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A. Project Overview

The project “Safer and Environmentally Sustainable Low-Income Housing in the OECS Through Property Insurance and Home Retrofit Programs” was designed to build capacity in the OECS for the provision of hazard-resistant housing and property insurance to low-income residents.

In St. Lucia, the National Research and Development Foundation (NRDF) offers a hurricane-resistant home improvement program (HRHIP) for low-income earners. This program trains local builders in safer construction, offers small loans to families wishing to upgrade their homes and provides the services of a trained building inspector who approves materials to be purchased and checks minimum standards. Low-income homeowners who have strengthened their homes through the HRHIP can obtain property insurance through the program. NRDF established the HRHIP in 1996, with the assistance of the USAID/OAS Caribbean Disaster Mitigation Project (CDMP), and has operated it continuously since its inception. 

Between 1996 and November 2002, NRDF disbursed 345 loans under this housing program, with an average loan size of EC$11,000 (approximately US$4,100). The majority of these loans (68%) were either for extensions to existing structures or for the construction of new structures. The remainder of the loans was for repairs and renovations, purchases or relocation of homes. While these loans are considered risky by traditional financial institutions, due to the level of earnings and lack of collateral on the part of the borrowers, repayment rates have been strong in the NRDF housing loan program. Over the life of this loan program, only 5 loans have had to be written off. The number of rescheduled loans has grown in recent years, however, reflecting the recent poor economic performance of the country.

In addition to making loan funding available to homeowners who would otherwise not have access to mortgage funds, the focus of the HRHIP is to assist low-income homeowners in retrofitting their homes to make them more resistant to the effects of tropical storms. In support of this, the program has provided training on safer building techniques to builders and artisans who construct lower income housing and has prepared minimum building standards for reference by both homeowners and builders. Assistance with building material quantity estimation and quality control was originally provided by an estimator associated with the program and later was provided by the program's loan officers.

By making homes stronger, these properties become a more attractive risk to property insurers. Through a local insurance broker, NRDF established a group-based insurance program that is available to all participants in the NRDF HRHIP program. In addition to providing coverage for damages, group-based insurance programs promote safer housing construction by requiring the implementation of hurricane-resistant retrofit measures for entry into the insurance scheme.

Through this project, assistance was provided to NRDF to strengthen the existing HRHIP program, to introduce an environmental management dimension to the housing program and to reestablish the group property insurance policy. Based on the experience of NRDF St. Lucia, guidance documents were developed on Minimum Building Standards and Environmental Guidelines and for the administration of safer housing programs with revolving loan components. There are four main components of this project: 

1. Strengthening of the safer housing program in St. Lucia, including reestablishment of the group insurance program for low-income homeowners; 

2. development of siting criteria designed to minimize the impact of the housing on the environment and to minimize the effects of prevalent hazards on the housing;

3. development of guidelines for successful safer and environmentally sustainable housing retrofit and insurance programs for use in the region, based on the NRDF St. Lucia program; and

4. implementation of program strengthening measures within the Hurricane-resistant Home Improvement Program at NRDF St. Lucia.

Activities under this project were initiated in November 2002, with the signing of contract with World Bank and the initial mission by the OAS/USDE to St. Lucia. The original project plan was amended in May 2003. This project was executed by the Unit for Sustainable Development and the Environment of the Organization of American States (OAS/USDE), under contract with the World Bank. The Government of Brazil has provided additional funding for this work.

B. Project Highlights

Since its inception in November 2002, the project completed a number of significant tasks:

· Strengthened and streamlined the NRDF HRHIP loan program, based on a thorough review of the status of the existing loan program and established administrative processes.

· Assisted the re-establishment of the group property insurance program for participants in NRDF’s HRHIP.

· Enabled the establishment of the position of Building Officer to oversee building quality control components of the HRHIP; an Officer was hired for this position, beginning 18 August 2003.

