VERBATIM NOTES TAKEN AT THE INSURANCE AND BANKING ROUNDTABLE DISCUSSION HELD AT THE CORTSLAND HOTEL, JANUARY 18, 2001:





NOTE: ONLY ONE OR TWO PARTICIPANTS IDENTIFIED THEMSELVES AND INSTITUTION/ORGANIZATION.





FACILITATOR:  First of all in the bank risk.


just to take that a little further Steve.   I think first all in the bank risk is always priced individually unlike the insurance where its sort of very broad based.  But if we’re looking at trying to provide some sort of incentive through rates and home improvement loans or construction loans I think first of all there has to be some sort of reliable standards are set in the construction industry.   Because how do you know what the quality of the asset is if you relying on reports from individuals who for the most parts are not really regulators, in terms of standards and performance.  So I think that is something that has to be addressed with a tremendous amount of haste.  The first step in risk mitigation and then building codes, the enforcement, regulating inspectors, those things I think need to be put in place and enforced,  and enforced very rigidly. 


Just to compliment what Wade Christie mentioned, I think most of the banks here obtain engineers reports before financing new residents, but in a lot of ways when we are dealing present customers.... let me just back up,  I would say probably in the last five years most of the houses that the banks have financed would meet hurricane standards but I think what the problem is...there is a large majority maybe seventy percent, sixty percent of the houses out there that don’t meet certain standards to be protected by hurricane and what are we doing to try to bring that along because from my experience if a customer that already has a house with us is financing house through the bank and has come in and wishes to borrow additional money against that house  for what ever purpose we tend to look at the value of the house, if it was valued at $100,0000 using the scale that was on the charts if it was valued at a hundred thousand five years ago and the customer wants to borrow $10,000 he has paid back $10,000  he has a good payment record we would normally just go ahead and just give him the additional $10,000.  So we might just do a drive by to make sure the house is still standing.  But we are not going to do an inspection so to think but what we may take as a sort of a policy is that we, to encourage the improvement oft these houses as a standard requirement require, doesn’t matter what his track record, doesn’t matter the value of the house, that request that he provide an engineers report and if that engineers report indicates that that house is not up to a certain hurricane standard then at the same time that he is trying to borrow a few extra dollars for whatever purpose again we try to increase the money that he needs to borrow to bring it up to that standard thereby  increasing the value of his house at the same time.  





FACILITATOR: there was a comment made earlier about most home improvement loans being for additional rooms etc. Etc.  And I  ...recognizing that home improvement loans are not vigorously advertised....Is it?....this is a question I’m putting out to the entire floor,  Is it that...essentially home improvement loans do not form a substantial portion of the portfolio and why is that so?    





INSURANCE PARTICIPANT:  Essentially home improvement loans or for addition of rooms and those types of activities, rather than for hurricane shutters etc,  What proportion of our portfolios...is it that the home improvement loans do not form a significant part of our portfolio why it is not advertised on a regular basis or what, for what ever reason does or .... do not advertise regularly home improvement loans.  





BENKING PARTICIPANT:  Well, I can answer that,  I think certainly from our end  home improvement loans are in fact advertised fairly regularly.  Again given the small, certainly speaking in the context of St. Kitts/Nevis, given the small community that we are in.  You don’t have to advertise everyday that you provide home insurance ...home improvement loans.  If you’ve done it three times for the year nobody else is going to turn to anyone in any five or three years to buy a house.  So I think the frequency of advertising has a lot to do with the size of our markets. And I think for the most part, most consumers are aware that this product is available.





BANKING PARTICIPANTS:  I would like to add a bit to that also.  And the financial industry, the banks could possibly use the loans as new opportunity for maximizing revenue.  When we look back fifty years ago, we had hurricane way back in 1950, prior to that up until 1989;  we didn’t hear anything about the hurricanes.  1989 came with some devastation, but then 1995 Louis came and did a lot more damage.  What I am saying here prior to 1989 no one thought of home improvement loan for the purpose of strengthening his roof because we were not hurricane prone.  But the opportunity between there and now for us to look at a new market and advertise to the persons whose house is beyond ten years old for them to come in get a home improvement loan to strengthen their home and to make it adequate to withstand winds of up to 140, 150 mph.  I think it is important for this and its an opportunity for the banks to get additional revenue.  





