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operated housing projects. Responsibility for the operating acti
itles In the seven reglons has been delegated by the PHA Commis~
sioner to the reglonal office directors. The Central Office esta
lishes the administratlve policies and operating procedures, main
talns the accounting records, and reviews the operating activitie
of the reglonal offices.

At June 30, 1961, there were 1,19% local housing authorities
- (LHAs) located in 45 States, the District of Columbla, Puerto Ric
and the Virgin Islands. The 84 LHAs in the nine States under the
administration of the Reglonal Director in San Francilsco had
37,993 dwelling units in operation, 1,926 under construction, and
4,431 under contracts providing for future construction. A sum-
mary of the number of LHAs,.projects, and dwelllng units in the
area administered by the PHA San Franclsco reglonal office follow

Dwelling units

. Under con-  Under
Au- tract for con-
thor- Proj- future con- struc- In
State ities ects Total struction tion operatio
Alaska 1 4 325 - - 325
Arizona 8 25 2,627 202 14k 2,281
California Y4 187 27,966 2,290 1,307 24,369
Hawaii 1 13 2,739 85k 14 1,871
Idaho 2 [ 189 30 - 159
Montana 6 10 957 60 200 697
Nevada 2 7 715 225 125 365
Oregon 6 18 1,692 498 106 1,088
Washington 14 35 - 7,140 272 30 6,838
Total 84 303 L4 ,350 L, 431 1,926 37,993

PHA provides financial and technical assistance to the LHAs
- in the development of low-rent housing projects and reviews the a

ministration of the projeéts after construction is completed to



determine that the projects are operated and maintained in a man-
ner to promote serviceabllity, efflciency, economy, and stabllity
and that thelr low-rent character 1s maintained. Finanéial assist-
ance is provided in the form of loans for development and in the
form of annual contributions (subsidies) made pursuant to annual
contributions contracts with the LHAs. The contracts provide for
annual contrlbutions by PHA which, if made in the maximum amount,
will be sufficient to pay the principal and interest on bonds and
notes sold by the LHAs to the publilc of, in some cases, to PHA to
obtain funds to pay the costs of constructlng the projects. The
contracts provide also for reducing the maxlmum contributions by
the residual recelpts, 1f any, from project operations.

While our review disclosed that generally those activities
which we examlned were being conducted by the San Francisco Re-
gional Office in accordance with applicable laws and PHA’policies,

‘we belleve that project construction costs at one low-rent housing
project may have been unduly Increased because of uneconomical de-
sign features and use of expensive materials. In addition, sev-
eral federally aided or owned projects in Bremerton, Washington,
have had vacancy problems for some time. Unnecessary or wasteful
expenditures in connection wifh the planning and construction of
new projects result in increasing the total development cost of
the projects and ultimately in increasing the maximum Federal sub-
sidy payable by PHA. Since the annual contributlons contracts

with LHAs provide for reducing the Federal annual contributions by



the residual receipts from project operations, the Federal contri-

butions are lncreased to the extent that LHAs fail to realize all

possible revenues.

In addition to the findings contalned in this report, our re-
view disclosed several other matters which were discussed wlth the
regional office officigls who, in most cases, promised to take cor-

rective sction.



SUMMARY OF FINDINGS

OQur findings are summarized below and are discussed in detail

in later sections of this report.

PROJECT CONSTRUCTION COSTS
MAY HAVE BEEN UNDULY INCREASED

BECAUSE OF UNECONOMICAL DESIGN FEATURES
AND USE OF EXPENSIVE MATERTALS

Censtruction costs at project CAL-52-1 may have been unduly
increased because of uneconomical design features and use of ex-
pensive materials. A portidn of thils project cost considerably -
more per rcom to build than any other low-rent housing project com~
pleted during fiécal year 1961 in the area administered by the PHA
San Francisco Regional Office; the project also cost more per room
than the two ﬁanagement-type cooperative housing projects in the
San Francisco Bay.area that were completed during 1961 and insured
by the Federal Housing Administration pursuant to section 213 of
the National Housing Act (12 U.S.C. 1715e). On the basis of our
reviews of PHA's files, we doubt that the designs for proj-
ect CAL-52-1 conformed completely with the intent of sectilon 15(5)
of the United States Housing Act of 1937. | |

Project CAL-52-1 of the Housing Authority of the county of
Marin, Marin City, California, contains buildings of two basically
- different types: (1) twenty 1- and 2-story block and frame builld-
ings containing 132 dwelling units averaging 5.26 roonms pér unit
and (2) eight high-rise (5-story) reinforced concrete bulldings
containing 168 dwelling units averaging 4.5 rooms per unit.

A postreview of the construction contract award of proj-

ect CAL-52-1 was made by the PHA Central Office Development



Division to determine the reasons why the contracted construction
costs were so high. The memorandum relating to this review con-
tained an analysis of development costs showing a distribution of
the costs between the eight high-rise builldings and the twenty

1- and 2-story buildings. The analysls showed that; while the es
timated cost per room of construeting and equipping the entire
project was less than the maximum cost limitation permitted by se
tion 15(5) of the United States Housing Act of 1937 at the time
the development program was approved, the estimated average cost
per room for the 755 rooms in thelhigh-rise buildings was about
$225 more than the maximuﬁ cost limltation; the estimated average
cost per rooﬁ for the 699 rooms in the 1- and 2-story buildings
was about $840 less than the maximum cost limitation.