· Developed the integrated set of guidance documents Guidelines for the Implementation of a Safer Housing and Retrofit Program for Low-income Earners and Minimum Building Standards and Environmental Guidelines.
C. Project Activities

1.0 Review and strengthening of NRDF St. Lucia’s safer housing program 

The first activity under this programme strengthening project was to review NRDF’s existing hurricane resistant home improvement program (HRHIP). Strengths, weaknesses, and lessons learned identified in this review informed the development of recommendations for improving overall performance and effectiveness of the program. Specific actions carried out under this review and strengthening exercise included:

· Review the current processes and procedures of the NRDF HRHIP, covering program marketing, construction specification and certification, and loan processing and collection;

· review of the program financing, including the costing of services and loan repayment rates;

· review of the quality control applied to the construction process;

· design and implementation of a survey HRHIP beneficiaries; and

· formulate recommendations for improving the operational aspects and effectiveness of the HRHIP.

The review found that the performance of the existing NRDF safer housing loan programme has been satisfactory, with clients generally meeting their obligations and perhaps surpassing expectations. NRDF has effectively managed the programme and has established necessary controls. These controls, however, required strengthening and update. The performance of this loan program, relative to others in NRDF’s portfolio, serves as an encouragement to strengthen and expand the program. Any such expansion, however, must be carefully considered in the context of the existing capacity within the organization to carry out loan programs and the balance of the types of lending relative to the various components of NRDF’s mission.

The review further found that certain elements of the initial program design or concept were not fully implemented, resulting in some glaring deficiencies. The most notable of these are: 1) the failure to institute a fail-proof inspection system which would have ensured that houses were constructed up to the minimum acceptable standards recommended for the program and 2) that clients often used for their construction projects builders or artisans who were not initially trained in retrofitting techniques recommended to be used for construction. These deficiencies may have compromised the integrity, and to some extent the value, of the programme. 

A survey was conducted of existing and prospective NRDF housing loan clients. To determine consumer response to the administration and delivery of the programme, deficiencies that existed, and ways in which the programme could be reengineered to better serve its objectives. Clients expressed a high level of satisfaction with the programme as a whole and the quality of the service received from the NRDF. They were convinced that the retrofitting done to their houses provided them with an increased sense of security. Clients and non-clients alike confirmed the value of low-income housing insurance and were not averse to paying an economic price for continuing coverage. Non-clients indicated a need for and a willingness to participate in such a programme and to pay the requisite insurance premium. The findings of the administrative, loan, financial and operations reviews and of the customer survey were incorporated into the document Guidelines for the Implementation of a Safer Housing and Retrofit Program for Low-income Earners.
1.1 Administrative Review

A thorough review of the administrative structure of the NRDF programme—including programme design, management, delivery and procedures—was undertaken as part of the initial phase of the project. During this review, the standard operating procedure for the programme was documented and an annotated list of all associated forms was compiled. Using this documentation, a random sample of 30 loan files was analyzed for completeness and accuracy of the forms and procedures and for the adequacy of oversight. Findings of this review include:

· The files are generally kept up to date, but many files did not have a full, completed set of the required forms.

· The building cost estimates, provided by artisans, typically contain incomplete information.

· Entries on the loan folder routing sheet reflect a low level of post-loan follow up.

Recommendations made as a result of this review include:

· As far as possible, the standard format NRDF forms should be used in all stages of the process. Currently, too much information is provided by clients or contractors on bits of paper without proper notations, such as dates and addresses.

· To standardize record keeping and facilitate the monitoring and review process, each client file should contain a full set of forms, whether or not all have to be filled out for a particular client. 

· The Building Cost Estimate Form should be standardized and artisans should be assisted in filling out the required information clearly on the prescribed form. Alternately, the information on the artisan’s own document should be summarized on the approved form and signed by the artisan. 

· The application form is to be redesigned to capture all necessary inception information.

· Four additional forms are recommended: 1) Cost estimate for retrofitting component (based on the form in the OAS Safer Housing Tool Kit), 2) Certified Completion Statement from the Estimator, 3) Radiation of Mortgages or Bills of Sale (which certifies that the borrower has discharged his full responsibility and is under no further obligation to NRDF), and 4) Insurance.
1.2 Loan Portfolio Analysis

NRDF has offered safer housing home loans since 1995. A review of the current and historical loan portfolio for the NRDF loan program was undertaken, to determine the types and geographic distribution of the clients of the program and the fiscal health of the loan program. Currently, the housing loan program primarily serves residents in the vicinities of Castries and Gros Islet. Almost 70% of loans are either for extensions to existing structures or for new construction (34% each); repairs and renovations account for another 25% of all loans disbursed. 

