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The Honorable John Dingell 
Chairman, Subcommittee on 

Oversight and Investigations 
Committee on Energy and Commerce 
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Dear Mr. Chairman: 

This report is in response to your October 1, 1985, request that we evaluate, 
monitor, and conduct a complete evaluation of the Securities and Exchange 
Commission’s (SEC) Electronic Data Gathering, Analysis and Retrieval (EDGAR) 
project. In discussing the results of our review with your representatives, we 
noted particular concerns that the SEC and potential vendors should consider 
prior to award of a contract for the operational EDGAR system. As a result, we 
agreed to report the results of our work in two stages. This initial report raises 
specific issues regarding the SEC’s decision to proceed with acquisition of the 
operational EDGAR system at this time. 

As arranged with your office, unless you publicly announce the contents of this 
report, we plan no further distribution of the report until 30 days from its issue 
date. We will then send copies to the Chairmen, Senate and House Committees 
on Appropriations, House Committee on Government Operations, and Senate 
Committee on Governmental Affairs; Director of the Office of Management and 
Budget; and other interested parties; and will make copies available to others 
upon request. 

Sincerely yours, 

Warren G. Reed 
Director 



Executive Swnmary 

Purpose The Securities and Exchange Commission protects the investing public 
by providing for full disclosure of companies’ business and financial 
information. To accomplish its mission, the Commission receives hun- 
dreds of thousands of paper filings-disclosure statements and 
reports-a year. In 1984 the Commission awarded a contract for the 
development of a pilot “paperless” filing and processing system known 
as EDGAR (Electronic Data Gathering, Analysis and Retrieval). Concerned 
whether EDGAR would meet its original goals, the Chairman, Subcom- 
mittee on Oversight and Investigations, House Energy and Commerce 
Committee, requested that GAO evaluate EDGAR at the end of the pilot. 
This report responds to a portion of the request: whether the Commis- 
sion is ready to proceed with an operational system. 

Background The purpose of EDGAR is to (1) provide investors, securities analysts, and 
the public with instant access to corporate filings for more informed 
investment decisions; (2) allow companies to file electronically, gener- 
ally using their existing equipment; and (3) allow Commission staff to 
process and analyze filings more efficiently by using computers. 

Since research indicated that developing such a system would be com- 
plex, the Commission decided to test its feasibility with a pilot system. A 
contractor developed the pilot from April 1984 to April 1986, during 
which time over 300 volunteer filers submitted about 5,700 filings. 
Based on pilot results, the Commission decided to proceed with develop- 
ment of an operational EDGAR system and issued a request for proposals 
in May 1986. 

The operational system, as planned, would consist of two separate com- 
puter systems-one system for internal Commission processing, and one 
external system to electronically receive and disseminate filings sub- 
mitted annually by over 13,000 filers. The Commission proposes to fund 
the estimated $35-million cost of the internal system using appropriated 
funds. The external system is to be financed by a contractor who 
recovers the cost, and a reasonable rate of return, by charging users for 
data filed with the Commission. Responses to the request for proposals 
were originally due by September 10,1986, but have now been extended 
to December 31, 1986, with contract award within 120 days. 

Results in Brief The Commission’s goals for EDGAR are noteworthy, and the pilot showed 
the Commission could receive, analyze, and disseminate filings electroni- 
cally. However, the operational system will be a much more complex 
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undertaking because the number of filers and filings will increase sub- 
stantially, new functions will be automated, and online access will be 
expanded for both Commission and public use. Some significant issues 
need resolution before the Commission proceeds. These are: 

l clearer identification of the extent of filer opposition to, and exemption 
from, the electronic filing procedures and formats the Commission plans 
to mandate for the filing community; 

l the Commission’s decision, contrary to existing law and public policy, to 
finance the receipt portion of the system through user fees rather than 
with appropriated funds; and 

l the need to better determine total costs and quantitative benefits and to 
more adequately describe the qualitative benefits of EDGAR. 

Because EDGAR is complex and will significantly change the collection, 
review, and disclosure of the nation’s financial investment information, 
the Commission and the Congress need to be sure that their multi- 
million-dollar investment is sound, properly justified, and financed in 
accordance with existing law. GAO believes these issues should be 
resolved before proceeding with award of a contract for the operational 
system. 

Principal Findings 

Extent of Filer Acceptance To achieve the full benefits envisioned for the operational EDGAR system, 
the Commission must, and plans to, impose special reporting require- 
ments on filers. These include mandating, with some exemptions, that 
all filers submit their filings and all exhibits to filings electronically and 
that financial data be submitted in a Commission-specified format. On 
June 26, 1986, the Commission initiated the rulemaking process to 
obtain public comments on these reporting requirements. While some 
initial public reaction has been received, completion of this process is 
not envisioned until spring 1987. As a result, the Commission will not 
know the extent to which filer opposition to and exemption from these 
requirements may be justified, and thus limit their implementation, Nor 
does it know the final criteria for granting exemptions. The degree to 
which exemptions are granted could affect the Commission’s ability to 
achieve EDGAR benefits, such as staff-year savings, and the contractor’s 
ability to recover external system costs. (See pp. 18 to 23.) 
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Financing Receipt of Filings The Commission’s financing approach for the operational EDGAR system 
will result in the contractor’s recovering, through user fees, the cost of 
developing and operating the receipt portion of the system. According to 
existing law and federal policy intended to ensure that fees or charges 
for government information are reasonable, a fee for furnishing infor- 
mation is limited to no more than the cost of providing the information, 
plus a reasonable allowance for profit when provided by a contractor. 
GAO believes the receipt portion is an integral part of the Commission’s 
internal data processing requirements. Therefore, costs of the receipt 
portion should not be included in fees to users but should be financed 
through appropriated funds. (See pp. 24 through 28.) 

Financing the receipt portion through user fees and the Commission’s 
proposed fixed-price financing also limits congressional oversight and 
comrol since funding requests do not reflect the total cost of providing 
EDGAR internal processing capabilities. (See p. 29.) 

Accuracy of Cost/Benefit 
Analysis 

The Commission’s analysis of EDGAR costs does not include accurate 
hardware estimates or software development estimates that adequately 
consider the complexity of expanding EDGAR to, and developing new 
functions for, the operational system environment. Furthermore, esti- 
mates of quantitative benefits attributable to the internal system are 
based on assumptions that are neither economically feasible with 
today’s technology, nor specifically attributable to EDGAR. As a result, 
the Commission’s studies do not demonstrate that EDGAR'S quantitative 
benefits will be greater than its estimated cost. The Commission believes 
that sufficient qualitative benefits will accrue to filers, the investing 
public, and itself to justify the development of the system regardless of 
the quantitative benefits shown. However, its studies do not describe 
how qualitative benefits accrue, what form they take, or precisely who 
receives them. 

GAO questions the advisability of proceeding with the implementation of 
a system as complex and far-reaching as EDGAR without the benefit of 
better estimates of costs and quantitative benefits and an adequate 
description of qualitative benefits. This information will provide the 
Commission and the Congress added insurance that they are making an 
informed decision on development and funding of EDGAR. (See chap. 4.) 
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Recommendations GAO recommends that the Chairman of the Commission resolve the 
issues involving the extent of filer acceptance, the financing approach 
for receipt of filings, and the adequacy of cost/benefit analyses before 
awarding a contract for the operational system. GAO also recommends 
that the Congress satisfy itself that the Commission has adequately 
responded to issues raised in this report before providing funding for 
the operational system. (See p. 41.) 

Agency Comments The Commission generally disagreed with the report’s findings, conclu- 
sions, and recommendations. In its comments, the Commission states 
that it has obtained sufficient filer comment; that existing law does not 
require government functions to be fully financed by appropriated 
funds; and that the primary justification for EDGAR is benefits to inves- 
tors, filers, and the economy-not internal benefits to the Commission. 
However, in considering the Commission’s comments, GAO found that it 

. obtained only limited filer comments on proposed electronic filing 
requirements prior to issuing the request for proposals, and comments 
received in response to the rulemaking process indicate that many filers 
oppose these requirements; 

l did not properly interpret the IJser Charge Law when it concluded that 
receipt system costs can be included in the cost base used to establish 
charges for dissemination; and 

l has yet to prepare a comprehensive cost/benefit analysis to support pro- 
ceeding with the operational EDGAR system. (See chap. 5 and app. II.) 
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Introduction 

Created in 1934, the Securities and Exchange Commission (the Commis- 
sion) administers a group of statutes in the area of securities and 
finance, including the Securities Act of 1933, the Securities Exchange 
Act of 1934, the Public Utilities Holding Company Act of 1935, the 
Investment Company Act of 1940, and the Investment Advisers Act of 
1940. In general, these st.atutes seek to protect the investing public by 

l providing for full disclosure of material business and financial informa- 
tion by companies issuing securities or with securities listed on 
exchanges, 

. regulating the nation’s securities markets, and 
l preventing and policing fraud and malpractice in the securities and 

financial markets. 

In recent years, the Commission has received an increasing number of 
disclosure statements and reports-“filings’‘-that it must review to 
meet its statutory requirements. From calendar years 1977 to 1983, the 
securities industry grew rapidly; the number of shares traded on the 
New York Stock Exchange increased over 300 percent from 5.2 billion in 
1977 to 21.6 billion in 1983. Correspondingly, between fiscal years 1977 
and 1983, there was a 260 percent increase in first-time registrants 
(those companies initially registering with the Commission before 
offering their securities to the public as required by the Securities Act of 
1933). 

In 1983, faced with this enormous influx, which totaled some 5.4 million 
pages in 1982, the Commission’s Chairman initiated a long-range pro- 
gram to upgrade the Commission’s data processing capabilities. As part 
of the overall program, a task force explored the possibility of a 
“paperless” filing and processing system. The Commission consulted 
many sources to determine the best use of automatic data processing to 
make available to the public information disclosed in documents filed 
with the Commission, and to manage information internally for compli- 
ance with securities laws. As a result of this effort, in May 1984, the 
Commission competitively awarded a 2-year contract to develop a pilot 
system for EDGAR (Electronic Data Gathering, Analysis and Retrieval). 
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In March 1985, we testified before the Subcommittee on Oversight and 
Investigations, House Energy and Commerce Committee,’ noting defi- 
ciencies in the Commission’s development, procurement, and implemen- 
tation of the EDGAR pilot system. After these hearings, the Subcommittee 
was concerned that EDGAR would not meet its original goals within the 
time and budget limits proposed by the Commission. Therefore, on 
October 1, 1985, the Subcommittee Chairman requested that we conduct 
a complete audit of the EDGAR system (see appendix I>. 

This report responds to the Subcommittee’s request to determine 
whether the Commission is ready to proceed with development of an 
operational EDGAR system. We will issue an additional report to respond 
to other Subcommittee concerns. 

Commission Filing 
Requirements 

In general, federal securities laws require companies offering securities 
to the public, those with securities listed on a national securities 
exchange, and others to disclose material business and financial infor- 
mation for use by investors. Disclosures are made by filing registrations, 
proxy statements, and other periodic and annual reports with the Com- 
mission. For example, the Securities Act of 1933 requires companies to 
file registration statements before offering their securities to the public. 
The basic registration form used for this purpose requires data such as a 
description of the offering, the offering price, the use of proceeds, and 
the registrant’s business, as well as other information. 

As another example of disclosure filing requirements, the Securities 
Exchange Act of 1934 requires all companies whose securities are regis- 
tered on a national securities exchange, and other companies meeting 
certain criteria, to register such securities with the Commission. This 
registration establishes a public file containing material financial and 
business information on the company for use by investors and others, 
and creates an obligation on the part of the company to keep such infor- 
mation current by filing other periodic reports. The general form used to 
register securities requires a description of the registrant’s business, 
properties, directors and executive officers, market price of and divi- 
dends on the registrant’s common equity, financial statements, and so 
forth. Also under this act, companies are required to file an annual 
report that provides a comprehensive overview of the registrant’s state 

‘Statement of James R. Watts, Senior Group Director, Information Management and Technology Divi- 
sion, General Accounting Office, on the Securities and Exchange Commission’s Electronic Data Gath- 
ering, Analysis and Retrieval (EDGAR) System, March 14, 1985. 
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of business; annual reports are due 90 days after the close of the com- 
pany’s fiscal year. 

The filing process for required forms generally consists of companies 
delivering multiple copies of paper documents to the Commission. The 
EDGAR program is designed to automate the filing, processing, and dis- 
semination of these documents. In fiscal year 1985, the actual number of 
forms and amendments to these forms received by the Commission 
totaled 359,790. Of these, the Commission estimates that 241,816, or 67 
percent, would be applicable to the planned operational EDGAR system. It 
projects an annual growth rate of 10 percent for these documents. 

The Acceptance and 
Review Process 

Currently, the Commission’s Office of Applications and Reports Services 
receives paper filings and verifies that: the correct number of copies are 
received, authorized signatures are present, any required filing fees 
have been paid, and the filing format is correct. Filings that pass this 
acceptance process are made available to the public in the Commission’s 
public reference rooms. They are also distributed to the appropriate 
Commission division for review and to a contractor that prepares 
microfiche copies. Filings not. passing acceptance processing may be sus- 
pended (until problems are resolved) or rejected (which requires the 
filer to refile). 

Once received by the divisions, some filings are subject to an initial 
review process using preestablished, selective review criteria to identify 
filings where examination by the staff is most warranted. The criteria 
used in this process are derived from a variety of sources and are varied 
in response to changing securities markets, financing techniques, public 
concerns, and economic conditions, For example, in the Division of Cor- 
poration Finance, senior staff screen some filings to identify companies 
having financial difficulties (as indicated by unfavorable financial 
ratios). To do this, they access an external data base that lists those 
companies not meeting certain preestablished financial ratios. In addi- 
tion, other filings may receive a full review simply because of the nature 
of the filing. For example, registration statements pursuant to the Secur- 
ities Act of 1933 generally receive a full review if they are a company’s 
first filing with the Commission. 

Full disclosure reviews performed by the Division of Corporation 
Finance focus on ensuring that filings comply with disclosure require- 
ments as required by the applicable laws; this provides investors with 
material information and helps to prevent fraud and misrepresentation 
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in the public trading, voting, and sale of securities. Similarly, the Divi- 
sion of Investment Management performs disclosure reviews to ensure 
that investment companies’ and investment advisers’ policies and proce- 
dures are clearly described and that their proposed activities comply 
with the law. 

Purpose of EDGAR Because of the growing volume of filings and the desire to take advan- 
tage of the most current information-processing and communications 
technology and to improve dissemination of information, the Commis- 
sion began the EDGAR program to test the feasibility of electronic filing 
and processing. The Commission’s purposes are to: 

l provide investors, securities analysts, and the public with instant access 
to corporate disclosure documents, to make more informed investment 
decisions possible; 

l allow companies to make required filings electronically generally using 
their existing equipment; and 

. allow Commission staff to process and analyze filings more efficiently 
through computers. 

Overview of the Preliminary Commission research indicated that an electronic filing 

EDGAR Pilot Program 
system would be a complex undertaking. The Commission decided that a 
pilot system would provide the Commission and filers the opportunity to 
gain experience and to test various approaches with different types of 
computer hardware and software. On April 30, 1984, the Commission 
awarded a 2-year, $75million, cost-plus-fixed-fee contract for develop- 
ment of a pilot system to Arthur Andersen and Company, with Interna- 
tional Business Machines Corporation (IBM) as subcontractor. In addition 
to the pilot system team, the Mitre Corporation provided technical assis- 
tance to the Commission for the design and evaluation of the pilot. 

