical requirements for the operational system at a cost of
some $240,000;

addition of the Investment Management Division and other offices Lo the
pilot project for about $369.000; and

development of additional functions for the third of three pilot project
development phases at a cost of approximately $403,0010).

In addition to the cost of the onginal pilot contract. the Comnussion
incurred about $2.3 million of other EDGAR-related costs for a total pilot
project cost of about $13.1 million at contract expiration. The additional
costs included ADP equipment furnished by the Commission, technical
support work provided by the Mitre Corporation. and the cost of Com-
mission statt directly assigned to the project. From expiration of the
pilot contract to the end of fiscal year 1986, the Commission incurred an
additional $2.0 million for the pilot system, bringing the total project
cost to $15.0 million. The most significant of these additional costs was
about $1.5 million paid to Arthur Andersen and Company under a fol-
low-on contract to operate and maintain the pilot system.

Table I1.] summarizes costs of the EDGAR pilot project.
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Table 11.1: Cost of EDGAR Project at
Pilot Contract Expiration and as of
September 30, 1986

Costin
thousands
Project Cost as of contract expiration, April 30, 1986 - -
Arthur Andersen ér;ci,ompany pllot contract 310,785
ADP quprnpm ‘furnished by the Commission S 466
Technizal support by Mitre G Corporauaﬁ 7777777777777 - T
Market s otaﬁfbirtﬁéthiéhwama Pollc/ Researcn nc 54
Rewew of RFP for operational EDGAR t)Qﬁte—rnm)nal Data Corparation T
Commission staff S oer
-:)H?rﬁui.smn staft nc'n peréﬁe:ost tieg supplle> ?paue) o o i TE
suEtEial as of April 30, 198 - $13,059
Project Cost from May 1 to September 30, 1986
Arthur Andersen and ér;ﬁgaﬁxziét extension contract -  $1509
Technical supportbiy Mitre e Corporation o -
Tec,hrn\,at Qiu?ppurﬁrithe Federal Computer Performance Evaluaho; T
and Simulation Center 19!
Review of RFP for operanonal EDGAR by International Data r‘orporanon - 5
Commuission staff - 310
o ommlsc|u3r1 staff non- persorunet cosl B N » T g7
Subtotal May 1 to September 30, 1986 - #1978
Total EDGAR Project Cost at September 30, 1986 §15,037

*Adjusted hinal centract amount through contract modificatien 30. signed 9 20 86

“Based on actual stalt y2ars ror hecal years 1985 and 1986 for staff assigned directl, to the ECGAR
project Costs ot other staft such as the Deputy Executive Cirector (EDGAR Contracting Dfticery din
sion managemert, or admimstrative offices are not maintaned for or apportioned tc the praject

‘The Commussion did not allocale this cost to the project prior to fiscal year 198€

Tamours actually billed the Commission for hscal ,ear 1986

Cost for the pilot system will continue until transition to an operational
system contractor. The follow-on contract with Arthur Andersen and
Company costs an estimated $215,000 per month. In addition, on Sep-
tember 29, 1986. the Commission increased the price of this contract to
upgrade the pilut svstem computer. This upgrade, intended to allow the
pilot system to handle more filings, began in January 1987, and was
completed in March at an estimated cost of about $235.000.

2. Did the Commission meet its original schedule tor pilot system
development?

The Commission generally adhered to timetrames estimated in the origi-
nal contract for design and development of the EDGAR pilol sy'stem. Some
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original estimates were revised as system specifications were further
developed. but these changes essentially did not affect contract
timeframes.

The finalized pilot contract established a performance period not to
exceed 24 months from the April 30, 1984, date of original contract
award. It also established three phases for design and development 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 was to
provide an initial capability to receive electronic filings and to process
these filings at workstations. During the next 7 months, Phase 2 was to
add functions and enhance capabilities for EDGAR workstations. Phase 3
was to comprise the final 12 months of the contract and test additional
concepts for the operational system.

Phase 1 was completed as scheduled, with the first electronic filings
received on September 24, 1984. With development of functional specifi-
cations for Phase 2, the estimated timeframe tor this phase was
increased from 7 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. What functions were actually developed in the pilot system compared
to original requirements for the system”

With a few exceptions. the functions and capabilities specified as
requirements in the original contract were developed 1n the EDGAR pilot
system, and some additional functions were developed as the pilot proj-
ect progressed. According to the contract, specific functions and capabil-
ities were to be developed in each of the three contract phases. The
results of development efforts for each phase are summarized below.

Phase 1 functions were developed and essentially delivered with the
receipt of the first “live” filings on September 24, 1984. 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 by computer tape to the
dissemination contractor to produce microfiche. In addition, Commission
staff could review filings from workstations. That is. they could select
filings by registrant name or filing identification number. display them,
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access 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 for
this phase was extended by 2 months from (April 30 to June 30, 1985).
Consequently, some functions—such as searching a filing for a particu-
lar word or string of characters (text search), automatically assigning a
filing to an examiner, and selecting related documents that were incor-
porated by reference within a filing—were delivered at the revised
Phase 2 completion date. During Phase 2, the pilot contractor delivered
some functions throughout the phase. For example, the capability to
select a filing based on filing tvpe, date of receipt, and effective date
was provided as of December 1, 1984; electronic communications
between examiners was provided as of January 31, 1985.

Other functions that were to be developed during Phase 2 were deferred
to Phase 3. These included automatically constructing a financial profile
(caleulating ratios) within a filing, automatically applying selective
review criteria,” and providing a tickler and watch service to provide
notification to Commission staff when certain events occur. Finally,
image processing (receiving and storing electronic representations of
graphs., charts, maps, and pictures in the EDGAR data base) received lim-
ited testing in Phase 2. Because this process proved too costly with cur-
rent image processing technology, the Commission decided to eliminate
it from the operational system.