As of November 2002, NRDF had 112 active loans in its safer housing loan portfolio, with a principal balance of EC$1,271,497; there were also 15 non-active loans with a balance of EC$172,694. Of the 345 safer housing loans that have been disbursed since the initiation of the program, 176 had been paid off by November 2002. The present portfolio is characterized by a very high percentage of rescheduled loans; 5 loans were rescheduled in 2000, 16 in 2001 and 15 in 2002.

1.3 Operations Review

The primary stages of the existing NRDF loan process include 1) an initial request and assessment, 2) selection of builder and preparation of building requirements and costing, 3) loan application and preparation of loan appraisal, 4) loan approval and disbursement, and 5) loan monitoring.

The procedures followed within each of these stages were documented and, during the review, particular attention was paid to the following activities:

· The training of artisans

· Evaluation, selection and recruitment of construction personnel

· Construction methods, inspection and certification on completion

· Retrofitting procedures and minimum standards

· Other construction issues, including location of homes, planning approval and the building code, and material procurement

· Performance evaluation

At the inception of the NRDF safer housing programme, an Inspector was responsible for checking every house upon completion. This function was not consistently discharged. When the individual retained to carry out this task left the country, the task fell to the NRDF Project Officers, weakening an important dimension of the programme design and an essential step in controlling the quality of construction. There is no indication that adequate inspection of work in progress and certification of work completed to satisfactory standards was undertaken either by the Project Officers or the Estimator. The Project Officers confirm that they made spot checks, as time permitted, to clients and clients periodically came in for advice and information. Examination of the client files indicated rather infrequent contact or inspection. Additionally, indications are that because of the unavailability of basic materials required to do the retrofitting work up to the approved standards, in particular hurricane straps, a large percentage of the houses in the programme were not retrofitted up to standard.

To date, most of the loan recipients used relatives or friends for the construction work, rather than selecting from the roster of builders trained in safer construction techniques. Whether due to familiarity with the builder or cost considerations, these choices likely compromised building quality. NRDF, however, has the responsibility to ensure that the quality goals of the program are met. NRDF has now established minimum criteria for builders to qualify for constructing homes built or retrofitted with NRDF safer housing loan funds. Any builder selected by a client, who has not been trained, must be trained in retrofitting by someone certified by the NRDF.

Most low-cost houses, including those in the NRDF programme, have been built outside of the planning process, by artisans or members of the family. The review highlighted the importance of assessing the building standards being used under the Programme at present to determine if they are in keeping with the national building code. Environmental siting criteria, such as soil composition and stability, land slope, the need for building a retaining wall, generally have not been factored in as priority concerns to date. This failure to make a proper “environmental assessment” and address the findings potentially exposes the client to severe loss. The updated minimum building standards and siting guidelines developed under this programme-strengthening activity are an attempt to address this defect.

One of the main advantages of the retrofitting programme was that it enabled the NRDF to obtain group insurance for the loan clients. Unfortunately, the Insurance broker used for the programme went into liquidation and was unable to meet his obligations and the coverage thus lapsed. With support of this programme-strengthening project, NRDF re-established a group property insurance cover for participants in its safer housing program during the spring of 2003. 

Recommendations of the Review

· The role of an Inspector should be ensured based on: 1) An initial fee for assisting in drawing up bill of goods (requires first visit), 2) mid-term inspection visits, and 3) certification at the completion of the work by the builder. 

· The inspection and certification process should be tightened and streamlined in the next phase of the programme by appointment of a qualified full-time Inspector. 

· A completed checklist should be included in each project file with notations indicating what aspect of the work was not/could not be accomplished.

· No system or standards have been set up to evaluate the performance of NRDF personnel involved in the process, nor have any evaluations been carried out or reported to date. This is an omission, which is to be corrected in any subsequent phase of the project.

1.4 Financial Analysis

The next component of the operations review addressed the financial aspects of the NRDF safer housing programme—including the management of the revolving loan fund, the costing of services provided by NRDF staff and the costing of services charged to borrowers. The purpose of this review was to determine the overall costs of the program and to assess the ability of the loan program to be self-supporting. Currently, the costing of services is not based on the true costs of administering the program. 

When the NRDF safer housing loan program was initiated, the rate applied to the safer housing loans was 10% compounded. This was changed to a rate of 15.5% on the reducing loan balance. The change was necessary because all the other institutions offering housing loans charged interest on the reducing balance. In the long run, the total interest paid by the borrower would be lower under the reducing loan balance approach. 

