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Environmental Changes
In the New SBA SOPs

ffective October 1, 2010, the SBA
issued changes to the environmental

due diligence Standard Operating
Procedures (SOPs) processin the new SBA
SOP5010(C). From an environmental due
diligence perspective, there were several
changes that can impact a bank’s process.

The Environmentally Sensitive Industries
table now clarifiesthat a property with a
history of dry cleaning is considered
Environmentally Sensitive, evenif dry
cleaning is not currently performed at the
property. Asaresult, the SBA SOPsrequire a
full Phase| Environmental Site Assessment at
any collateral sitewith ahistoric dry cleaning
operation regardless of loan size.

In many scenarios, the new SBA SOPslower
the total cost of the environmental due
diligence process when an Environmental
Questionnaireidentifies apotential
environmental concern. In the previous SOPs,
when environmental concernswereidentified
on the Environmental Questionnaire, a
Transaction Screen Assessment (TSA)
prepared to ASTM 1528-06 standard was the
next level of minimum duediligence. While
TSAsarenot eliminated from the SBA
process, the minimum requirement isnow a
Records Search with Risk Assessment (RSRA)
when environmental concerns are identified
onthe Environmental Questionnaire.
Considering that a TSA can cost on average
between $900 to $1,500 per site, and aRSRA
can cost on average between $500 to $750 per
site, this change does represent an overall
reduction in environmental due diligence
Costs.

The TSA isstill animportant part of the
environmental due diligence processfor SBA
transactions. When a potential environmental
concern isidentified on the questionnaire, an
Environmental Professional should be
consulted to determine which level of due
diligence (RSRA, TSA or Phasel
Environmental Site Assessment) isthe most
appropriate for the type of environmental
concern identified.

The new SOPs also clarify what type of
Environmental Professional isrequired to
completeaPhase || Subsurface Environmental
Site Assessment at adry cleaning facility.
Only an Environmental Professional who
holds a current Professional Engineer or
Professional Geologist license and has the
equivalent of three years of full time relevant
experienceisallowed to conduct aPhase |
under the SBA SOPs.

Overall, the changes that were included in the
new SBA SOPs should result in areductionin
costs for many small business borrowers. A
PDF copy of thenew SOP50105 (C) can be
found at http://www.sba.gov/tools/
resourcelibrary/sops/index.html.

For assistance addressing the SBA's new
requirements, contact us at 866.913.9738. =

Request Your Free SBA Flowchart Today!
SeePage2for details.

SBA ENVIRONMENTAL INVESTIGATION FLOWCHART




Vapor Intrusion and e e
Encroachment 0

gpor intrusion, themigration of harmful vaporsemanating from
contaminated soil and groundwater into overlying buildings, is 2

agrowing problem for real estatetransactions. |n somecases, SR ! A s
vaporscan collect in concentrationsthat pose near-term safety it e =
hazards, generate offensive vapors and cause acute health effects, B F I —
accordingtothe USEPA. Theharmful vaporsmay have carcinogens ks f
and canimpact the health of occupantsof any building near a N T,
contaminated soil and groundwater plume.
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Depiction of vapor intrusion emanating from leaking

Most environmenta professionalsutilize atiered approach to assessing underground strorage tank effecting residences

therisk of vapor intrusion. Thetiered approach first evaluateswhether
thereisaknown offsite source of contamination that could * encroach”
onthecollaterd site. If thereisapotentia sourcewithinthedefined
areg, thelikelihood of vapor encroachment increasesand additiona
assessment may bewarranted. The scope of theadditional
assessment should be determined by an Environmenta Professional

experienced invapor studies. Order ERI’S SBA

Typically, theadditional assessment includessoil, gasand groundwater
sampling. Environmental professionasgenerally do not recommend .

only asmpletest of indoor air quality because of the numerous E nVI rO n m e nta.l
sourcesof interior vapors. These sourcesmay includeimproperly

vented furnaces, vaporsfrom newly painted surfaces, or aresident I nve Sti g ati O n

performing ahome manicureduring thetesting time period. While

interna samplesare necessary, external sampleswill bemost effective
in determining whether thetarget property isbeingimpacted by offsite F I OWC h art TO d ay I
vapor encroachment.

If avapor intrusion problem isconfirmed, there areregulatory actions Do you need guidance when following the SBA SOPs?

that may berequired. Onsite, thereareeffective engineering controls = - ik :
., . - . =
and mitigation strategiesthat can beimplemented to protect thefuture ontact us a Inf o@eri s nnovali ons.com to request

occupant’sheath. These measureswill haveto remainin place until

your free copy of ERI’S SBA Environmental
the source of the vaporsisremediated. Investigation Flowchart.

Potentia vapor encroachment or actua intrusion may makeaproperty
moredifficult to sell and can reducethe property value. Buyersand
lenders should not only be aware of potential sources of SBAENYIRONMENTAL INVESTIGATION FLOWCHART
contamination on aproperty, but a so the potential risksof contaminant
encroachment onto the property and whether avapor intrusion study is
warranted. Although the health risksassociated with vapor intrusion
can besignificant, there are engineering controlsand measuresthat can
beimplemented to minimizetheimpact. =

Envirolnsight - Volume 2, No. 3



SBA Lead Testing Requirements

ue to the hazards associated with
m lead, the federal government

banned |ead-based paint from
housing in 1978. Peeling and chipping
paint and lead dust pose serious health
hazards if not addressed. Homes and
businesses with lead pipes and/or lead
solder provide a pathway for lead to be
released into drinking water.

