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 Background

Under the USAID/OAS Caribbean Disaster Mitigation Project (CDMP), the OAS assisted the National Research and Development Foundation of St. Lucia (NRDF) in launching a Hurricane Resistant Home Improvement Program (HRHIP). The Program has been operational for nearly 7 years, forming part of the loan portfolio of the Foundation, funded latterly by loan from the National Insurance Scheme, and devised to be a revolving fund. The program is designed to assist low-income clients to retrofit their dwellings to achieve hurricane resistance (the HRHIP program), plus a separate account for house construction by the low-income segment of society, incorporating the same hurricane resistance elements of construction.

Recently the OAS has been able to generate an interest on the part of the World Bank in this underlying Retrofitting program, and in exploring the potential for its replication in other territories of the Eastern Caribbean. In response, a short-term project was prepared by the OAS and approved by the World Bank.

In the first instance, in St. Lucia the program was implemented by both NRDF and CARITAS. In conjunction with Sir Arthur Lewis Community College, training courses were held to instruct artisans and others working in the formal and informal building sectors in adopting effective natural hazard vulnerability reduction measures. In addition to the workshops, safer construction manuals were developed and minimum standards established. Approx. 100 artisans attended at various locations in the island. NRDF Loan Officers also participated in this training.

A parallel program was conducted at the same time in Dominica, and subsequently in Antigua and Barbuda.

Starting in 1997, NRDF employed the services of an insurance broker registered in St. Lucia, Cando ‘ell Insurance Brokers & Consultants Ltd. A group Fire and Special Perils policy was arranged in 1998 with the Alliance Assurance Co. Ltd., assigned to the NRDF. The terms negotiated were for the standard Household Policy cover (“Household Comprehensive”) on the Building. The rate of premium charged was advantageous compared with those charged by many insurers in the market for dwelling houses that, for the most part, are of wooden construction with galvanized roof.

Unfortunately, the insurance broker went into liquidation in 2002 and it has emerged that all policies had been allowed to lapse. Arrangements are in train to reattach cover for the existing housing loan portfolio, and a quotation from the insurance brokers who handle other insurances of NRDF, M & C Insurance Brokers, Ltd., has been received on the 12th February 2003. This quotation is reproduced in Annex 1.

The current project aims to review the lessons learned from all aspects of the St. Lucia HRHIP program and to build capacity in the OECS to improve on and replicate the linkage of property insurance with home retrofit programs for low-income homeowners. It will also introduce an environmental management dimension to the existing program.

There will be four main activities under this project:

1) strengthening of the safer housing and insurance program for low income homeowners in St. Lucia.

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 a blueprint for successful safer and environmentally sustainable housing retrofit and insurance programs for use in the region, based on the St. Lucia program and on an assessment of existing safer housing programs and insurance schemes for the low-income housing in the region.

4) a sub-regional workshop to present the draft blueprint and to identify opportunities for replication of this program within the region.

This report describes the results of a review of the insurance aspects of the NRDF HRHIP. This review is part of the first component of the overall project. This review was undertaken by Geoffrey Jennings-Clark.

Terms of Reference

Purpose: To assist the NRDF in establishing a group homeowners insurance arrangement with one or more St. Lucia based insurers or agencies, or insurance broker(s). 
In particular, the following were to be undertaken:

1) prepare a brief write-up of the conditions under which such arrangement was established in the past, when and how it lapsed, the role of NRDF staff in the implementation of the arrangement, and the rate structure.

2) prepare the necessary information and documentation that will be used to solicit proposals from one or more insurers and/or brokers registered in St. Lucia to transact such business, and interested in offering group homeowners insurance to participants in the HRHIP. In addition, provide information as to which Material Damage insurers, and insurance brokers are represented in each of the member countries of the OECS.

3) advise NRDF on selecting the best proposal in terms of coverage of risk, and value for cover provided for the participants and for NRDF, and in terms of affordability for the participants. 

