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PABRLIERBE Einancial “Op
“FEAVIreRmERtal r‘EK” anz gement at RBC
- _HeWAWE apply due diligence
; redit Risk A
 Owned Real Estate Operations
Case Study — No environmental policy
Challenges



Aot HEC f'nar‘, Group

“PEounded i Halifax ini Ir'

1300 branehes, 450011 alemachlnes 59,000
ampJQ/eaD, 10 million’ customers
gC ‘armrla USrand 28 other countries
' $36 62 DI _f@n-"_ assets
Market Capitalisation $31 billion
Profits in 2001: $2.5 billion

“Canada’s most Socially Responsible Corp”

%



RBEC's Commit tS to the

Enwronmem o
-

REIICY ORI tNENENR /J enment
UnitediNations Envirenment
Programme (UNEP) Statement by
EinaneialMnstitutions

International Chamber of Commerce

(ICC) Business Charter for
Sustainable Development



ERvireRmental Risk
VISNEGEINENTATRE C

i3
ERVienmental Risk ﬂar agement Group
-~ rrartteipCorparate Risk Mianagement

— BECRNNMIES0 tor ma age credit risk issues;

— Venuzie no‘ff OMpasses corporate
-'uJLgnmrlomr\ * ne*v preducts; reputational risk

3 full time taff
Develop |es and programs; expert advice
Real Estate Operations

One environmental manager
Focus on owned and leased buildings



WHERRGGRVE EXamIne
Envirepmental RIsks?

Cr L ACUVILIES

ie)fe advrlr JrL_;Joa” SR
— Jlerg e life of the loan
- Wheni realising onl security

Vianaging Owned REO
Acquisitior ¥
Operations
Property Sales
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Env]rgn" ental Risks?

LVE Impact on value of security

8 Cosi of felppleelfziifo)g)=lo)l ersely affects financial

positeRrERelient and increases credit risk

| Bankimay fiace legall liability for remediation if
't realiSES ONIcC n&aﬁ'i‘hated security

Bank may have to forgo realising on security

due to environmental contamination

Reputation damage to the bank by not
meeting Its environmental/social
commitments

Also: Loss of liguidity; competitive risks



WIIENENEOESTDUE Ilgence
conle Iriie) 7

“SENeVEl ofiingliny that is reasonable

igle) 2l oroom:w&ﬂym erthe

cllicupisiciiCes™

- Our palicies ﬂ € reasonable and

- appropriate to mitigate the
environmental risks under different
circumstances



SEIIE En\/]ronmema Factors

= [pllplefs trieit eifjeciiple degr- risk

CESECLON (Inausty fial? C mmerc:|al’> etc)

r\moumr PIACr cmt‘y)

S, unsecured by real property

~ Geogt aptil location
........................... el %ratlo
Borrower credit rating

Borrower environmental track record




SvirenmentalfCredit Risk Activities
~ Bajo)re Advanc]ng eanS

ldentify environmental rlsk potential
SlIERSecto(Inaustria . Ag, Commercial?)

— Type oitansaction el Unsecured?)
— Amelnt off credit facility
- Gatherenviro m&l’ﬂl Infermation

- client;, cc __Sliltant, AM, RM, and/or ERMG
Evaluat risk and decide whether to
proceed
Prepare and maintain documentation
clauses, reps & warranties, indemnification, etc.

A



EviieRmERaECredit Risk Activities
S DURERYIENENEROIFUNE: Loal

_ISILERVISItS g

" ObtalceRfirmation of environmental
STLUSHIT Om"CJJ it

| Obta '_J ipdated environmental

~ Infol ﬂJO_rJ |
ReVIew ‘mﬁiance Information



EvienmeEntal Credit Risk Activities
fore Redlisinie) apesiEeiliiny

— Aol digief ) nf'm@'é, management or
CONoISoI aeconiaiminated property

,ﬁ.' VIELNOES OF r’JJJJr g 0N security vary by

~ Province (Fo 2closure, Power of Sale, “Order
A OJJI te”, etc '

ders ¢ rIy protected from liability in
Ontarlo via “Global Agreements” and new
Brownfields legislation

Some protection for lenders in legislation of
other provinces




=RremmentallGredit Risk Activities
= Bajore Realisirle O] SECL lty (cont'd)

WOjtario’s “Global A ement Includes
ACTVIESEAt 1eNae 1S can carry out:
— Envilenmental investigations (Phase I, I1)
- Pre: ip u- of the property
(J“ t rents
Pay bills
Deal with any immediate public health
threats




POlIRy Example:
ENVICRINERLAINEEIICYAG): (or mercial Mortgages
- Bejore aclvandlrly Jorlm __ L

idential property, under $500,000
Wirenmental review at . AN discretion
- CommEncieidmorntgages un@er $500,000
~  EnvilBnmental guestionnaire
- Multr= rgs]rlen”r‘: ; Commercial
>$500,000; Commercial pre -1980

Phase |

Gas Stations

Phase | and Phase Il ESA

Key RiIsks managed. value of security, credit, reputational,
competitive, liguidity
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caveat Empr

9 f
\Vendor GeeEsH't have to t

iellyoeu everything!
!