One original Phase 2 function was not provided during the pilot. This
function, checking the arithmetic within a filing, was to assist in the
review process by computing items such as totals. subtotals, differences,
percentages, means, and ratios. However, to check filing arithmetic,
EDGAR must either be able to recognize financial data within the filing or
have someone such as the filer identify or “tag’ such data for the svs-
tem. Difficulties in resolving how this “"data tagging™ would be done
resulted in deferring development of this function. (See pages 25 and 26
for additional discussion of the data tagging issue.)

Despite shortening Phase 3 by 2 months to compensate for extending
Phase 2, actual implementation of Phase 3 functions occurred on April
14, 1986, 2 weeks before the April 30 expiration of the contract. At that

“Such as financial ratios used by the Commission to identify tngs where examinaron 1< most
wartanted
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time, original Phase 3 requirements such as increasing text search capa-
bilities to include synonyms and refining selective review criteria were
implemented. In addition, the Phase 2 functions deferred to Phase 3
were also implemented. Two original Phase 3 capabilities were not pro-
vided: displaying a filing in typeset and increasing text search capabili-
ties to include alternative spellings. Pilot experience indicated that
developing these capabilities would be possible, but not cost-eftective.
To display a filing in typeset. the Commission would have had to dictate
a standard format for typeset documents or design the system te accept
all tvpesetting formats. Text search for alternative spellings would have
required additional work to create a dictionary to identify alternative
spellings. In our 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 functions
were provided during the pilot project. For Phase 1 these included pro-
viding a test environment for filers to test electronic filing betore sub-
mitting a “live” filing and the ability to highlight changed material in a
filing. In Phase 2 these included capabilities to create an index 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 provide access to EDGAR for secur-
ities agencies in three states (California. Georgia, and Wisconsin). For
Phase 3. additional EDGAR functions were developed to provide auto-
matic notification of filers when a filing has been received, and use of a
commercial electronic mail service to provide notification when a filing
is accepted.

4. What functions remain to be developed in the operational system?

As indicated above, 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 text searching for keywords—still
require development and testing of new technical solutions and could,
therefore, increase the time and cost of full system development.
Another keyv function—image processing—has been eliminated from the
operational EDGAR system. but may be added in the future 1f more cost-
effective technical solutions become available.
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Receipt and Acceptance
Processing

Data Tagging

il

Before electronic filings are accepted by the Commission and dissemi-
nated to the public, they—like documents filed on paper—must undergo
receipt and acceptance processing by Commission staff to check for such
rhings as correct format for the type of filing, proper signatures. and fee
payment. In addition, to be received by the EDGAR system, electronic fil-
ings must be formatted correctly and contain certain identifying infor-
mation. Because filers commit errors or fail to comply with certain
requirements. Commission staff generally have to contact filers directly
to resolve the problems. According to a February 1986 analyvsis of EDGAR
internal benefits, the Commission estimates that support staff to handle
these problems would increase from 4 staff years in fiscal vear 1986 to a
maximum of 21 statt years for the operational system. The Commis-
sion’s fiscal year 1988 budget estimate increases the filer support level
to 24 staft years. However, these staff years represent an increase of
onlv § times the fiscal year 1986 level, while the number of filers for the
Corporation Finance Division alone will increase about 75 times (from
178 at the original pilot contract expiration to about 13,500 filers esti-
mated in the operational system). To minimize support staff needs for
the operational system, the Commission plans to develop capabilities in
ENGAR to simplify electronic filing and etectronically notify filers of
receipt and acceptance problems—capabilities not developed during the
pilot. If these capabilities are not successfully developed or imple-
mented. the Commission’s support staff needs may greatly exceed its
estimates. thus offsetting planned EDGAR benefits.

"Data tagging™ is the term the Commission uses to describe alternative
approaches to identifying, or tagging, various financial data within a fil-
ing 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 allowing EnGAR, rather than Commission
staft, to quickly screen filings and identify those that will most likely
require further review and analysis by Commission staff to determine
compliance with securities laws and regulations

As discussed in our October 1986 report, during the pilot the Commis-
sion evaluated several approaches to data tagging. One was a limited
experiment in which filers tagged data for EDGAR by submitting an addi-
tional financial data schedule with certain filings. The Commission
anticipates that this additional financial data schedule. or a similar
approach with filers tagging the data. will be used for the operational
system. However, shifting the burden of tagging from EDGAR to the filers
s a major change in EDGAR'S original concept, and commenters on the

Page 25 GAO IMTEC-87-31 EDGAR: Lessons Learned



Appendix I1
Responses to Questions About the EDGAR
Pilot Test

Text Searching for Keywords

Commission’s advance notice of proposed rulemaking for electronic fil-
ing requirements have indicated an objection to this approach. Com-
menters note that completing an additional schedule of financial
information is not that difficult, but they object to using such a schedule
because it could freeze the form of financial statements and inhibit
meaningful disclosure. They also note that it does not provide for filers'
individual interpretation of accounting rules and does not consider that
additional data may be available in footnotes. In addition. they are par-
ticularly concerned about disseminating this schedule to the general
public, even though it 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;
therefore. internal benefits to the Commission associated with this auto-
mation may not be realized. Furthermore, should the Commission select
a vendor whose approach filers find objectionable, the vendor could
incur and pass on to the Commission both the costs to develop software
for a data tagging approach that is not used and additional costs to
revise or rewrite the software for another approach. Thercfore, the data
tagging approach remains a developmental risk for the operational
system.