Section 15(5) of the United States Housing Act of 1937 pro-
vides for a limitation on the average cost per room for an entire
project, and the PHA Commissioner advised us that she believes
that PHA would not be authorized to apply the cost limitation on
narrower basis without congressional approval. Aécordingly, we
are recommendl
States Housing Act of 1937 to require that, in cases where there

are significant differences in the deéign or materials for differ
ent.Sections of a low-rent housing project, compliance with the
room cost limitation prescribed in section 15(5) of the act shall
be determined separately for the different sections of the projec
(See p. 14%.)
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CHRONIC VACANCIES AT FEDERALLY ATDED OR OWNED
HOUSING PROJECTS AT BREMERTON, WASHINGTON

The Bremerton, Washington, Westpark low-rent housiﬁg project,
WASH-3-1 {586 dwelling units), a Navy housing project (558 dwell-
ing units), and three rental defense housing projects (502 dwell-
ing ﬁnits) owned or insured by the Federal Housing Administration
(FHA) have had vacancy problems for some'time as a result of a
gradual decline in the need for housing in the Bremerton area.

One of the principal reasons for the decline in the need for hous-
ing was the decline in civilian eumployment at the Puget Sound Na-
val Shipyard after the end of World War II.

We suggested that a study of the vacancy problem in Bremerton

' be undertaken jointly by the interested Federal agencies, probably

under the sponsorship of the Bureau of the Budget, with a view to-
ward determining the actual local need for housing under the vari-
ous Federal programs and, if practicable, reducing the number of
dwelling units in excess of need through placing certain facili-
tles in stand-by condition or making other disposition of them.
The HHFA Deputy Administrator informed us on January 31, 1962,

that our suggestion had been adopted. (See p. 29.)

CONSTRUCTION COSTS INCREASED BECAUSE PHA REQUIRES
EARTHQUAKE INSURANCE CQVERAGE DURING CONSTRUCTION

Construction costs of certain low-rent housing projects in
the area administered by the PHA San Francisco Regional Office

were increased because PHA required construction contractors to

carry earthquake coverage insurance. Generally, private lending

institutions in the area do not require earthquake coverage



Insurance during construction of non-high-rise structures. In ad-
ditiecn, we were informed that FHA does not require contractors in
the area to carry éarthquake coverage insurance on projects commit-
ted for mortgage insurance under any FHA program.

We proposed that PHA reexamine its policy of requiring con-
tractors to carry earthquake coverage insurance during construc-
tion of low-rent housing projects. The PHA Commissioner informed
“us on October 18, 1961, that PHA was reexamining its policy on

earthquake insurance. (See p. 32.)
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DESCRIPTION OF FUNCTIORS AND OPERATIONS

MANAGEMENT AND ORGANIZATION

PEA is headed by a Commissioner who is under the general su~
pervision of the Housing and Home Finance Agehcy (HHFA) Administra-
tor. Both the PHA Commissioner and the HHFA Administrator are ap-
pointed for indefinite terms by the President of the United States,
subject to Senate confirmation. The HHFA Administrators and PHA
Commissioners during the period covered by our review were as

showvn below.

Incumbent Term of office
HHFA Administrator:
Albert M. Cole Mar. 11, 1953, to Jan. 20, 1959
Norman P. Mason Jan. 21, 1959, to Jan. 20, 1961
Lewis E. Williams (Acting) Jan. 21 to Feb., 10, 1961
Robert C. Weaver Appo%nted effective Feb. 11,
1961
PHA Commissioner: '
Charles E. Slusser July 7, 1953, to Jan. 1, 1960
Lawrence Davern (Acting) Jan. 2 to May 23, 1960
Bruce Savage May 24, 1960, to Apr. 24, 1961
Marie C. McGuire Appognted effective Apr. 25,
1961

During our review, Mr. John G. Melville held the positlon of
Director of the PHA San Francisco Regional Office (appointed Octo-
ber 31, 1949). Mr. Melville resigned on June 13, 1961, to accept
an appointment as a Regional Administrator of the Housing and Home
Finance Agency. Mr. Louis B. Ambler, Jr., was appointed Director
of the PHA San Francisco Regional Office on July 17, 1961.

As of June 30, 1961, there were 838 employees in the seven

PHA regional offices, of whom 91 were in the San Francisco Re-

gional Office. An organization chart of a typical regional office

as of June 1960 1is included as appendix I.



DEVELOPMENT ACTIVITIES

The development of low-rent public housing'projects is prima.
rily the responsibility of the LHAs. To obtain Federal financial

Nt

rem, an LHA must (1) ente:
into a cooperation agreement with the local governing body provid.
ing for (a) exemption from all local real and personal property

taxes--however, the LHA is required to pay to the local governing

body an amount in lieu of taxes--and (b) subsequent elimination o

slum dwellings substantially equal in number to the number of low:
rent housing units to be constructed In urban areas on nonslum

sites and (2) submit an application to PHA demonstrating the need
for low-rent public housing. After reﬁiew and approval of the ap.
plication, PHA issues a program reservation and authorizes prelim:

nary loans to be made to the LHA to finance the cost of early pla:

ning and surveys.