On April 30, 1986, this original contract with the pilot contractor 
expired. Final contract cost including modifications for additional work 
and contract extensions and for buy-out costs of automatic data 
processing equipment totaled about $10.8 million2 The pilot contractor 
will continue to operate and maintain the pilot system for an estimated 
cost of $1.3 million for fiscal year 1986, and about $260,000 per month 
thereafter until a contractor is selected for the operational EDGAR 

system. 

‘Total contract cost through contract modification 0029, signed August 13, 1986. 
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Processing and Review of 
Filings 

On September 24, 1984, the Commission received the first electronic fil- 
ings. As contrasted with paper filing, the pilot system allowed the 
receipt of filings (1) by direct transmission over telephone lines; (2) on 
magnetic tape; and (3) on diskettes prepared on over 85 types of word 
processing equipment. 

After electronic receipt of filings, employees in the Office of Appiica- 
tions and Reports Services use EDGAR workstations to perform accep- 
tance processing similar to that for paper filings. Once accepted, filings 
are available for screening at EDGAR workstations by examiners (in a 
special branch in the Division of Corporation Finance) using the same 
selective review criteria as for paper filings. If further review is 
required after screening, it is done by examiners on the EDGAR 

workstation. 

The Division of Investment Management began processing electronic fil- 
ings by public utility holding companies in July 1985 and by investment 
companies in November 1985. Similar to the approach for other elec- 
tronic filings, filings for these companies are processed and reviewed at 
EDGAR workstations having the same capabilities as those of the Division 
of Corporation Finance. 

Pilot EDGAR Functions The EDGAR pilot had three phases. Phase I provided for receipt and lim- 
ited processing of electronic filings. Phases II and III added enhance- 
ments to processing and tested additional hardware and software. The 
following functions, among others, were performed in the pilot. 

l Receipt of participants’ filings electronically (either by direct transmis- 
sion, magnetic tape, or diskette). 

l Retrieval, review, and annotation of filings by examiners on EDGAR 

workstations. 
. Accessing external data bases such as Dow Jones News Retrieval 

Service. 
. Use of a formatted screen of financial data to assist in the review 

process. 
l Searches of the EDGAR data base to locate filers or filings or to identify 

documents containing a key word or phrase. 
l Use of electronic file folders to store and to transfer work papers related 

to the review of a filing. 
. Use of electronic mail to notify filers of filing acceptance and to send 

them comment letters. 
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Dissemination Activities The Commission did not undertake total electronic dissemination to the 
public during the pilot. Instead, it limited dissemination to making EDGAR 
filings available at terminals in its public reference rooms in Wash- 
ington, D.C., New York, and Chicago. The pilot also generated computer 
output tape for the Commission’s dissemination contractor, Bechtel 
Information Services, to produce microfiche. 

In addition, the Commission experimented with the possibility of a 
single filing with the Commission constituting the filing required by 
state laws. As part of this experiment, the Commission provided access 
to public filings in the EDGAR data base to three states: California, 
Georgia, and Wisconsin. 

The pilot system process, as described above, is illustrated in figure 1.1. 

Figure 1.1: EDGAR Pilot System 
Architecture From Filers 

Dlssemlnatlon 

Electronic Data 
Gathering, 

Analysis, and 
Retrieval System State 

Agencies 
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Staff 
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The Proposed 
Operational System 

On May 7, 1986, the Commission issued a request for proposals (RFP) for 
development of the operational EDGAR system that will process data for 
the Corporation Finance and Investment Management Divisions. The RFP 

required that offers be submitted by September 10, 1986, with contract 
award to take place within 120 days of that date; but on September 3rd, 
the Commission announced an extension of the offer submission date to 
December 31, 1986.3 

According to the original May 7, 1986, RFP, the contractor is to furnish 
and maintain at least two separate automated systems: an “internal 
system” for internal Commission processing of filings, and an “external 
system” or “receipt and dissemination system” for the electronic receipt 
of such information and dissemination of this information to the public. 

In the proposed operational EDGAR environment, companies send their 
filings electronically by direct transmission to the external system oper- 
ated by the contractor. Magnetic tapes and diskettes would also be con- 
verted and input to the external system. Filings received would be 
transmitted to the Commission’s internal system via an encrypted link 
for its internal processing and review. The contractor would later 
receive an acceptance message from the Commission, and then dissemi- 
nate the filings to the Commission’s public reference rooms, state securi- 
ties administrators, and subscribers to filing information. The 
Commission’s hypothetical architecture for the operational system, as 
described in the original RFP, is illustrated in figure 1.2. 

“According to the Commission, the extension is to consider comments received from potential bidders 
and others. Changes being considered include (1) the possibility of scheduling payments to coincide 
more closely with the contractor’s expenditures, (2) permitting shared or dedicated off-site facilities, 
and (3) extending the ?-year term of the contract. Any changes in the RFP are to be published by 
October 3 1,1986. 
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Figure 1.2: Commission’s Hypothetical 
Architecture for the Operational EDGAR 
System 
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Commission’s proposed time and budget limits, the Chairman of the Sub- 
committee on Oversight and Investigations, House Committee on Energy 
and Commerce, requested that we evaluate, monitor, and conduct a com- 
plete review of the EDGAR system, including its procurement and imple- 
mentation, at the conclusion of the pilot program. 
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In discussing the results of our review with Subcommittee staff at the 
completion of our work, we noted particular concerns that we believe 
the Commission and potential vendors should consider prior to award of 
the contract for the operational system. These include unresolved policy 
issues for EDGAR implementation, the appropriateness of the proposed 
financing approach for the operational system, and the reasonableness 
of cost/benefit estimates. As a result, the Subcommittee requested that 
we issue an initial report that would highlight these specific concerns 
prior to the close of the RFP period. 

We also agreed to issue a subsequent report to respond to specific Sub- 
committee concerns regarding the actual capabilities of the pilot system, 
and the procurement practices and overall management of the pilot 
project. 

We conducted our review at the Commission’s headquarters in Wash- 
ington, D.C., from November 1985 to June 1986. We interviewed Com- 
mission officials and EDGAR program staff in the Office of the Executive 
Director, the Corporation Finance and Investment Management Divi- 
sions, and the Office of Applications and Reports Services. We also inter- 
viewed key EDGAR project staff from Arthur Andersen and Company and 
the Mitre Corporation. 

We reviewed the RFP for the operational system to determine the func- 
tional requirements for the system, the proposed financing approach, 
and other specific provisions relating to contractor cost recovery and 
incorporation of new technology. 

In reviewing the Commission’s proposed financing approach for the 
operational system, we analyzed Comptroller General decisions cited by 
the Commission in their funding analysis as precedents for recovery of 
system development and operating costs through user charges. We also 
analyzed provisions of the Freedom of Information Act (5 U.S.C. §552) 
and the User Charge Law (31 U.S.C. §9701) as they pertain to setting 
fees for providing information to the public. 

To determine the functions in operation for the pilot system, we 
observed EDGAR project staff receiving and reviewing filings, reviewed 
EDGAR user manuals for the divisions and the Office of Applications and 
Reports Services, and participated in formal Commission training on 
EDGAR workstation functions available through the end of the pilot 
development contract. We also analyzed evaluation reports on the pilot 
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system prepared by the Mitre Corporation and by Arthur Andersen and 
Company. 

We reviewed cost/benefit analyses for the internal EDGAR system pre- 
pared by the Commission and its Office of Internal Audit. We analyzed 
these analyses’ methodology and assumptions for estimating cost and 
for identifying and quantifying benefits attributable to the system. We 

’ interviewed Commission staff who prepared these analyses and 
obtained supporting documentation for their estimates of quantitative 
EDGAR benefits. 

In justifying development of the operat.ional EDGAR system, cost/benefit 
analyses and Commission officials cite qualitative benefits both internal 
and external to the Commission. Because of their limited treatment in 
these analyses, we did not evaluate such benefits as part of our review. 
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Issues Critical to EDGAR Success May Not Be 
Resolved Prior to Contract Award 

The Commission has not determined the extent to which filers will 
oppose electronic filing requirements that the Commission plans to man- 
date upon them. The Commission plans-with some exemption criteria 
yet to be determined-to require all filers to file all material electroni- 
cally and certain financial data in a specified format. In planning for 
EDGAR and in estimating its benefits, the Commission assumed that all 
filings would be submitted electronically; it also assumed that financial 
data could be readily identified in EDGAR to more quickly and effectively 
select filings for review. However, despite the critical nature of these 
requirements to EDGAR benefits, the Commission did not obtain compre- 
hensive, formal filer comments to determine the extent to which filers 
may be capable of or receptive to electronic filing. The Commission initi- 
ated the formal rulemaking process to obtain public comment, but that 
may not be completed during contract negotiations. Therefore, the Com- 
mission has decided to proceed with the procurement of the operational 
system without knowing the extent to which the benefits it envisions for 
the system can be realized. Furthermore, filer exemptions and limita- 
tions of other proposed requirements could result in an incomplete data 
base, which may be less marketable and may limit the contractor’s 
ability to recover costs. 

EDGAR Benefits Are 
Dependent on 
Changing the Filing 
Process 

The purpose of EDGAR is to receive filings electronically, allowing the 
Commission to process and analyze filings more efficiently at computer 
workstations and providing the public and others with improved access 
to corporate disclosure documents. To achieve and maximize these 
potential benefits, EDGAR must receive essentially all filing material in an 
electronic format. Therefore, to help obtain this complete data base of 
filings, the Commission anticipates requiring all of its some 13,000 filers 
to change from filing on paper to electronic filing, with some exemptions 
for hardship. In addition, to help automate the review process, the Com- 
mission plans to require filers to submit electronically an additional 
financial data sheet that identifies or “tags” this data for the EDGAR 

system. 

Mandated Electronic Filing Commission officials believe that mandating electronic filing is critical 
to the success of EDGAR. Their estimates of staff-year savings for 
improved efficiency of processing and reviewing filings assume com- 
plete phase-in of electronic filing for all filers handled by the Divisions 
of Corporation Finance and Investment Management. If all filings are 
not received electronically, then the Commission must retain portions of 
its manual processes. This reduces the benefits envisioned. 
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or filing an additional financial data sheet. Instead, the Commission 
relied primarily on comments from participants in the EDGAR pilot 
project and other informal feedback. Based on these sources, Commis- 
sion officials believe that filer resistance to additional requirements will 
not have a great impact. Comments to the Commission by participating 
filers showed general acceptance of electronic filing; but we noted that 
comments from some participants and by the Information Industry 
Association5 question whether companies can afford the start-up costs 
for converting to electronic filing. Commission officials reaffirmed the 
agency’s commitment to mandating electronic filing, but allow that it is 
more a question of the degree of exemption to be granted to this require- 
ment. They acknowledge that the degree of exemption granted could 
affect the completeness of the EDGAR data base. 

Timing of Rulemaking The Commission believes that under existing securities laws it has the 

Limits Its Usefulness 
authority to change filer requirements. To obtain comments on the pro- 
posed changes, on June 26, 1986, the Commission released an advance 
notice of proposed rulemaking (published July 2, 1986, in the Federal 
Register). However, this notice was not issued until after the RFP'S 

release; and the final results of the rulemaking process will not be 
known during negotiations on the operational system contract. More- 
over, the degree of filer opposition to proposed electronic filing require- 
ments and the criteria for granting exemptions, and their impact on 
operational system requirements success, may not be known until after 
contract award. 

Comments were due on the advance notice of rulemaking by September 
5, 1986, just 5 days before proposals for the operational EDGAR system 
were originally due. According to the Commission official overseeing the 
rulemaking process, after considering these comments the Commission 

, will issue a notice of proposed rulemaking, allowing another 60-to-go- 
day comment period. The Commission anticipates final rulemaking in 
spring 1987, but if it decides to extend the comment period or provide 
an opportunity for oral arguments, the time required to finalize 
rulemaking could be further increased. 

“This trade association, founded in 1968, represents nearly 460 information publishers and informa- 
tion services organizations. These companies collect, create, store, analyze, manage, and distribute 
information both electronically and on paper. 
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Commission not to use artificial intelligence for the operational system 
for now. 

The Commission also experimented with filers’ tagging data as part of 
their submissions. In the EDGAR pilot, 30 of the 178 pilot filers for the 
Corporation Finance Division voluntarily provided an additional, 
formatted submission with their annual and quarterly filings. EDGAR 
then identified specific data needed to calculate some 15 different oper- 
ating and financial policy and credit policy ratios. Although this 
approach received limited testing in the pilot, it provided a means for 
the pilot system to identify financial data for calculating ratios. As a 
result, the Commission has required offerors for the operational system 
contract to include at least one approach to the data tagging problem. 
Regardless of the final approach, the Commission plans to require filers 
to tag dat,a in their filings to enable EDGAR to automate the Commission’s 
review process, The extent to which the Commission achieves projected 
staff-year savings is, in part, dependent on the Commission’s success in 
imposing the additional schedule on the filers. 

RFP Issued Before 
Comments Were 
Obtained 

Despite experience in the EDGAR pilot that not all filers would be recep- 
tive to or able to file electronically, the Commission did not formally 
seek comments from the filer population before releasing the RFP for the 
operational system. The Commission does not know the extent of oppo- 
sition to or exemptions from these requirements or their impact on 
future filing volumes for offerors to consider in preparing proposals, 

Response to the EDGAR pilot project did not indicate that all filers are 
able to file electronically or that they support this change. For example, 
according to a Commission official, the Commission sent out question- 
naires to as many as 11,000 filers, requesting volunteers for the EDGAR 

pilot project. Of the some 400 filers responding, the Commission deter- 
mined that 145, or 36 percent, were actually prepared to file electroni- 
cally at. the beginning of the pilot. Our review of questionnaire responses 
showed companies choosing not to participat.e in the pilot for reasons 
including limited technical capability, t,he additional cost of electronic 
filing, and no desire to participate in a pilot when an operational system 
may be different. Another Commission official added that some compa- 
nies chose not to participate because they did not want the added review 
that pilot filers would receive. 

Commission officials said that they have not conducted any comprehen- 
sive, formal survey of filers on such issues as mandated electronic filing 
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handle these documents during their review process. For example, infor- 
mation in a company’s annual report to security holders may be incorpo- 
rated into some filings. The annual report is generally not prepared in 
electronic format and may contain pictures, graphs, and other image 
material. In the pilot, the annual report was submitted on paper, either 
filed as an exhibit to a filing or provided to the Commission for informa- 
tion purposes (if not incorporated by reference). For the operational 
system, the Commission could require that filers submit in an electronic 
format all material incorporated by reference including information 
from documents that cannot be filed electronically, such as some annual 
reports to security holders. This information could be filed as part of a 
filing or as a separate submission. In addition, the Commission is also 
considering whether, at some time in the future, the ability to incorpo- 
rate by reference exhibits previously filed on paper should be 
discontinued. 

Special Reporting Formats The Commission’s projected staff-year savings are also dependent on 

for Financial Data automating processes that the Commission currently performs manu- 
ally. One such process is the calculation of financial ratios for selecting 
filings for review. However, to fully automate this process EDGAR has to 
identify this data itself or have data identified for it. 

During the pilot, the Commission experimented with solutions to the 
“data tagging” problem, a generic term the Commission uses to refer to 
alternative approaches to identifying, extracting, and manipulating 
information contained in filings. Because the Commission did not want 
to impose any special reporting requirements upon filers, it initially 
explored the approach of having the computer search a filing, locate and 
identify specific types of financial data, and calculate ratios through use 
of artificial intelligence.4 The pilot system contractor conducted an 
experiment, known as the Financial Statement Analyzer, on a special- 
purpose computer. This appeared to work well, but the computer pro- 
grams developed to run on this specialized computer are not readily 
translatable to a language usable on the EDGAR pilot mainframe com- 
puter. In addition, linking the special-purpose and mainframe computers 
is difficult because they had different manufacturers and have limited 
compatibility. Translating the special artificial-intelligence programs or 
linking the two systems would result in reduced processing efficiency 
and system maintenance ability. These technical limitations caused the 

4This term describes the use of computers to perform operations analogous to the human abilities of 
learning and decisionmaking. 