During the pilot. the Commission used a commercially available soft-
ware package to search the EDGAR data base for filings containing spe-
cific wards, groups of words. and synonyms. Based on pilot experience
of only 35 Commission workstations and about 123,000 pages of 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 eqguivalent to about 88 percent of that
required for the filings themselves). The Commission believes that other
commercially available packages can provide this capability for the
operational system. However, for the aperational system. the number of
Commission workstations will increase to 448; the annual filing volume
is projected to reach 9.6 million pages by fiscal year 1989; and some 43.8
million pages of information are to be stored on EDGAR by fiscal year
1993. Given these projections and the pilot development experience, we
believe that developing a responsive and efficient text search capability
for the operational system could require more development effort and
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Image Processing

expense than the routine application of a software package the Commis-
sion anticipates.

The pilot included experimentation with image processing—a capability
the Commission would use primarily to electronically store and display
companies’ annual reports to stockholders that contain charts. graphs,
maps. and photographs. This experiment indicated that image process-
ing technology needed substantial improvement before it would be con-
sidered cost-effective for EDGAR: as a result, it was not included as a
requirement for the operational system. However, although it was not
required. both the Commission and users of EDGAR information want to
have annual reports to stockholders included in the EDGAR data base.
Including annual reports in the EDGAR data base could increase its mar-
ketability for dissemination purposes. For these reasons, it is likely that
the Commission will propose incorporating an image processing capabil-
ity later in the operational system contract. The RFp provides a mecha-
nism to do so: the additional cost would be negotiated with the
contractor.

5. Was there a potential conflict of interest with Arthur Andersen and
Company as pilot contractor, given the nature of its other business
activities?

The Commission awarded the EDGAR pilot contract to Arthur Andersen
and Company after evaluating 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 (48 C.F.R. §9.501). However, using a public accounting firm as
the contractor does present the appearance of a conflict of interest, for
which the Commission has taken precautions to protect its interests.

The Federal Acquisition Regulation prescribes the general rules for iden-
tifving, evaluating, and resolving “organizational conflicts of interest.”
Specifically. an organizational conflict of interest exists when the nature
of the work to be performed under a proposed government contract
may, without some restriction on future activities. result in an unfair
competitive advantage to the contractor or impair the contractor's
objectivity in performing the contract work. However. these regulations
do not explicitly address the situation presented by the EDGAR pilot
contract.
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In this project. the contractor assists the Commission in operating the
internal system and has access to Commission procedures used in
reviewing corporate filings. such as selective review criteria used to help
identify those filings that will receive further review. A public account-
ing firm has clients that are required to file with the Commission. Using
such a firm as the EDGAR contractor creates ¢oncern that knowledge of
Commission review procedures could be used for private purposes or
would unfairly benefit the firm in its other business practices because of
a perception that it has access to such information. Despite this concern,
in our opinion, the use of a public accounting firm does not specifically
result in an unfair competitive advantage or impair the firm's objectiv-
ity. particularly given the restrictions the Commission imposed on the
contractor and its stafft.

The Commission recognized that contract award to Arthur Andersen
and Company created an appearance of a conflict of interest. Therefore.
to reduce the risk of this potential conflict’s materializing, the Commis-
sion required both Arthur Andersen and Company and each of its
emplovees assigned to the EDGAR project to agree in writing not to
divulge confidential or non-public commercial. cconomic, or official
information (for example. selective review criteria) to any unauthorized
person or to release such information in advance of specific authoriza-
tion. Under these agreements, contractor employees are bound by the
same statutes and regulations applicable to Commission officials con-
cerning the use of non-public Commission information or documents.
Further. these agreements give the Commission a legal basis for acting
agatnst any contractor employee who disclosed or utilized contidential
or non-public information in an unauthorized manner.

In our opinion, the agreements provide a measutre of protection for the
Commission’s interests. In addition, we are not aware of any law or reg-
ulation that would require the Commission to exclude public accounting
firms from competing. To the contrary, we have held that firms gener-
ally should not be excluded from competing on the basis of a theoretical
or potential conflict of interest.* We have also held that responsibility
for making the determination whether a firm has a conflict of interest
and to what extent a firm should be excluded from competing rests with
the procuring agency; this deterniination is overturned only when
shown to be nnreasonable.”

aotedh Systems Ine D Comp, Gen 32101974, 742 CPD §2810

"NKE Enginesring. [ 65 Comp Gen Do FORR, S5.2 01D $538
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Delays in Finalizing Contract
Modifications

6. Were 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 reviewing formal
modifications to the pilot contract. we found delays between the date
the modifications became effective and the date they were formatly
signed by the contractor and the contracting officer (finalized). Second,
we found little or no analysis of pilot contractor invoices prior to pay-
ment by the Commuission. Third, we found limited monitoring of the
Mitre Corporation contract for contract performance or contract deliver-
ables. The Commission has taken 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 reviewing these modifica-
tions, we identified 12 that changed contract requirements and
increased cost. Of these, 9 were finalized from 2 to 12 months after the
effective date that the contractor initiated performance. Further analy-
sis showed that for some of these, work was completed before modifica-
tions were finalized. For example:

Modification 8 increased the contract price by about $290,000 to permit
the contractor to upgrade the pilot system computer from an 1BM 4341 to
an 1BM 4381. Although the upgrade was installed in November 1984, the
contract modification was not finalized until March 1985, some 5
months later.

