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WHY THE REVIEW WAS MADE

The Department of Housing and Urban Development (HUD) provides financing
to local housing authorities to construct low-rent public housing proj-
ects.

Considerable 1nterest has been expressed during recent congressional
hearings on housing legislation concerning the need for accelerating
the production and reducing the cost of low-rent public housing.

The General Accounting Office (GAO) wanted to see 1f HUD's budgeting and

contracting practices minimized delays and promoted economy 1n construc-
tion of low-rent housing projects.

FINDINGS AND CONCLUSIONS

HUD reviews and approves budgeted construction costs for proposed low-

rent housing projects which serve as cost limtations for local authori-
ties. Budgeted costs for a progect are frequently based on unrealisti-
cally low cost estimates which do not reflect local prevailing consf??h—

it

£ion costs lor add1tional costs dué to changes in the project.

As a result, even the Tow bid 1n many cases exceeded budgeted costs.
(See p. 9.) For example, GAO reviewed construction contracts that had
been awarded for 196 projects in HUD Region I (New York) during a period
of about 5 years ended July 1969. The low bid for 94 projects (48 per-
cent) exceeded HUD's budgeted costs.

In such cases HUD generally permits a local authority to award the con-
tract only after it either (1) negotiates reductions in the bid price
with the lowest bidders for changes in the scope of the contract work,
(2) resoTicitg bids on the basis of revised plans and specifications,
and/or (3) 6btains HUD's approval of an increased budgeted cost.

These orocedures usually delay construction (by an average of about
2 mg ths)pﬂﬁncreaseolocal adminmistrative and financing costs
thd-workload-of-the local authority—and-HuB, Moreover, GAO believes the




1
|

praetrce—oP negotiating price reductions does not obtain the full bene-
f1ts of competitive bidding. (See p. 18.)

__Suel-adverse effects could be minimized if HUD regional—offiees would

carefully review eest estimates before approving-budgeted” construction
costs~, Such reviews could provide greater assurance that budgeted costs
are 1n Tine with current costs and could point out needed changes before
bids are solicited. (See p. 8.)

Circumstances may arise which would warrant changing a project after
bid opening. GAO believes_that HUD should have specific criteria to be
followed by local authorities 1n such cases. These rules should Tmmt
price negotiation to those cases where 1t 1s clearly in the best inter-
est of the Government. Also, HUD should require local authorities to
prepare independent detailed estimates of the cost of proposed changes
as a basis for negotiation. (See p. 23.)

GAO believes that HUD's internal reviews of regional office operation

v/ should specifically include an examination 1nto regional office adher-
ence to HUD instructions--1ncluding any instructions that result from
GAO's recommendations--regarding controls over budgeted construction
costs and contracting practices.

RECOMMENDATIONS OR SUGGESTIONS
HUD should

--base budgeted costs on realistic estimates to minimize costly and
time-consuming revisions,

--obtain the benefits of full competition as much as possible, and
--require local authorities to use detailed independent cost estimates

as a bas1s for negotiation. (See p. 23.)

AGENCY ACTIONS AND UNRESOLVED ISSUES

HUD has agreed "1n theory" that budgets should be based on realistic
cost estimates but has said that 1t 1s "at a Toss to make 1t workable"
because

--construction estimates are "recognized" to be unreliable,

--results of competitive bidding are uncertain, and

--costs rise steadily.

As a result, local authorities and HUD regional offices are reluctant to
change budget Timits for projects prior to solicitation of bids except



where 1t becomes obvious that budgets have been drastically understated.
(See p. 27.)

HUD has concluded that the time lapse between approval of budgeted costs
and solicitation of bids w11l continue to produce dilemmas. ?See p. 27.)

In December 1967 and May 1968, HUD revised 1ts procedures on planning
and developing low-rent housing. The new procedures are intended to ac-
celerate housing production by eliminating processing delays. At the
time of GAO's field review (July 1969), only a few projects processed
under ;he new procedures had reached the bid solicitation state. (See
p. 15,

Although GAO recognizes that a reduction 1n the time period between bud-
get approval and solicitation of bids could minimize the need for budget
adjustment, GAO believes that the measure of reliance obtained by HUD as
to the acceptability of plans for a project and the reasonableness of
the budgeted construction costs w11l depend primarily on the effective-
ness of reviews by its regional offices at the time of budget approval
and immediately prior to solicitation of bids. (See pp. 28 and 29.)

HUD has agreed that guidelines are needed where bids exceed the budgeted
costs land has stated that criteria w11l be drafted setting forth the
specific circumstances governing the award of contracts under the nego-
tiation method and the resolicitation of bids method. (See p. 29.)

HUD d1d not agree that local authorities should be required to use inde-
pendent cost estimates in negotiating prices for changes 1n a project.
HUD said that local authorities and their architects were already re-
quired to approve 1temized price proposals for such changes. Therefore,
HUD assumes that the architect has satisfied himself as to the reason-
ableness of the bidder's proposals. (See p. 30.)

GAC believes that i1ndependent cost estimaies will provide greater as-
surance that negotiated price reductions are equitable to both the Gov-
ernment and contractor. (See p. 30.)

HUD's 1nternal audit staff has begun a pi1lot audit of regional office
activities--including the areas discussed in this report--at one HUD re-
gion a?d w11l consider similar work at other regions 1f warranted. (See
p. 31.

MATTERS FOR CONSIDERATION BY THE CONGRESS

GAO 1s reporting this matter to the Congress because of its continuing
interest in the construction of low-rent public housing.



CHAPTER 1

INTRODUCT ION

The General Accounting Office has examined into the
policies and practices of the Department of Housing and Ur-
ban Development (HUD) for approving administrative budget-
ary limitations and construction cost estimates for the de-
velopment of planned low-rent public housing projects and
for approving the award of construction contracts. The
scope of our review 1s described on page 32 of this report.

The United States Housing Act of 1937, as amended
(42 U.S.C. 1401 et seq.), authorizes HUD to conduct a pro-
gram of assistance for low-rent public housing under which
local goverrments, pursuant to State enabling legislation,
establish local housing authorities (LHAs) as independent
legal entities to develop, own, and operate low-rent public
housing projects.

HUD conducts its low-rent housing assistance activities
at (1) the headquarters office in Washington, D.C., (2)
seven regional offices located at Atlanta, Chicago, Fort
Worth, New York, Philadelphia, San Francisco, and San Juan
(Puerto Rico), and (3) one directly operated housing project.
The headquarters office establishes the administrative poli-
cies and operating procedures, reviews the operations, and
maintains the accounting records for the regional offices.
Authority for carrying out HUD's activities in the seven re-
gions has been delegated to the regional administrators,

The development and administration of federally sub-
sidized low-rent public housing projects are primarily the
responsibility of the LHAs. HUD provides financial and
technical assistance to the LHAs in the development of the
projects and reviews the administration of the project after
construction is completed to determine whether the projects
are being operated and maintained in conformance with stat-
utory requirements and i1n a manner which promotes effi-
ciency, economy, and serviceability. Pursuant to contracts
with the LHAs, financial assistance is furnished by HUD in
the form of loans for the development of low-rent housing
projects and in the form of annual contributions (subsidies)



which, to the extent they are not offset by residual re-
ceipts from project operations, will be sufficient to pay
the principal and interest on bonds and notes sold by the
LHA to finance the cost of developing the projects.