Page 20 GAO/IMTEC87-2 EDGAR System 



Chapter 2 
Issues Critical to EDGAR Success May Not Be 
Resolved F’rior to Contract Award 

Provisions of the current RFP also call for the contractor to recover the 
costs of developing the receipt and dissemination portions of the opera- 
tional EDGAR system, plus a reasonable rate of return through regulated 
charges to users of filed information, The Commission and prospective 
contractors note that the amount users are willing to pay-and, thus, 
the ability of the operational system contractor to recover costs and 
earn a return-depends on the completeness of the EDGAR data base. 

The Commission recognizes that there may be circumstances where elec- 
tronic filing could be unduly burdensome. Therefore, it anticipates pro- 
posing a hardship exemption that would permit filing on paper. Through 
the rulemaking process, the Commission is seeking comments on the con- 
ditions that may warrant an exemption, such as lack of equipment 
capable of making an electronic filing and inability to obtain the services 
of an agent such as a financial printer. In addition, comments have been 
also sought on whether the exemption should be granted on a filing-by- 
filing basis or for a specific period of time, as well as whether there 
should be any categorical exemption based on a filer’s size. 

Exhibits and References to Filing, processing, and reviewing efficiencies increase to the extent that 
Previously Filed Material to a filing, its exhibits, or references to material in previously filed paper 

Be Filed Electronically filings can be filed electronically. This reduces the need to physically 
process paper and the time to retrieve and review this material. 

In the pilot project, material not cost effective to send electronically but 
accompanying a filing was sent on paper as an exhibit. According to a 
January 1986 Mitre Corporation report, early pilot experience showed 
that 45 percent of the pages of filing material submitted were on paper. 
This percentage later decreased with the Commission indicating that, in 
July 1986, about 12 percent of pilot filing material was submitted on 
paper. To make the electronic data base as complete as possible for the 
operational system, the Commission anticipates proposing that exhibits 
prepared after a filer is phased in to electronic filing must be submitted 
in an electronic format. Exhibits prepared prior to the time a filer is 
phased in could be filed on paper. However, the Commission also antici- 
pates proposing a cutoff date several years after the beginning of the 
operational system, after which only exhibits filed electronically will be 
accepted. 

In the pilot, filers could also reference previously filed paper documents 
in the electronic filing; this required the Commission staff to physically 
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Commission officials stated that they decided to initiate the rulemaking 
process after the RFP'S release because the RFP demonstrates a commit- 
ment to making EDGAR operational and, therefore, a need to require elec- 
tronic filing. However, the rulemaking process provides a means to 
obtain public comment. If initiated during the pilot, comments indicating 
the potential degree of filer exemption and opposition to other proposed 
requirements would have been available for consideration in preparing 
the operational RFP and awarding the operational system contract. With 
the RFP now extended to December 31, 1986, the Commission has the 
opportunity to at least consider comments received in response to the 
advance notice of proposed rulemaking and to make revisions, as appro- 
priate, to system requirements indicated in the RFP. 
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F’inancing Approach Is Inconsistent 
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Congressional Oversight 

Contrary to existing law and public policy, the Commission proposes to 
finance costs of developing and operating the receipt portion of the 
EDGAR system through user fees. Current law and federal policy state 
that fees assessed requesters of publicly available information must be 
based only on the actual cost of providing the information. Hence, costs 
for creating, collecting (receiving), processing, and transmitting data 
may not be recovered by the fee. Consequently, these costs are to be 
borne by agencies and funded through congressional appropriations. We 
believe the receipt portion of the EDGAR system is clearly designed to 
support and handle the functions of collecting and accepting informa- 
tion from filers; these functions would be performed whether or not the 
public requested any of the information. Accordingly, the receipt por- 
tion should be considered part of the internal system, and its cost 
funded by appropriations, rather than included in the cost base used to 
establish regulated user fees. 

The Commission’s proposal to recover internal processing costs through 
fees charged the public also bypasses the authorization and appropria- 
tion process to some degree and limits congressional oversight. In addi- 
tion to receipt system costs, the Commission’s approach allows for costs 
exceeding the proposed $35-million appropriation for other portions of 
the internal system to be recovered by the contractor. This the con- 
tractor would do through non-regulated sales of filing information not 
required by law to be disseminated to the public. As a result, the total 
cost of providing EDGAR capabilities for the Commission’s internal needs 
have not been reflected in appropriation requests for the system. The 
proposed financing approach is not consistent with existing law, and 
making it consistent will necessitate changes to the RFP and an increase 
in appropriations. At the time of our review, the Congress had neither 
authorized development of the operational system nor approved 
appropriations. 

The Commission’s 
Proposed Financing 
Approach 

The Commission proposes to fund the internal system through fixed- 
price payments not to exceed $5 million annually, or $35 million for the 
life of the contract, subject to annual congressional appropriations. The 
Commission proposes to finance EDGAR'S external system by allowing the 
contractor to recover system development and operating costs plus a 
reasonable rate of return through fees charged for obtaining filing infor- 
mation. This dissemination is part of the Commission’s mission of 
making filing information available to the public; it includes two manda- 
tory, minimum levels of service for which fees charged will be regulated 
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by the Commission, Level I service is subscription service to all Commis- 
sion filings either by daily, overnight delivery of filings to subscribers 
via magnetic tape or, at t,he subscriber’s option, real time on-demand 
access to specifically requested filings. Level II service is a subscription 
service to one or more of eight Commission-specified subsets of the 
entire data base, such as periodic filings of companies on the New York 
Stock Exchange or Securities Act of 1933 registration statements. The 
contractor must provide Level II service on a daily basis, with overnight 
delivery of magnetic tape. In addition to these required services, the 
contractor may manipulate filing information to enhance its usefulness 
as it chooses, and then sell the enhanced data to the public. The Commis- 
sion will not regulate pricing of enhanced data because it believes that. 
other Level I subscribers can provide these “value added” services and 
thus provide direct competition to control pricing. 

Cost Recovery Through Originally, the Commission considered the contractor developing and 

Fees Charged Is 
operating both the internal and external systems of the operational 
EDGAR system at no cost to the government. But, in response to congres- 

Limited sional concern and contractor comments indicating reluctance to risk 
such a large capital investment, the Commission changed its financing 
approach to pay for up to $35 million of the internal system’s cost with 
its funds. However, it still proposes to recover some internal system 
costs through fees charged subscribers by the operational system 
contractor. 

We reviewed the Commission’s funding analysis and existing laws on 
fees charged for furnishing information to the public and determined 
that under the Freedom of Information Act (RNA) and the User Charge 
Law an agency can charge no more than the cost of providing a copy of 
t.he information. For example, under the Freedom of Information Act, 
the government must, with limited except.ions, make agency records 
available to public requesters, and may recover only reasonable, 
standard, and direct charges for document searches and duplication. 
Additionally, when the User Charge Law applies, the courts and our 
previous report” have determined that fees assessed by the government 
for providing a special, identifiable benefit or service must be based on 

“14:lectronic Industries Association Consums v. Federal Communications Commis- IL 
s&, 554 F.2d 1109, 1117 (DC. Cir. 1976:; and National Association of Broadcasters v. Federal Com- 
munications Commission, 554 F.2d 1118, 1133 (D.C. Cir. 1976). See also our report, Establishing2 
Proper Fee Schedule Under the Independent Offices Appgriation Act,m (CED 77-70, May 6, 
1977). 
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the actual cost (direct and/or indirect) of providing the benefit or ser- 
vice, and may not include costs incurred primarily to serve general 
public interests. 

These provisions deny the Commission authorization to include costs of 
the internal EDGAR system in the cost base used to compute fees charged 
the public for information from the Commission. They are not direct 
costs related to search and duplication under the FOIA, and their inclu- 
sion would certainly raise a question about the reasonableness of the fee 
charged. Furthermore, these costs directly relate to serving a general 
public interest (i.e., meeting the Commission’s internal needs) and, there- 
fore, could not be recovered from the public under the User Charge Law. 

A similar requirement is imposed on the Commission when assessing 
fees for copies of security registration statements to the public under 
section 6(d) of the Securities Act of 1933, as amended (15 U.S.C. 77f(d)). 
This provision provides that copies of security registration statements 
are to be furnished applicants at reasonable charges as prescribed by 
the Commission. Once again, it appears that the law contemplates only 
charging for costs related to copying the statement, and may not include 
costs related to meeting internal Commission needs. 

In addition, we have held in previous decisions7 that the costs for a ser- 
vice needed primarily for the agency’s internal processing requirements 
may not be shifted to the public by interposing a no-cost contractor 
between the agency and the public user. Contractor costs not incurred as 
a direct result of providing copies of publicly available information 
should not be recouped through fees charged to a requester. Costs 
incurred in serving the Commission’s internal data processing needs 
must be excluded from the cost base used to determine regulated fee 
amounts. 

Consistent with the legal restrictions, Office of Management and Budget 
(OMB) policy states that internal processing costs should not be included 
in charges to users of government information. OMB states* that its cir- 
cular on user charges9 requires fees to cover costs for dissemination 

‘See mter of: Retention of Fees Received by EPA Contractors Providing Information Services to the 
m, B-166506, October 20, 1975; and Matter of: Federal Election Commission, 61 Comp. Gen. 285 
(1982). 

80MB Circular No. A-130, “Management of Information Resources,” Section-by-Section Analysis 
(December 12,1985). 

“Circular No. A-25, “User Charges” (September 23, 1959). 
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only, not for creation, collection, processing, and transmission of govern- 
ment information. 

The Commission 
Should Pay for 

of the external EDGAR system to be financed through regulated fees, 
tasks performed for this function are more logically part of the internal 

Developing and processing system. The tasks currently performed by staff for both 

Operating the Receipt paper and electronic filings in the EDGAR pilot are necessary for the Com- 
mission’s internal processing. Therefore, as stated above, the cost for 

System developing and operating the receipt system should not be passed on to 
the public through user fees. 

Commission staff perform similar processing steps for filings received in 
paper form and for filings received electronically in the EDGAR pilot. The 
Office of Applications and Reports Services physically receives paper 
filings, confirms that all copies are received, and performs acceptance 
processing to verify that filing fees (if any) have been paid, that autho- 
rized signatures are present, and that the filing is in the correct format. 
This office notifies filers who do not pass this receipt and acceptance 
processing. For accepted filings, this office routes copies to the public 
reference room for public access, to the appropriate division for review, 
and to the microfiche contractor for dissemination. Under the EDGAR 
pilot, volunteer companies send their filings to the Commission either by 
direct transmission over telephone lines or by delivery of magnetic dis- 
kettes or tapes for conversion and input to EDGAR. Office of Applications 
and Reports Services staff assist the filers in their transmissions, then 
use EDGAR workstations to check that filing fees are paid, to determine if 
filings are in the correct format, and to forward filings for review. 
Again, filers are notified if there is a transmission (receipt) problem or if 
the filing is not accepted. Accepted filings are available on EDGAR termi- 
nals in public reference rooms in Washington, D.C., New York, and Chi- 
cago. In addition, a computer output tape is provided the dissemination 
contractor to produce microfiche. 

For the operational system, some of the receipt functions performed by 
Commission staff will shift to the contractor as part of the receipt por- 
tion of the external system. For example, the receipt system to be devel- 
oped and operated by the contractor will have to receive all electronic 
filings (including those converted from tape and diskette). The receipt 
system will validate that all filings comply with submission require- 
ments such as accurate page and document counts and valid passwords, 
and will post a notice on an electronic receipt and acceptance bulletin 
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board for filers to check the status of their filings. Filings passing this 
receipt validation would go to the internal system for acceptance 
processing. Results of this acceptance processing (and additional 
processing by Commission staff) would be posted to the electronic bul- 
letin board along with error messages for rejected filings. This bulletin 
board is considered part of the receipt system. The receipt system would 
store filings until accepted by the Commission, then add them to the 
internal system data base and contractor’s dissemination data base. I 

Although the receipt system will include receipt tasks previously per- 
formed by staff, Commission officials do not believe that it is part of 
internal processing. They state that a primary purpose of EDGAR is to 
improve dissemination to the public, and electronic receipt is necessary 
to accomplish this purpose. Since many EDGAR functions (use of worksta- 
tions to review filings, automated ratio calculation, and text searches) 
are also dependent on receiving filing data electronically, dissemination 
is not the only justification for electronic receipt. 

The House Committee on Government Operations also considers the 
receipt system to be part of the Commission’s internal processing 
requirements. This Committee’s Subcommittee on Government Informa- 
tion, Justice and Agriculture held a series of hearings in 1985 on the 
subject of electronic collection and dissemination of information by fed- 
eral agencies. A December 8, 1985, Subcommittee letter to the Commis- 
sion and the Committee’s April 1986 report1o state that (1) the electronic 
receipt of filings is an integral feature of EDGAR necessary to support. the 
internal processing of documents and (2) the cost of the receipt system 
should probably be borne by the Commission. In the report, the Com- 
mittee discusses which costs of electronic information systems should be 
considered dissemination costs to be charged to outside users. The Com- 
mittee concludes that the primary reason for undertaking EDGAR com- 
puterization is improving internal agency operations. Thus, the costs for 
computerization-hardware, software, and staff to obtain information 
and build an automated data base -should be borne by the agency; only 
the marginal cost of providing information service to the public can be 
charged public users, even if the dissemination system is operated by a 
contractor. 

““Electronic Collection and Dissemination of Information by Federal Agencies: A Policy Overview,” 
H. R. Rep? No. 99-560,99th Cong., 2d Sess., 46 (1986). 
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Proposed Funding 
Approach Limits 
Congressional 
Oversight 

In originally proposing that the entire operational EDGAR system be 
developed and operated at no cost to the government, the Commission 
acknowledged that non-appropriation-process funding limits congres- 
sional oversight. The Congress also recognized this reduction of its over- 
sight role and indicated its intention to maintain oversight regardless of 
the funding approach used. Specifically, in its June 4, 1985, report on 
authorization of the Commission’s fiscal year 1986 appropriation, the 
House Energy and Commerce Committee stated that the operational, 
EDGAR system and its financing approach will be subject to approval 
through the authorization process. Even though the Commission has 
changed its proposed financing approach to fund the internal system 
through the appropriation process, it still intends to fund the receipt 
system’s development and operational costs through dissemination fees. 
In addition, the Commission will limit its contribution for the current 
internal system to a fixed amount of $35 million. Therefore, funding 
amounts will not include the total cost of providing EDGAR internal 
processing capabilities to the Commission, an issue of continuing con- 
cern to the Committee. 

The Commission has requested congressional authorization and appro- 
priations for the operational EDGAR system described in the current RFP; 

this it has done through correspondence, meetings, and hearings with 
congressional committees. However, funding for the development and 
operation of the system has not been approved, pending specific author- 
ization. The authorization process by the House Energy and Commerce 
Committee specifically includes consideration of the Commission’s pro- 
posed financing approach. The outcome of this process could change 
financing provisions in the RFP and the appropriation for the operational 
system. 
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The Commission has not properly determined EDGAR costs and benefits 
for development of the internal portion of the operational system. Cost 
estimates are understated because 

l they are based, in part, on an outdated computer model of the opera- 
tional internal system (a more recent model indicates that a larger com- 
puter could cost some $4.4 million more than the Commission’s 
estimates over the life of the contract); and 

. the operational internal system may require more software development 
than the Commission considered. 

Furthermore, cost estimates for the internal system are incomplete 
because they do not include costs associated with the receipt function. 