The LHA 1s responsible for preparing é deveiopment program
showing, among other things, (1) the boundaries of the proposed
site, (2) data to support the site selection, (3) the proposed nu
ber and type of structures, and (4) the estimated development cosi
After reviewing and approving the development program, PHA enters
into an annuai contributions contract>with the LHA.

The LHA's plans, specifications, and development cost budget:

for a new project are required to be submitted to PHA for review

"and approval before the LHA advertlses for competitlve bids for

construction. Upon PHA's approval of the lowest bidder and of the



amount of the proposed award, the LHA awards the construction con-
tract and issues a notice to proceed to the contractor. PHA super-
vision continues during cbnstruction\through Inspections and
through approval of major change orders. The cost of congtruction
is part of the total development cost used for determining the max-
imum annual contributions payable by PHA to the LHA.

The United States Housing Act of 1937 (42 U.S.C. 1415) pro-
vides limitations on the cost per room of constructing and equip- -
ping low-rent housing projects (excluding land, demolition, and
nondwelling facilities). Recent changes in the statutory limita- -
tion on room costs are summarized below. |

| Statutory limitation on room

costs effective
June 30, July 12, August 7,
1956

Type and location of project 1961 1957
Accommodations for elderly families:

Alaska $3, 500 $2,500 $2,500

A1l other 3,000 2,500 2,250
Accommodations for other families:

Alaska 3,000 2,500 2,500

A1l other , 2,000 2,000 1,750

Note: The room limitations providéd by the Housing Act of 1956
(70 Stat. 1104%) were increased by the Housing Act of 1957
(71 Stat. 302) and again by the Housing Act of 1961

(75 Stat. 16%).

The PHA Commissioner may authorize an additional cost limitation
not exceeding $750 a room if he finds that in the geogfaphical
area of any project it is not feasible to construct an adequate

project within the prescribed cost limitations and that there is

. an acute need for low-rent housing. The PHA Commissioner has dele-

gated to the PHA regional directors the authority to establish

11
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dwelling construction and equipment cost limlts In excess of the
amounts stated In the act.

At June 30, 1961, the maximﬁm development costs approved by
PHA under annual contributions contracts for the construction of

low-rent housing projects totaled about $5.9 billion. Based on

‘the approved development costs, PHA's maximum yearly commitment

for the payment of contributions ié about $279.4 million.

PHA wés authorized by the Housing Act of 1961 to enter into
annual contributions contracts aggregating not more than $336 mil-
lion a year. PHA estimates that about 100,000 additional dwelling

units could be constructed under this authorization.

MANAGEMENT ACTIVITIES

Although the LHAs have the primary responsibility for the op-
eration and management of federally subsidized low-rent public
housing projects, PHA makes various periodic reviews and inspec-
tions of LHAs. These reviews and inspections include (1) manage-
ment réviews of operations to determine the effectiveness of local
administration, (2) reviews of occupancy acﬁivities to verify com-
pliance with statutory and contractual requirements, (3) engineer-
ing surveys to determine whether project maintenance is in accord-
ance with established standards, (4) reviews of operéting.budgets
submitted by local authorities to determine whether the proposed
expenditures are reasonable and whether the solvency of the project

will be endangered, and (5) audits of financial records of housing

Projects in which PHA has a financial interest to determine the

12



" accuracy of financial statements submitted by LHAs. In addition,
PHA advises and asslsts the LHAs in promoting efficiency and econ-

omy in the operations of the low-rent housing projects.

13
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FINDINGS '

PROJECT CONSTRUCTION COSTS

MAY HAVE BEEN UNDULY INCREASED

BECAUSE OF UNECONOMICAL DESIGN FEATURES
AND USE OF EXPENSIVE MATERIALS

Construction costs at project CAL-52-1 may have been unduly

increased because of uneconomical design features and use of expe

sive materials. A portion of this project cost considerably more

per room to buiid than any other low-rent housing project com-
pleted during fiscal year 1961 in the area administered by the PH
San Francisco Regional Office; the project also cost more per rod
than the two management-type cooperative housing projects in the
San Francisco Bay area that wefe completed during 1961 and insure
by the Federal Housing Administration pursuant to section 213 of
the National Housing Act‘(l2 U.S.C. 1715e). On the basis of our

- reviews of PHA's files, we doubt that the designs for pfoject

CAL-52-1 conformed completely with the intent of section 15(5) of
the United States Housing Act of 1937.

Section 15(5) of the United States Housing Act of 1937 estab
lishes certain limitations on the costs per room of constructing
and equipping low-rent housing projects and provides that:

¥k Every contract made pursuant to this Act *#**

with respect to any low-rent housing project *** shall

provide that such project shall be undertaken in such a

marmer that it will not be of elaborate or extravagant

design or materials, and economy will be promoted both

in construction and administration. ¥ .

The PHA regional offices review and approve the LHAs' plans, budg
ets, and other documents pertaining to the development of new pro

ects in order to ensure that the projects will conform to the re-

Quirements of the law.