INSURANCE PARTICIPANTS:  I agree with that and I think that’s an excellent idea, but I still come back to the point that unless we have very reliable and stringent observance of the required codes, I am not to sure we are going to be achieving what we want to achieve and again I say that because many of us would like to think that and we are all lenders, and we have all loan to houses or to consumers that are house owners.  And many of those properties were damaged in the hurricanes and those were properties deemed to be, you know, fit.  ~I am sure the most of you have experienced, you go out there to an architect or quality surveyor and you say, I am going to the bank for a loan and they tell me I need to get an appraisal on my house.  And they say well what value do you need?   You know, but we have to be able to put systems in place that are going to guard and be able to deal with those types of situations to discourage them and prevent them.





BANKING PARTICIPANTS: From our end the question of home improvement we.... I think in general banks at lease from our end, have been for the last couple of years been providing loans for persons to do the home improvement.  And what we have found from our end also is that persons are only concerned about hurricane shutters from June to November so you find a flood of persons come in or existing customers come in to get additional funds to improve their properties.  But what Mr. Christie said is in fact the reality that until we have proper building codes enforced then its not much the banks can do in terms of offering an incentive to the customer, in terms of a lower interest rate. Because I know Mr. Benjamin has put the question time and time again what are the banks doing in offering incentives..   I mean the bank is in the business of making money and we cannot, As I am sure the other banks would agree, That we cannot offer an incentive if the bank is not quite sure what are the rates in terms of  these buildings because they are not. Proper building code in place.  So until that is in place, that question of interest rate, being an incentive to the customer for mitigation purposes is something that the bank ,you know, have to seriously think about. 





BANKING PARTICIPANTS:  I agree Steven.  I think you know, as we talk about it, one of the things that we probably can do as a financial industry is to embark on some sort of campaign to try and make home owners and potential home owners aware of the benefits of this risk mitigation and make them aware of the need to have stringent and well policed and observed, building codes and inspection processes.  And force the action forms those that will benefit from it most, and that is the consumers and the homeowners themselves.   





ARTHUR EVANS, FACILITATOR:  Thank you for your comments.  What I would like to do now is, I want to ask the floor to let us focus on what is.... what we see as the current situation and how we see things improving or what would be our contribution in a more specific way so that we can take down some notes on what we see...how we see our portfolios in that way four of five years down the line in the year 2004 as we have been mandated.  In particular what I want us to think about is in the event that there are hurricanes in the short to medium long term what preparations are we going to make in terms of...I don’t want us focusing only on incentives, meaning reduction in interest rates but what Mr. Christie just brought up just a minute ago is about encouraging home owners and potential home owners to see the benefits to themselves..   Financial or otherwise, having a strong structure for them to live in..  So what I am going to ask you to do is to look at... think of what you think the current situation is we’re going to move from there to where it is .  What do you think is ideal in the Leeward Islands?


What I think we could do as financial grouping is to solicit the help of a few local engineers to come up with what they consider to be accurate and safe building codes and then we could enshrine these in our lending policies as a grouping and then on the basis of that go forward.  Of course this is something that could be reviewed on an annual basis to see if its on target or if it needs to be beefed up based on the disasters that we have experienced during the period of time 





Why would we want to get local engineers to do that for us when there is a national situation, where we have a national building code?  Why  would we want to do that instead of having them adhere to the building code that should be in place by the nation?





Well this follows on from Mr. Christies point, where we have engineers reports which states that a house is safe and it still gets totally damaged so we probably need to go beyond what the industry is demanding or what the building codes that exist dictate.





I think its a matter that there is an OECS building code problem with us here in Antigua if not in other places also is that these codes have not been reproduced and available for publication.  There is quite a pile of them.  I think its really the application of those codes and very importantly the inadequate, I use that word advisably, I didn’t want to say in absence of, but I didn’t want to say inadequate building inspection, official inspection that is done to ensure that buildings which are approved officially to certain specifications are in fact built to those specifications.  We still have a very serious problem that the builders of themselves are sometimes accused of cutting corners, after they have a contract, but its, I can understand the way you are talking seeing that  the lending  institutions virtually has its own inspectorate to ensure that they are protected and they’re clients are protected.  But I think one of the important things coming out of this is a strong, could be a strong message to the government of the need to have an effective building inspectorate, in place.  


�FACILITATOR:  I’ve just been with the insurance  folk and what you are saying is a pretty good echo of what they are saying.  And I think they’ll come back and tell us that in three years time we probably cannot have  as part of our vision strong enforced building codes.  It would be nice if we did have them , but we probably won’t have them.  Therefore we probably have to do the best we can  within our own sectors, within the banking sector and the insurance sector.  The....i think the issue that comes up there  from the earlier...the conversation this morning is could the banking sector and the insurance sector  mutually rely on the same inspection services.  In other words, and I just put this out as a question, as part of our vision could we agree on who are the good inspectors, by implication who are the bad building inspectors.   Could we agree on what happens in the circumstances just mentioned where the actual construction in not in compliance with the specs.  What is the action that can be taken? What are the legal parameters do they need to be researched.  