In addition to understating the operational internal system costs, the 
Commission has overstated the system’s quantitative benefits. Commis- 
sion estimates include benefits that are not attributable to EDGAR 

processes and that have been arbitrarily increased. As a result, neither 
the Commission nor the Congress has accurate and complete information 
to justify further development of the ELXAR system. 

Internal System 
Hardware Costs Are 
Underestimated 

the results of a SNAP/SHOT~~ model run during the week of June 10,1985. 
According to this model, at least one IBM 3081 computer would be 
needed for the internal system to process all Commission user transac- 
tions during a peak filing period (for example, the end of March when a 
certain report is due from nearly all filers). The Commission used the 
cost of this computer in August 1985 to estimate the cost of the internal 
system, and used this estimate in deriving the $35-million funding 
request for the internal system and in analyzing its 7-year life cycle 
costs and benefits. 

During the week of May 12, 1986 (only 5 days after the RFP issue date), 
the pilot system contractor ran another SNAP/SH(R model for the opera- 
tional EDGAR system. According to contractor staff, this latest model is 
more accurate for the internal system than the first because user trans- 
actions used to simulate system operation include EDGAR functions added 
since the model was run nearly a year earlier. The latest model indicates 

“Systems Network Analysis Program/Simulated Host Overview Technique (SNAP/SHOT) is an IBM 
modeling system. 
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that the Commission will need a 3090 computer to process all user trans- 
actions during a peak filing period. The IBM 3090-200 is nearly twice as 
powerful as the IBM 3081 the Commission used in developing its hard- 
ware cost estimates. The latest model also shows that (1) even this 
larger computer will use about 90 percent of its capacity during peak 
filing periods in 1988 and (2) utilization will eventually increase to 98 
percent by 1991. The model predicts that a more powerful IBM 3090-400 
computer will be needed by 1992. The IBM 3090-400 is over three times 
more powerful than the IBM 3081. 

To estimate the potential cost implications of the revised estimate of 
computer hardware needs, we calculated the purchase priceI of the IBM 

3090-200 by comparing it to the actual amount included in the IBM 3081- 
version cost estimate. Our figures show that 

l the 3090-200 purchase price would be $4.1 million or $0.6 million more 
than the $3.5 million the Commission cites; and 

l the purchase price for an upgrade from an IBM 3090-200 to a 3090-400 
would be an additional $3.8 million for a total of $4.4 million more than 
the Commission’s estimate. 

Developmental The extent to which pilot-system software can be used in the opera- 

Requirements Increase 
tional system is unknown. The Commission undertook the pilot effort as 
a “concept evaluation,” that is, to demonstrate the feasibility of elec- 

Potential of Additional tronic receipt of filings and other processing and review concepts. This 

costs pilot approach demonstrated the feasibility and, in the case of text 
searches, limitations of these concepts, but it did not produce a system 
readily usable in the proposed operational system environment with its 
higher filer volume and increased number of Commission users, As a 
result, the actual development work required for the operational system 
is uncertain, thus increasing the potential that development costs will 
exceed Commission estimates. 

Concept Evaluation 
Approach 

Under the EDGAR pilot concept evaluation, the contractor was to design a 
system to satisfy the functional requirements specified in the contract, 
test different approaches for providing these functions, and provide 

‘“Based on an August 26, 1986. IBM configuration output report that updates the General Services 
Administration’s fiscal year 1986 authorized ADP Schedule Price List for IBM Equjpment (contract 
no. GS OOK86AGS5557). Costs are for the central processing equipment alone and do not include cost 
of peripheral equipment or any maintenance charges. 
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these functions to a sample group of users for use in the pilot environ- 
ment with its limited number of filer participants. Using the concept 
evaluation, the Commission did not intend that the pilot become an oper- 
ational system and therefore, did not formally verify that the pilot soft- 
ware is complete and accurate or that it meets user needs and 
requirements. Instead, the Commission relied on the Mitre Corporation 
to evaluate t.he different approaches being used by the pilot contractor 
and to offer alternatives for the operational system. The Commission 
also relied on user and filer comments to indicate problems and on the 
pilot contractor’s normal systems development testing activities to 
ensure quality. 

The concept evaluation may provide a system that operates successfully 
in the limited pilot environment. However, it limits the extent to which 
offerors can rely on development work done in the pilot, as indicated in 
comments received by the Commission from potential offerors for the 
operational system RFP. This limitation is reinforced in the RFP (which 
states that the use of the pilot hardware and software is optional). 
Therefore, potential offerors may not readily rely on pilot software or 
place the same value on this software as the Commission. An offeror 
could choose to develop new software, thus increasing development 
costs. 

Operational System 
Environment 

As another indication of the amount of development work yet to be per- 
formed in the operational system, the pilot system processed only a 
small percentage of filings received by the Corporation Finance and 
Investment Management Divisions. According to Commission statistics, 
the pilot system received 5,712 electronic filings from over 300 filers 
from September 24, 1984, to April 30, 1986. This is only 3 percent of the 
192,289 filings received by the two divisions in fiscal year 1985 alone. In 
addition, the EDGAR pilot consisted of only 35 workstations. In the opera- 
tional system, workstations will be increased to a proposed total of 448. 

The pilot demonstrated that some approaches used may require modifi- 
cation or new development to satisfy the increased work load of the 
operational system environment. For example, the Commission experi- 
mented in the EDGAR pilot with the use of a commercially available soft- 
ware package with search capabilities. With this package, a user could 
identify all filings containing a keyword, say, “dividends,” or those that 
contain both “dividends” and “shareholder” to include synonyms of 
these keywords such as “distributions” and “stockholders.” This 
package provided an analytical tool for both the Commission staff and 
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users in the public reference rooms. However, experience in the pilot 
showed that response times for complex searches were poor and the 
amount of storage space needed could be excessive without careful mon- 
itoring. Therefore, the Commission concluded that this software package 
did not provide the best solution for the operational EDGAR environment. 
As a result, a new approach must be developed in the operational 
system to provide this particular search capability. 

While this capability may be obtainable from another software package 
or by developing customized software, it remains a development item 
for the operational system, as it was in the pilot. The decision not to use 
this package for the operational system was not made until after the 
Commission’s August 1985 estimate of internal system cost. Therefore, 
costs to develop a new text search approach are not reflected in that 
est.imate. 

Receipt Functions Not Receipt functions are a logical part of the Commission’s internal 

Part of Internal System 
processing requirements, and their cost should be included in estimates 
of internal system cost and proposed funding amounts (see chapter 3). 

Cost Estimates At the time of our review, the Commission had not specifically esti- 
mated the cost of the receipt portion of the operational EDGAR system. 
These costs could be significant considering the hardware requirements 
to perform receipt functions and new functions included in receipt 
system software that were not developed in the pilot. 

As an indication of the additional hardware costs to be considered, the 
pilot contractor included a separate receipt/dissemination external 
system in the SNAP/SHOT model run in May 1986. This model, which 
incorporated receipt transactions and some limited dissemination via 
public reference rooms, showed that an IBM 3090-400 computer would be 
needed initially to handle peak work loads for the increased number of 
filers expected in the operational system environment. Additional com- 
puter hardware would be needed in the second or t.hird year of the 
project. Our calculations show that the purchase price for this computer 
is approximately $1.9 million. This cost would be additional to any hard- 
ware costs for the internal system given the Commission’s proposed 
operational system configuration of separate internal and external sys- 
tems. Therefore, estimates of internal system cost would have to 
include, at a minimum, the portion of hardware costs attributable to per- 
forming receipt functions. 
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In addition to estimating hardware costs for the internal system, the 
Commission must include the potential cost of developing new receipt 
functions not developed in the pilot. For example, the receipt portion of 
the operational system includes a new requirement for an electronic 
receipt and acceptance bulletin board to provide filers with immediate 
access to the status of their filings and error messages in the event fil- 
ings have been rejected. This function was not developed for the pilot 
system, thus new software must be developed. 

Commission Studies Do Federal guidelinesI recommend a cost/benefit analysis to provide ade- 

Not Accurately Show 
quate cost and benefit information for managers, users, designers, and 
auditors to analyze and evaluate alternative approaches, and for mana- 

Internal System Costs gers to make decisions on initiating or continuing the development, 

and Benefits procurement, or modification of software or other automatic data 
processing-related services. The Commission prepared two cost/benefit 
analyses for the internal EDGAR system-both of which are inadequate 
because of incorrect assumptions. 

The February 19,1986, 
Analysis 

This first analysis emanated from the two principal divisions (Corpora- 
tion Finance and Investment Management) implementing EDGAR. The 
analysis estimated total savings of 178 staff years (53 for Corporation 
Finance Division and I25 for Investment Management Division) for 
EDGAR internal system benefits to the Commission for fiscal years 1985- 
90. The analysis did not attempt to convert projected staff-year savings 
to dollar savings and did not compare estimated internal system costs 
(though the second analysis included such a comparison). 

The February 19 analysis included assumptions relating to the imple- 
mentation and phase-in of filers, growth of filings, and EDGAR capabili- 
ties. For example, assumptions by the Corporation Finance Division 
included the successful development of financial-statement ratio calcu- 
lations; the Investment Management Division assumed the development 
of a scanning routine to look for unusual words or phrases and identify 
for review filings that would not have otherwise been reviewed. Our 
review of this analysis showed that the divisions generally used a rea- 
sonable approach, estimating average time savings for portions of their 
review processes. 

13Guidelines for Documentation of Computer Programs and Automated Data Systems for the Initia- 
tion Phase, Federal Information Processing Standards Publication 64, National Bureau of Standards, 
August 1979. 
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However, in reviewing estimated savings for the Investment Manage- 
ment Division, we found very little benefit shown for its review pro- 
cess-total savings of only 12 staff years. Instead, the majority of this 
division’s estimated staff-year savings (113 of 125 or 90 percent) are 
attributed to the use of microcomputers to automate investment com- 
pany and investment adviser inspections-equipment and functions not 
part of EDGAR. Through discussions with division officials who prepared 
the analysis we determined that these savings are based on the acquisi- 
tion and use of about 80 microcomputers to conduct field inspections 
and not directly to the use of EDGAR data. While some qualitative bene- 
fits for inspections could be realized based on EDGAR, quantitative bene- 
fits (attributable to, for example, generating computerized workpapers 
for transmission back to the Commission and processing data main- 
tained on registrants’ computer systems) would be attained with micro- 
computers regardless of EDGAR. In addition, these microcomputers will 
not be purchased with EDGAR funds and are not reflected in EDGAR costs 
used for the analysis. 

In the analysis, Commission staff cautioned that implementation of 
EDGAR should not be justified as a cost-savings measure only to the Com- 
mission and noted other anticipated qualitative benefits. These included 
the ability to do new research and analysis functions, increased quality 
of review through rapid access to data bases, enhanced ability for com- 
parative analysis of data between companies, and easier identification 
of filing precedents. Other qualitative benefits noted include improved: 
dissemination of information, internal controls, availability of statistical 
information, and responses to the investment community due to one- 
stop filing with the Commission and the states. The study did not specif- 
ically describe how these benefits would accrue, the form they would 
take, or precisely who would receive them. 

The February 25,1986, 
Analysis 

Six days later, the Commission’s Executive Director issued an analysis 
stating that, because of its substantial cost, EDGAR must demonstrate 
savings or sufficient improvements (such as productivity increases) 
equal to or greater than its total cost to justify expenditure of Commis- 
sion resources. The Executive Director considered the first analysis too 
conservative and dramatically increased savings estimates in his anal- 
ysis He based his savings estimates on the assumption that productivity 
would improve more significantly than the divisions estimated, particu- 
larly through the use of artificial intelligence. The second analysis also 
estimated the internal system’s total costs at $40 million (based on $35 
million plus costs totaling an additional $5 million over 7 years for other 
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equipment and implementation staffing). The projected staff-year sav- 
ings of the analyses are summarized and compared in table 4.1. 

Table 4.1: Difference in Staff-Year 
Savings for Fiscal Years 1987-90 Difference 

Between Analyses 

Division 

CorDoration Finance 

Analyses 
2/l 9186 2/25/86 

53 285 

Percentage 
of 2119186 

Amount Analysis 

232 438 
Investment Management 125 163 38 30 
Total 178 448 270 152 

Our review of the second analysis showed that little additional analysis 
had been done to estimate quantitative benefits. Several factors make 
the second analysis inadequate as a basis for deciding to proceed with 
the operational system at this time. 

9 There are significant technical limitations to incorporating the pilot- 
tested artificial intelligence system into the operational system. Since 
the Commission did not make such a subsystem a firm requirement in 
the RFP, we believe it unlikely that the productivity improvements 
attributed to artificial intelligence will be realized. 

. The second analysis incorporates all estimated savings attributable to 
Investment Management Division inspections that we believe are inap- 
propriate in justifying EDGAR. 

l The second analysis expands the staff-year savings (shown in table 4.1) 
to the full 7 years of system life and projects total savings at $42.3 mil- 
lion. Even with the dramatic increases of the second analysis, quantita- 
tive benefits exceed costs by only $2.3 million-allowing little more 
than a five percent margin of error for these benefit estimates. 

l Development costs for the operational system will likely exceed the $35 
million estimated, and do not include the costs of the receipt portion of 
EDGAR. We believe these should be included in the analysis of internal 
system costs. 

Internal Audit Also 
Questions Analyses 

The Commission’s Office of Internal Audit (Internal Audit) also 
reviewed the Commission’s analyses of quantitative costs and benefits 
for the internal EDGAR system. The resulting May 1986 report disclosed 
some of the same deficiencies we noted after review of these analyses, 
and prompted the Commission to identify additional quantitative bene- 
fits for the internal EDGAR system. However, the benefits as adjusted by 
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Internal Audit still total only $21.4 million compared to the $40.0 million 
cost estimate. These findings show that the Commission’s cost/benefit 
analyses do not provide an adequate basis for proceeding with develop- 
ment of the operational EDGAR system. They also reinforce that quantita- 
tive benefits alone do not support continued system development. 

Internal Audit evaluated the internal costs and benefits presented in the 
analyses of February 19 and 25, 1986, and estimated that approxi- 
mately $7.5 million in direct benefits can be reasonably expected from 
the successful implementation of EDGAR exclusive of any qualitat,ive ben- 
efits that Internal Audit did not analyze. In responding to Internal Audit 
findings (that costs exceeded quantifiable benefits), the Executive 
Director stated that qualitative benefits were the principal justification 
for proceeding with EDGAR, a position not taken in his original analysis. 

Specific issues raised by Internal Audit’s review of costs and benefits of 
the internal system included those listed below. 

. The extent of benefits and related costs for the Investment Management 
Division’s inspection program were considered unclear, and Internal 
Audit excluded them from its projection of internal system benefits. 

. Assumptions of dramatic productivity increases due to artificial intelli- 
gence were eliminated because of immature artificial intelligence tech- 
nology, its absence from RFP requirements, and failure to reflect costs 
for its development in the analysis. 

l Pilot-system hardware cannot be readily considered to offset internal 
system funding amounts. 

The Executive Director provided formal comments on each issue. On the 
first, he stated that the key to inspection productivity improvements 
will be access to the data base and use of a microcomputer for exchange 
of data with the central computer. However, similar t.o us, Internal 
Audit noted that their interviews with Investment Management Division 
staff indicated that (1) EDGAR data were not the primary source of pro- 
ductivity-improvement estimates and (2) costs for achieving such bene- 
fits were not reflected in the Commission’s analysis. As a result, Internal 
Audit excluded benefits attributable to the inspection program from its 
cost/benefit analysis. 