The total cost of providing low-rent public housing is
controlled by HUD through its review and approval of devel-
opment cost budgets which the LHAs are required to prepare
and submit to HUD showing the estimated cost of developing
a planned housing project, including its estimated construc-
tion cost. The amount of the contributions provided for in
the annual contributions contract which HUD enters into with
an LHA is based on the estimated total project cost as shown
in the development cost budget approved by HUD. Construc-
tion costs generally represent the major cost involved in
the development of a project. When project construction
costs are minimized, the amount of annual contributions is
also minimized.

The development cost budget approved by HUD serves as
a cost limitation within which an LHA must develop a low-
rent public housing project. The annual contributions con-
tract provides that the LHA may not incur costs for any
project in excess of the total amount of the development
cost budget or in excess of costs shown for any of the main
budget account classifications, including the construction
and equipment budgetary classification.

The annual contributions contract requires an LHA to
contract for the construction of low-rent housing projects
on the basis of full and open competition. In contracting
for the construction of a project on the basis of competi-
tive bidding, the LHA 1s precluded from awarding the con-
struction contract in an amount that exceeds the construc-
tion and equipment budgetary cost estimates-aaégﬁhich would
result in incurring costs in excess of the total estimated
development cost for the projegEij i

When the amount of the low bid for a construction con-
tract is within the approved budgetary limitations, HUD gen-
erally authorizes the LHA to award the contract to the lowest
bidder. | Howewer, V%en the lowest bid exceeds the budgeted
amount;” HUD mey— (1) requiresthe LHA to reduce the construc-
tion costs by making reductions in the scope of the project,



oV (2) approve an increase in the amount of the budgeted costs
1f justified, or (3) do both.

For the fiscal year ended June 30, 1969, HUD's annual ;>
contributions to all the LHAs which were operating projects
under the conventional low-rent public housing progr
amounted to about $312 million, or about 92 percent of the

maximum allowable Federal subsidy ccordi HUD is pay-
1ng the major cost of providing for the development of low- |s,.»
rent housing projects throughout the nation, e
A;zgg/f/k
XA

HUD's statistics showed that at June 30, 1969, there ~™1 5
were about 2,450 LHAs located in the 50 states, the Dis- ’
trict of Columbia, Puerto Rico, Guam, and the Virgin
Islands. These LHAs had about 784,600 dwelling units under
management, about 74,700 units under construction, and about
123,950 units under contracts with HUD providing for future
construction, HUD's statistics showed also that, during
fiscal year 1969, construction of approximately 34,200
dwelling units was started at an estimated total develop-
ment cost of approximately $602 million,

T ?P > u&mé?

Principal officials of HUD responsible for the admin-

jstration of activities discussed in this report are listed
in appendix II.




CHAPTER 2

BUDGET ING AND CONTRACTING CONTROLS

FOR LOW-RENT HOUSING CONSTRUCTION

HUD frequently approved the solicitation of bids by
the 1HAs for contracts for the construction of low-rent
housing projects on the basis of approved budgeted con-
struction costs which, according to HUD records, were based
on cost estimates that were unrealistically low and did not
give effect to (1) the level of construction costs prevail-
ing in the various areas at the time bids were solicited
and/or (2) additional construction costs applicable to
changes made 1n the scope of the projects between the dates
that HUD approved the budgeted construction costs and the
dates that the LHAs solicited competitive bids for the con-
struction contracts. As a result, the lowest competitive
bids in response to the solicitations for bids for con-
tracts for the construction of the housing projects ex-
ceeded, in many cases, HUD's approved budgeted construction
costs for the project.

In such cases, HUD generally permitted an ILHA to award
the construction contract only after it had either (1) ne-
gotiated reductions in the contract bid price with the
lowest bidders on the basis of modifications in the scope
of the contract work, (2) resolicited bids on the basis of
the revised plans and specifications, and/or (3) justified
and obtained HUD's approval of an increase in the budgeted
construction cost.

The processes involved in awarding a construction con-
tract under any of the aforementioned procedures generally
tended to delay the start of construction of a project, in-
crease IHA administrative and financing costs related to
the planning and development of the project, and add to the
workload of HUD and the LHAs. Moreover, we believe that
the practice of negotiating price reductions with the
lowest bidders for modifications in the scope of a project
after the competitive bids for the construction contract
have been opened does not result in attaining the full ben-
efits of competitive bidding.



We believe that the adverse effects cited above could
be minimized through more effective HUD reviews of project
plans and specifications and related cost estimates before
approving the budgeted construction costs and authorizing
the 1LHAs to solicit bids for construction contracts. Such
reviews could provide a greater measure of assurance that
the approved budgeted construction costs are in line with
prevailing costs and with the approved plans and specifica-
tions and could point up any need for modifications in the
plans and specifications and for adjustments in the bud-
geted construction costs to hold project costs to an ac-
ceptable level.

We recognize that circumstances may arise which would
warrant modification of the scope of a project after bid
opening. We believe, however, that HUD should establish
specific criteria governing contracting actions to be taken
by the LHAs under such circumstances and should aim toward
limiting the negotiation of contract price reductions for
changes in the scope of a project with the lowest bidders
to those cases where such negotiations can be clearly shown
to be in the best interests of the Govermment. We believe
also that, in cases where such negotiations are considered
justified, HUD should require the ILHAs to prepare indepen-
dent detailed estimates of the cost of the proposed changes
for use by the LHAs as a basis for negotiating equitable
price adjustments with the low bidders.



NEED FOR REALISTIC CONSTRUCTION COST ESTIMATES

Our review of construction contracts, awarded for 196
low-rent public housing projects in HUD Region I during a
period of about 5 years ended July 1969, showed that for
94 projects (48 percent) the lowest competitive bids for the
contracts exceeded HUD's approved budgeted construction
costs by amounts ranging from about 314,000 to about
$2.7 million,

For‘63, or 67 percent of the 94 projects, the lowest
bids exceeded the budgeted construction costs by 10 percent
or more, as shown below.

Percentage by which
the lowest bid
exceeded the approved

construction budget Number Percent
Less than 10 percent 31 33
10 to 19 percent 32 34
20 percent or more 31 33
Total 94 10

In order to award construction contracts for the 94
projects for which the lowest competitive bids exceeded the
approved budgeted construction costs, the LHAs had to either
(1) negotiate contract pPrice reductions with the lowest bid-
ders for modifications in the scope of the contract work,
(2) resolicit bids on the basis of revised plans and speci-
fications, and/or (3) justify and obtain HUD's approval of
increases in the budgeted construction costs,

HUD and LHA records for these projects show that these
processes have resulted in prolonging the period between the
opening of bids and the awarding of the contracts by an av-
erage of about 2 months which thereby delayed the start of
construction, Also, we believe that awarding contracts un-
der these circumstances imposed added administrative burdens
on HUD and the LHAs, consumed administrative manpower re-
sources that would otherwise have been available for use in
the planning and development of additional low-rent housing



projects or for other needed purposes and, in the case of
price negotiations with the lowest bidders, did not result
in achieving the full benefits of competitive bidding.