4) formulate the procedures for effective implementation of the insurance program.

5) prepare a generic write-up of a group homeowners insurance program linked to an HRHIP that can be used to guide Development Foundations in other OECS countries in replicating the NRDF experience.

Methodology

Review documentation applicable at inception of previous group cover.

The consultant reviewed both the “policy file” at NRDF and his own records.

Research, with present NRDF employees, the actual practice regarding the insurance element.

The consultant liaised with Executive Director, Assistant Executive Director, Financial Controller and the two Loan Officers who now handle housing applications.

Prepare draft report and discuss with NRDF officials.
Prepare and issue final report.

Review of previous insurance program

When the HRHIP was first implemented in 1996, the Insurance Council of St. Lucia was approached with a request to issue a circular to its members who were registered to transact Property business in St. Lucia, inviting them to quote for “comprehensive” cover for the retrofitted dwellings. At that time there was no interest in insuring small wooden houses, other than against Fire risk only.

A number of insurers were directly approached in 1997. In response, the Caribbean Commercial Insurance Co., Ltd., provided a quotation, with rate of premium of 15.50 per mille.

The Executive Director also approached a firm of insurance brokers, Cando ‘ell Insurance Brokers & Consultants Ltd., who in September, 1997, submitted a quotation from the Alliance Assurance Co., Ltd., indicating a rate of 12.00 per mille. After some clarification this was accepted, and eventually a suitable text was agreed for an initial letter to be sent to the NRDF clients by the brokers.

Due to the nature of the insurance market in the Caribbean, in light of its being a catastrophe-prone region, the rate applicable at each renewal of the annual ‘master’ policy was negotiable and subject to prevailing market conditions (heavily reflecting the cost at that time of the particular insurer’s reinsurance protection), and the NRDF loss experience.

It is noted that the broker advised NRDF in May 1998 that the rates applicable for the ensuing 12 months would be:

	Class A
	(100% concrete)
	6.0 per mille

	Class B
	(75% concrete/25% timber)
	9.5 per mille

	Class C
	(50% concrete/50% timber or 100% timber)
	10.5 per mille


In contrast to these rates, sample policies (the documents issued to the homeowners) issued in January & February 2001 for timber buildings showed premiums producing rates of approximately 12.50 per mille. (The insurer advises that this was a special rate, compared with the then ‘normal’ rate for wooden dwellings of 15.00 per mille. It is notable that this insurer does not make any charge for the Stamp Duty on policies, which others pass on, or for ‘policy’ or ‘administrative’ charges. A Premium Tax of 5% of the premium, usually payable by the insured, is additional.) The higher rates reflect the general level in the market in 2001 for the southern part of the eastern Caribbean. Rates for the northern islands were still higher, due to the greater incidence of hurricanes. 

This arrangement continued until it became public knowledge in mid-2002 that the brokers had become bankrupt. The documentation from Cando ‘ell had become intermittent, gradually ceasing and it is apparent that they had not been passing premiums to the insurer. This matter came to light when persons insured under motor policies through Cando ‘ell (with a variety of insurers) found that they had no cover when they were involved in accidents, as the insurers had not received the premiums for their policies. When this came to the notice of the Registrar of Insurance, Cando ‘ell’s broker’s licence was cancelled. Consequently, the policies of NRDF’s clients have all lapsed.

It is also to be noted that the policy excesses (also known as deductibles) are subject to market conditions. The excess (or deductible) is the amount of any claim that is deducted from the amount paid to the insured due to the particular peril, and which therefore has to be borne by the insured. The relevance of these in the event of a catastrophe claim, and their cumulative impact on NRDF as well as individually on the client, is worthy of note. Table 1 sets out these excesses, which are those applied for several years. 

Table 1. Excesses for various policy perils (in policy issued in May 2001)

	Perils
	Excess

	Earthquake or Volcanic Eruption, Hurricane, Cyclone, Tornado or Windstorm (including Flood or Overflow of the Sea occasioned thereby) *
	 2% of the Sum Insured separately for each policy section per location subject to a minimum of EC$1,500 per claim.