Representatives of the PHA Central Office examine selected
regional office files from time to time to verify that the re-
gional offices! reviews are effective in carrying out the statu-~
tory requirements and the agency's policies, The importance of
these reviews to ensure compliance with the act was emphasized by
a circular to the PHA regional directors, dated February 6, 1958,
when the then PHA Commissioner called attention to the need for in-
creaéed efforﬁ to achieve economy In the design of low-rent hous-
ing and by a subsequent circular to them dated April 25, 1958,
which stated in}part:

"Our current reviews of development program submissions
and post reviews of past submissions indicate a serious

problem with respect to overdesign of structures in many
cases. Fxx

ety

"It is our considered judgment that the economy require-
ments of the Housing Act of 1937, as amended, can best

be carrlied out when development programs are based upon
the most economical type of construction permitted under

the local code for the type of unit and building being
proposed. ¥¥xH '

Project CAL-52-1 of the Housing Authority of the county of
Marin, Marin City, Californié, contains buildings of two basically
different types: (1) twenty 1- and 2-story block and frame build-
ings containing 132 dwelling units averaging 5.26 rooms per unit
and (2) eight high-rise (5-story) reinforced-concrete buildings
containing 168 dwelling units averaging 4.5 rooms per unit.

The twenty 1- and 2-story bulldings are row type. The eight
high-rise buildings are narrow, gallery-access (outside corridor)

type built on steep grades at right angles to contours, resulting

15



in buildings five stories high at one end and two stories high at
the other. In addition to the access gallery, each dwelling unit
(all two bedrooms) has a private balcony indented into the build-
ing wall. Each'balcony has two glass dbors, one from the llving
room and one from a bedroom,

The low-rent housing project is a part of the master plan for
rebuilding all of Marin City. This master plan also includes (1)
the redevelopment of land acquifed under an Urban Renewal Adminis-
tration Program to provide housing for middle-income families and
community facilities and (2) the private development of housing
for higher income families.

| Marin City.is located on a 365-acre site 10 miles from down-
town San Francisco across the Golden Gate Bridge. The Federal Gov-
ernment originally developed the éite as a temporary war-housing
commmity for workers at a nearby shipyard. The temporary housing
project was relinquished to the Housing Authority of the county of
- Marin in 1955. The master plan provided for rebuilding the city
In sections to avoid the hardship of interim relocation outside
. Marin City during the reconstruction period. The low-rent housing
; project was the first section built.
PHA entered into an annual contributions contract with the
LHA in June 1957. The LHA advertised for bids for construction of
the project in November 1958 and awasrded the construction contract
In January 1959. Some of the dwelling units were ready for occu-

. bancy in April 1960, and all of them were available for occupancy

16



by November 1960. The project reached the end of the inltial op-
erating period provided for in the annual contributions contract
on March 31, 1961. A final development cost certificate for the
project had not been issued at December 15, 1961.

Files did not show reasons why the
local housing authority did not adopt
recommendations for economies in design

The PHA San Francisco Regional Office (SFRO) technical re-

viewers found a number of objectionable features in the basic de-
signs for the project. Although the LHA was permitted to retain
most of the disputed features, the SFRO files did not show why the
SFRO Director had not required the LHA to adopt the technical re-
viewers! recoﬁmendations for economies in design.

The LHA submitted its development program for project CAL-52~1
to PHA for review and approval on June 7, 1957. In a memorandum
on review of the development program dated June 13, 1957, the
Chief of the SFRO Technical Secfion stated:

"¥*¥* we believe there are certain fundamental fea-
tures of the proposed designs which might well be open
to serious question as to acceptability for actual de-
velopment. Such features as multistory reinforced con-
crete structures on steep grades across contours and the
mass grouplng of wood frame bulldings in a semi-crowded
arrangement with several relatively wide open undeveloped
areas should be given further very careful consideration
before a final site plan is crystallized. In other
words, we do not believe the best possible use of the
site area 1s reflected in either site plan. We see no
reason why such objectionable features could not be over-
come by further appropriate studies by the Local Author-
ity and its Architect in cooperation with PHA in the sub-
sequent preparation of Preliminary Documents."

L ‘However, he recommended that the site be considered acceptable for

§ development from an economic viewpoint with the understanding that

17
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the LHA would prepare such further studies of slte plans and dwell-
ing unit designs as necessary to demonstrate to PHA that the best
use of the site would be made and that the building designs would
be consistent with PHA standards for public housing developments.
He recommended alsc that PHA estimates of construction and equip-
ment costs be used as a basis for loan contract purposes instead
of the LHA's estimate.

The SFRO Director approved the development program on June 1k,
l957,vand on June 28,_1957, PHA entered into an annual contribu-
tions contract with the LHA providing for development of the proj-
ect with a maximum development cost of $&,345,72% and a maximum
room cost of'bonstructing and equipping the dwelling structures of
$2,119. Pursuanqﬁto authority contained 1in the United States Hous-
ing Act of 1937, as amended, the PHA Regional Direﬁtor found that
1t was not feasible to cbnstruct an adequate project within the
then—prescribed cost limitation of §1,750 per room and that there
was an acute need for low-rent housing in the areaj consequently,
the limitation on room costs for this project was increased from
$1,750 to $2,115. Although the actual development cost of this
project has not been determined, the latest estimates show that
the actual costs will be reasonably close to the maximum develop-
ment cost stated in the annual contributions contract; however,
the summary analysils of estimated costs presented on page 23 shows
that the units in the 1- and 2-story buildings, which contain a
larger aVefage number of rooms than the units in the high-rise

bulldings, were constructed at a cost below the basic limitation

of $1,750 a room.