To fund development ot additional functions for Phase 3 of the EDGAR
project, the Commission executed modification 25, increasing the con-
tract price by about $732.000. While indicated as effective October 1,
1985, this modification was not finalized until over 6 months later on
April 14, 1986, the date that actual Phase 3 functions were implemented
for the pilot svstem.

The Federal Acquisition Regulation does not specify a time limit for
finalizing contract modifications, but does require contracting officers to
negotiate equitable adjustments resulting from change orders in the
shortest practicable time (48 C.F.R. Para. 43.204(b)). According to the

“This amount was ultimately reduced by about $325,000, which remained unexpended at contract
expiration, April 30, 1986
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pilot contract, the estimated contract cost and funding for contract per-
formance cannot be increased except by specific written modification to
the contract. Morcover, until the contract is formally modified. the con-
tractor is not obligated to continue performance or incur costs beyond
the estimated cost set forth in the contract. As a result, the pilot con-
tractor was concerned about modification delays and discussed this
problem with Commission officials. To prevent delays. the contractor
continued to perform the additional work the Commission requested. As
indicated above, in some instances. work was essentially completed by
the time modifications were finalized. However, a contractor official for
the project explained that as a result of this situation, there were times
when he was unsure whether or not to stop work until the contract was
modified.

Commission officials acknowledged delays in finalizing contract modifi-
cations and attributed them to: the difficulty of some changes and the
time-consuming paperwork associated with them: grouping of several
changes into one modification; staff turnover in its Procurement and
Contracts Branch; and poor communication between EDGAR project staff
and the Procurement and Contracts Branch in preparing modifications
Our audit confirmed that some modifications required extensive docu-
mentation and that, in some cases, several changes were grouped in one
modification. It also showed that, during the pilot project. the Procure-
ment and Contracts Branch experienced a complete turnover of staff
including the branch chief who had served as the prime contract special-
ist for the pilot contract and who represented a large part of the Com-
mission’s institutional knowledge of the contract. He departed in
January 1986. Commission ofticials have acted to improve contract
administration including the contract madification provess. These
actions are discussed on page 32.

UInder the EDGAR pilot contract, the Contracting Officer’s technical rep-
resentative was specifically responsible for reviewing and approving
contractor invoices. However, we noted that such reviews were gener-
ally not performed prior to invoeice approval: this official stated that he
does not prepare a formal analysis and documentation of his review.,
Instead. he explained that he approverd contractor involces based pri-
marily on his knowledge of the project, and rhat any variances between
mvoice amounts and Gsa prices authorized by rhe contract could be
detected through a post-contract audit.
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Corporation Contract

g

Such an audit is being conducted and while it could help identify differ-
ences between contract and actual quantities and prices, it provides lit-
tle assurance during contract performance that payments are made to
the contractor only as authorized by the contract. For example, we
tound that the pilot contract authorizes a 14-percent finance charge for
ADP equipment and service charges incurred by the contractor until pay-
ment by the Commission. The Contracting Officer’s technical representa-
tive stated that he reviewed contractor invoices for reasonableness, but
was unaware that the finance charge was included in billing amounts. In
addition to this example. the Commission’s Office of Internal Audit per-
formed a limited review of contractor billings for 24 of the 30 modifica-
tions to the pilot contract. It found two procedural errors for invoice
payments One involved a duplicate pavment for $20,000 made for the
software license for the special-purpose computer used in the pilot's
artificial intelligence experiments. The expense was billed both sepa-
rately and as a part of a monthly charge. The resulting $20,000 over-
charge to the Commission has since been credited to the Commission. A
second error concerned a contract modification that authorized
$240,000 for an EbGar-related office automation demonstration project.
Instead, the contractor incurred a cost of $250,000 for this modification.
and negotiated payvment of this amount with the Commission. Therefore,
the amount of the negotiated payvment exceeded the amount authorized
by the contract. We believe that procedural errors (1) could be detected
through routine analysis of contractor invoices. including comparison to
amounts authorized by the contract and (2) will be increasingly impor-
tant for the operational system procurement for which the Commission
plans to pay up to $46.5 million.

The Mitre Corporation provided technical assistance not available
within the Commission for the EDGar project. The Commission detailed
the type of assistance to be provided in specific contract tasks and
deliverables.

[n attempting to determine the type of assistance the Mitre Corporation
actually provided. we contacted the Contracting Officer’s technical
representative 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 monitored
the contract to identify which Mitre Corporation products fulfilled
which contract tasks. Even when we identitied specific products pro-
vided by the Mitre Corporation (such as technical memoranda for pilot
system design and a document related to pilot system evaluation), this
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Corrective Actions Taken

official could not say with any certainty whether these related to spe-
cific contract tasks.

The Commission has acted to improve contract administration practices
for the pilot project. In December 1985, it hired a contract administra-
tion specialist to work full-time monitoring the pilot contract. Previ-
ously, no one had specific responsibility for the contract on a full-time
basis. In addition, in May 1986, the Commission assigned an attorney to
the EDGAR project full-time. Tasks for this attorney include reviewing
and comparing contractor invoices to contract requirements, preparing
budget and management reports, and serving as a contract haison
between EDGAR project 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 ensure proper payment amounts to
the contractor. For example, to justify monthly payments by the Com-
mission for its portion of the system, the contractor will be required to
submit monthly reports with expenditures structured to facilitate com-
parisons of current expenses to annual and project budgets. These
reports must also identify and allocate any costs of equipment, staff, or
services shared by more than one subsystem. Further. the contractor’s
operations will be reviewed annually by an independent accounting firm
in connection with regulation of dissemination charges. This will include
a review of any and all other contract activities related to EDGAR to
ensure that costs of services are properly apportioned between the regu-
lated and unregulated activities and, if applicable, between all
subsystems.