	Riot and Strike, or Storm, Flood (other than by the perils above) 
	EC$1,000.

	All others (excluding Fire, Lightning, Thunderbolt or Subterranean Fire, or Explosion) 
	EC$500.


*Subsidence or Collapse is excluded if it is proximately caused by Hurricane, Cyclone, Tornado or Windstorm

There is an insurance Market Agreement whereby all insurers operating in St. Lucia apply the same excesses (deductibles), and as the terms are of relevance to such a group policy. This agreement, the Code of General Insurance Practice (excluding Motor and Marine), is set out in Annex 3.

It is regrettable that in the case of NRDF the insurer did not advise the Foundation that premiums for renewals and also new risks had not been paid to them. The statutory deposit for local brokers is EC$10,000, which is insufficient to compensate the many clients of the broker. In any event, the first priority for payments would be to third party claimants under the motor policies. It is understood that insurers took the view that the legal relationship of the insurers was with their contractual partner, the broker, rather than the insured (whether the homeowner or NRDF).

Enquiries of the Registrar’s office reveal that the matter has been the subject of an investigation by the Police, who have submitted their report to the Director of Public Prosecutions. Whilst it is felt that to institute legal action against the owner of the broker would be a waste of money, the Foundation should make legal enquiries to verify this. The owner of the broker is presumed to be the same as a hotel and a Life insurance company, which had earlier been sold by the bank and rescued by another insurance company, respectively.

NRDF staff was involved in managing the insurance aspect of the HRHIP from the outset. Staff would call the homeowner who was retrofitting his dwelling and provide assistance (sometimes considerable) with completing the form. Typically, the Loan Officer would read the questions in the proposal to the client and enter the answers, querying any reply that required clarification. Many clients are unfamiliar with the phraseology and careful explanation was often needed. The client signed the completed form.

In the first instance, the Alliance Assurance Co. provided a specimen proposal form, completed as for a dwelling to be insured. A copy of this specimen is attached as Annex 6. Proposal forms may vary between insurers, but the information required is generally the same.

Unless there was a particular problem, the loan officer did not visit the property. In most cases there had been a visit when the client first approached NRDF for a retrofitting loan. After the work was done, the broker and the insurers had understood that the construction technician would issue a certificate for the work and insurance cover could attach. It appears however that in practice from an early stage of the programme actual completion of the works was not always verified, either by the technician or by the loan officer.

The insurance proposal was then sent to the broker and the policy would be issued, which was kept by NRDF and was assigned to the Foundation.

At the inception of the HRHIP, an inspector was engaged by the program to monitor quality control of construction. After the departure of this inspector, it became the practice for the loan officer to check the construction. Current construction monitoring practices within the HRHIP, and the implications of these, are reviewed in detail in other components of this institutional review and will not be repeated in this report.

Information and Documentation for Solicitation of Proposals for Insurance

This section lists the information and documentation necessary to solicit proposals from one or more insurers and/or brokers, who are registered in St. Lucia to transact such business and are interested in offering group homeowners insurance to participants in the HRHIP. In addition, information as to which Material Damage insurers and insurance brokers are represented in each of the member countries of the OECS is presented.

1. Information/Documentation to be submitted to insurers & brokers.

a. Number of dwellings insured, total sum insured and total premium paid during 12 month period prior to cessation of HRHIP policy (separate figures to be given for purely retrofitted homes, and those under the NRDF Housing account). If possible, these figures should be divided between the 3 classes of building indicated in the “Caribbean Commercial” quotation mentioned earlier. If material, indicate their distribution in St. Lucia. 

b. Identical information for dwellings for which at the present time cover is being reinstated.

c. Information as to the number of dwellings estimated to be likely retrofitting prospects, arising out of consideration of the projected renewal of the HRHIP program.

d. Any similar projections relating to the NRDF Housing account.

e. Latest informed estimate of the range of retrofitting costs expected to be involved. 

f. Limit to be applied to loans granted under the Housing account.

g. Approximate maximum sum insured thought to be required per dwelling, for each account – it is to be noted that the individual sum insured should be the rebuilding cost of the whole building (apart from the value of contents), which is the basis on which cover should be sought from the insurance market.