On the second issue, the Executive Director stated that artificial intelli- 
gence is complicated, somewhat ill-defined, and, as an expert system like 
that used in the pilot, is too immature technologically to project for 
EDGAR. Therefore, he substituted “automated review assistance” as the 
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operative concept and noted productivity increases due to full text 
search, electronic screening, access to outside data bases, and other 
automated review routines. Internal Audit believes that the division’s 
estimates in the first cost/benefit analysis included the aspects of auto- 
mated review assistance to which he refers and, therefore, used the divi- 
sions’ estimates for its analysis, not those in the second cost/benefit 
analysis. 

Regarding the last issue, the Executive Director felt that the pilot- 
system hardware (IBM mainframe, storage devices, printers, disk and 
tape drives, terminals, and operating software) can and will be used in 
the operational system and should be treated as an offset to the $35 
million in funding. Internal Audit’s position is that in its 1987 budget 
submission, the Commission noted funding needs of $5.192 million per 
year for EDGAR and did not subtract the costs of the pilot hardware. 
Thus, Internal Audit believes that proper and consistent treatment 
would include the pilot equipment as an addition to the $35 million 
rather than as an offset. We agree. Our review showed that, according to 
the RFP, use of the pilot system equipment is to be negotiated and there 
is no specific reference to considering such use as an offset to funding 
amounts. 

Internal Audit considered comments from Commission staff on these 
issues, but its final report changed little with regard to quantitative 
internal benefits. On July 10, 1986, Internal Audit issued an addendum 
to its report in response to reevaluated estimates from the Commission 
staff. In this addendum, Internal Audit added about $13.9 million to 
benefits shown in the original report to arrive at adjusted quantitative 
internal benefits totaling $21.4 million, or about 53 percent of the Com- 
mission’s estimated total cost of $40 million, Additional benefits 
included were 

. approximately $2 million as a result of including overhead in the orig- 
inal staff-year savings estimates; 

. almost $7 million for equipment and staff savings resulting from trans- 
ferring functions currently performed by the Commission’s existing 
WORKmAD system, which no longer will be needed since EDGAR could 
provide the same statistical information; 

. savings of $3.8 million for the Corporation Finance Division attributed 
to other activities in its review of filings as well as benefits in the 
rulemaking, monitoring, and legal interpretation functions; and 
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l about $1.1 million in other benefits for the Directorate of Economic and 
Policy Analysis, the Investment Management Division, and the Office of 
Consumer Affairs and Information Services. 
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Conclusions We commend the Commission for seeking to take advantage of current 
information processing and communications technology to benefit the 
public, filers, and its internal operations. However, because the opera- 
tional EDGAR system will significantly change the receipt, review, and 
disclosure of financial investment data, the Commission and the Con- 
gress need to be sure that their multi-million dollar investment is sound 
and properly justified. We believe that the Commission is proceeding 
without having resolved certain important policy and cost issues that 
may affect both EDGAR'S achieving the full benefits envisioned by the 
Commission and the ultimate cost of the system to the government. 

Since the Commission only recently began to formally and comprehen- 
sively obtain filer comment on proposed changes to filing requirements, 
it does not know the extent to which filer exemptions or opposition to 
these requirements will limit their implementation. As a result, the Com- 
mission cannot be sure that it will achieve projected EDGAR benefits 
because they are based on most filers adhering to proposed electronic 
filing requirements including electronic submission of exhibits, material 
incorporated by reference, and financial data in a Commission-specified 
format. In addition, the Commission does not know whether this limited 
implementation will result in an incomplete, perhaps less marketable, 
data base and limit the contractor’s ability to recover costs. We believe 
that, prior to proceeding with operational system development, the 
Commission should resolve these filing issues to assess their impact on 
system requirements and to incorporate any changes to these require- 
ments in the RFP for offerors’ consideration in preparing their proposals. 

According to existing law and OMB policy, the amount that may be 
charged for furnishing information cannot exceed the cost of providing 
that information. In the case of a contractor, this includes a reasonable 
profit, but not costs for internal processing (creation, collection, 
processing, and transmission of information). We believe the receipt 
system is a logical part of the Commission’s internal processing mission 
requirements, and thus prevents the Commission’s recovering the costs 
of developing and operating this system through contractor charges to 
public users. Furthermore, we believe the Commission’s financing 
approach for the receipt system and its fixed-price funding for the 
internal system bypasses the congressional authorization and appropria- 
tion process to some degree, limiting the oversight and control of EDGAR 

development and operation the Congress intended. 
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Finally, the Commission has not adequately analyzed the costs and ben- 
efits of the ELEAR project and, therefore, we believe its decision to pro- 
ceed with the operational system is premature. Without the benefit of 
better estimates of costs and quantitative benefits and an adequate 
description of qualitative benefits, the Commission and the Congress 
cannot ensure that they are making an informed decision on develop- 
ment and funding of EDGAR. 

Recommendations to 
the Commission 
Chairman 

We recommend that the Chairman of the Securities and Exchange Com- 
mission not award a contract for the operational EDGAR system until 

. the impact of potential filer exemptions from and opposition t.o pro- 
posed electronic filing requirements has been fully assessed and consid- 
ered in defining the system; 

l 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 

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

Recommendation to the We recommend that the Congress satisfy itself that the Commission has 

Congress 
adequately responded to the issues raised in this report before providing 
funding for the operational EDGAR system. 

Agency Comments and We provided a draft copy of this report to the Commission, which 

Our Evaluation 
responded with the executive summary included at the end of this 
report (see appendix II and our evaluation of Commission comments). 
The Commission disagrees with our findings on obtaining filer comments 
and the legality of their funding approach, and our conclusions and rec- 
ommendations. However, after assessing the Commission’s comments, 
we still believe that before awarding a contract for the operational 
EDGAR system, the Commission needs to (1) determine the extent that, 
filer exemptions will impact EDGAR requirements, (2) develop an appro- 
priate funding approach for the internal system to include the receipt 
portion, and (3) prepare a comprehensive cost/benefit analysis. The 
Commission’s primary concerns and our responses are presented below. 
Based on the Commission’s executive summary and additional detailed 
comments (not included here), we have also made technical corrections 
to the report where appropriate. 
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Filer Comments The Commission believes that during the past 3 years, it has solicited 
and obtained extensive comments and suggestions on EDGAR from a wide 
range of sources (the Commission listed 51 such conferences and solici- 
tations in its response to this report). The Commission contends that it is 
coordinating the promulgation of rules for mandated electronic filings 
with the issuance of the RFP so that it can carefully consider comments 
and suggestions from all parties, particularly the contractor. 

We reviewed the Commission’s list of commenters and found that many 
of those listed either did not involve filers or apparently did not provide 
filer comments. For example, 11 on the list concerned comments from 
potential vendors for the pilot and operational systems. Further, seven 
open Commission meetings (also included on the list) show that EDGAR 
was an agenda item, but comments from filers were not indicated. We 
agree that other meetings, conferences, and solicitations the Commission 
lists could provide some filer comment, particularly those with pilot par- 
ticipants (as noted in our report) and financial printers (who prepare 
filings for some filers). However, our review showed and Commission 
officials agreed that no comprehensive, formal request for filer com- 
ments on proposed filing requirements for the operational system was 
initiated prior to the advance notice of proposed rulemaking begun in 
June 1986-over one month after the RFP was issued. In addition, while 
comments from potential contractors can be useful, we believe final elec- 
tronic filing requirements are more dependent on filer capabilities than 
on contractor preferences. Contractors should know what the actual 
requirements will be when preparing their proposals. 

Regarding the rulemaking process, the Commission has begun to receive 
filer comments that illustrate the information we believe the Commis- 
sion should have used to determine electronic filing requirements. We 
reviewed 88 of these comments, which came from pilot participants, 
associations representing thousands of filers, corporations, and inter- 
ested parties such as attorneys and accountants who represent 
filers. Our review showed mixed reactions to the Commission’s proposed 
filing requirements. The Commission believes that it has designed the 
system to accommodate virtually all filers, and therefore, exemptions 
will be limited and will not materially impact the benefits of EDGAR. 
While most comments we reviewed support the electronic filing concept, 
they also express concern about the costs and burden associated with 
the Commission’s proposed electronic filing requirements. Comments 
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show that smaller companies may require exemptions and that compa- 
nies, regardless of size, might need a temporary exemption due to tech- 
nical difficulties. Both situations would result in continued submission 
of paper filings. 

The Commission also believes that electronically filing exhibits and 
other previously filed paper documents now referenced in electronic fil- 
ings will also be accepted because filers will be phased in. The comments 
we reviewed, however, indicate that filers may not readily accept this 
provision. Many filers are concerned about the time and expense 
involved in electronically filing exhibits that are often quite lengthy. For 
similar reasons, they also strongly reject the Commission’s proposal to 
require electronic resubmission of previously filed paper documents that 
are referenced in electronic filings. 

As for the Commission-specified format to identify financial data for 
calculating financial ratios, the Commission states that pilot participant 
responses have been positive and that the schedule is easy to prepare. 
Comments we reviewed indicate that filers agree it is relatively easy to 
prepare the schedule; however, they are concerned that this approach 
(1) may establish the form of financial statements, (2) does not provide 
for filers’ individual interpretations of rules, and (3) does not consider 
that additional data may be available in footnotes. Commenters also 
express concern that this schedule may be a first step in requiring addi- 
tional formatted financial data that may place an undue burden on 
filers. 

To the extent that these comments and others indicate a need to grant 
exemptions to electronic filing and/or limit the implementation of other 
proposed requirements, the Commission may have to revise system 
requirements and amend the RFP. Further, the Commission may also 
have to retain portions of the current manual paper process or devise an 
input scheme to handle filings that continue to be submitted in paper 
form. This could result in either a reduction of EDGAR benefits and mar- 
ketability of EDGAR information, or increased costs for receiving filings. 
Such changes would also need to be reflected in a revised cost/benefit 
analysis. 

Because of the nature of the comments we reviewed, we have clarified 
our recommendation concerning filer comments to fully recognize the 
impact they may have on the operational EDGAR system requirements. 
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Funding the Receipt Systems The Commission disagrees that its financing approach is contrary to 
existing law. It states that its General Counsel has determined that a no- 
cost or shared-cost approach is legally sound. The Commission states 
that by providing the public free access to filing information through 
EDGAR terminals and paper copies of filings at a charge no greater than 
the cost of document search and duplication plus regulated contractor 
profit (in its public reference rooms) it. meets the requirements of both 
FOIA and the User Charge Law. 

We agree that the public reference rooms satisfy ~1x4 requirements. 
However, at issue is what costs should be included in the cost base for 
set,ting user fees to be charged to subscribers wishing a copy of the 
entire or a portion of the data base. The difference in our position and 
that of the Commission centers on the funding of the receipt system. 

The Commission contends that it does not bear the costs of delivery 
under the present manual receipt system because filers pay to deliver 
their filings to the Commission, Further, it believes that receiving and 
disseminating filings are interrelated and dependent functions, and 
should be operated as a single system funded by the contractor. How- 
ever, we note that filers will continue to bear the costs of delivery for 
EDGAR-POStage or delivery fees for tapes and diskettes and telephone 
charges for direct transmission. Also, users of filing information, not 
filers, will pay for the receipt system under the Commission’s proposed 
funding approach through fees charged by the contractor. Further, the 
receipt system itself is necessary for the Commission to initially receive 
a filing and perform acceptance processing. A filing must be formally 
accepted by the Commission before it can be made available for dissemi- 
nation. In addition, once received in electronic format, the Commission 
intends to use automated techniques to aid in its review processes. 
Given these factors, we do not agree with the Commission’s argument 
that receipt and dissemination are interrelated and should be funded by 
the contractor. Moreover, combining the receipt and dissemination func- 
tions into a single system does not preclude segregating their cost. 

Our position, first voiced in our March 14, 1985, testimony on the initial 
no-cost funding proposal, has been that if the Commission is providing 
to the public any legally required information services or voluntarily 
provides information dissemination services, it may not recover fees 
that exceed the limitations on assessing and recovering fees under the 
provisions in the FOIA and the User Charge Law. We oppose including 
costs related to supporting the Commission’s own processing needs, such 
as the receipt system, in the cost base used to assess fees charged 
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Cost/Benefit Analysis 

requestors of information. This is because the former are unrelated to 
search and duplication (authorized for recovery under FOIA) or because 
they are incurred to serve an independent public interest (excluded 
under the User Charge Law). To include costs related to internal 
processing would permit the Commission to recover costs unrelated to 
search and duplication from the public by interjecting a no-cost con- 
tractor between itself and the public; it would also allow the Commission 
to recover costs that could not be recovered were it developing the I 
system using its own resources. 

We therefore stand by our position that (1) funding the receipt system 
through dissemination charges is contrary to existing law and (2) the 
Commission should include these costs in its appropriation requests for 
the EDGAR system. 

The Commission disagrees that its proposed funding approach will limit 
congressional oversight. The Commission provided a list of 36 congres- 
sional meetings, testimony, reports, and other communications that it 
believes demonstrate that EDGAR has received oversight. We are aware 
of many of these meetings because of our initial review of the EDGAR 
project in March 1985, and agree that the Commission included t.he 
EDGAR program in its budget requests and consulted with and provided 
requested information to the Congress. However, we still believe that 
recovering the receipt system’s cost through user charges and using 
fixed-price funding for the internal system each mask the true cost of 
providing EDGAR processing capabilities to the Commission. Annual 
funding amounts requested by the Commission bear little relationship to 
the actual costs incurred by the contractor. As a result, the Congress 
would not be routinely aware of situations that could affect either com- 
pletion of the EDGAR project or its potential cost to the government. For 
example, inability of the contractor to recover internal system costs 
exceeding the Commission’s $Smillion annual contribution could jeop- 
ardize contract performance. Also, the approval of fixed funding 
amounts annually does not indicate the potential government. liability 
from other contractor costs if the contract is terminated for the conven- 
ience of the government. 

The Commission now states that the cost/benefit analyses it performed 
to justify EDGAR were preliminary despite their use as a basis for pro- 
ceeding with operational system development. It also states that it used 
the wrong hardware configuration in estimating the cost of the internal 
system, and that the $21.4 million identified as quantifiable benefits 
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cover only half of the system’s estimated $40-million cost. Nevertheless, 
the Commission believes that it should proceed with EDGAR because “...it 
will increase the efficiency and fairness of the securities markets for the 
benefit of investors, corporations, and the economy....” In its detailed 
comments, the Commission also expands on other potential quantitative 
and qualitative benefits to itself and the potential qualitative or 
“external” benefits to users, corporate filers, and regulators. With this 
recognition that costs far outweigh quantifiable internal benefits, then 
Commission’s decision to proceed with EDGAR, therefore, rests solely 
upon its belief that sufficient external benefits will accrue to filers, reg- 
ulators, investors, and the general public. Because these benefits are 
essential to the Commission’s justification to proceed with EDGAR, it 
must prepare a comprehensive cost/benefit analysis that includes a 
clear and objective description of how these benefits will accrue, what 
form they will take, and precisely who will receive them. Only after 
such an analysis is prepared will the Commission and the Congress have 
adequate information to decide whether to proceed with EDGAR 
development. 

The Commission further states that the tangible evidence that the bene- 
fits of ELK&G outweigh its costs will be the formal bids by contractors 
because they will be unwilling to invest much of their capital unless 
they believe the benefits significantly outweigh the costs. We requested 
and received from the Commission copies of letters (sent by potential 
vendors) that prompted the Commission to defer the due date for pro- 
posals from September 10, 1986 to December 31, 1986. These letters, 
from well-established vendors, inform the Commission that each had 
decided not to bid on the operational EDGAR system as defined in the 
original RFP. The vendors generally believe the Commission’s estimates 
of system costs are understated, and the benefits to be realized are ques- 
tionable because the market for EDGAR information is unproven. There- 
fore, they concluded that the Commission was asking them to take an 
inordinate business risk, and they offered numerous suggestions to the 
Commission to help reduce vendor costs and improve their market 
share. The Commission has acknowledged these suggestions and is con- 
sidering changes to the RFP to address the vendors’ concerns. Such 
changes could have a significant impact on EDGAR costs. 