18



economies in design. The recommended typlcal design changes in-
cluded using asbestos shingles or composition roofing in lieu of
clay tile roofing in the 5.story buildings, reducing certain
square-foot areas, and substituting a less expensive type of yard
fencing for concrete block drying-yard enclosures.

The LHA reduced its cost estimates by about $100,000 but re-
jected a substantial portion of the recommendations for changes in
design on the basis that the items were approvéble if the aggre-
gate cost of the project was within the limits of the approved de-
velopment cost budget. However, when construction bids were
opened in December 1958, the lowest bild of $3,813,470 exceeded the
LHA's pre—bid estimate by about $63,000. Consequently, the LHA ne-
gotiated with the low bidder for changes in certain specifications
in order to reduce the amount of the main construction contract
award to $3,746,670. The negotiated changes in specifications
eliminated certain features in yard work and substituted less
costly materials and fixtures in the dwelling structures but did
not include many of the recommended design changeé. The construc-
tion contract award resulted in a room costof $2,21% or $99 in ex-
cess of the estimated room cost included in the approved develop-
ment program; howeVer, the total estimated development cost re-
mained unchanged because of reductions in the estimated cost of
items not included in the computation of the statutory room cost.

Sipce the SFRO files did not show why the LHA had not been re~ .
quired to adépt the SFRO technical review recommendations for econ-
omies in design, we were unable to determine whether adequate con-

slderation had been given to the various technical reviews of the

20



development program and subsequent preliminary project plans and
specifications that were made to ensure conformance with provision
of the United States Housing Act of 1937, as amended, before ap-
proving the LHA's project plans and specifications.

We quesﬁioned (1) whether the design features of project CAL-
5241, particularly with respect to the 5-story buildings, con-
formed to the provision of the United States Housing Act of 1937
requiring that projects "will not be of elaborate or extravagant
design or materials, and economy will be promoted both in construc-
tion and administration," and (2) whether the SFRO Director had
given adequate conslderation to the SFRO technical review comments.

We proposed to the PHA Commissioner that the regional offices
" be required to document the reasons why recommendations made by
the technical reviewers were not accepted. The PHA Commissioner
agreed that the files should show the reasons for mot accepting
the recommendations of the technical review staff.

Costs appear excessive

Although the United States Housing Act of 1937 provides that
projects shall not be of elaborate or extravazant design or mate-
?é rials, no definitions of these terms are inclided in the act, and
”  PHA has not.established adequate criteria for measuring whether a
;{ project's design is elaborate or extravagant. Nevertheless, the
: gost of a project frequently givés an indicatisn whether the de-
2 9igns were elaborate or extravagant.

A postreview of the construction contrac: award of project

CAL-52-1 was made by the PHA Central Office L:zvelopment Division

21



to determine the reasons why the contracted construction costs
were so high. A memorandum on the feview, dated June 11,

1959, attributed the}high costs to certain uneconomical design fea-
tures of the eight high-rise buildings including (1) builldings de-
signed at right angles to contours, resulting in buildings five
stories high at one end and two storles at the other, (2) a pri-
vate balcony with two glass doors for each dwelling unit, and (3)
gallery-access-type design with front-to-back dimensions of walls
ranging from 19 feet to 24 feet, notwithstanding a PHA determina-
tion that bulldings of this type must have a front-to-back wall ex-
terior dimension of at least 3% Teet in order to comply with the
statutory reduirements for serviceability, efficiency, and economy
of low-rent housing. _PHA's determination with respect to gallery-
access-type design was forwarded to the regional directors by Book
Memcrandum dated April 23, 1958, and subsequently incorporated

into PHA's Low-Rent Housing Manual.

The memorandum also included an analysis shbwing a distribu-~
tion of the development costs between the eight high-rise bulld-
ings and the twenty 1- and 2~st6ry buildings constituting the proj-
ect. This analysis showed that, while the estimated cost per room

of constructing and equipping the entire project was less than the

© maximm cost limitation permitted by section 15(5) of the United
% States Housing Act of 1937 at the time the development program was

approved, the estimated average cost per room for the 7955 rooms in

: the high-rise buildings was about $225 more than the maximum cost

§ limitation; the estimated average cost per room for the 695 rooms

22



in the 1- and 2-story bulldings was about $840 less than the maxi-
mum cost limitation. A summary of the analysis and a comparison

with the maximum room limitation in effect at June 1%, 1957,

follows:
H 1- and
. High-rise 2-story _
H buildings buildings Combined
. Number of dwelling units 168 132 300
g Number of rooms 755 695 1,450
% Average number of rooms per unit 4.5 _9.26 4,83
% Average total development cost »
be per dwelling unit $16,039 $12,510 $14,486
§ Average costs per room (based
. on costs classifled by PHA as
b costs of dwelling structures :
: and equipment) - $ 2,724 $ 1,659 $ 2,214
¢ Maximum room cost limltation in a | 5
: effect at June 14, 1957 - 2,500 2, 5008 2,500
% Excess of PHA classified costs
: over limitations $ 204 $ 841 $ 286