2.  Documentation relevant to such submission:

a. a copy of Toolkit;

b. a copy of Checklist;

c. a copy of the Completion Certificate to be signed by the NRDF Building Officer:

d. the document describing the training to be given to artisans who will be authorised to undertake retrofitting;

e. a summary of the procedure to be followed, including the obtaining of planning approval. Reference should be made to compliance with the Building Guidelines issued by the Ministry of Planning, to the extent that they are relevant to these low-income dwellings;

f. a summary of arrangements for the availability of supplies of materials needed for retrofitting;

g. schedules of the information requested in 1 above.

h. The representation in other OECS states of insurers registered in St. Lucia to transact Property insurance. [The consultant to attach appendix compiled from replies received from the insurers known to have representation in other OECS States.]
i. Insurance Brokers registered in the OECS, who are registered in St. Lucia. [The consultant to provide a similar appendix.]
j. Draft text of letter from NRDF to insurers/brokers, outlining the new program and soliciting proposals. [The precise content of this will depend on the information and documents available - ideally the solicitation should only take place when all of the above are available, since the obtaining of favourable terms on a group basis depends on firm revised procedures and criteria, if in fact many insurers will be interested.]
Additionally in the case of NRDF, there is the added ‘attraction’ of additional business for the insurer with the need for NRDF to obtain cover for the risks in its separate Housing account, which provides the insurer with a marginally better ‘spread’ of properties insured (not of direct concern to the program, but nevertheless retrofitting is compulsory for all such dwellings).

A draft of a suitable text of the letter to insurers and brokers, subject to the above comments, follows:

DRAFT LETTER TO INSURERS

Insurance / General Manager,

 xxx , Agents for xxx Insurance Co., Ltd.,

 xxx ,Castries.

Dear Sir/Madam,

Group Household Comprehensive Policy for low-income housing sector dwellings retrofitted to provide hurricane resistance under the Hurricane-resistant Home Improvement Programme, and other similarly equipped dwellings, where such assistance is provided through NRDF.

You may have been aware that under the USAID/OAS Caribbean Disaster Mitigation Project (CDMP), the OAS assisted the National Research and Development Foundation of St. Lucia (NRDF) in launching a Hurricane Resistant Home Improvement Program (HRHIP). The Program has been operational for nearly 7 years, forming part of the loan portfolio of the Foundation, funded latterly by loan from the National Insurance Scheme, and devised to be a revolving fund, utilized to assist low-income clients to retrofit their dwellings to achieve hurricane resistance (the HRHIP program), plus a separate account for house construction by the low-income segment of society, incorporating the same hurricane resistance elements of construction.

Recently the OAS has been able to generate an interest on the part of the World Bank in this underlying Retrofitting program, and in exploring the potential for its replication in other territories of the Eastern Caribbean. In response, a short-term project was prepared by the OAS and approved by the World Bank, to initiate a renewal of the HRHIP as a pilot program, leading to OECS-wide adoption.

In the first instance in St. Lucia, the program utilized both NRDF and CARITAS, and with the intervention of the Sir Arthur Lewis Community College, training courses were held to instruct artisans and others working in the formal and informal building sectors in adopting effective natural hazard vulnerability reduction measures. In addition to the workshops, safer construction manuals were developed and minimum standards established. Approximately 100 artisans attended at various locations in the island. NRDF Loan Officers also participated in this training. A parallel program was conducted at the same time in Dominica, and subsequently in Antigua and Barbuda.