Since an LHA continues to incur administrative and fi-
nancing costs applicable to the planning and development of
a project during the entire period that the construction of
the project 1s deferred, the delay in awarding a construc-
tion contract results in increasing the project's total de-
velopment cost. That this 1s the case 1s indicated by HUD
records which showed that project administrative and fi-
nancing costs had increased substantially because unexpected
delays had extended the planning and development periods
beyond the date initially projected. Also, HUD's studies
of project administrative and financing costs conducted
several years ago showed that such costs generally increased
as the period of development was prolonged,

We believe that the adverse effects cited above could
be minimized 1f approved budgeted construction costs were
based on cost estimates which realistically reflect both
the prevailing construction costs and the current approved
plans and specifications., Realistic estimating would pro-
vide greater assurance that contract bids would be in line
with the approved budgeted construction costs, and would
tend to reduce the need to revise the plans and specifica-
tions and/or the budgeted costs after the opening of bids.

Data available, in HUD's records for 65 of the 94 proj-
ects where the lowest bids for the construction contracts
exceeded the HUD approved budgeted construction costsshowed
that the budgeted costs in effect at the time bids were so-
licited did ngt provide for (1) increases in construction
costs which had occurred since the budgeted costs had been
approved and/or (2) increases in costs resulting from modi-
fications made 1in plans and specifications after the bud-
geted costs had been approved. HUD records did not indi-
cate whether these same factors were applicable in the re-
maining 29 cases.

For 59 of the 94 projects, the initial approved bud-
geted construction costs were still in effect at the time
HUD authorized the LHAs to solicit competitive bids for the

5

10




construction contracts, even though for 43 of the projects
more than a year had elapsed since the budgeted costs had

Esﬁgmgggggggd, as shown below,

Elapsed time--budget

approval to bid Number of

advertisement projects
Less than 1 year 16
Between 1 and 2 years 20
Between 2 and 3 years 18
Over 3 years 5

Total 29

For the remaining 35 projects, the amounts 1initially
budgeted for construction had been revised during the devel-
opment of plans and specifications, but over a year elapsed
before bids for construction contracts for 14 of the proj-
ects were solicited.

The following two examples illustrate the problems that
can arise when budgeted construction costs for a project are
not based on costs prevailing at the time bids are solicited
for the construction contract, —

In the first case an LHA solicited bids for the con-
struction of a low-rent public housing project about
3-1/2 years after HUD had approved the budgeted construction
cost of approximately $327,000. The lowest bid received
($435,000) exceeded the budgeted construction cost by
$108,000 (33 percent). The LHA had to reduce the scope of
the contract work, negotiate price reductions for these
changes in scope with the lowest bidder, and obtain HUD's
approval of an increase in the budgeted construction cost
before the contract could be awarded. The contract was
awarded about 6 months after the construction bids had been
opened.

With regard to the authorized increase in the budgeted
construction cost for this project, HUD records showed that,
even though the level of construction costs in the locality
had increased during the 3-1/2-year period, the approved

11



budgeted construction costs had not been adjusted to re-
flect the higher prevailing construction costs at the time
bids were solicited, HUD records showed also that the bud-
geted costs had not been adjusted to provide for additional
site improvement costs that became known to the LHA prior
to the time that the bids were solicited.

In the other case, and LHA had to reduce the scope of
the construction contract for the project after the opening
of the bids because the lowest bid exceeded by about
$323,000 (27 percent) the budgeted construction cost that
had been approved by HUD approximately 21 months earlier,
The LHA had to negotiate a price reduction of about $69,400
with the lowest bidder on the basis of changes in the con-
tract scope and obtain HUD's approval of an increase in the
budgeted construction costs before the contract could be

awarded, The contract was awarded about 3 months after the
bids had been opened.

HUD records showed that the budgeted construction costs
had not been adjusted, prior to the time competitive bids
were solicited, for the estimated cost of additional dwell-
ing units that had been added to the project and for certain
additional foundation work found to be necessary on the ba-
si1s of subsoil tests that had been made at the proposed
Site,

Information obtained during our review showed that the
situation in HUD Region I regarding the LHA's budgeting and
contracting procedures was also prevalent in other HUD re-
gions. In two other HUD regions, about 56 percent of the
lowest bids for contracts for the construction of housing
projects, during a period of more than 5 years ended March
1969, exceeded the HUD approved budgeted construction costs,
and the LHAs 1involved had to resort to negotiating price
reductions with the lowest bidders, resolicitating bids,
and/or justifying and obtaining HUD's approval of increases
in the budgeted construction costs for the projects, before
the construction contracts could be awarded,

We believe that the high incidence of projects where

unrealistic construction cost estimates have necessitated
revisions 1in the scope of the project and/or of the approved

12



budgeted construction costs after competitive bids had been
opened indicates a need for a more effective HUD review of
project plans and specifications and related construction
cost estimates prior to authorizing the LHAs to solicit bids
for construction contracts,

We believe also that the need for the LHAs to undertake
time-consuming and costly revisions in project plans after
bids for a construction contract are opened could be mini-
mized if HUD, on the basis of its review of LHAs project
plans and specifications and cost estimates, would require
that (1) the budgeted construction costs be adjusted to re-
flect current construction costs and/or (2) project plans
and specifications be modified, to the extent necessary, to
hold the budgeted construction costs to a level acceptable
to HUD.

HUD procedures provide for control over the total cost
of low-rent public housing on the basis of its review and
approval of development cost budgets prepared and submitted
by the LHAs which show the estimated cost of developing
planned housing projects, including estimated construction
costs,

HUD procedures in effect during the development of
projects 1initiated prior to December 1967 required that an
LHA submit the initial development cost budget for a proj-
ect--the basis on which HUD determined the maximum amount
of financial assistance to be authorized for the project--
before detailed plans and specifications were developed.
Also, an LHA was required to submit a revised development
cost budget for a project for review and approval at the
time preliminary plans and specifications were submitted
if, on the basis of its detailed current cost estimates,
the LHA had reason to believe that the construction costs
would exceed the budgeted construction costs previously ap-
proved by HUD,

HUD procedures provided for HUD to review the final
working plans and specifications and related detailed cost
data submitted by the LHA for a project to determine whether
the plans and specifications were consistent, from the
standpoint of cost, with the previously approved budgeted

13



construction costs, The procedures provided also that, 1f
HUD's review of the cost data showed that the construction
costs were expected to be higher than the budgeted construc-
tion costs, the LHA must either revise the plans and speci-
fications to reduce the scope and cost of the project, or
submit a revised budget to HUD for approval.