8The maximum room cost limitation in effect at June 14, 1957, rep-
resents the limitation of $1,750 provided in section 15(5) of the
United States Housing Act of 1937 plus the maximum-permitted in-
crease of $750 authorized by the act. The basic room cost limita-
“tion was increased to $2,000 effective July 12, 1957. The in-
crease of $750 per room 1s authorized in section 15(5) of the
United States Housing Act of 1937, as amended, which states:

"hki* if the Administrator finds that in the geographical
area of any project (1) it is not feasible under the ***
cost limitations to construct the project without sacri-
fice of sound standards of construction, design, and liv-
ability, and (il) there is an acute need for such hous-
ing, he may prescribe *** cogst limitations which may ex-
ceed by not more than $750 per room the limitations that
would otherwise be applicable to such project ***"

Z' Subsequent to the award of the main construction contract,

i the LHA had issued 55 change orders as of January 9, 1961. These

23
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change orders resulted 1n a net increase of $63,020 (from

$3,746,670 to $3,809,690) in the price of the main construction

contract. Although the PHA Central Office records do not show the

changes in the rodm costs of the eight high~riée buildings and the
twenty 1- and 2-story buildings resulting from the change orders,

we do not believe that these changes substantially affected the
statutory room cost'computations shown in the cited Development
ivision's memorandum.

The cost per room of constructing the elght hiéh—rise build-
ings at project CAL-52-1 was considerably higher than the cost per
room of constructing the nine other low-rent housing projects that
were completed during fiscal year 1961 in the area administered by
the PHA San Francisco Regional Office. The cost of construction
and equipment (éswdefined by PHA) of the dwelling structures at
these other projects ranged from about $1,420 a room at the
30-dwelling-unit (155 rooms) project CAL-11-8, Oakley, to about
$2,210 a room at the 156-dwelling-unit (606 rooms) project HA-1-11,
Honolulu, compared with the room cost of $2,724 for the eight high-
rise buildings at project CAL-52-1. 1In addition, the costs of con-
structing the two management-type cooperative housing projects in

the San Francisco Bay area that were dompleted during 1961 and in-

“sured by FHA unde: section 213 of the National Housing Act were

considerably less per room than the cost of the eight high-rise
buildings at project CAL-52-1. A comparison of the costs of the

above-mentioned projects appears in appendix II.
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Our review slso disclosed that the estimated average cost of

constructing and equipplng the 2-bedroom units in the high-rise

structures at the Marin City low-rent housing project was conslder-
ably in excess of the maximum estimated construction costs (pro-
vided in the urban renewal plan) at which 2-bedroom, single—family
dwellings will be built in the locality by private Industry for
families who are above the income limits for admission to publiec
low-rent housing.

The PHA Development Division's analysis of the construction
f  costs of the low-rent housing project showed that the estimated
average cost of constructing and equlipping the 168 2-bedroom units
in the high-rige structures was $11,928 a unit, exclusive of al-
lowances for contingencies, The architect's drawings for these
2-bedroom units show that each unit contained less than 800 square
feet.

The redevelopment plan (urban renewal plan) of the Redevelop-
ment Agency of the county of Marin dated June 2, 1958, provides
that the éonstruction costs of the approximately 170 single-family
dwellings to be built to house'familiés whose incomes exceed the
income limits for admission to the low-rent housing project and
~ who will be displaced through the redevelopment undertaking shall
be between $8,500 and $10,000 for 2-bedroom dwellings containing

between 900 and 1,050 square feet. These costs exclude land cost,
sales expense, and miscellaneous allowable expense but include con-
tractor's profit. The redevelopment plan provides also for adjust-
ment of the construction cost limitations on the basis of a recog-
‘nized cost-price index to reflect approximate changes in construc-

tion costs occurring after adoption of the redevelopment plan.
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The Houslng Authority of the county of Mafin was aware of the
redevelopment plan because the Executive Director of the Authority
1s the Secretary of the Redevelopment Agency of the county of
Marin. Also, it appears that the SFRO should have been aware of
the different types of housing provided for in theAredevelopment
plan, If so, it is difficult to understand why it acquiesced in
the LHA's retaining the basic.high-cost design for the high-rise
dwelling units for families of low income when the fedevelopment
plan provided for less expensive housing for families'of moderate.
incone. .

In a letter to the PHA Commissioner, dated October 4, 1961,
we commented that it seemed to us that in cases where there were
significant différengeé in the design and materials for different
sections of a project, it would be in keeping with the intent.of
the Congress to require thaﬁ the rooms In each section of the proj-
ect be constructed within the statutory limitations on room costs. .
We proposed that, 1in cases where there are significant differences
in the design or materials for different sections of a_project,
the determination of complliance with the statutory limitation on
room costs should be made separately for the different sections of
the project.