In March 1987, the Commission also began organizing and staffing a
newly created Office of EDGAR Management to manage the development
and operation of the operational system. This office will be headed by
the Contracting Officer's technical representative for the operational
system contract and will include a contract administration branch.
Responsibilities of this branch will include negotiating contract changes,
reviewing and analyzing invoices. and reviewing contractor resource
allocation and usage.
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LA

authority

To provide for economic and efficient purchase. lease, and maintenance
of commercially available App equipment by federal agencies. the Brooks
Act (0 US.CL 8759 (1982)) gives Gsa exclusive federal purchasing
authority. Gsa has implemented its authority by publishing regulations
that define Apr equipment and establishing procedures for obtaining
delegations of its procurement authority.” When an agency needs to
acquire ADP equipment, these procedures require. among other things,
that 1t submit a documented request for a specific delegation of procure-
ment authority (0ea). Without a Gsa-approved pra, an agency lacks the
authority to acquire the ADP equipment.

Commission officials did not believe that regulations reqniring a npa
applied to the EDGAR pilot contract, and therefore, did not request one
from Gsa. However, we believe, and Gsa officials agree. that these regu-
lations are applicable to the pilot svstem, and a pea should have been
obtained.

In a March 1985 memorandum. the Comnussion's General Counsel
explained the Commission’s position for not requesting a Dpa. Essen-
tially. he stated that, according to Section 201-1.103(b3) of the Federal
Information Resources Management Regulation (FIRMR), when the sub-
Ject matter of a contract is for something other than contracting for app
resources, agencies should nol require contractors to apply policies and
procedures ot these regulations even though commercially available anp
resources are used in contract performance. He went on to say that con-
tracts for both the pilot and operational systems are for something other
than ADp resources—a filing and dissemination system primarily involv-
ing contractor services. Further, the App equipment merely provides the
means to supply the services. He concluded that these regulations were
not applicable. Based on this position, the Contracting Officer tor the
EDGAR pilot believed that a ey was not required.

In contrast to the Commission’s position. we believe that the EDGAR pilot
system included ape equipment subject to the FIRbMR and the Brooks Act,
even if acquired as part of a contract for non-Appe equipment and ser-

vices. In its rrpP for the pilot syvstem, the Commission required offerers to
furnish an 13m 4341 or plug-compatible mainframe equivalent, including

Tsuch regnlations were conganed 1 the Federal Procurement Regulatons at the time of EDGAR pilot
contract awatd on Aprl 30, 1934, but were incorporated into the FIRMR effective May 17, 19584
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a disk controller, tape drives, printers, front end processors. worksta-
tions, terminals, and software for operating this equipment and tor com-
munications. This is clearly " ADP equipment ™ that procurement
regulations define as general-purpose, commercially available, mass-pro-
duced ADP devices (i.e.. components and the equipment systems ¢on-
figured from them together with commercially available software
paclkages). This definition also includes auxiliary equipment, such as
word processing equipment and devices used to control and transfer
data. We have recognized that AppP equipment ordinarily subject to the
Brooks Act does not tall outside the scope of the act just because it 1s
acquired along with or as part of a contract tor non-anpp equipment and
services. Since the Commission was acquiring commercially available
ADP equipment as part of the pilot procurement, it was required to pro-
cure this equipment in accordance with the Brooks Act and applicable
regulations, including the ppa requirement. Our discussions with Gsa
officials further confirmed this interpretation of the FIRMR for the EDGAR
pilot system.

GsA has established blanket DPAs where prior approval from Gsa is hot
required—if the price of the ADP equipment does not exceed certain dol-
lar thresholds (a purchase price of $2.5 million or basic monthly rental
charges less than $1.0 million annually ). Our opinion is that the app
equipment acquisition for the pilot system was subject to procurement
regulations, so we applied these thresholds and found that the pilot pro-
curement included leasing fees for ADP equipment that were initially
estimated to be about $1 million per year. Specifically, a cost estimate
prepared by Arthur Andersen and Company and provided to the Com-
mission a month prior to contract award estimates that the ADP equip-
ment leasing ¢onsts would be about $2 million over the 2-year contract
period. This estimate also showed that an additional $395,000 in App
equipment would be purchased during contract performance.

Accordingly. we believe the Commission should have obtaimned a pea for
the pilot system. Despite the Commission’s earlier position that the FIkMR
was not applicable to the pilot and operational systems, the Cominission
did submit an agency procurcment request to Gsa for the operational
system, and on March 26, 19806. Gsa granted a vra. In revising the opera-
tional system krp for release in October 1986, the Commission requested
a bra for this revised acquisition strategy. Gsa granted this DPA on Sep-
tember 30, 1986.

“Plu~ Pendetur Corp., ot ol 66 Comp Gen 265 (149860, 86-1 CPD S 107
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Severing ADP Equipment
Procurement Not Required

8. To obtain the lowest prices for pilot system ADP equipment, should the
Commission have conducted 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 ADP hardware, software, and ser-
vices (ADP equipment ) during the 2-year contract through a subcontrac-
tor—IBM. Because of its 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 procurement
and provide this equipment to the contractor as government-furnished
equipment. The Commission’s rationale for not severing the procure-
ment is consistent with criteria provided in the FIRMR, and GSa officials
agree that requirements for full and open competition were satisfied by
the pilot system procurement.