We were advised by HUD officials in Region I that, in
practice, the budgeted construction cost approved by HUD for
a housing project was based on construction costs in effect
at the time the development of the project was first ap-
proved by HUD and that generally the budgeted costs were not
revised to reflect the higher construction costs prevailing
in the locality at the time bids were solicited for the con-
struction contract., The HUD officials stated that, since
the level of construction costs in Region I had been stead-
1ly increasing in recent years, the approved budgeted con-
struction costs in effect for many projects at the time bids
were solicited might have been unrealistically low, which
accounted for the relatively large number of projects where
the lowest competitive bid exceeded the budgeted construc-
tion cost,

During the period covered by our review, HUD advised
its regional offices, on a number of occasions, of the need
for the LHAs to prepare realistic construction cost esti-
mates and for the regional offices to carefully evaluate
such estimates prior to authorizing the LHAs to solicit bids
for construction contracts. HUD pointed out that unreal-
1stic construction cost estimates frequently resulted in the
need for subsequently (1) increasing the amount of funds
authorized for a project, thereby reducing the amount of
funds available for other proposed projects, and (2) nego-
tiating cost reductions with the lowest bidders for changes
in the scope of the project, thereby delaying the start of
construction and appreciably increasing the regional office
workload.

HUD regional offices were informed that--if, during
their reviews of the LHAs' project plans and cost estimates,
1t appeared that the budgeted cost estimates for a project
would be exceeded--the LHA should be required to revise the
project plans to achieve all possible economies or to submit

14



to HUD a revised construction cost budget and request an 1in-
crease 1in project funds.

We noted, however, that, for 15 (58 percent) of 26
projects initiated by the LHAs in Reégion I during a l-year
period (January through December 1967) after the latest of
the HUD instructions cited above had been issued, the lowest
competitive bids for the construction contracts exceeded the
budgeted construction costs by amounts ranging up to
$1.6 million (38 percent).

In December 1967 and May 1968, HUD issued circulars
revising 1ts aforementioned procedures relating to the plan-
ning and development of low-rent housing projects, includ-
ing the establishment and approval of development cost bud-
gets. The new procedures were intended to assist HUD in
accelerating the production of low-rent public housing by
eliminating program-processing delays caused by various pro-
cedural requirements which HUD no longer considered neces-
sary. As of February 1969, a number of pertinent sections
of HUD's low-rent housing manual had been revised to incor-
porate the new procedures established by the circulars.

Under the revised procedures, an LHA is required to
submit the initial development cost budget for a project--
the basis on which HUD establishes the maximum amount of
financial assistance to be authorized for the project--only
after detailed plans and specifications and construction
cost estimates have been developed.

We were advised by a HUD headquarters official that,
under the new procedures, the period of time between HUD's
approval of the initial development cost budget for a proj-
ect and the date HUD authorized the LHA to solicit competi-
tive bids for the construction contract should be reduced
significantly and, therefore, the budgeted amount in effect
at the time bids are solicited should generally reflect the
current level of construction costs in the project area.

At the time of our field review only a limited number
of projects processed under the December 1967 and May 1968
procedures had reached the construction contract bid solic-
1tation stage. For 31 (50 percent) of 62 projects that had

15



reached that stage in all HUD regions during the period Jan-
uary 1968 through October 1969, the lowest competitive bids
for the construction contracts exceeded the approved bud-
geted construction costs by amounts ranging up to about
$451,000 (36 percent). To award the contracts for these

31 projects, the LHAs had to resort to negotiating price re-~
ductions with the lowest bidders, to resoliciting bids,
and/or to obtaining HUD's approval of an increase in the
budgeted construction costs for the projects.

For 49 (65 percent) of the 76 projecis initiated by the
LHAs after December 1967 but which had not reached the con-
struction contract bid solicitation stage as of June 1,
1969, the HUD-approved budgeted construction costs had been
in effect for periods ranging from 6 to 18 months, or an av-
erage of about 9 months,

We recognize that any significant reduction in the pe-
riod between the time that HUD approves the budgeted con-
struction costs for a project and the time that HUD autho-
rizes the solicitation of bids for a construction contract
for the project could minimize the need to adjust the bud-
geted construction costs to reflect prevailing construction
costs and/or to modify the design or scope of the project.
HUD records showed, however, that the lowest bids for proj-
ect construction contracts continued to exceed the HUD-
approved budgeted construction costs by substantial amounts
and that the time lapse between HUD's approvals of the ini-
tial budgeted construction costs and the solicitation of
bids for construction contracts might not, in many cases,
have been sufficiently reduced to eliminate the need for ad-
justments in the approved budgeted amounts to reflect changes
in the level of construction costs,

We therefore believe that, in the final analysis, the
measure of reliance obtained by HUD as to the acceptability
of plans for a project and the reasonableness of the bud-
geted construction costs will depend primarily on the effec-
tiveness of reviews by 1its regional offices of planned proj-
ects and budgeted construction costs at the time the budgeted
costs ate approved and immediately prior to the time bids for
construction contracts are solicited.

16



NEED FOR GUIDELINES FOR THE AWARD
OF CONSTRUCTION CONTRACTS

We analyzed the actions taken by the LHA, with HUD ap-
proval, in the case of the 94 projects (see p. 9) 1in Re-
gion I where the competitive bids for the construction con-
tracts for the projects exceeded the budgeted construction
costs that had been approved by HUD for the projects,

For 23 of the projects (25 percent), the LllAs awarded
the contracts to the lowest bidders subject to change or-
ders for previously negotiated contract price reductions
resulting from modifications in the scope of the contract
work (referred to hereinafter as the "negotiation method").

For 37 projects (39 percent), the budgeted construc-
tion costs were increased and the LHA awarded the contract
in the amount of the lowest bid without changing the scope
of the contract work. For the remaining 34 projects (36
percent), the LHA rejected all bids, changed the scope of
the project, and resolicited bids for the construction con-
tracts on the basis of the revised plans and specifications.

The annual contributions contract between HUD and an
LHA provides that the LHA give full opportunity for open
and competitive bidding in connection with the award of con-
tracts for the construction of low-rent housing projects
and award such contracts to the lowest responsible bidder
subject to the approval of HUD.

The HUD low-rent housing manual contains the following
‘provision regarding situations where all competitive bids
exceed the budgeted amount approved by HUD for construction
of a project,

"a. If the award of a contract cannot, because of
excessive cost, be authorized on the basis of the
lowest acceptable bid received, the Local Author-
ity shall promptly consult with the Regional Of-
fice [HUD] and reach mutual agreement upon the
changes to be made in the contract documents, if
any, for the purpose of readvertising for bids, ***"
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The manual does not specifically provide for the nego-
tiation of contract price reductions with the lowest re-
sponsible bidder for modifications in the scope of the con-
tract work 1n order to award a contract.

HUD and LHA records relating to the 23 projects for
which contracts were awarded on the basis of the negotiation
method showed that the bid prices for the contracts were
reduced by about $800,000 through negotiations. It ap-
peared to us, however, that many of the negotiated price
reductions were for significant changes in the scope of the
contract work. We are of the view that, whenever a signifi-
cant change 1s made in the scope of a contract for the con-
struction of a housing project subsequent to the opening of
competitive bids, the practice of awarding the contract to
the lowest bidder subject to previously negotiated contract
price reductions for modifications in the scope of the con-
tract work does not provide assurance as to the reasonable-
ness of the contract price that would be attained by re-
soliciting new bids on the basis of the revised plans and
specifications.