The project was mandated therefore to review the lessons learned from all aspects of the St. Lucia HRHIP program and to build capacity in the OECS to improve on and replicate the linkage of property insurance with home retrofit programs for low-income homeowners. There will also be an environmental management dimension to the existing program.

There are four main activities under this review and strengthening of NRDF’s safer housing programme:

1) strengthening of the safer housing and insurance program for low income homeowners in St. Lucia.

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 a blueprint for successful safer and environmentally sustainable housing retrofit and insurance programs for use in the region, based on the St. Lucia program and on an assessment of existing safer housing programs and insurance schemes for the low-income housing in the region.

4) a sub-regional workshop to present the draft blueprint and to identify opportunities for replication of this program within the region.

In the last few months, consultant Mr. Michael White has been carrying out a thorough review of all the non-insurance aspects of the previous program, and recommendations have been made to overcome deficiencies which have been revealed, relating to the efficacy of the retrofitting work, the artisans employed, the checking of work done, revised documentation ensuring the procedures are followed, and the maintenance of the necessary supplies of retrofitting building materials.

In this connection, a summary of the revised format and procedures to be instituted in the NRDF Safer Housing Programme is attached. This summary is entitled “Construction Quality Control in the St. Lucia, Hurricane Resistant Home Improvement Project – Phase II.”

The former retrofit program and the separate NRDF Housing account disbursed 345 loans between 1995 and 2002, spread throughout the state, but predominantly in the Castries and Gros Islet areas. It will be a basic tenet of the new program that all activities (from artisan training to building to inspection to loan processing) will cover the whole island.

Under the NRDF Housing Programmes, loans were made for retrofitting only and also for retrofitting in conjunction with repairs, renovations, extensions, new structures, purchases and/or relocations.

Over the 8 years that the NRDF Safer Housing Programme has been active, the loan size averaged between EC$11,000 and $13,000, with a maximum of $40,000 but of course the sums insured are (on a rebuilding cost basis) for much higher figures, particularly where retrofitting of existing (still “low income” segment) houses were concerned. It is at this stage presumed that the new program will apply only to the same sector. We ask that you indicate an approximate maximum individual sum insured you would accept under such a group policy, and also (if applicable) any aggregate limit in the first 12 months.

No insurance claims arose in St. Lucia throughout the first program. However it is also worth noting that retrofitted houses in Dominica withstood hurricane impact, whereas nearby similar houses suffered extensive damage.

It is proposed, as before, to make it a condition of approval for insurance with the group insurer to be in place, at least from time of completion of the retrofitting work, and you are invited to consider what provision can be made for some cover to be effective from time of commencement of the work.

As we understand is the case with some group policies for Financing institutions, please indicate what arrangement can be made to provide NRDF with a consideration for the relatively heavy duties imposed on it, in the effort to ensure that the properties eventually insured meet the standards at which the program is directed.

At this stage, we ask you to advise (1) whether you are interested in providing such group cover for the pilot program in St. Lucia, in conjunction with the ongoing NRDF Housing account, thus providing a better spread of risk, (2) what would be the rates for class A, B and C structures, 

(3) what the policy excesses would be, and (4) to what extent Average would apply. 

In the event of your interest, we look forward to receiving a full proposal, and to learn inter alia to what extent the insurance activities will be carried out in St. Lucia, what procedure would be proposed for handling declarations to the policy, whether attachment would immediately follow the receipt of a proposal form accompanied by the NRDF Building Officer’s certificate of completion of the retrofitting work (or whether you require a separate risk inspection by your own staff, etc.), and the arrangements for payment of premiums. Specimen documents would be appreciated.

Kindly inform us what assistance by way of training of NRDF Loan Officers and / or clerical staff could be offered.

The replies received will be taken into account in the finalising of the overall proposals for the new program, and in the subsequent development of the OAS / World Bank program through the Development Foundations in the other islands of the OECS.

We look forward to receiving your reply, which should reach us not later than the 26th March, 2003. 
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