In a letter to us dated December 15, 1961, the Commissioner

. stated that she did not believe that PHA would be authorized to ap-

ply the cost limit on a narrower basis than an entire project with-
out congressional approval and that, with the exercise of good

Judgment on the part of the officials charged with responsibility
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for exercising discretion, she would not expect to encounter
abuses. The Commissioner also stated:

wxk* The very fact that Congress placed the cost limit
on a project basis shows that it intended to permit vari-
ations in cost as between different portions of a pro}j-
ect. Whether the particular restriction you suggest,

- that of narrowing the bhase only where there are 'signif-
icant differences in design or materials', would be in
keeping with the intent of Congress, 1s also open to
question. The criterion 1is vague and fraught with po-
tential controversy. Disputes would Inevitably arise as
to whether differences in design or materials are or are.
not 'significant', and there would be many cases on
which reasonable minds could differ. Moreover, controls
bzsed on such a criterion would lead to an unwholesome
tendency to minimize differences in style and design, or
to obscure differences which are actually necessary or
desirable, at the expense of much needed efforts to
achieve sound planning and design with such variations
as may be desirable from the standpoint of relevant con-
siderations such as location, aesthetic quality, size
and types of families to be housed, etc.

* * * X I

"Finally, the present practice is in keeping with the
broad policy of this Administration to encourage the ex-
ercise of Increasing discretion by local authorities in
their low-rent housing activities. Considerable prog-
ress has already been made in this direction in the man-
agement of projects, and we are convinced that a similar
policy in development will be equally advantageous to
the program. An administratively imposed requirement -
that the room cost limitation be applied to a narrower
base than the one required by the Congress would be con-
trary to this objective and would, in our opinion, do .
more harm than good to the program.™

We do not share the Commissioner's vlew that narrowlng the
base for determining compliance with the statutory limitations on
room costs would be contrary to the intent of the Congress. We be-

llieve that all portions of a project should be constructed in an
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economical manner because the act provides that projects are to be
constructed in such a manner that economy will be promoted both in
construction and administration. Since the Commlssioner's inter-
pretation of the statute would not preclude the construction of a
portion of a prbjéct in an uneconomical manner and the remainingA
portion at a much lower cost, we belleve that in certaln cases
there is a need for narrowing the base for determining compliance
wlth the statutory limitation on room cost.

Recommendation to the Congress

We recommend that the Congress conslder amending the United
States Housing Act of 1937 to require that, in cases where there
are significént differences in the deslign or materials for differ-
ent sectlons of a low~rent housing proJect, compliance with the
roon cost limitation prescribed in section 15(5) of the act shall

be determined separately for the different sections of the project,'
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CHRONIC VANCANCIES AT FEDERALLY ATDED OR OWNED
HOUSING PROJECTS AT BREMERTCON, WASHINGTON

The Bremerton, Washington, Westpark low-rent housing proj-
ect WASH-3-1 (586 dwelling units), a Navy project (558 dwelling
units), and three rental defense housing projects (502 dwelling
uﬁits) owned or insured by the Federal Housing Administration (FHA)
have had vacancy problems for some time as a result of a gradual
decline in the need for housing in the Bremerton area. One of the
principal reasons for the decline in the need for housing was the
decline in civilian employment at the Puget Sound Naval Shipyard
after the end of World War II.

Bremerton's economy is dependent primarily upon activities of
the Puget Sound Naval Shipyard and of satellite installations.

During WOrld war II there was a considerable need for housing in

_thls communlty and the Westpark low-rent housing project and sev-

eral war houslng projects were built to help satisfy this need.
One of the war housing projects was released to the Navy Depart-

ment in May 1948 for use as military housing. After the Korean

War ceased, the activities at the shipyard were curtailed. Some

of the federally sponsored housing units were removed from the lo-
cal housing market or sold for private owﬁership. Currently, the
rental housing projects in Bremerton, including the wesfpark low-
rent housing project, depend largely on military and civilian em-
ployees of the Navy for tenants.

The Westpark housing project has had substantial vacancies

for the past 5 years. During the fiscal year ended September 30,
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1960, vacancies at thé project averaged about 20 percent of the
total available units. As a result, the Bremerton Housing Author-
ity lost potentizl rental revenue of about $76,3OO during the year.
This loss decreased the amount of residual receipts available to
reduce the Federal annual contributilons to the Authority.

T@E:qther housing projects in Bremerton alsoc have had substan-
fﬁai vacancies. As of June 1, 1960, vacanciés at the Navy project
and the three rental defense projects ranged from 28 to 75 percent
(averéging’53 percent} of the total available ‘dwelling units. At

that time, 33 percent of the dwelling units also were vacant at

E~ thQKWestpark low-rent housing project. Through default one of the

rental defenée housing units is now owned and operated by FHA.
The other two are privately owned but insured by FHA; however, one
of them is in receivership. |

Navy offieials have recognized the vacancy problem existing
at the Kavy project. In June 1960, the Commandant, Thirteenth
Naval District, recommended to the Chief, Bureau of Ships, that
about 200 of the 558 dwelling units be declared excess and dis-
posed of. Before action was taken on this recommendation, the

Navy on October 1, 1961, moved the home port of an aircraft car-

‘rier to Puget Sound for the purpose of undergoing overhaul and

thereby created a need for approximately 500 additional family
quarters for a period of about 18 months.
We believe that the Westpark low-rent housing project in

Bremerton is considerably larger than needed. About 300 units are
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needed to serve the normal needs of low-income families in Bremer-
ton, exclusive of the temporary housing requirements of transient
Navy personnel and their families. We were informed by the LHA's
Executive Director that the State of Washington has under consid-
eration the construction of a highway that would pass through the
Westpark project. It was anticipated that this would result in
the removal of 83 units thereby reducing the size of the ﬁroject
to about 500 dwelling units. |

We suggested that a study of the vacancy problem in Bremerton
be undertaken Jointly by the interested Federal agencies, probably
under the sponsorship of'the Bureau of the Budget, with a view to-
ward determining the actual local need for housing under the var-
ious Federal programs and, if practicable, reducing the number of
dwelling units in excess of need through placing‘certain facili-
ties in stand-by condition or making other disposition of them.