In cases where negotiation with the lowest bidders may
be practicable because the proposed changes in the scope of
the contract work are not of a major nature, we believe
that the LHA project architects should be required to pre-
pare detailed cost estimates for the planned changes for
use as a basis for negotiating contract price adjustments
that would be most advantageous to the LHAs and to HUD,

Benefits achieved through
competitive bidding .

It 1s our opinion that contracting based on full and
open competition normally results in achieving the most rea-
sonable prices. We were unable to demonstrate conclusively,
however, that, under the circumstances discussed in this
report, modifications in the scope of a project after com-
petitive bids for a construction contract have been opened
could be most economically contracted for through resolici-
tation of bids rather than through negotiation with the low-

est bidder.
\
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We noted three cases, however, where proposed modifi-
cations to the contract plans and specifications had been
subjected to preliminary negotiations with the lowest bid-
ders before the decisions were made by HUD regional offi-
cials to require the LHAs to resolicit new bids. We esti-
mated that, by resoliciting bids for the three contracts,
the LHAs realized construction cost savings aggregating
about $166,800 in excess of the total contract price reduc-
tions that apparently would have been realized if the LHAs
had awarded the construction contracts to the former lowest
bidders on the basis of negotiated price reductions for the
changes 1n the scope of the project as it was initially
contemplated. Details regarding the estimated savings real-
ized in one of these cases are discussed below.

In response to an invitation for contract bids for the
construction of a project, the ILHA received seven bids
ranging from $1,050,000 to $1,133,000 which exceeded the
budgeted construction cost of $803,000 that had been ap-
proved by HUD for the project. Since the lowest competi-
tive bid exceeded the budgeted construction costs by about
$247,000, the IHA's project architect proposed a number of
revisions in the plans and specifications and requested the
lowest bidder to furnish price quotations for the proposed
modifications,

The LHA subsequently furnished the HUD regional office
with a list of the proposed contract modifications and an
itemized tabulation of the price reductions that the archi-
tect estimated would be realized through negotiation with
the lowest bidder. The estimated cost reductions, totaling
about $139,500, were based on the price quotations fur-
nished by the lowest bidder for many of the proposed modifi-
cations to the scope of the project and on cost estimates
furnished by the project architect for certain proposed
modifications for which the lowest bidder did not furnish
price quotations,

The LHA's Executive Director informed us that, after
HUD regional officials had evaluated the proposed modifica-
tions in the contract plans and specifications and the cost
estimates, the LHA was requested to reject all bids and re-
solicit bids on the basis of revised plans and specifica-
tions. According to the Executive Director, HUD regional

19



officials would not permit the LHA to award the construc-
tion contract to the lowest bidder on the basis of negoti-
ated reductions in the contract price for the proposed mod-
ifications because (1) certain of the modifications in-
volved major changes in the scope of the project, (2) the
estimated cost reduction of approximately $139,500 was con-
sidered to be too large an amount to negotiate, and (3) two
of the contractors who had submitted bids that were only
$9,000 higher than that submitted by the lowest bidder
might protest 1f they were not given an opportunity to bid
on the revised plans and specifications.

The LHA subsequently resolicited bids after (1) making
most of the modifications in the plans and specifications
that had initially been contemplated and (2) restoring to
the plans and specifications some of the items that had
1nitially been considered for deletion or modification.

LHA records showed that the restorations were made to im-
prove the livability of the project, to comply with the lo-
cal building code requirements, or to satisfy some other
requirement.

In response to the resolicitation of bids under the
revised construction plans and specifications, the LHA re-
ceived seven bids ranging from $822,615 to $962,000. The
construction contract was awarded to the lowest bidder,
with HUD's approval, for $822,615. Since the former lowest
bid was $1,050,000, the LHA realized a cost reduction of
about $227,400 by resoliciting bids for the construction
contract on the basis of the revised plans and specifica-
tions, The former lowest bidder did not submit a bid for
the construction contract.

On the basis of our analysis of the price quotations
that had been submitted to the LHA by the former lowest
bidder and by the' project architect relative to the revi-
sions that were subsequently made in the projeect plans and
specifications, it appeared that, if the LHA-had awarded
the construction contract to the former lowest bidder on
the basis of the proposed modifications to the project and
the negotiated price reductions, as had been initially con-
templated, the LHA would have realized a price reductiom of
only about $107,000, Approximately $32,000 of the initral
estimated cost reduction of $139,500 was applicable to
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items initially proposed for deletion which were subse-

quently restored to the plans and specifications. Thus,
by resoliciting bids for the construction contract, cost
savings of about $120,000 were realized in excess of the
price reduction that apparently would have been realized
under negotiations with the former lowest bidder.

The foregoing 1llustration is not intended to show the
overall extent of savings that can be realized by the LHAs
through resolicitation for bids for a construction contract
on the basis of revised plans and specifications; rather,
it is intended to demonstrate that benefits can be achieved
by obtaining competitive bids in those cases where signifi-
cant changes need to be made i1n the plans and specifications
for projects to obtain reduced contract prices,

Of the 34 projects where LHAs had resolicited bids for
construction contracts, two contracts were awarded at higher
prices than the preceding low bids. In both of these cases,
however, the number of dwelling units to be constructed had
been 1increased.

We also noted that, for a number of the projects for
which bids were resolicited, the contracts were awarded to
the new lowest bidders at substantially lower prices than
the former lowest bidders had bid for the modified con-
tracts. The differences between the new bidders' prices
for the contracts and the second bids by the former lowest
bidders, in our opinion, are indicative of the benefits
that may be gained through competitive bidding that would
not have been realized by negotiating price reductions with
former lowest bidders, since we do not believe that nego-
tiations with the former lowest bidders would have resulted
in any greater reductions than the reduction reflected in
their second bids.

HUD's low-rent housing manual does not specifically
provide for the negotiation of contract price reductions
with the lowest bidder in order to award a contract. HUD
has not established guidelines as to when an LHA should use
the negotiation method and when 1t should resolicit bids.
HUD regional officials advised us that, in cases where the
competitive bids for a construction contract for a housing
project had exceeded the budgeted construction costs
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approved by HUD, the regional offices were not provided
with specific criteria as to what factors should be consid-
ered 1n determining whether an LHA should negotiate with
the lowest bidders for a reduction in the bid price based
on changes in the scope of the project or whether the LHA
should resolicit bids under the revised plans and specifica-
tions. The officials pointed out that each case was evalu-
ated in the light of the particular circumstances existing
at the time competitive bids for the construction contract

were opened.