However, while the agency was not required to sever the ADP 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, GSa schedule
contract prices do not necessarily represent the best prices available for
a major system acquisition. As a result, the Commission did not ensure
that it obtained pilot system ADP equipment at the lowest reasonable
prices. Further, unless the Commission specifically negotiates ADP equip-
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.

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 FIRMR (§201-1.103(b)(3)), 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 sever 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 should consider severing the procurement: (1) the item or service
can be identified as a separate line item: (2) the value of the ADP portion
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exceeds $500,000: (3) the items can be acquired by the government and
delivered to the contractor as required by the production schedule; (4)
adequate price competition can be achieved on the severed ADP portion;
(5) the expected cost reduction will exceed the added costs of acquisi-
tion; and (6) severing the ADP equipment or services will not affect the
contractor’s ability and responsibility to perform as required by the
contract.

Although the decision was not formally documented, Commission offi-
cials stated that severing the procurement of ADP equipment for the pilot
system was not considered operationally feasible and would hinder the
contractor’s ability to develop the system in a timely manner, The Com-
mission used a system integration approach for the pilot: the contractor
specified computer hardware and software as part of its solution to sys-
tem requirements. Therefore, as one Commission official explained,
equipment could not be provided by the Comumission prior to the selec-
tion of a contractor because the type and quantity of equipment were
unknown. He added that, on the other hand, if the Commission waited
until after the contractor is selected to obtain equipment, the lengthy
procurement process would delay contractor development efforts.

Similar to the pilot. the Commission does not plan to sever the app
equipment procurement for the operational svstem contract. The Com-
mission has formally documented this decision, citing reasons similar to
those for the pilot and consistent with criteria in the FIRMR. Specifically,
like the pilot procurement, the Commission will use a system integration
approach for operational system development—an approach approved
by Gsa in granting the Commission a DPA. As a result, the Commission

justifies not severing the ADP equipment procurement because specific

equipment needs will be unknown until contract award. According to
the Commission, this leaves insufficient time for it to conduct a separate
procurement and still meet milestones established for start-up operation
of the system.

Because of Gsa's approval of the system integration approach for the
aperational system. we contacted GsA officials to discuss the severability
issue for both the pilot and operational system procurements. These
officials stated that since selection of a systen integrator for either the
pilot or the operational system is made through competition, regulatory
requirements for full and open competition are satisfied and the appe
equipment procurements need not be severed.
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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 1n ADP equipment, the software to operate this equipment, and
maintenance at GSA schedule contract prices. Schedule contract prices
for government lease, purchase, and maintenance of ADP equipment and
software are negotiated each fiscal year by GsA with various manufac-
turers and distributors. However, Gsa officials acknowledge that prices
contained 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 would expect any federal con-
tracting officer of a major ADP equipment acquisition to question a bid-
der’'s proposed use of schedule prices. In addition. the FIRMR (§201-
32.206(a ) 2)) states that if responsible alternative sources are available,
the availability of items under a Gsa schedule contract does not preclude
or waive the requirement to seek the lowest overall cost alternative to
meet the needs of the government.

As part of our audit, we attempted to ascertain if lower prices were
available for pilot system ADP equipment. Because the pilot contract was
awarded more than 3 years ago, we could not identify specific lower
prices that then might have been available. However, our discussions
with GsA officials and a private industry consultant on federal anp
equipment procurements indicated lower prices are obtainable. As a
result, we believe that if during negotiation, the Commission had
required contractors to determine if Gsa schedule contract prices were
the best prices obtainable. this might have resulted in a lower cost to the
government.

While we discussed the use of Gsa schedule contract prices with Com-
mission officials prior to initial release of the operational system RFP in
May 1986, the RFP does not contain any specific instructions for offerers
on using such prices in cost proposals. For this reason, the Commission
must rely on the negotiation process to help ensure that ADP equipment
for the operational system is provided at the lowest reasonable cost to
the government.

9. What was the Mitre Corporation’s actual technical assistance role for
pilot system development?

The Mitre Corporation provided technical assistance to the Commission
since the early stages of the EDGAR project; that included helping develop
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 testimony before your Subcommittee,” the Mitre Corporation pro-
vided expertise not available to the Commission in-house—particularly
regarding system sizing, use of available technology. and technical eval-
uation. However, our audit showed that there were changes in the Mitre
Corporation’s technical assistance role, and the Commission did not take
tull advantage of technical assistance available from this company.

As part of its task to evaluate the EDGAR pilot system during its opera-
tion, the Mitre Corporation was to provide written evaluations to
address the: { 1) development of experiments to test the pilot; (2) evalua-
tion of the experiments developed and run using the pilot: (3) potentijal
of the pilot to meet full operational system requirements; (4) overall
performance of the pilot: (5) lessons learned for the concept of operation
of the operational system: (§) limitations of the technology demon-
strated in the pilot: and (7) additional system and technical require-
ments needed to make the pilot system the operational system. The
deliverable for this task was specified as monthly memoranda starting
in June 1984,

The imitial Mitre Corporation pilot evaluation memorandum in June
1984 noted a disagreement with the pilot contractor about implementing
specificatinns developed by the Mitre Corporation. According to the
Mitre Corporation. subsequent to the delivery of this memorandum, the
EDGAR Contracting Officer’s technical representative informed the Mitre
Corporation that this evaluation requirement applied only to the actual
aperation of the pilot system, not to its development. Therefore.
monthly evaluation memoranda were not to begin until the first elec-
tronic filing in September 1984. However, no further monthly evaluation
memoranda were submitted. and a modification to the Mitre Corporation
contract dated May 13, 1985 (indicated as effective January 19, 1985)
formally deleted the requirement for these memoranda. In his March
1985 testimony, the EDGAR Contracting Officer’s technical representative
acknowledged that he should have required the monthly evaluation
memoranda for the September to December 1984 period, but failed to
follow up and obtain them