We believe that neither detailing qualitative benefits to us nor negoti- 
ating requirements with potential vendors relieves the Commission of its 
responsibility to prepare a comprehensive cost/benefit analysis for the 
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internal system. The analysis should include accurate costs for hard- 
ware and software and the receipt portion of the system, and all perti- 
nent quantitative and qualitative benefits. The Commission and the 
Congress need this information because of the large expenditures to be 
incurred over several years, the complexity of the system being devel- 
oped, and the significant impact that electronic filing will have on the 
gathering and disclosure of the nation’s financial investment informa- 
tion. Until this analysis is performed and the other issues we raised in 
our report are adequately responded to, we do not believe the Commis- 
sion should award a contract for EDGAR development. Nor should the 
Congress provide funding for the operational system. 

Page 47 GAO/IMTEC-W-2 EDGAR System 



Appendix I 

Request Letter 

i 
:. 

W.$5. %mue of Represamtiltes 
Snbcommittet on C!Wu@ht and Bmeati~atione 

of tfJt 
Committee on &nergp an8 &ommerre 

?!?iIasijngton, B& 20515 

October 1, 1985 

The Honorable Charles A. BOwSher 
Comptroller General 
General Accounting Office 
441 G Street, N.W. 
Washington, 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 GAO's 
review of the EDGAR system revealed serious deficiencies. 
Messrs. James Watts, Melroy Quasney and Anthony Cicco of the 
Information Management and Technology Division testified about 
these 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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The Honorable Charles A. Bowsher 
October 1, 1985 
Page 2 

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

Chairman 
Subcommittee on 

Oversight and Investigations 

JDD:RCN/sf 
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Note: GAO comments 
supplementing those in the 
report text appear at the 
end of this appendix. UNtTED STATES 

SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON. D.C. 20549 

September 15, 1986 

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

Dear Mr. Anderson: 

The Securities and Exchange Cumission appreciates this opportunity 
to camnent on the General &counting Office’s August 15, 1986 draft 
report on Edgar. It is respectfully requested that the nine-page 
Executive Summary of the Camxission’s ccamnents be included in the 
final GAO report. 

If in consideration of the Ccnmission’s camsnts, one or rare of the 
recommendations in the August 15th draft GAO report are tiified, 
the Camnission would be pleased to delete or modify its comments 
according ly . 

With the benefit and timely receipt of the finalGA report, the 
Cammission will give further serious consideration to GAO’s 
recommendations, prior to awarding the cperational contract next 
spring. 

The Commission appreciates the advice and counsel of the General 
kmunting Office in effecting this important conversion fran a 
manual paper to an electronic disclosure system. 

If you have any questions concerning the respOnse, please contact 
me at 272-2700. 

Sincerely, 

George G .a Kundahl 
Executive Director 
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See comment 1 

L 

I. htecutive Sumnary 

The GAO draft report focuses among other things, on the internal benefits 

of the Edgar system to the SEC. tiile significant, they are a tiny fraction of 

the benefits to investors, corporations and the economy. 

The primary purpose of Edgar is to increase the efficiency and fairness of 

the securities markets for the benefit of investors, corporations and the 

econany, by accelerating dramatically the filing, processing, dissemination and 

analysis of time-sensitive corporate information. 

Under Wgar, as such information is electronically filed with the Conmission, 

it will be accessible to investors, the media and others on personal and business 

computer screens in minutes, instead of days and weeks. ais is but one of the 

major benefits cited herein. 

The 735 Edgar pilot participants L/ have filed over 8,100 documents. The 

participants include a wide variety of large and small coqorations, investment 

ccanpanies, limited partnerships and others. Many simply type their filings on 

microcanputers (which retail for less than $2,000) and transmit then to the 

Commission over telephone lines or on magnetic tapes or diskettes, instead of 

having them printed on paper and mnually delivered and processed by the Ccmmis- 

sion. Staff comnants are provided Edgar filers by electronic mail. Investors 

and others will be able instantly to access electronically such information 

with equipnent that retails for less than $1,000, such as a personal carputer 

and moden (a telephone connection device]. 

L/ This includes 397 participants in the Corporation Finance and Investment 
Management pilots; 15 public utility holding companies; and, 323 companies 
filing only the investment company semi-annual repart. 
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See comment 2 

lbe Institutional Investor has indicated that Edgar could revolutionize the 

manner in which investment decisions are made and executed. 2/ Based upon - 

surveys, Mthematica Policy Research, Inc., has approximated the market for 

electronic filings at up to $2.2 billion per annum. 3/ 

Tangible evidence of the benefits of the Edgar system will be the fornml 

bids of contractors this Eeceaber. Bidders will not be willing to invest large 

amounts of their own capital in Edgar , unless they have satisfied themselves 

that the benefits significantly outweigh the costs. 

‘Ihe GAO draft report canmends the Commission “for seeking to take advantage 

of current information processing and communication technology for the benefit 

of the public, the filers and the Cammission’s internal operations,” and states 

that “the pilot project [has] demonstrated that the Canmission could receive, 

analyze and disseminate filings electronically.” 

Erlgar is also responsive to the Federal initiative to reduce the paperwork 

burden through automation technology. As the GAO has stated.: 

“Che of the purposes of the Papermrk Reduction &t was to 
ensure that autcmatic data processing and tel- icat ions 
ware used by Federal managers to reduce the paperwork 
burden on both the public and the Government.” A/ 

The GAO draft report recamnends that before awarding the cperational 

contract the SEC should: 

2/ “The Edgar Pevolution”; Institutional Investor, September, 1984. 

z/ Potential Impact of the Edgar System on the Market for Securities 
Information, June, 1984. 

4/ U.S. General Accounting Office Study, Eketter Use of Information Technology 
Can Raduce the Burden of Federal Papermrk, April 11, 1983, cAO/CGF 
83-39. at 1. 

Page 62 GAO/IMTEG87-2 EDGAR System 



Appendix II 
Ckmunents From the Securities and 
Exchange Commission 

o Better identify the extent of filer opposition to, and exemption 
fraa, electronic filing procedures and formats; 

o Resolve the issue of whether financing the receipt system through 
user fees, rather than appropriated funds, is contrary to existing 
law and public policy; and 

' More accurately determine the total costs and quantitative benefits, 
and more adequately describe the qualitative benefits asscciated 
with Edgar. 

The Camnission considered these issues well before issuing the Request for 

Proposals on May 7, 1986. At a meeting of the full Commission on September 2, 

1986, the Commission unanimously reaffirmed that: 

o Based on three years of Pilot development and operations, 
and extensive camrents from filers and others, the 
operational Edgar system is responsive to the needs and 
interests of filers, investors and others; 

O 'Ihe Edgar funding approach fully canplies with the law: 
and 

o The benefits of Edgar far outweigh the costs. 

However, with the benefit and timely receipt of the final CaO report, the 

Canmission will give further serious consideration to GAO's recomn-endations 

prior to awarding the operational contract next spring. lhe Commission appreciates 

the advice and counsel of the General Accounting Office in effecting this 

important conversion fran a paper to an electronic disclosure system. 

01 September 3, 1986, the Commission announced extension of the date for 

the submission of bids on the Cigar electronic disclosure system fran September 

10th to December 31st in order to consider canmants received from potential 

bidders and others. 5/ 

Electronic Filing Procedures and Formats 

!Xring the past three years, the Ccnnnission has solicited and obtained 

extensive canmants and suggestions on Edgar fran members of Congress and their 

5/ 'Ihis announcement is set forth in Appendix 1. 
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See comment 3 

See comment 4 

staffs, the General Accounting Office, the business and finahcial comnuhity, 

institutional and individual investors, corporations, Edgar pilot participants, 

potential bidders, the securities exchanges, the National Association of 

Securities Dealers, the state securitiesccmmissions, attorneys, accountants, 

economists and experts frcm within and outside of governmnt. 6/ !the c0rrment.s - 

and suggestions have keen very helpful and constructive. Over a hundred have 

been incorporated in the Edgar system. 

The Ccmnission is coordinating the pranulgation of Edgar rules I/ with the 

issuance of the Request for Proposals in order to carefully consider cmnts 

and suggestions of all interested parties, including the contra&or. The 

contractor's views on phasing-in filers, the format of filings and related 

rules are important considerations in the i.qlementation of a sound operational 

.SpWlL 

With respect to hardship exemptions from Edgar filing, the Cmission has 

designed Rdgar to acccxmmdate virtually all filers. In addition to the speed 

and sinplicity of filing reports electronically, Edgar will receive transmissions 

from virtually all publicly available microccsputers and word processors. The 

Edgar pilot already accepts filings fran more than 85 different system. Comments 

of pilot program participants underscore the low cost ahd ease of use of the 

Edgar system. Because of the ease of electronic filing, the Conmission expects 

that requests for exenptions will be limited and will not mterially impact 

the benefits of Edgar to the investing public, issuers, the Ccxnxission or the . 
contractor. 

g/ A list of over 40 such conferences and solicitations of ccsments 
is set forth in Appendix 2. 

7/ See Advance Notice of Prcposed Rulemaking ; Release No. 33-6651, - 
51 E'R 24155 (July 2, 1986). 
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See comment 5 

See comment 6 

AS for formatting, pilot participants have been requested to include with 

certain filings a one-page schedule of up to 38 key financial items with their 

filings. These items are already included in their financial statements and 

m3re than 100 such schedules have been voluntarily submitted. Filers report 

that it takes less than an hour to prepare such schedules, which permit Edgar 

instantly to compute key financial ratios for staff analysis. 

Edgar Funding 

GiXO's guestions concerning the legality of the proposed funding of Edgar 

may reflect a misunderstanding of the public's ability to obtain copies of 

filings under 'Zdgar. The public will have greater and faster access to filings 

than at present. 'Ihey will have free on-line access to the mgar database in 

fourteen of the Commission's offices, as -ared to access to microfiche 

copies at three locations under the present system. In addition, the public 

will continue to be able to obtain paper and microfiche copies of all Edgar 

filings at duplication coat plus a regulated profit to the dissemination contractor 

as at present. Thus, members of the public requesting copies of filings through 

the Camnission's public reference facilities will not bear any Edgar costs. 

This satisfies the requirements of both the Freedom of Information Act and the 

Independent Offices Appropriations Act. 

'Ihe GAO draft report statement that the proposed funding approach is 

contrary to existing law is incorrect. Indeed, senior GAO officials have 

previously agreed that the proposed funding is lawful. On April 29 and June 

12, 1986, respectively, a representative of the CAO's General Counsel and a 

senior official of GAO informed the Ccmmission's staff that GAO was not challeng- 

ing the Canmission's legal interpretation. 
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See comment 7 

See comment 8 

See comment 9 Investors, issuers and the economy will be the principal beneficiaries of 

To the extent that legal questions raised in the draft report rest on the 

proposition that governsent functions mist be fully finahced by appropriated 

funds, the Comnission is aware of no such requirement and GAO has cited none. 

lb the contrary, the Ccmtission's General Counsel has provided GAO a legal 

memorandum on the precedent and propriety of the proposed funding. g/ 

Also, the propsed funding does not limit Congressional oversight of 

Edgar. Such oversight will continue as at present through authorization, 

appropriations and other processes. Funding of the operational contract is 

subject to annual appropriations by Congress. The Comnission has kept its 

oversight and other Congressional ccmnittees informed of the progress on Edgar, 

an3 will continue to do so. z/ 

Cost/Benefit Analysis 

Edgar. Their benefits include: 

' Access by investors, the media and the public to time- 
sensitive corporate information in minutes instead of days 
and weeks; 

' Greater equality of access to such information, which will 
pranote fairness in the securities markets; 

' Greater utility of such information, due to the ease and 
speed of electronic retrieval and analysis; 

' Improved access to information on publicly-traded cunpanies, 
including smaller corrpanies; arxl 

' Faster access to the market by corporate issuers ami greater 
flexibility in adapting corporate finaucings to dmnging 
market conditions. 

lJ/ SEC General Counsel m3mrandum of March 12, 1985. 

z/ A list of 36 such Congressional meetings, testimony, reports and other 
ccmunications is attached as Appendix 3. 
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See comment IO 

1 

General Rotors Acceptance Corporation (“WC”), a frequent Edgar filer, 

has stated that Edgar has permitted them to take advantage of “market windows” 

at substantial savings. Other pilot participants have also indicated that 

Edgar permits them to make changes up until the instant of filing; reduce 

printing and delivery costs: receive and respond faster to staff camnents; 

file on a same day basis fran the West Coast; and improve their internal 

operations. lO/ - 

Edgar will also significantly improve the Commission’s internal operations. 

lhe SEC staff cost/benefit analysis provided to GAO includes substantially all 

Fdgar-related costs to the SEC, but not all the benefits. The $40 million 

estimated costs over the seven-year operational contract include non-recurring 

development and transition costs, as well as a $3.2 million contingency reserve 

(not cited in the GAO draft report). 11/ ‘Ihe staff analysis also identifies - 

internal benefits and quantifiable productivity improvements primarily in the 

Cbrporation Finance and Investsent Management Divisions and the Office of 

Information Systems Kanagement. Such quantifiable benefits amxlnt to $21.4 

million (i.e., over 50% of the $40 million total estimated cost to the SGC). 

It was not considered cost-effective to attempt to quantify the benefits 

of future system enhancements, qualitative improvements in the Commission’s 

review process, or the benefits to the hforcement and Market Regulation Divisions, 

the regional offices and the Offices of the General Counsel, Chief Wcountant 

and Chief Fconcmist, all of which will have Edgar terminals and are expected to 

lO/ See Berney, “Let Edgar Do It,” Nation’s Business, December 1985, at 85; - 
Jayson, “Filing into the Future with Mgar,” Management Accounting, June 
1985, at 21, and Pobertshaw, “Edgar is taking a bite out of all that SEC 
Paperwork,” Wanen’s Wear Daily, July 17, 1985. 

ll/ The $40 million consists of the $35 million fixed price contract, plus $5 - 
million in personnel costs. 
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See comment 11 

See comment 12 

See comment 13 

!- 

make increasing use of Fdgar's high-speed retrieval, wrd search, ccnparative 

tabulation and other capabilities. 

Also, a ccquter model discussed in the staff analysis (but not included 

in the estimated dollar benefits) projects a $4.9 million increase in benefits 

for each additional 10% increase in filings processed per staff year. 

The GAO draft report is correct that an IBM simulation model 12/ indicated - 

that the internal processing system will need the equivalent of an IBM 3090-200, 

instead of an IBM 3081. The $1.1 million additional cost of an IBM 3090-200 is 

well within the $35 million fixed cost contract. 'Ibe IBMmodel also indicated 

the possible need to upgrade to an IBM 3090-400 in 1992. However, such an 

upgrade is not expected to be necessary because of ongoing hard and software 

enhancements by IBM and others. In any event, there has been a long term trend 

of declining mainframe costs as a result of increasing cqetition and ongoing 

technological improvements. 13/ The GAO also noted this trend in a report on - 

the securities industry 14/. - 

The GAO draft report notes that develqnent costs are difficult to estimate, 

but does not take into account the fact that the internal cost estimates include, 

and the FPP requires, the contractor to provide ten staff persons each year for 

continuing improvements in the internal system. 