We were informed by HUD officials that the awarding of
construction contracts under the negotiation method would
generally be recommended by HUD if the contemplated changes
1n the scope of the project were considered not to be of
major significance or if the price reduction expected to be
obtained through negotiation with the lowest bidder was
less than the cost differential between the lowest and the
next-to-the-lowest bidders. We were informed also that the
negotiation method would generally be recommended in cases
where HUD believed that 1t would be beneficial to the LHA
to expedite the start of construction work, The HUD offi-
cials also pointed out that the delay involved in awarding
a construction contract under this method was usually
shorter than the delay that would be incurred by resolicit-
ing bids on the basis of the revised plans and specifications.

LHA and HUD files generally did not contain documenta-
tion showing the factors considered by HUD in recommending
whether an LHA should negotiate with the lowest bidder or
resolicit bids in those cases where changes in the scope of
the project had to be made to reduce construction costs.

With regard to the contracts for the 23 projects in
Region I for which construction contracts were awarded under
the negotiation method (see p. 18), 1t appeared to us that
many of the modifications constituted significant changes
in the scope of the projects. For 13 of the 23 projects,
the price reductions realized through negotiation were
greater than the cost differentials between the lowest and
the next-to-~the-lowest bids, For example, an LHA awarded a
contract for a project to the contractor who submitted the
lowest bid price, subject to deductive change orders of ap-
proximately $69,700 for contract price reductions that had
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previously been negotiated with the bidder; the differen-
tial between the lowest and the next-to-the-lowest bids,
however, amounted to only $18,000,

Regarding the matter of expediency in awarding con-
tracts under the negotiation method, we found that it gen-
erally took an average of about 2 months less to award a
contract under that method than under the resolicitation
procedure. In view of the favorable contract price reduc-
tions that generally can be achieved through competitive
bidding, it may be financially advantageous for an LHA to
resolicit bids even though an additional period of delay
may result., In such event every effort should be made to
minimize the delays so as to maximize the benefits to the
LHAs and to HUD.

Need for detailed cost estimates
for changes in the scope of a project

We recognize that, where changes in the scope of a
project to bring the cost within the budgeted construction
costs approved by HUD are not of a major nature, the award-
ing of a construction contract for the project under the
negotiation method may be practicable.

We believe, however, that in such instances, LHA proj-
ect architects should be required to evaluate the reason-
ableness of the bidders' price proposals on the basis of
the architects' detailed cost estimates of the proposed
changes, and to recommend disapproval of the award of the
contract when the proposed price reductions do not repre-
sent a reasonable reduction for the modifications in the
scope of the contract work. A number of project architects
and LHA officials have informed us that, in negotiating
price reductions with low bidders, their experience showed
that the bidders often tended to understate the cost of
the proposed changes in the scope of a project.

HUD procedures require LHAs to submit all change orders
involving contract modifications to the appropriate HUD re-
gional office for approval. Each change order 1s required
to be supported by an itemized, written proposal--from the
contractor--that shows a detailed breakdown of quantities,
amounts, and prices of labor and materials.

23



However, the LHAs are not required to have their architects
independently prepare itemized cost estimates for use by
the LHAs and by HUD as a basis for evaluating the reason-
ableness of contractors' price proposals.

With regard to the 23 housing projects for which reduc-
tions in the contract bid price for modifications in the
scope of the projects had been negotiated with lowest bid-
ders, most of the LHAs did not have documentation showing
the basis on which the reasonableness of the bidders' price
proposals for the reductions in project scope had been eval-
uated. The LHA architects for 14 of the 23 projects told
us that they had not prepared independent cost estimates
for the proposed changes in the scope of the project.

Our analysis of the cost estimates prepared by the ar-
chitects for five of the nine remaining projects showed that
the architects had estimated that the total reductions in
the contract bid prices for certain modifications in the
scope of the projects amounted to about $183,000, or ap-
proximately 40 percent more than the total price reductions
of about $132,000 that were proposed by the bidders and sub-
sequently approved by HUD. It would therefore seem that
either the architects' estimates of the costs of the reduc-
tions in the scope of the projects were inadequate or the
LHAs did not obtain a sufficient reduction in the contract
bid prices for the modifications in the scope of the proj-

ects,

For one project an LHA accepted a contractor s proposal
to reduce his bid price of a construction contradt by $700
because of the elimination of a brick wall and an adjoining
planting curb from the project plans and specifications, -
even though the project architect had estimated that the
construction of these items would cost about $3,000, About
15 months after construction work had started, the local
redevelopment agency requested the LHA to have the brick
wall and the adjoining planting curb built and paid the
contractor approximately $3,200 to have the work done.

It therefore appears that the architect's previous esti-
mate of the cost of the items to be eliminated from the scope
of the project was reasonable and that a greater price re-
duction than $700 should have been obtained from the
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3
contractor., During our review we did not try to determine
the extent to which deleted contract items were subsequently
reinstated; therefore, we have no knowledge as to how often
this practice may occur.

During our review we requested the Estimates Branch of
the Public Buildings Service, General Services Administra-
tron (GSA), to evaluate price reductions totaling $103,000
for 18 selected change-order items that had been negotiated
by the LHAs with lowest bidders on five projects.,

GSA subsequently furnished us with cost estimates to-
taling about $145,000 for the 18 change-order items, or ap-
proximately $42,000 (41 percent) more than the negotiated
price reductions of $103,000, The GSA cost estimates were
based on catalog price quotations that were in effect at
the applicable bid opening dates and on 1ts experience 1n
estimating composite labor and material prices for similar
types of work,

In our opinion, the GSA cost estimates and the previ-
ously discussed architects' estimates (see pp. 23 and 24)
provide support for our view that the LHAs may not be ob-
taining the most advantageous contract price adjustments
in their negotiations with the lowest bidders, In the case
of projects for which the award of contracts under the nego-
tiation method may be appropriate because the proposed mod-
ifications in the scope of the projects are not considered
to be of a major nature, we believe that an LHA's decision
as to whether to accept the price adjustments offered by a
bidder should be made on the basis of detailed cost esti-
mates prepared by the LHA's project architect. We believe
also that, if the spread between the lowest bid and some of
the higher bids 1s relatively small, 1t may be advantageous
for an LHA to also negotiate for reduced contract bid prices
with several of the bidders, instead of just the lowest bid-
der.

To determine the extent to which the 1HAs in Region I
were using the negotiation method 1in awarding construction
contracts for those projects, we compared the contracting
actions taken by the LHAs for construction contracts awarded
during the 2 years ended July 1969, with those taken by the
LHAs during a prior 3-year period ended December 1966. For
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the period ended 1966, the negotiation method was used by
the LHAs in awarding contracts for about 33 percent of the
projects for which the lowest bids for the contracts ex-
ceeded the budgeted construction costs, while this method
was used only for about 9 percent of the projects for which
contracts were awarded during the period ended 1969.

We believe that, 1f the LHAs in Region I continue to
limit the use of the negotiation method, HUD will have
greater assurance that low-rent public housing construction
costs in that region will be based on full and open competi-
tion. In two other HUD regions, however, the negotiation
method was used for about 37 percent of the projects for
which the lowest bids exceeded the budgeted construction
costs during a period of about 2 years ended 1969.