“WOntario) court dismissed allegations of fraud and
m]srepres nta ienFagalnst Petro Canada in 2000,
Stating aevendor doesn’'t have to provide the

~purchaserwithenvirenmental reports vendor knew

- cbout; et had not Comlssmned

Petro Cal gndrl BC old‘a property to an investor. PC provided
Investor with environmental reports that showed site was clean.

Subseguent envirenmental reports for another prospective
purchaser shewed contamination, but PC didn’t tell investor.
Also didn’t tell investor that there had been USTs at the site.

Investor did not hire his own environmental consultant

When investor tried to resell site, learned that it was still
contaminated.

-



EVIeRmERZINRElICY for Comr nercial Mortgages
Bluging life af o) '

“MEeyEnvironmental Ris

—Ustialiyaenicesouilair
[ESICENUGINIONT INaL

—Atreewal; client signs letter confirming

- env]romn@n'tal Status

ighi Environmental Risk

At renewall, client signs letter of confirmation

(Years 1-3)

New or updated ESA (more than 3 years)
Key Risks managed. credit, value of security, reputational, liquidity

alls, multi-unit



ERVIIeRmERLIN> OJJr/f Commercial Mortgages

SEIOIERREIEINGRENISEC JrJ'E\, |

nd Market Appraisal
ano ASgpEIns: 0000
_| [OIBCEEUO realise on security; sell property

—lircencemsioentified:

_' i » Obtalffcourt or der to allow access and not
\ ~incur liability (not required in Ont.)

Phase 11 ESA

Sell, Remediate, SSRA, or Abandon
Key Risks managed. legal, reputational




OWNEUNREZINESTate Operations
SACOUISIHBRS ¥

_ r\QC]'JJJlFlOfJ oftmew, b nks Includes a

EVIEWAOIE ..

‘. _Phase | 1)r\J ror portfolio of branches
ANErGWREA! properties

E WVIremn ental credit risk management
nolicl AJ 4

Next step is integration of policies and

procedures
Key Risks managed. legal, liguidity, reputational




OVIECNREINES peratlons
- Vlzigieige Ogaratigns i

"= Bealth and Safety: Issu s (asbestos mould,
Eeacieaini, A0, ‘ﬁ)
Enviienmentaliissues (fuel tanks,
refrigerants; etc)
- Real-estate-spe ific Corporate Ecology
ENergy’ Use reduction programs
Green Ener

Solid waste disposal
Key Risks managed. legal, operational, reputational




Cy\vriac) Real
- Branei Clc

Drinking water impact?

Sell as Is, clean up then sell, or hold
Key Risks managed. legal, reputational



GeSERS LU

= WELT nzgganls vvne tiere’s no policy

_PAVESIcENTial mortge J@ i Atlantic Canada
_I ProperyAappraised at about $60,000

f #n CJ]ent de'faul';r.:—ﬂl ]r;u_' took possession

\ fenvironmental issues

| Ba K --m -r ost $200,000 remediating in
2001, and'it’s not finished

Net loss could approach halfia million dollars
How could this happen?



al Mortgage

._Iulg
"

“ANERERvionmenial rJJf ollcy (0]
residential properties

IBEIORERACVANCING oans.

"‘?Lovv valte, rural properties

“drive-by” appraisal

No env omﬁntal due diligence mandated



Al I Mortgage

8 DUfplef oM ozl
— INOFSILENISITS 'b | _
=\[¢) @nv]ronmer'ra information required
\/\/rwn celising| on Security

Toc J* PO ssession without seeing property

No En ronrﬁntal Site Assessment
mandated



SaEErStidy A= Residentiall Mortgage

WinEIE REC ¢jo)i o
Y

!

_ACH60,000 orooerr/ WJ  a furnace oil leak
| Anforderslay Ministry  of Envir. to clean up
| Got teclean up: J_H—> ite migration at 2

~ Neigniveuring| properties

An incompetent environmental consultant

hirediwithout knowledge or approval of

Corporate Environmental Risk

Free product discovered under floor of
building, after “remediation” completed

Another year of dealing with this file!



ual Mortgage

his?

L

DONLWant Lo kil anrant Eth a nuclear bomb!
_I BeforeAavancing Loans

_ CheckeoliWwhether heated by oll

Duringfiie oiiloz

A

Nosactiontic remlentlal property

Loan Recovery

If oll heated; check fuel oil system before taking
possession (check If heating co. could do this)

If concerns ID’d, local staff do site visit
No remediation without Corp. Envir. Risk advice !!
Sell without taking possession



Crrellerices -«

_WAppriopriate environ Teh al policies for small
reJJ(lérJ I OIOENTIES?

“WWhat shpouid orrn}( do if en,?re neighbourhood
JJ (ongurmr ated Port Colbourne Brantford,

| 's'ro ate environmental policies for
commercia rqu estate portfolios (REITS)?

Who decides on cost of “stigma” and how?
Developing brownfields

R, *




