The Lender’s Environmental Tool Box

Auto Repair Shops and Contamination Risks G E M
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Why are Auto Repair Shops an environmental risk?

Auto repair shops can pose several environmental concerns due to the nature of their
operations. Some of the key issues include chemical handling, waste generation, water
pollution, and improper waste management practices. Auto repair shops often use various
chemicals, such as solvents, paints, and degreasers, which can be harmful to the
environment. These chemicals can contaminate soil and water if not handled and disposed
of properly. These shops also generate and store a significant amount of waste, including
used oil, batteries, tires, and other hazardous materials.

Additional Environmental Concerns?

It is also common to see auto repair shops utilize in-ground hydraulic lifts, oil-water
separators (OWS), and drywells onsite. In and of themselves these uses may not pose
environmental threats to the subject property; however, these practices can often lead to
soil and groundwater contamination if not properly managed and/or regulated.

What does all of this mean for lenders?

Understanding the environmental concerns of auto repair shops can be beneficial to
lenders in several ways:

1. Risk Assessment: Lenders need to assess the environmental risks associated with a
business before extending loans. If an auto repair shop has poor environmental
practices, it might face fines, legal issues, or cleanup costs, which could affect its
financial stability and ability to repay loans.

2. Regulatory Compliance: Lenders need to ensure that borrowers comply with
environmental regulations. Lending to businesses that violate these regulations can
expose lenders to reputational damage and financial risks.

3. Asset Value: Properties contaminated by hazardous waste can lose value, affecting
the collateral's worth in case of default. Lenders need to ensure that the properties
they finance are not environmentally compromised.

4. Insurance Costs: Businesses with good environmental practices might have lower
insurance premiums, reducing their overall operating costs and improving their
financial health.

By considering these factors, lenders can make more informed decisions, mitigate potential
risks, and support environmentally responsible businesses.
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What due diligence should lenders consider?

Here are some key steps:

1.

Phase 1 Environmental Site Assessment (ESA): This initial assessment involves
reviewing historical records, regulatory databases, and conducting site inspections to
identify potential environmental risks. It helps recognize any Recognized
Environmental Conditions (RECs). Understanding the historical operations of the auto
repair shop can help assess the extent of potential contamination.

Phase 2 Environmental Site Assessment (ESA): If the Phase 1 ESA identifies
potential risks, a Phase 2 ESA involves subsurface testing and sampling to confirm
the presence of contaminants. Testing the soil and groundwater around the property
for contaminants may also be prudent in some circumstances, as auto repair can
cause significant soil and groundwater contamination.

Consultation with Environmental Experts: Engaging environmental consultants or
attorneys can provide specialized knowledge and ensure compliance with local
regulations and guidelines.

By following these steps, lenders can better understand the environmental risks associated
with an auto repair property and make informed decisions.

If you have questions or would like additional information regarding Phase | ESA viability,
user reliance, or other factors affecting CERCLA protection, please feel free to contact GIEIM
at 855-277-5307.

Disclaimer

Green Environmental Management has provided this summary of auto repair concerns and
what lenders should know for the purpose of provided valuable information of our clients. This
white paper has been generated with a generic application in mind without regard to data
specific to any given property. Green Environmental Management assumes no liability for
errors or omissions contained within the provided information.
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