26



CHAPTER 3

RECOMMENDATIONS , AGENCY COMMENTS,

AND OUR EVALUATION

We recommend that the Secretary of Housing and Urban
Development take appropriate action to ensure that (a) ap-
proval of budgeted construction costs for low-rent public
housing projects is based on realistic cost estimates to
minimize costly and time-consuming revisions of project
plans and of the budgeted construction costs after bids for
the construction contracts have been opened and (b) benefits
of full competition for the contracts are obtained to the
maximum extent practicable.

HUD's comments on our report were submitted to us by
the Acting Assistant Secretary for Renewal and Housing As-
sistance 1n a letter dated December 22, 1969. (See app. I.)
The Acting Assistant Secretary informed us that, although
HUD agreed in theory with our recommendation that approval
of budgetary limitations for the construction of low-rent
public housing projects be based on realistic cost estimates
to minimize revisions in the project plans and budgeted
amounts after bids for construction contracts have been
opened, HUD was at a loss to make it workable, especially
in consideration of local authority autonomy and the need
for public housing.,

HUD indicated that, because of the recognized unreli-
ability of construction cost estimates, the uncertainty of
competitive bidding results, and the effects of the steady
rise in construction costs, both LHAs and HUD regional of-
fices were reluctant to propose revisions in the initially
approved budgetary limitations prior to the solicitation
of construction bids, except where i1t became obvious that
the approved budgets had been drastically understated. HUD
has concluded that, unless there is a capability for in-
stant housing, the time lapse between HUD's approval of the
budgeted construction costs and the solicitation of con-
struction contract bids will continue to produce dilemmas
at the time of contract awards.,
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We recognize that, at times, the procedures involved
in budgeting and contracting for the construction of low-
rent public housing projects are subject to, and may be af-
fected by, circumstances and conditions which are not al-
ways readily foreseeable and/or controllable by HUD. We
believe, however, that the high proportion of projects re-
quiring costly and time-consuming modifications in the ap-
proved plans and specifications and/or the budgeted con-
struction costs after competitive bids have been opened,
demonstrates the importance of and need for maintaining ef-
fective control over project plans and costs at all stages
of development. T
We noted that, in other phases of its low-rent housing
activities, HUD approves expenditures of large sums of money
primarily on the basis of construction cost estimates--as in
the case of HUD's turnkey program where cost estimates are
used as a basis for negotiating the final contract price
for projects and in evaluating the reasonableness of the
cost of changes that result from revisions to construction
specifications. HUD must therefore consider cost estimates
as a reasonable basis for establishing limitations on ex-
penditures.

We believe that HUD's revised procedures for submitting
project development budgets (see p. 15), if properly imple-
mented, should contribute significantly toward eliminating
many of the difficulties regarding escalating construction
costs cited in HUD's comments, In addition, we note that
HUD has recently contracted for the periodic development of
construction cost data on the basis of 30 types of dwelling
structures in 200 localities throughout the country. Ac-
cording to HUD directives, the cost data, initially made
available to the HUD regional offices in November 1968, is
to be used by the offices as a tool for evaluating project
development proposals and for predetermining construction
budgets.

Accordingly, we believe that budgeted construction
costs approved by HUD can and should reflect a high degree
of reliability, provided that greater efforts are made by
HUD regional offices to effectively review and evaluate
project plans and related construction cost estimates and
that decisive action is taken to ensure that any necessary
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revisions in construction plans and/or approved budgets are
effected before authorizing the LHAs to solicit construc-
tion bids,

We believe also that, in the interest of maintaining
effective budgetary controls, HUD regional offices should
make realistic evaluations of the estimated construction
cost of a project at the time of its review and approval of
LHA plans and specifications and should take appropriate
action, at that time, to ensure that consistency exists be-
tween the approved budgetary limitation and the approved
construction plans and specifications, instead of deferring
such action until the time of awarding the contract.

In addition, to minimize the number of cases where the
low bid exceeds the budget amount, HUD may wish to consider
whether it would be feasible for local housing authorities,
when soliciting bids, to make use of additive or deductive
items. Under this procedure of soliciting bids, the con-
tracting officer may provide in the invitation for a first
or base bid item covering the work, in general, as specified
and for one or more additive or deductive bid items which
progressively add or omit specified features of the work in
a stated order or priority.

Secondly, we recommend that HUD establish guidelines
setting forth specific circumstances governing the award of
construction contracts under the negotiation method and un-
der the resolicitation of bids based on revised plans and
specifications. ,

With regard to this recommendation, the Acting Assis-
tant Secretary informed us that HUD had agreed that such
guidelines were advisable and that criteria would be drafted
setting forth the specific circumstances under which the
LHAs would be permitted to award contracts under either
method. This action appears to be consistant with our rec-
ommendation.

Thirdly, we recommend that HUD require the LHAs to de-
velop detailed cost estimates for use in evaluating the
reasonableness of proposed reductions in bid prices for
project revisions where negotiation with the lowest bidder
1s considered appropriate.
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HUD did not agree with this recommendation. The Act-
ing Assistant Secretary has informed us that the present
procedures require change orders to be countersigned by the
LHA architect and by the LHA after review of an itemized
price proposal submitted by the contractors. HUD has stated
that it considers compliance with such requirements as
evidence that the architect has satisfied himself through
all available means, that the proposed change-order price
is equitable, and that HUD cannot assume either incompetence
or dereliction of the architect's professional standards in
this regard.

We believe that the protection of the Govermment's in-
terest in promoting economies in construction is best
served by requiring that the LHAs have the benefit of their
architects' cost estimates when evaluating proposed change-
order prices. Independent cost estimates prepared by an
LHA architect would provide a basis for raising questions
regarding a proposed price that might otherwise not have
surfaced. In obtaining cost estimates for turnkey housing
projects HUD requires that two independent cost estimates
be obtained. We believe that a similar procedure, using
independent cost estimates by the architect and by the con-
tractor, would provide greater assurance that negotiated
price reductions for modifications in the scope of construc-
tion contracts are equitable to both the Government and the

contractor.

We therefore believe that, as part of their normal
duties and responsibilities, LHA architects should be re-
quired to prepare cost estimates of all proposed changes in
the scope of a project and that such estimates should be
used by the LHA as a basis for negotiating prices with the
bidders and/or contractors.

Our final recommendation to HUD was that HUD require
that, during internal reviews of regional office operations,
specific attention be given to determining whether existing |
instructions regarding the development and approval of bud- ,
getary construction costs, and any additional instructions
issued as a result of the foregoing recommendations, are

being followed.
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With regard to this recommendation, the Acting Assis-
tant Secretary informed us that a pilot audit of regional
office production activities, including the areas discussed
in our report, was begun in Region VI by the HUD Office of
Audit. We were advised that the undertaking of similar au-
dit work in other regions would be considered after an
evaluation of the results of the pilot audit. This action
appears to be in agreement with our recommendation.
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CHAPTER 4

SCOPE OF REVIEW

We examined into applicable laws, HUD regulations, and
HUD and LHA administrative policies and practices relating
to the establishment of budgetary controls and the award of
contracts for the construction of low-rent public housing
projects. Our review also included discussions with HUD
and LHA officials and a number of project architects. We
also examined HUD and LHA records relating to the plamning
and development of housing projects.