The 345 loans granted under this program have generated total net interest earnings to the Foundation of an estimated $280,000. This represents the spread between loan interest and interest paid on the revolving fund. The detailed review of the costs of the safer housing program, however, reveal that NRDF is subsidizing the cost of the program very heavily when the time spent by dedicated staff, rent and the cost of transport are accounted for. During 2001, the programme costs, including salaries, transportation and rent, were EC$322,885.94 and the revenues from programme-related loan interest and service fees were EC$234,984.99, resulting in an operating deficit of EC$87,900.95.

Repayment rates have been good, in particular since these loans (given to clients at the low-income level in jobs enjoying, generally, less secure tenure than at other levels) would generally be considered high-risk loans by other institutions. As of November 2002, loan arrears over 90 days amounted to 7.25% of the loan portfolio. NRDF has indicated that a reasonable ceiling beyond which the arrears would seem to be excessive is 15% of the outstanding loans dated over 90 days.

1.5 Client survey

Finally, a survey of a random sampling of the loan program beneficiaries was undertaken. The survey was designed to determine beneficiaries’ satisfaction with the various components of the program, their perception of value of the retrofit/minimum standards for safe construction, their interest in and willingness to pay for insurance and to solicit specific recommendations from the beneficiaries. The survey was administered to a random sample of 40 clients and 40 non-clients of the NRDF program. 

Some of the major findings of this survey include:

· The majority of the loan programme participants surveyed learned about the programme through word of mouth; less than 10% initially heard of it on the radio or through newspaper ads. Of the non-clients surveyed, less than 25% knew of the NRDF safer housing program, but almost all expressed interest in learning more about it and potentially participating in it.

· The loan programme participants surveyed were satisfied with the assistance provided by the NRDF Project Officers.

· Most of the clients (85%) felt a greater sense of security from having retrofitted their homes. Of the non-clients surveyed, 80% expressed concern over potential damage to their homes from hurricanes.

· Prior to participating in the programme, only one client surveyed carried home insurance. Reasons provided for non-insurance related to affordability and availability of insurance. 95% of the participants intend on continuing insurance through NRDF. The majority (87.5%) found the insurance rates through NRDF to be reasonable, with many willing to pay more. Of the not-clients surveyed, 90% expressed interest in insurance through the NRDF group insurance programme; only one respondent (out of 40) currently carries insurance.

2.0 Review of the group insurance program for low-income housing

In 1997, NRDF began offering to its clients a standard household policy cover on homes. This insurance was provided through a group insurance policy, arranged by an insurance broker registered in St. Lucia. The rate of premium charged was advantageous compared with those charged by many insurers in the market, particularly for the structures covered, namely dwelling houses, which for the most part are of wooden construction with galvanized roofs.

Unfortunately, the insurance broker went into liquidation in 2002 and it has emerged that all policies had been allowed to lapse. Activities under this component of this project are designed to assist with the reestablishment of the group insurance policy for clients of the NRDF loan program. To this end, the following materials were developed:

· Information and documentation necessary to solicit proposals to insurers and/or brokers registered in St. Lucia for provision of group homeowners insurance to NRDF clients.

· A list of insurers and brokers registered in the OECS.

· A letter from NRDF to insurers/brokers, outlining the group insurance program and soliciting proposals.

With the assistance of this programme-strengthening activity, NRDF re-established a group property insurance cover for participants in its safer housing program in the spring of 2003. The group insurance policy was re-established directly with The Alliance, the original insurer of this program. This coverage expires in April 2004. Under this group policy, the sum insured is EC $1,028,000 for concrete houses and EC $4,637,132 for wooden houses.

3.0 Development of Minimum Building Standards and Environmental Guidelines for Housing 

The safety and security of housing is dependent both on the structural integrity of the building and on the safety of the housing site. Improper location of housing has the potential to not only place the house in the path of a hazard, but it can also exacerbate existing or potential hazards in the surrounding area. Although a site visit is built into the first stage of the existing NRDF loan approval procedure, no specific guidelines exist for housing siting to ensure safety from hazards and to safeguard the environment. Under this component of the project, an assessment of typical environmental problems associated with locating and constructing lower income housing in St. Lucia was conducted, to identify and formulate appropriate and feasible remedial measures. The assessment included houses that have benefited from the NRDF HRHIP as well as ones built outside of the program.