Although the Mitre Corporation’s evaluation role changed in that it did
not provide periodic evaluations of the pilot system through monthly

USEC: Onersight of the EDGAR Sy stem, Hearing Betore the Subcomnutiee on Oversght and Investiga-
tions, Commuttee on Energy and Commerce, House of Representatives: 99th Congress, 1St Session;
March 14, 1980, Sertal Noo 09-203,

Page 38 GAQ IMTEC-87-31 EDGAR: Lessons Learned

i



Appendix I1
Responses to Questions About the EDGAR
Pilot Test

evaluation memoranda, it did complete its evaluation tasks by produc-
ing two overall evaluation reports for the pilot. The first of these per-
tained to the pilot system through Phase 2 system development 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 group that helped guide the project and represented EDGAR
users’ interests). However, because no minutes or summaries of these
committee meetings were prepared. we were unable to document any
other evaluation input the Mitre Corporation provided through partici-
pation on this committee.

As discussed above, the Mitre Corporation’s evaluation role was to
address pilot system operation, not system development. The Commis-
sion did not use the Mitre Corporation to evaluate the pilot contractor's
proposed technical approach or estimated cost of system development
work—an area, noted a pilot contractor official, of limited Commission
expertise. Although we found no indication of pilot system problems
directly related to the absence of such evaluations, we believe the evalu-
ations are necessary to help ensure both development of an effective,
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 Simulation 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 1dentified the name and title of six key contractor personnel
considered essential to the work being performed. Our review of staff
qualifications for these 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 keyv contractor positions for the EDGAR
project—project director, project manager, technical support manager,
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technology integration manager, application system development mana-
ger, and user support group manager We reviewed the resumes of the
original staff assigned to these positions. and those of additional staff
assigned to the positions during contract performance. This review indi-
cated that contractor staff managing the EDGAR project had appropriate
qualifications for their positions. For example, the project director was
an Arthur Andersen and Company partner who had previous experience
in managing the design and installation of automated systems tor the
government and private companies. Also, the project manager assigned
in August 1985 (originally the technology integration manager for the
project) had a degree in information science, had additional training
from Arthur Andersen and Company and external sources, and had con-
siderable experience in the design and implementation of other auto-
marted systems.

The pilot contract also required that any changes in contract participa-
tion by those in the six key positions be approved in writing by the Con-
tracting Officer prior to the change. Our audit showed that these
positions were generally staffed throughout the contract, but that
changes did occur in terms of individuals and required positions. These
changes included replacement of the project manager and the assign-
ment of new managers for user support and for application system
development. We found no indications that these changes adversely
affected contract performance. However, while the contractor obtained
approval for staffing changes through discussions with the epiiak Con-
tracting Officer and his technical representative, we found no written
approval by the Contracting Officer as required by the contract.

In addition to our review of key contractor personnel, we also reviewed
selected resumes for other contractor staft assigned to the EDGAR proj-
ect. These resumes also indicated that pilot contractor staff had appro-
priate technical expertise for the EDGAR pilot praoject.

11. Where in the Commission are decisions made on the development
and modification of the EDGAR system?

Major decisions for the EDGAR pragram are generally made by the Chair-
man and commissioners of the Sccurities and Exchange Commission., but
some approval authority for deselopment of the EDGAR pilot system was
delegated to the Commission’s Executive Director. Formal decisions by
the commissioners for the EDGAR program have included approval of
temporary rules and regnlations to permit electronic filing for the pilot
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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
explanation 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, system 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. Accord-
ing to Commission officials, authority to authorize procurement of the
pilot system was specifically delegated to the Executive Director. In
addition, the Deputy Executive Director. as Contracting Officer for the
pilot contract, makes day-to-day technical, budgetary, and contractual
decisions regarding changes or enhancements for the pilot system.
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General Accounting Office
Washington, D.C. 20548

Information Management and
Technology Division

B-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 of 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
Be fore Proceeding With Its EDGAR System (GAG/IMTEC-87-2;
Oct. 9, 1986). Since our report was lssued, we have had
numerous meetings 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 tagging--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 Commiss:ion 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, !
and Commission officials to discuss the status of the
Commission's actions on our report's recommendations. At
that meeting, Commission officials assured vour staff and us
that the Commission is in agreement with our
recommendations, and described the actions they had taken or
planned to take in order to comply with our report. Our
understanding 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 organizations representing many
filers, in response to an advance notice of proposed rules

! House Enexgy and Commerce Committee's Subcommittee on
Telecommunications, Consumer Protection, and Finance; and
House Appropriations Committee's Subcommittee on Commerce,
Justice, State, the Judiciary, and Related Agencies.

2
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for the operational EDGAR system. Acting in part upon these
comments, the Commission revised its original Request for
Proposals (dated May 7, 1986) 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, che 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
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 compliance with security laws and requlations.

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 feasible 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 regquired vendors to propose alternatives that require
filers to tag the data. Shifting the burden of tagging from
EDGAR to the filers is a major change in EDGAR's original
concept. Thus, we believe it is important to get filer
reactions to the data tagging approach that will be used in
the operational EDGAR system.

Comments received to date from filers show that they have
reservations about the alternate data tagging approach used
in the pilot phase. While filers find that tagging 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
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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 find highly objectionable, this selection could
cause the vendor to incur and pass on to the Commission
unnecessary costs for developing and/or revising software
that is dependent upon data tagging. 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 winning vendor's
tagging approach as quickly as possible and before
the vendor proceeds with developing scftware that is
dependent upon the data tagging 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 changes 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
for the success of EDGAR, and has stated cthat it will follow
the steps outlined above.