The Small BusinessAdministration (SBA)
Standard Operating Procedures (SOPs)
require lead assessments for “ Special Use
Facilities” constructed prior to 1980.

Specia Use Facilitiesincludefacilitiesused
as childcare centers or nursery schools.
The SBA also recognizesresidential care
facilities constructed prior to 1980 as
facilitieshaving increased |ead exposurerisk.

The required lead assessmentsinclude a
lead-based paint risk assessment and
testing for lead in drinking water. Lead risk
assessments should be conducted based
on guidelines established by the U.S.

Department of Housing and Urban
Development. The risk assessment focuses
on the potential dust hazards that may result
from peeling or damaged paint. Aninspection
for lead based paint, although not specifically
required, includes surveying afacility and
testing building components such as walls,
doors and windows with an X-Ray
Fluorescence analyzer (XRF). Paint or other
coatings with lead levels above an established
threshold are considered |ead-based paint.
Water samples should be collected from
drinking water outletsand analyzedin a
certified laboratory for lead.

SBA SOPs state, “disbursement will not be
authorized unless therisk for lead exposure to
infants and small children has been
sufficiently minimized.” Compliancewiththe
new SOPswill help ensure asmooth closing
process while reducing the health risks to
occupants at collateral property.

For additional information regarding lead-
based paint, contact us at 866.913.9738.®

=l

Joinusin Fort Myers, FL
for the2011
Environmental Bankers
Association Conference

Register @ www.EnviroBank.org

Visit Us
Onlinel

www.eRiskl nnovations.com

ommercial lenders often
receive dated environmental
reports on proposed collateral

real estate. Often these reports are two

or more years old and prepared for the

borrower or third parties. Lenders often

guestion whether a new Phase |

environmental site assessment (ESAS) is

necessary or if an older Phase | will
satisfy the bank’s due-diligence needs.

The industry standard for Phase | ESAS,

ASTM E-1527-05, indicates that a
Phase | requires an update after 6
months, and lenders are generally
required to adhere to that timeline for
loansinvolving the SBA. The primary
objective of the ASTM standard is to
ensure that purchasers of real estate
qualify for legal protectionsfrom
environmental liability. However, ina

pre-lending situation for non-SBA loans,

banks are generally focused on
determining the environmental risk to
collateral value.

Although the 6-month shelf life may be
appropriate for real estate acquisitions,
SBA loans, and foreclosures, lenders
have generally extended the shelf life of
Phase | ESAs. Evenin the
conservative CMBS market, a one-year
shelf lifeiscommonly used by CMBS
underwriters and rating agencies.

How long can the shelf life be
extended for commercial real estate
transactions? The answer depends on
the bank’sinternal policies, the
collateral property type, and transaction
specific information such asloan size.

Many smaller banks do not have
internal or outsourced environmental
risk managers. For these banks, the
optimal policy isgenerally more
stringent to ensure consistency
throughout the bank. A one-year shelf
life may be an appropriate guidelinefor
many transactions within these smaller
ingtitutions.

How Old I1s Too Old for Environmental Reports?

Banksthat maintain internal or
outsourced environmental risk
managers can prudently allow more
flexibility on dated reports. An
environmental risk manager may utilize
available online services and other
current property information to update
some information in an older Phase |.
Upon acquiring thisupdated
information, the environmental risk
manager can use his or her
independent, professional judgment to
determine whether the existing
assessment is sufficient.

While many banks adhere to a one- or
two-year shelf life for Phase | ESAS,
the decision is ultimately one best
addressed by the individual bank during
the development of itsinternal
environmental risk policy. =
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ABOUT US

ERI isthe nation’s premier environmental risk
management consulting firm, speciaizing in risk
management services for commercial lenders.
ERI’senvironmental risk professionalsall have
extensive experience in the area of commercial
lending. Our expertisein the evaluation of
environmental risk uniquely qualifiesusto assist
lendersin the devel opment of environmental
policies, custom tailored to their risk tolerance and
standard commercial lending practices.

ERI understands that due diligence and risk
mitigationisjust one small, but important element
of real estate transactions. ERI isfamiliar with
the critical deadlinesthat loan officers face and
the challenge to close atransaction in atimely
manner. Our professionals are experienced in
supplying high quality, rapid response due
diligence to meet these deadlines.

ERI pridesitself on customer service and
flexibility to match each customer’s specific
needs. Outsourcing environmental risk
management services allows our clients to focus
on their core competencies and primary business
objectives surrounding the successful execution
of commercial loans.

Contact Us Today! 866.913.9738

NEW & NOTEWORTHY

ERI’ssister company (The El Group, Inc.) recently became amember of theU.S.
Green Building Council (USGBC)! Asamember of the USGBC, weare
committed to supporting sustainable practices that are environmentally
responsible and profitable aswe al striveto live and work in healthier
environments. Thisedition of the Envirol nsight was printed on certified
sustainable paper, alowing us to reduce our environmental output by:

- Onequarter ton of wood: Two treesthat supply enough oxygen annually for
one adult human being!

- 350 gallons of water: Enough to take 40 average showers!

- Enough BT Us of energy to power the average American '
household for one full week! ¥\

- 49 poundsof solid waste:
Enough to fill three 16-gallon garbage cans!

Thia produgt I printad
racycisd paper wih
sriwinivarniaty faatst Ik

Cert. No. 000092308
www. myeipa. com

Visit us on the Web!

www.eRiskInnovations.com