As part of the original NRDF safer housing programme, the document Basic Minimum Standards for Retrofitting, was developed to guide construction practices under the programme. This document was compiled prior to the development of the St. Lucia Building Code and Building Guidelines. As part of this project, this document was updated to ensure the conformity of its recommendations with the Building Code, to update and expand the drawings in the document, and to address additional topics, such as workplace safety. The environmental and siting guidelines have also been incorporated into this document, which has been renamed to the Minimum Building Standards and Environmental Guidelines. These guidelines address the full range of environmental impacts of housing, including such issues as steep slopes, land clearing and cutting, landslides and land settling, flooding, storm surge, wastewater disposal and avoidance of irreversible degradation. The target audience for these materials includes homeowners, land developers, builders, physical planners, banks and insurance companies.

4.0 Implementation of Program Strengthening Recommendations

During the first phase of this project, the NRDF safer housing program was reviewed and strengthened through the refinement of loan procedures, enhancement of the quality control of construction and the development of two guidance documents, Guidelines for the Implementation of a Safer Housing and Retrofit Program for Low-income Earners and Minimum Building Standards and Environmental Guidelines. These guidance documents were developed for use both by NRDF and by other institutions in the region that offer or are interested in offering safer housing assistance to low-income earners. The safer housing loan process outlined in these documents is depicted at right, with indications of how the two guidance documents developed assist with the loan process.
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4.1 Building Officer

In the review of the NRDF safer housing program, the hiring of a full-time building officer was identified as a critical step to strengthening the construction quality control element of the program. The building officer position would be responsible for

· assisting the homeowner with the project plan and material selection to ensure the incorporation of safer building components; 

· testing the selected builder for knowledge of safer building techniques; and 

· inspecting the building during construction and upon completion for compliance with safer building standards.

Initial funding for this position was identified through a EU-funded housing program. NRDF added a full-time building officer to its staff in August 2003.

D. Conclusions 

The National Research and Development Foundation of St. Lucia possesses the basic infrastructure as well as the experience to implement a safer home building and improvement programme for low-income earners. The review and strengthening work undertaken under this activity has identified and implemented a number of significant improvements to the programme, which will enhance its long-term sustainability and establish it as a model programme, which could be replicated elsewhere in the OECS.

The hiring of the Building Officer will strengthen the technical aspect of the program, inspire further confidence and correct one of the major shortcomings of the previous program. Renewal of the group insurance programme reestablishes one of the most innovative offerings of this programme to its client base, which traditionally has not had access to home insurance.

Given past experiences the next phase should incorporate a system of checks and balances that would ensure that the standards are maintained, the goals and objectives are achieved and any and all shortcomings are highlighted as soon as they occur. It is recommended that within the next year another review be undertaken to assess the status of the new program.  

The poverty reduction aspect of the program is significant. Home ownership has long been perceived as a significant contributor to breaking the cycle of poverty. The European Union has funded a project in St. Lucia, which seeks to facilitate the regularization of home ownership by low-income earners. This EU-funded program is covering the initial salary costs for the new Building Officer position at NRDF. The NRDF safer housing loan program should seek further complimentary activities with the EU programme.

The disaster mitigation aspect of program and its importance to national development needs to be more aggressively promoted in the next phase. The public must be educated and made aware of the benefit of simple and inexpensive measures that can be taken in house construction to reduce the vulnerability of homes to natural hazard impacts. 

NRDF’s immediate and urgent requirement is to obtain funds for on-lending. The current shortage of funds severely limits the programme. Analysis completed under this activity, reflecting client demand and the administrative capacity of NRDF, indicates that NRDF should seek to disburse approximately 12 loans per month at an average loan size of approximately EC$11,000. To do this would require that approximately EC$1,600,000 be available for on-lending. The current loan pool contains significantly less than this amount. Unless there is an injection of funds for on-lending this cannot be achieved.

E.  Appendices

Appendix 1: Guidelines for the Implementation of a Safer Housing and Retrofit Program for Low-income Earners
Appendix 2: Minimum Building Standards and Environmental Guidelines

These documents and all reports produced under this project are also available at http://www.oas.org/cdmp/hrhip. 
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