Conclusion 

In the 50 years since the enactment of the federal securities laws, the 

mannec of filing documents with the Commission has remained unchanged -- 

12/ The IBM Systems Network Analysis Program/Simulated Host Overview Technique. - 

13/ Gartner Group, Inc., Information Week, August 11, 1986, at 9. - 

14,' U.S. General Accounting Office Staff Study, Securities and Futures, - 
GAO/GGD-86-26 at 16. 
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physical delivery of multiple copies of paper documents. lhrcugh the years, 

the number of filed documents has multiplied to seven million pages per annum, 

plus multiple copies. The volume continues to grew at over 700,000 pages a 

year. Similarly, the dissemination of filed docrrmants, while taking advantage 

of develqxnents in copier and microfiche technology, also remains firmly rooted 

in paper - based technology. 

The securities industry and markets would not be able to handle the present 

volume of trading and financings if they had not converted fro-n manual to 

electronic data processing and telecmnication systems over a decade ago. 

As the GAO noted in a recent study, “advances in computer and telecanmunications 

technology have facilitated the geographical dispersion of services, helped 

improve market operations, an d given customers new ways to use the markets.” 15/ - 

Edgar is a guantun leap forward in the application of state-of-the-art telecas- 

munication technology to the Canmission’s full disclosure mission. It will 

increase the efficiency and fairness of the securities markets for the benefit 

of investors, corporations and the economy. Mgar will achieve this goal by 

accelerating and improving dramatically the filing, processing, dissemination 

and analysis of time-sensitive corporate information. 

15/ GAO/GGD-86-26 at 15. - 
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UNITED STATES 

SECURITIES AND EXCHANGE COMMlS!3ON 
WASHINGTON. DC. 20549 

September 4, 1986 

ALL PROSPECTIVE OFFERORS: 

Attached for your lnformat?on is a press release and 
amendment to the solicitation concerning an ex:ension of the 
date for submission of proposals on the Operational Edgar 
Electronic Disclosure System, RPP SECHQl-86-R-0637. If there 
any questions about these matters contact Jeffrey Rosenfeld, 
Chief, Procurement and Contracts Branch at (202) 272-7010 

Sincerely, 
-. 

I 
,(.‘I / 

_, _-- - 7 

, ,*. ---- ‘_ 
I. , 

,‘Je,f f rey Rd;e>feld 
.-..-A 
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Securities and Exchange Commission 
Procurement and Contracts Branch 
450 5th Street, NW; Room 2015/Z-1A 
Washington, D.C. 20549 

a. NAME AND ADORESS OF CONTRACTOR (No.. l lrmt. <W”R, s,.* all z,, C&, 

ALL PROSPECTIVE OFFERORS 

CODE FACILITY CODE 1 I 
I I THIS ITEM ONLY APPLIES TO AMENDMENTS OF SOLICITATIONS 

Gl The dboM nvmtered IOilClWlO” 16 amended a* se? fartn I” mm 14 The ho”, and claw sec‘kd 60, reCB,Pt or otkxr El IIdlfeloed. 0 ‘I rc: er 
W”c.5.3 

13 THIS ITEM APPLIESONLY TO MODlFlCATlONSOF CONTRACTS/ORDERS, 
IT MODIFIESTHE CONTRACT/ORDER NO ASDESCRIBED iN ITEM 14. 

OPDEl7 15 15S”ED P”lS”nNT TO 
TRACT ORDER NO IN ITEM IO& 

,spe~,,y ,,“l*orllV, TUE CywcEs SET FORTH IN ,TEM 14 ARE M‘IDE iFaHE cow 

The above-referenced solicitation document for an Operational EDGAR 
System is hereby amended as follows: 

1. The deadline/closing date for receipt of offers, as stated in Block 9 
on Page A-l of the WP (SF-33), is changed from 2:OO p.m. on Septem- 
ber 10, 1986 to 2:00 P.m,- on December 31, 1986. _" __ -- 
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Washington, D.C. 20549 (202) 272-2650 

FOR IMMEDIATE RELEASE 86-54 

SEC EXTENDS EDGAR CONTRACT BIDS 

Washington, September 3, 1986 - The Securities and Exchange Commission 

announced today extension of the ddte Eor the submission of bids on 

the operational Edgar elucLronic disclosure system from September 10th 

to December 31st. 

The extension is to consider comments received from potential bidders 

and others. The comments include the possibility of scheduling 

payments to coincide mote close!y with the contractor’s expenditures, 

permitting shared or dedicated o.?f-site facilities and extending the 

seven year term of the contract. Any changes in the Request for 

eroposals will be published by October 31st in order to per;nit 

potential contractors to consider the impact on their bids. The 

pilot program will continue until the operational system begins. 

The purpose of Edgar is to increase the eEficiency and fairness Of 

the securities markets by accelerating dramatically the filing, 

processing, dissemination and analysis of time-sensitive corporate 

inEormation. Such inEormation will be instantly accessible to 

investors, the media, and others on personal and business computer 

screens. The benefits to investors, corporations, the Commission 

and the +:conomy include: 

0 access by invc:;r I~CL(, the media and the public to 
time-sensitive c‘>Ll),jrdt,: ijltocmdtlon in minutes 
instead of days dnil weeks; 

D qjre<ater equality of accz-s to such information, 
which will promote fairness in the securities markets: 

- more - 
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. greater utility of such information, due to the ease 
and speed of electronic retrieval and analysis: 

improved access to information on publicly-traded 
compan ies, including smaller companies; 

. 

. 

faster access to the market by corporate-issuers and 
greater flexibility in adapting corporate’ financinqs 
to changing market conditions; and 

. siqniEicant productivity and other quantitative and 
aualitative improvwnrnts to the Commission in processing 
filings. 

The contact person concerning Edgar is Amy Goodman, 

Associate Director (Edgar), (202) 272-7054. 

Page 63 GAO/IMTEC-87-2 EDGAR System 



Appendix II 
Comments From the Securities and 
Exchange Commission 

Cbnferences and Solicitations of Camrmts on Hgar 

Relbrce Business Daily-Sources Sought for 
Bxperfnental Paperless” Filing System 

April 7, 1983 

ReSolicitation Conference on Dissemination Hay 18, 1983 

Pilot Bidders Conference 

Release Requesting Mgar Volunteers and Soliciting 
Cument - Questionmire Regardirq muipent Carqeti- 
bility 

CDnferena with Financial Printers 

Ccmfereme with Financial Printers 

MathemMca St&y - Potential Inpact of the Edgar 
system in the Market for Securities Information 

ipesolution by North knerican Securities Administrators 
Association ( QUAA” 1 Board in Sugprt of Edgar 

Release Requesting Public Canrent on &?gar Waprary 
Rules for Division of Corporation Finance 

FBI Provides Mgar Security Analysis 

Conference with Financial Printers 

Conference with Financial Printers 

Release requesting Fublic Cannents on Edgar 
wing 

Conference with Mgar Volunnteer Participants 

Conference at uhict, HLSAA Apeoints Edgar 
canlittee 

Open Carmission meetiq on Bagar 

Release Requesting Public Cambents on 
Operatioml B3gar Fbanci.q 

Open Camissfon Meeting on %3gar 

@en Cuanission Meetiq an B3gar 

Omference with MSAP4 

Burvey of Pilot Participants and Financial 
Printers Fbquesting Information on Fdgar Experience 

BE Btaff Conference with NWAA pljsar oomnittee 

January 27, 1984 

kwch 30, 1984 

Hay 7, 1984 

June 7, 1984 

June 12, 1984 

Jux 15, 1984 

June 27, 1984 

July 2, 1984 

July 27, 1984 

August 8, 1984 

August 15, 1904 

August 20, 1984 

August 29, 1984 

August 30, 1984 

&ptember 5, 1984 

&Amber 25, 1984 

,?anoary 18, 1985 

war& 20, 1985 

April 17, 1985 

April 26, 1985 
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Release Requesting Publiccannsnton &3garTenporary 
Rules for Public Dtility Bolding ccapanies 

i&&ase of PreSolicieation Docunent (VSD’) and 
Bxecutive Ekmmry for Cuunsnt 

ClpnHx!tingwithFotential Bidders toDisanrsPSD 

Conference with Self-Regulatory Organizations 

SE Row&able - ESgar amjor Agenda Item 

Oanference with Hgar Filers 

ReleaseRequesting FublicCarmentonBdgar Tempxary 
Rules for Division of Investment Uanagarent 

Conference with Securities Industry Autunation Experts 
onthe CperationalEdgar System 

Public keting on the Operational System and 8umnary 
of Q-w 

Open Catmission kteeting cn war 

Public Solicitation of Cannents on Certain Issues 
Raieed at the 11/25 Heeting 

?htional%curityiqencyBubnits Rxm~~IRepxtand 
Reoomnendations on Dperational Edgar 8eoxity 

Staff Conference with IWiAA 

Chairman 8hadzleetswith WSV+ Representatives 

Conference with Financial Printers 

Open fhmission Ueeting m B3ga.r 

Conference with NGAh on Hgar 

Public panels Discussion on Dissemination of war 
IIifOraatiOO 

Open Carmission Ueeting cn Bdgar 

QnferenoewithElASDonEdgar 

ConferencewithNX8NkonEdgar 

Conferencewith Information Industry Association 
on WI= 

by 23, 1985 

July 1, 1985 

July 23, 1985 

July 30, 1985 

Septeuber 5 6 11, 
1985 

Bepteher 12, 1985 

Septtahr 23, 1985 

October 2, 1985 

November 25, 1985 

December 10, 1985 

K%xrber 17, 1985 

January 4, 1986 

January 6, 1986 

January 16, 1986 

January 29, 1986 

January 30, 1986 

January 31, 1986 

February 10, 1986 

Rbrusxy 11, 1986 

Mar& 3, 1986 

March 13, 1986 

March 26, 1986 
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Discussion at Auerican Bar Aescciation Bketing 

Open oarmission Meeting a3 E3gar 

m.ease of Request for Proposals 

Pm-Proposal Conference 

ibdease &questing Cement on Advance Notice 
of Propsed Rulemaking for Operational Edgar 
w- 

Upen carmission Ussting with Financial Executives 
lnstitube 

Staff Conference with tUGM and Amxican Bar 
&wociaticn 

April 4, 1986 

May 6, 1986 

May 7, 1986 

Jbne 17, 1986 

J~lne 26, 1986 

July 30, 1986 

August 11, 1986 
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Cmgressional Meetings, Testimmy and Otter Cammications on Fdgar 

Fiearing - Serate Securities Suhomnittee (D’Amato) 

Letter to Rouse Goverrwent Information Subcarmittee 
Sutmitting Edgar fXFP Materials 

Hearing - House Tklecomnunications Subcdttee (Wirth) 

Subcurmittee on Telecommunications (Wirth) 

March 25, 1983 

Hearing - Senate Appropriations Subccmmittee (Laxalt) 

Hearing - House Appropriations Sukmittee (Smith) 

&bruary 23, 1984 

February 23, 1984 

February 23, 1984 

March 7, 1984 

March 16, 1984 

Notification of Co03ressional Staff of Pilot Contractor 
Selection 

Edgar Referenced in House Appropriations Bill 

Edgar Referenced in Senate Appropriations Bill 

Edgar Referenced in Appropriations Conference Report 

ktter - Srodes to Congressional Staff with Edgar 
Information and Offering SEC Edgar Tour 

Kay 1, 1984 

May 23, 1984 

June 13, 1984 

August 3, 1984 

September 13, 1984 

Congressional Staff Tour of Edgar (1st) September 21, 1984 

Letter from Chaimn Dingell Requesting 
Edgar Documents October 2, 1984 

titter to Interested Members of Congress 
Requesting Review and Comncnts on Edgar October 11, 1984 

Letter to Chairman Dingell Providing 10/2 
Requested Inform&ion Octobr 12, 1984 

Dingell Staff Reviews Edgar Documents at SEC and 
Interviews Staff 

Congressional Staff Tour of Edgar (2nd) 

Dingell Staff Interview SEC Fdgar Stiff 

Letter from &airman Diqell Requesting 
Additional Ckxxmnts 

October, 1984 

November 16, 1984 

Novcrnbzr 30, 1984 

January 7, 1985 

Letter - Fogash to Chairman Dingell Providing 
l/7 Requested Documents 

titter - Kiernan to Chesson (Dingcll staff) 
Providing Additional Documents Rcqucsted 
in l/7 Letter 

January 18, 1985 

January 31, 1985 
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PY 1986 Budget Suhnission re Edgar 

Congressional Staff lbur of Bdqar f 3rd) 

Ietter - Kiernan to Norwood (Dingell Staff) Providing 

Hearing - Senate Appropriations Subcomnittee (Laxalt 1 

Meeting with Senate Staff 

Certain Edgar Documents 

GAD is Requested by Chairman Dingell to Review Pilot 

Hearing - House Oversight and Investigation 
Sukannittee (Dingell) 

Hearing - House Telecommunications Subcommittee 
(Wirth) 

Hearing - House Appropriations Sukomnittee (Smith) 

Hearing - Senate Securities Sulxcnmittee (D'Amato) 

Hearing - House Government Information Subcommittee 
(Eqlish) 

CXO Begins 2nd Review Requested by Chairman Dingell 

Edgar: A Status Report 

FY 1987 Congressional Budget Submission Includes 
7-Year Appropriation Needs for Edgar 

Supplemental Authorization Submitted to the Congress 

Hearing - House Appropriations Subcomnittee (Smith) 

Hearing - House lklecomnunications Submittee 
(Wirthl 

Report of Committee on Government Oprations, 
"Electronic Collection and Dissemination of InEormation 
by Federal Agencies: A Policy Overview," Containing 
a Discussion of Edgar April 29, 1986 

Transmittal of Edgar RFP to Interested Members 
of Congress and Their Staff May 12, 1986 

Fdgar: A Status Report June 30, 1986 

February 4, 1985 

February f5, 1985 

F’ebruary 22, 1985 

March ?, 1985 

March 14, 1985 

March 21, 1985 

March 27, 1985 

April 17, 1985 

April 24, 1985 

May, 1985 

October 17, 1985 

Cecembr, 1985 

Cecember 31, 1985 

February 5, 1986 

February 20, 1986 

February 21, 1986 

March 5, 1986 
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The following are GAO'S comments on the Commission’s Executive 
Director’s letter and Executive Summary dated September 15, 1986. 

GAO Comments 1. The difference between the pilot statistics in our report and those in 
the Commission’s comments is primarily due to the time period involved 
and the Commission’s inclusion of investment management companies 
that use EDGAR only for transmission purposes. We were requested to 
review the EDGAR project through completion of the pilot, and we pro- 
vided statistics to reflect Commission experience through April 30, 
1986-the expiration date for the original pilot contract. As of that 
date, the Commission had received 5,712 filings and there were 3 16 pilot 
filers. This total included 178 for the Corporation Finance Division and 
138 for the Investment Management Division (including 15 public utili- 
ties). We did not include 263 investment companies that used EDGAR only 
to transmit a semi-annual report for input to another Commission com- 
puter system, not for processing and analysis by EDGAR. 

2. We requested and received from the Commission copies of letters sub- 
mitted by potential vendors that prompted the Commission to defer the 
due date for proposals from September 10, 1986 to December 31, 1986, 
and to consider revisions to the RFP. A discussion of the content of these 
letters appears on p. 46. 