 One of the things that come out very clearly here.... from the comments earlier is that, earlier comments by Mr. Christie, is this question of what are the standards?  What...Lets think about the fact that if the OECS building code for example, is it sufficient its volume is not the issue. if its sufficient in terms of the kind of standards that we want to develop.   The idea that the inspector of your inspectors are qualified or at lease aware of , or familiar with the code and the standards that is set so then that solves half of the problem then, or at least I think it does.  If we choose inspectors who are familiar with the code and we use the code as a standard then essentially that solves the problem of having to decide with inspectors....





FACILITATOR: part or our vision we’d have our every inspector trained and  tested on knowledge of the code. So we would include that in our vision





INSURANCE PARTICIPANTS Exactly, as part of our vision as well, I think we’d even like to take that a step back and say that we would like to see contractors and tradesmen licensed and accredited.  And if you have people that are properly trained to do these things your chances of having the types of inferior workmanship and end product should, all things being equal, be significantly reduced.





BANKING PARTICIPANTS: Mr. Chairman, I think in the banking industry here, most of us do use the same inspectors and perhaps after we have developed the standards we can discuss these with the inspectors and sort of form an alliance with them to ensure that they do understand what we need.  At the same time we will be placing the responsibility on them for any significant damages, which may occur during a hurricane etc. And I think that we would be placing the onus on them and they will probably be more responsible and take their part of the project a little more seriously.  


�BANKING PARTICIPANTS: following on the point made by Carl > I think that we ought to take this business of the government very seriously that is the legal framework and the policy framework.  Engineers have told me that the building codes are of a high standard so I am taking it.  But the complaint is nonetheless is that its voluminous and even the people...but on a broad scale its no secret that in terms of the governmental implications there have been lacks on that part.  The DCA itself agrees that it lacks on implementation.  So the whole question of having their inspectorate trained that will have to be taken on board.   Again on some issues while the building code might say something it does not appear to spell out in specifically questions relating to standards like materials which have to be used and the whole question of training and contractors.  So I think in the role of the government their legislative framework, its got to be very crucial in this whole business.  The government itself will have to take the business of building inspection very seriously.  Ensure that standards especially during, after a hurricane you are anxious to get some to rebuild, you might get materials for example coming into Antigua to build houses .  They might not well be of any standard but when you are in a crisis you accept.  But the point I basically is that the role of the government in terms of providing the legislative framework, the infrastructure, the training of the inspectorate, the training of contractors all these things are very vital in the establishment of standards or I think they’re going to be central and crucial in this matter.  


 If I may, looking at time passing to express our vision I think it would be helpful to say what percentage of our home dwelling portfolio on the one category and perhaps on the other category our business loan portfolio would be treated from the stand point of vulnerability reduction in other words how many of our outstanding loans at any time got a vulnerability reduction tag on or home improvement tag on to them.  I think if we could have put some sort of dimension on to that then for our vision in three years time it would give us some scope of the challenge we face.  According the assessment financial institutions carry out before they approve any loan they feel secure that 100% of their investments are secure.  Every single loan is granted on merit.  We get approval from the Engineer and DCA.   





Insurance companies here in Antigua estimate all properties as category “C”.   And this needs to be changed.  


We need to make a vision statement of how we would ideally like to see the world in the next three years.


In St. Kitts banks did not finance the houses that were destroyed or under mortgages at the time our portfolio does not have even 10 or 20 percent damage.  In Antigua over the past years we have not had even 10% of our portfolio damage.


By 2004 we could decide to limit our funding to category “A” housing.  What do we do for buildings that fall into category “C” houses?  What will we do to bring them up to standard?


 


Since banks really don’t go out to survey, perhaps common terminology and standards should be used when assessing to that information gathered may be shared for both sectors.   


It may be best to look at this on a national level.  And set a goal to upgrade a percentage of the houses in the lower categories, to be moved up at least by one grade. 


The banks can look at this as a revenue increasing opportunity and encourage persons to upgrade.





 Houses that were hurricane resistant a few years ago are more weakened now and we really don’t know what standard they are at. How do we dialogue with the 75% of existing homeowners that need to be reassessed or upgraded.  





*****LUNCH*****�the banking and insurance sectors, Group leaders and secretaries need to summarize their notes.  