In a letter to us dated October 18, 1961, the PHA Commis-
sioner stated:

"We concur in your suggestion that a joint study of the

vacancy problem at Bremerton be undertaken by the inter-

ested Federal agencies. We understand that the Office

of the Administrator will undertake to arrange for such
a study."

On January 31, 1962, the HHFA Deputy Administrator.advised us
that the study had been made in coordination with the Buréau of
the Budget. The study disclosed that vacancies had been reduced
substantially at the Westpark low-rent housing project as a result
of the increased activity at the Navy Yard and that the Navy De-

partment already has removed from the housing market 208 of the
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558 units at the East Park project and plans to dispose of the en-
tire project by June 30, 1965.

CONSTRUCTION COSTS INCREASED BECAUSE PHA REQUIRES
EARTHQUAKE COVERAGE INSURANCE DURING CONSTRUCTION

Construction costs of ecertain low-rent housing projects in
the area administered by the PHA San Franclisco Regional Office
were increased because PHA required construction contractors to
carry earthquake coverage insurance. Generally, private lending
institutions In the area do not require earthquake coverage insur-
ance on construction of non-high-rise structures.

Section 214.53 of the Low-Rent Housing Manual, dated Decem-
ber 1958, provides, in part, that: "In localitles particularly
susceptible to earthquake disturbances additional bullder's risk
insurance shaii be carried against loss by earthquake." PHA does
not reguire LHAs to carry earthquake coverage Ilnsurance on low-
rent housing projects in management operations. Our review dis-
closed that, in the area administered by the PHA San Francisco Re-

gional Office, only the Housing Authority of the city and county

of San Francisco, California, carried earthquake coverage insur-

énce on low-rent projects in managemenﬁ operations. The annual
premium cost pald by the San Franciséo ﬂousing Authority was not
avallable in the regional office, and we did not visit ‘the Author-
ity to obtain this information.

0f 11 main constructlion contracts awarded in the San Fran-
cisco Region during the period from December 1958 té January 1960,
7 contracts included the requirement that the construction con- -

tractor carry earthquake coverage insurance. Three of these

32



TR g

B e

AP P ¢ PR 52

contracts were for high-rise projects and four of them were for
non-high-rise projects. The estimated cost of the earthquake
coverage‘iﬁsurance included in the éonstruction contract for these

projects follows.

Estimated
cost of
Dwell- earthquake
ing insurance
Project No. Location units (note a)
Non-hlgh-rise projects:
CAL-11-9(A North Richmond, Calif. 90 $ 1,101
CAL-24-3(B) Thornton, Calif. 10 18%
KEV-2-3 Las Vegas, Nev. 75 5,800
WASH-11-1 Renton, Wash, 100 1,268
High-rise projects: _ ~
- CAL-1-18(E) San Francisco, Calif. 211 3,802
CAL-1-18(F) San Francisco, Calif. 194 3,171
CAL-52-1 Marin City, Calif. 300 6,159
Total esti-
mated cost ' $21,485

%Does not include premium for "first loss™ coverage, generally
ranging from 5 to 15 percent of the earthquake loss.

- A survey of the practices of private lending institutions and
surety underwriters made by the PHA San Francisco Regional Office
during our review disclosed that private lending institutions usu-

ally de not require earthquake coverage insurance for non-high-

rise construction. Also, we were informed that FHA does not re-

quire contractors in the area to carry earthquake coverage insur-

ance on projects committed for mortgage insurance under any FHA

program.

In view of the faect that FHA and private lending institutions

do not consider it necessary to require earthquake lnsurance
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‘during construction, we proposed that PHA reexamlne 1ts policy of

requiring contractors to carry earthquake coverage Insurance dur-
ing construction of lbw-rent housling projects.

In a letter to us dated October 18, 1961, the PHA Commis-
sioner stated that PHA was reexamining its policy on earthquake

insurance.
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SCOPE _OF REVIEW -

Qur examination of selected low-rent housing program activi-
ties in the area administered by the San Francisco Regional Office
of the Public Housing Administration, which was completed during
calendar year 1960 at the regional office and during 1961 at the
PHA Central Office, included a review of:

1. Basic laws authorizing the activities, and the pertinent
legislative history.

2. PHA regulations, administrative policies, and instructions
for conformance with the basic legislation.

3. Varlous records at the PHA San Francisco Reglonal Office,
including reports on (a) technical reviews and inspections
made by the regional office staff, (b) internal audits,
and (c) fiscal, management, and occupancy audits of se-
lected local housing authorities.

In addition, we examinated into certain activities that, on
the basis of our preliminary review, warranted further

;' investigation.
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