3. As we note in chapter 2, Commission officials stated that they did not 
formally obtain comments from filers on proposed filing requirements 
prior to RFP release. The Commission now indicates that it has obtained 
extensive comments and provides a list of 5 1 conferences and solicita- 
tions of comments. While some of these comments could provide filer 
perspective-such as those from pilot participants (as we acknowledge 
in the report) or from financial printers (who can prepare and submit 
filings from filers)-the Commission has apparently included various 
comments received on EDGAR whether or not they provide filer input on 
proposed filing requirements. For example, the Commission’s list 
includes at least 11 that specifically concerned procurement issues for 
the pilot. or operational systems, not the additional requirements of elec- 
tronic filing. In addition, we obtained and reviewed minutes of six of the 
seven “open Commission meetings on EDGAR" shown on the list (having 
attended the May 6, 1986, meeting) and found no filer input on proposed 
EDGAR filing requirements. Still other items on the list that do not relate 
to filer comments include an analysis by the Federal Bureau of Investi- 
gation and a report. by the National Security Agency, both relating to 
EDGAR security. In addition, it was difficult, to determine what comments 
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were received in other cases because the Commission did not document 
the results of interactions, such as conferences with the North American 
Securities Administrators Association on March 13, 1986, and with the 
National Association of Securities Dealers on March 3, 1986. In conclu- 
sion, as we note in the report, the Commission had not attempted to 
obtain comments from the overall filer population on proposed EDGAR 
filing requirements until its June 26, 1986, release of the advance notice 
of proposed rulemaking. As a result, we continue to believe that while 
this initial step in the rulemaking process will provide some measure of 
comment, the overall timing of the Commission’s rulemaking limits its 
usefulness in finalizing system requirements particularly for use in pre- 
paring the RFP. 

4. In chapter 2, we note that the Commission could not consider the 
impact of exemptions to proposed electronic filing requirements in pre- 
paring the operational system RFP because it did not formally obtain 
comments from the overall filer population prior to RFP release. The 
Commission contends that it has designed EDGAR to accommodate virtu- 
ally all filers, and that comments of pilot participants underscore the 
low cost and ease of use of the EDGAR system. For these reasons the 
Commission expects that requests for exemptions will be limited and 
will not materially impact the benefits of EDGAR. 

To demonstrate the need for obtaining comments from the overall filer 
population prior to RFP release, we reviewed 88 sets of comments the 
Commission received in response to its advance notice of proposed 
rulemaking for EDGAR. These comments included those of at least 32 
pilot participants, as well as other companies filing with the Commis- 
sion, attorneys, and accountants. They also included other organi- 
zations representing filers or interested groups, including the American 
Society of Corporate Secretaries, Inc., a professional association com- 
posed principally of corporate secretaries with approximately 2,800 
members representing 2,200 corporations in the United States and 
Canada; the Investment Company Institute, a national association of the 
American mutual fund industry, whose membership includes 1,660 
open-end investment companies (“mutual funds”); and the Financial 
Analysts Federation with some 15,600 members who are securities ana- 
lysts, portfolio managers, investment counselors, and funds managers. 
Our review showed that not all pilot participants or other organizations 
agree that EDGAR is low cost and easy to use, as examples below indicate. 
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l One pilot participant stated that it saw few benefits to registrants from 
the EDGAR pilot program, having had some extremely unpleasant expe- 
riences such as difficulty in transmitting a time-sensitive filing and 
incurring $8,000 in additional expense to convert some previously pre- 
pared financial statements to an electronic format for transmission to 
EDGAR. 

l Another pilot participant stated that it would probably not enter the 
program voluntarily if asked today because of the substantial additional 
costs and administrative burdens that have resulted from electronic 
filing. 

l Still another pilot participant noted that while it generally endorses elec- 
tronic filing, it is “concerned that the Commission and its Staff seriously 
underestimate the challenge which a mandatory shift to electronic fil- 
ings presents to investment companyregist.rants.” (Original under- 
scored.) This company’s conversion to EDGAR filing included creating and 
maintaining an electronic data base and recruiting and training addi- 
tional staff. 

. A national association of the American mutual fund industry com- 
mented that association members who participated in the pilot program 
report they incurred more than “minimal” added expense in upgrading 
their own system and equipment and in adding personnel to accommo- 
date electronic filings. It also said that, contrary to the Commission’s 
views, experience to date indicates that there will be more than minimal 
burden even if electronic filings are made through agents or service 
bureaus. The association notes, for example, that “...projected cost of 
utilizing a financial printer for filing by one of the present pilot filers is 
enormous-$1 million.” 

These and other similar comments indicate that requests for exemptions 
may not be as limited as the Commission contends. In addition, at least 
35 commenters, (or 40 percent of the 88 comments) specifically cited a 
need for temporary exemptions in the event of filer or Commission tech- 
nical difficulties. Many of these wished to submit paper filings in such 
instances and later refile the document electronically when difficulties 
are corrected or within a specific time. As we note in the report, filings 
received on paper would obviously not accrue the benefits of EDGAR 

processing. In addition, these paper filings would not be in the EDGAR 

data base on a timely basis and could reduce its value for dissemination 
purposes. 

Other filer comments on proposed changes showed that 41 of the 88, or 
47 percent, oppose incorporation by reference procedures; 43, or 49 per- 
cent, oppose electronic filing of previously filed exhibits; and 29, or 33 
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percent, oppose providing financial data in the Commission-specified 
format. Such comments indicate the Commission may have difficulty 
imposing these requirements completely or within the timeframes it or 
its offerors’ envision. Exempting or delaying filers from complying with 
the requirements would affect the extent to which the Commission 
achieves EDGAR benefits and the completeness of the data base for dis- 
semination, and could result in changes to EDGAR requirements that 
should be reflected in the RFP. 

5. We agree that the public reference rooms satisfy FOIA requirements. 
However, at issue is, under the User Charge Law (which the Commission 
calls the Independent Offices Appropriations Act), what costs should be 
included in the cost base for setting fees charged to subscribers wishing 
an entire copy of the data base (Level I) or a selected portion of the data 
base (Level II). Our position and that of the Commission differ on the 
funding of the receipt system. 

In detailed comments supporting its executive summary, the Commis- 
sion contends that it does not bear the costs of delivery (mail, delivery 
service, and so forth) under the present manual receipt system; hence it 
should not be required to pay for receipt processing. We do not agree 
with the Commission’s analogy between delivery costs and the cost of 
the receipt system. Under EDGAR, filers will continue to pay for delivery 
whether as postage or delivery costs for tapes and diskettes, or tele- 
phone charges for direct transmissions. Moreover, the cost of the receipt 
system would not be borne by filers as delivery costs, but rather by 
users of filing information through fees charged by the contractor. 

The Commission also believes that the receipt and dissemination of fil- 
ings are interrelated and dependent, and should be operated as a single 
system funded by the contractor. We continue to believe that receipt is 
necessary for the Commission to perform its internal processing mission 
requirements. Before a filing is disseminated to the public, it must 
undergo acceptance processing by the Commission to ensure that its 
form is correct, filing fees have been paid, and signatures are present, 
With EDGAR, electronic receipt will be necessary so the Commission can 
perform acceptance processing, and the Commission hopes to use EDGAR 
to further automate the process. In addition, after acceptance, EDGAR 
will use automated techniques to aid in both the selective and substan- 
tive review of filings. These examples illustrate the critical nature of the 
receipt function to the Commission’s ability to perform its mission. We 
do not believe that because filing information will be electronically dis- 
seminated, users should pay for development of the portion of the 
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system needed to receive filings, transmit them to the Commission, store 
them until accepted, and provide filers with a means of determining the 
status of filing receipt and acceptance. 

6. Our objection to the Commission’s proposed funding approach was 
first voiced in our March 14, 1985, testimony on the initial EDGAR pro- 
posal. We have restated our concerns in this report. At no time did GAO 
representatives agree with the Commission’s approach. Our position has 
always been that if the Commission provides to the public any legally 
required information services or voluntarily provides information dis- 
semination services, it may not recover fees that exceed the limitations 
on assessing and recovering fees under existing provision of law-fiu)rA 
and the User Charge Law. 

7. We agree that some government functions may be financed through 
means other than appropriated funds, but the financing approach must 
be in accordance with existing laws. In its March 12, 1985, legal deci- 
sion, the Commission has cited a number of our decisions to support its 
conclusion that a no-cost contractor could be authorized to disseminate 
filing information, charge a fee for this dissemination, and retain the 
fee. We agree that these decisions support the position that a contractor 
may provide information to the public that the government would other- 
wise provide under FOIA or some other provision of law. However, these 
decisions do not support the contention that the fee charged by the con- 
tractor may exceed what the government would have otherwise col- 
lected had it performed this service directly, other than for the inclusion 
of a reasonable profit to the contractor. 

In addition, the Commission cites a previous decision regarding the right 
of persons providing stenographic and reporting services to the govern- 
ment to finance the providing of these services to the government at no 
cost by selling copies of their transcripts t.o the public and retaining the 
proceeds from these sales. However, this decision was rendered prior to 
the adoption of FOIA and the User Charge Law that set limitations on 
costs recoverable by agencies when providing information or special ser- 
vices to the public. Subsequent to this decision, section 11 of the Federal 
Advisory Committee Act (86 U.S.C. §775) was specifically adopted to 
limit fee recovery by individuals providing stenographic or other 
reporting services. 

8. To show that there has been congressional oversight, the Commission 
provides a list of 36 congressional meetings, testimony, reports, and 
other commuriications. We were aware of many of the items on this list, 
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particularly those since our initial review of EDGAR in March 1985. We do 
not dispute that the Commission has included EDGAR funding in its 
budget submissions and consulted with and provided requested informa- 
tion to the Congress on the EDGAR program. However, we continue to 
believe that the Commission’s proposed funding approach reduces the 
Congress’ oversight role because the Commission’s appropriation 
requests would include only the amount needed to fund what it has 
identified as its internal system, not the cost the contractor would incur 
to enable the Commission to perform its internal functions, including the 
receipt of filing data. These appropriation requests would also be for 
fixed amounts, not actual contractor expenditures. 

Information on the actual cost of the internal system is critical to over- 
sight of the EDGAR program. For example, information on actuai costs 
incurred by the contractor could indicate the ability of the contractor to 
successfully complete EDGAR development. The Commission’s own cost 
analysis estimated that the contractor would incur some $15.6 million in 
the first year for internal system equipment and operating expenses as 
compared to the $5 million contributed by the Commission. Further, as 
we discuss in this report, we believe the Commission has underestimated 
the internal system’s cost. As a result, costs exceeding the Commission’s 
contribution could conceivably jeopardize contract performance. As 
another example, although the Congress would appropriate annual 
amounts, a decision could be made by the Commission or the Congress 
not to continue the EDGAR program after the initial contract award. Such 
a decision could make the government liable for termination costs that 
could include the costs incurred by the contractor up to the termination. 

9. The Commission introduces its comments on our review of EDGAR cost/ 
benefit analysis by stating that investors, issuers, and the economy will 
be the principal beneficiaries of EDGAR and by listing potential benefits 
they will receive. As we stat.ed previously, given the Commission’s rec- 
ognition that internal system costs far outweigh quantifiable internal 
benefits, the Commission’s decision to proceed with EDGAR rests solely 
upon the belief that sufficient, “external” benefits will accrue to these 
beneficiaries. Because of the essential nature of these benefits to justi- 
fying EDGAR, the Commission’s analysis must clearly and objectively 
describe these benefits and how and to whom they will accrue. For 
example, the Commission illustrates that EDGAR filers can take advan- 
tage of “market windows,” make changes up until the instant of filing, 
and file on a same-day basis from the West Coast. However, in 
describing these benefits, it is appropriate to recognize that such savings 
can be had only by those filing by direct transmission, and not by those 
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mailing or delivering tapes and diskettes, which, during the March 1986 
peak filing period, amounted to about 17 percent of the pilot 
participants. 

10. During our review, we noted the $3.2-million contingency reserve 
included in the Commission’s proposed $35million funding amount for 
the contract; we discussed this reserve with a Commission official. In 
reviewing the Commission’s cost estimate for t.he operational EDGAK I 
system, we found detailed documentation for estimates of internal 
system hardware costs, but no documentation for cost estimates of 
developing and operating the internal system. Without this documenta- 
tion, we were unable to determine the reasonableness of assumptions 
the Commission used to estimate costs. This is particularly important 
since the Commission developed its estimates in August 1985, about 8 
months before completion of the EDGAR pilot and release of the opera- 
tional system RFP when system requirements were better known. In 
addition, our analysis showed that hardwase costs could exceed Com- 
mission estimates by millions of dollars (currently by as much as $4.4 
million), which would more than exceed the Commission’s contingency 
reserve. For t.hese reasons, we did not specifically address the contin- 
gency reserve in our discussion of Commission cost estimates. 

11. The Commission refers to a model developed by its Office of Internal 
Audit to show the potential impact of artificial intelligence-a $4.9-mil- 
lion increase in benefits for each 10 percent increase in filings processed 
per year. Such increases in filings processed would be in addition to sav- 
ings already considered in estimating quantifiable internal benefits. 
However, artificial intelligence is not currently a requirement for the 
operational system and the Commission considers it technologically 
immature at this time. Other than artificial intelligence, the Commission 
could not provide an acceptable rationale on what would cause a further 
increase in benefits as indicated by the model. In addition, if the Com- 
mission ultimately includes artificial intelligence in the operational 
EDGAR system, then its additional cost should also be recognized in con- 
junction with any additional benefits. 

12. In the draft report we used the fiscal year 1986 General Services 
Administration schedule prices for IBM equipment. Aware that prices 
were reduced for certain models subsequent to this contract, we con- 
tacted IBM to obtain the most current pricing information available. 
Revised prices now included in chapter 4 of our report show that the 
purchase price of the IBM 3090-200 is currently $4.1 million or $0.6 mil- 
lion more than the $3.5 million included in the Commission’s hardware 

Page 75 GAO/lMTEX-87-2 EDGAR System 



Appendix II 
Comments From the Securities and 
Exchange Commission 

cost estimate (a purchase price of $4.6 million and a difference of $1.1 
million was shown in our draft report). Revised prices also show that an 
upgrade to a 3090-400 is an additional $3.8 million as compared to the 
$4.1 million previously indicated. Price differences for the 3090-200 and 
the upgrade to the 3090-400 now total $4.4 million more than was 
included in the Commission’s cost estimate as compared to $5.3 million 
more we originally indicated. 

The Commission states that the $1. l-million cost difference originally 
indicated is well within the $35-million fixed cost contract and that 
ongoing hardware and software enhancements will allow it to meet the 
projected increased processing needs without an upgrade. However, we 
believe the Commission must consider the total $4.4-million potential 
cost increase, which exceeds even the Commission’s $3.%million “con- 
tingency reserve” contained in its cost estimate of the internal system. 

To support its contention that an upgrade will not be needed, the Com- 
mission also notes that there has been a long-term trend of declining 
mainframe costs resulting from increasing competition and ongoing 
technological improvements. While we agree that hardware costs are 
declining, we do not believe this justifies the Commission’s position that 
no additional costs will be incurred to meet the increased processing 
needs clearly indicated by the model. The Commission does not dispute 
that, based on pilot experience and projections for the operational 
system environment, the IBM model shows EDGAR internal processing 
needs will reach 90 percent of the 3090-200’s capacity by as early as 
1988. We believe that there will be some costs involved for whatever 
measures the Commission takes to meet these increased internal 
processing needs, and the cost of the indicated hardware upgrade is one 
means of estimating such costs. 

13. As the Commission notes, the RFP does require the contractor to pro- 
vide 10 development staff years per year. But, as stated in the RFP and 
specifically explained to offerors, these staff years are to be used for 
system enhancements, not development of the operational system 
requirements shown in the RFP. Our concern involves the development 
cost for known requirements, for which these additional development 
staff years are not to be used. Moreover, in comments provided the Com- 
mission prior to its June 1986, preproposal conference, at least one 
potential offeror estimated the cost of providing such staff at $1 million 
per year. Such an amount reduces the sum the contractor receives to 
actually develop the internal system requirements contained in the RFP. 
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