Our work was performed at HUD headquarters in Washing-
ton, D.C.; at HUD's regional office in New York (Region I);
and at a number of the LHAs under the administrative autho-
rity of the regional office. We also obtained statistical
data and other information regarding contracting practices
of LHAs under the administrative authority of two additional
HUD regional offices (Philadelphia and San Francisco).
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DEC 22 1969
OFFICE OF THE ASSISTANT SECRETARY IN RERPLY REFER TQ

OR RENEWAL AND HOUSING ASSiISTANCE

Mr. Max Hirschhorn

Associate Director

Civil Division

U. 8. General Accounting
Office

Washington, D. C. 20548

Dear Mr. Hirschhorn:

The Secretary has asked me to respond to your letter of October 30,
1969, requesting the Department's comments on your draft of a pro-
posed report to the Congress entitled: "Budgeting and Contracting
Controls for Low-Rent Housing Construction, Department of Housing
and Urban Development."

The enclosed statement contains our comments on the material presented
in the proposed report. We appreciate the opportunity to review the
proposed report before it 1s presented to the Congress.

oS
sistant Secretary

Enclosure
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Statement By The
Departaent of Housing and Urban Development

GAO Draft Report to Congress

“"Pudgeting and Comtracting Controls
For ILow-Rent Housing Coastruction”

The draft report on budgeting and contracting controle is a reasopable report
on procedures of our Reglional Offices related particularly to the bid process
and award of contracts. The report inecludes four recommendations on which
we wish to comment.

The first recommendation concerns the need to ensure that reslistic budgets
are spproved based upon the documents to which bidders respond so as to
minimize revisions to the documents after bidding.

@fter the approval of a project's initial budge;t_;( the Low-Rent Housing
Construction Handbook provides for the submitial of interim dbudgets before
costs are incurred in excess of any amounts shown in the latest epproved
budget. This also provides an opportunity for the locel authority to subzit
interim budgets when it becomes evident that certain anticipated costs will
exceed budgeted items because of major changes in elements of the project.
However, with the recognized unreliability of estimates, and the extreme
uncertainty of bid results, interim budgets are utilized only whem it becomes

/Wthat approved budgets have been drastically underestimated. Im
these times it happens frequently that the erchitect who i1s respomsible for
keeping the plenned project within approved figures maintains a position that
budgets are sufficient, only to have bids reveal otherwise. These vagaries
related to estimating and bidding also encourage our Regional Offices to wait
until bids are received to ascertain what sdditional funde are required to

7 avard the contract and if the contract award budget can be jJustified by

increased costs of Iabor and msterials during the development period or
regiocnally approved major changes in the planning and design. -

e

) 1t 1s(actually believed,] assuning that efforts are made to keep costs down
during the development of plans and specif‘icatio@ that a deductive change
order,gzuauy of & minor and rather superficial nmature,)| negotisted with the
low bidder, may be far less time consuming and possi less costly than
readvertisement. These instances rarely involve afiy| chenge in working dvawings,

but are restricted to items which can be changed by ppecification addendum.
There are several reasons why approved budgeis are lpften too low, besides

those of rising construction costs. First, there s the optimism of the
architect, the local authority and the Regional 0fPfice that Pirst estimates
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based upon schematic documents are reasonably accurate end adequate. fThe

time lapse between the first estimstes and the projecied bid date is always
considered at the initial budget t%e gnd an emount is imcludsd to provide
for the escalation of construction cdsts. Unfortumately, the higher emcunt
becomes, psychologically, & level to which the architect works and the cushion
provided to meet rising costs is not avallable at bidding times. Rurthsr,

if first estimates included & realistic cushion, which for the last year
might have been 15% plus contingency, submitied costs would bave been 8o

high as to cause hesitation in approval.

We agree with the first recommendation, im theory, but are at & loss to amske
it workeble - especislly in comsideration of locel authority sutonomy aund the
need for public housing. Although not & valid excuse for overrums, the
drastic cost rise is evident in practically all construction theose days end
must be accepted as a way of life., The percentage of projects requiring
additional funds has lncreased yearly because of the unstable merket, Unlese
therz 18 a capability of instant housing, the time lapse will continue to
produce dilemmas at the time of awerd. A possible, but in public bousing a
probably unacceptable solution, would be -- no project 1P budget is excesded.
This conclusion would leave an uncollectsble housing authority dsbt for lsnd
and other development costs incurred and an impslateble politicel situation
in many localities.

A second recommendation concerns the establishment of guideline material for
negotiation. We agree thet such guidelines are &dvisable and sball

draft eriteris setting forth the specifie circumstences under vhich change
orders to reduce the construciion contract coast would not be permitied and
where revision of plans and specificatione and resdvertising would be required.

The Teport also conteins a recommendation requiring independent eost
estimates to evaluate negotiated cost reductions. A requirement that IHA's
obtain detziled independent estimstes of the value of the work to be deleted
by change order in order to support the smount of the change would sppear to
be unjustified. OQur present procedures require that amy change order
redueing the coatract smount must be ecuntersigned on its face by the
architect and the LHA after review of the itemized proposal submitted with the
change. This must be considered as evidence that the architect has

gatisfied himself through all the means available to him that the price of
the change has been enelysed and found to be eguitable. This represents one
of the architect's responsibillities and is consistent with professional prae-
tice in the private sector. Ome cannot asgsume either imcompstence or
dereliction of the architect'’s professional standards in thie regerd.

With regard to the recommendation concerning internal reviews of Regional
Office operations, the 0ffice of Audit has started a pillot sudit of the
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HAQ Production Division in Region VI. The scope of the audit extends to
areas discussed in this report. Additionally, a copy of your draft report
has been furnished the Region VI Audit Office for utilization during their
audit. After evaluating the results of this pilot audit, the Office of Audit
will consider vwhether to perform similar audit work in other Regions.
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APPENDIX II

PRINCIPAL OFFICIALS OF THE

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

RESPONSIBLE FOR THE ADMINISTRATION OF ACTIVITIES

DISCUSSED IN THIS REPORT

Tenure of office

From
SECRETARY OF HOUSING AND URBAN
DEVELOPMENT (formerly Adminis-
trator, Housing and Home Fi-
nance Agency):
Robert C. Weaver Feb. 1961
Robert C. Wood Jan., 1969
George W. Romney Jan., 1969
ASSISTANT SECRETARY FOR RENEWAL
AND HOUSING MANAGEMENT:
Don Hummel May 1966
Howard J. Wharton (acting) Feb. 1969
Lawrence M. Cox Mar. 1969
ASSISTANT SECRETARY FOR HOUSING
PRODUCTION AND MORTGAGE CREDIT
AND FEDERAL HOUSING COMMISSIONER:
Eugene A. Gulledge Oct. 1969
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To

Dec. 1968
Jan. 1969
Present

Feb. 1969
Mar. 1969
Present

Present
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