Funding

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

4

Page 45 GAO IMTEC-87-31 EDGAR: Lessons Learned




Appendix IT1
Letter to the Chairman on SEC Actions in
Response to Our Prior Report

B-222177

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 funds. 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 funding
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
of 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 (FEDSIM) 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 delivered
to the Commission on April 17, 1987. While we have not been
able to review this report in detail, we have raviewed
FEDSIM's methodology, and have determined that this report
should overcome our concern about the Commission's cost
estimates for the operational EDGAR system.
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As for the benefits of EDGAR, the Commission analyzed its
planned internal benefits from EDGAR and was able to
estimate quantifiable benefits of about $21 million.2 wWhile
these guantifiable benefits are less than the $46.5 million
in funding currently requested for the operatiocnal 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 betrer 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 1s 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 w1ll be risks 1n developing the overational EDGAR
system, many of which we have highlighted in our report, and
in the March 11, 1987, meeting. It is impractical to expect
any large, technically complex effort, such as EDGAR, 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
oroper managerial, technical, and contractual talent needed
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 hiring

2 Commission estimate as of July 1986, based on proposed
7-year contract. Figure not adjusted for current proposed
8-vear contract.

6
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additional staff for the EDGAR project. In addition, they
indicated that they plan to use FEDSIM or some other firm to
provide additional technical expertise to help evaluate the
operational system's development. In a subsequent meeting,
Commission staff provided us additional information on the
Commission's approach for managing the EDGAR project, and
discussed their plans to hire an experienced, senior
executive as overall EDGAR project manager. We also
discussed their plans to establish an Office of EDGAR
Management and their efforts to hire additional staff for
this office. The Office of EDGAR Management would report to
the EDGAR project manager and would be responsible for
technical oversight, contract administration, price
regulation for electronic dissemination, and filer training.

These are positive steps, and we urge the Commission to
assemble its management team and to maintain 1t throughout
the EDGAR contract. However, because the Commission plans
to award the operational system contract by June 1987, it is
doubtful that this team will be in place at thact time,
particularly the project manager, who is to be obtained from
outside the Commission. While we recognize that delaying
contract award could require the Commission to undertake
additional administrative processes to obtain revised
pricing or schedule data from offerors,3 we believe the
management structure and staffing of the EDGAR project are
essential considerations for congressional authorization and
appropriation decisions. These consideraticons are
essential, too, because many critical decisions on contract
administration and software design and development, which
will set the direction and determine the success of EDGAR,
will likely be made in the early stages of contract
negotiation and project implementation.

Conclusions
The Commission has made a concerted efforz to raspond to

recommendations in our report, and we believe that its
planned actions regarding data tagging, EDGAR financing, and

3 The operational system Request For Pronpcsals closed on
February 27, 1987, with a minimum period for Commission
accentance of 120 days. Essentially this deadline means
that the Commission must accept a proposal by June 27, 1987,
or offerors are not obligated to farnish irems ac rtne prices
or times specified 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 Commission 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
Commission’'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,

/

Ralpt{ V. Carlone
Director
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S?/A%c
g_"‘ % SECURITIES AND EXCHANGE COMMISSION
] \_/é""’ WASHINGTON, D.C. 20549

ReTvooes
EXECUTIVE DIRECTOR

June 26, 1987

Mr. William J. Anderson
Assistant Comptroller General
U.S. General Accounting Office
Washington, D.C. 20548

Dear Mr. Anderson:

The Securities and Exchange Commission appreciates this opportunity to
comment on the General Accounting Office's May 26, 1987 draft repcrt on the
Edgar pilot contract. As a result of discussions with your staff, a number of
the Commission's sukstantive comments are already teing incorporated into the
final report.

The draft report states that the Commission met its original schedule for
developing the functions and capabilities specified as requirements in the original
pilot contract. Functions beyond the original contract scope were also developed,
and filings from ancther major program, Investment Management, were added to the
existing Corporation Finance workload, thersby doukling 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 fram the pilot should prove wvery useful to the success
of the operational system. The Commission appreciates this endorsement by GAC
to proceed with the operational Edgar and the identification of areas with potential
operational risks. The Commission agrees that, although the pilot has successfully
tested all major functions, the conversion to a fully operational system must
proceed with appropriate planning and management.

Since the GAO inquiry was concluded, the current Edgar operational procur=ment
stipulates that no funds will be expended by the contractor for data tagging
until the filers have teen given the opportunity for review and comment and the
Commission has approved an approach based upon this input. The Commission has also
implemented the recommendation that the price of contractor-furnished equipment
be specifically negotiated prior to contract award to ensure the lowest reasonable
cost to the govermment by having the General Services Administration's Federal
Computer Performance Evaluation and Simulation Center (FEDSIM) perform an assess-—
ment of the bidders' ADP equipment and software prices. During contract execution
an independent consultant will evaluate prices for all ADP hardware and software
prior to purchase. Further, the Commission has selected the Edgar Project Manager,
who will begin work on July 13, 1987. All of these actions are in direct response
to guidance provided by GAO.
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Mr. William J. Anderson
Page Two

The Commission appreciates the advice and counsel of the Gensral Accounting
Office in making the transition from the successful Edgar pilot to the
operational system.

If you have any further questions concerning the pilot or this response,
please contact me at 272-2700.

Sincerely,

é(:ewg%undahl

Executive Director
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