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GENERAL INFORMATION

The Community Reinvestment Act (CRA) requires each federal financial sapeagency to

use its authority when examining financial institutions subject to its supervision, ts #sses
institution's record of meeting the credit needs of its entire community, inclatvaghd
moderate-income neighborhoods, consistent with safe and sound operation of the institution.
Upon conclusion of such examination, the agency must prepare a written evaluation of the
institution's record of meeting the credit needs of its community.

This document is an evaluation of the Community Reinvestment Act (CRA) performance of
Discover Bankprepared by thé&ederal Deposit Insurance Corporatigrihe institution's
supervisory agency, as Nbvember 26, 20Q7The agency evaluates performance in assessment
area(s), as they are delineated by the institution, rather than individual branches. This
assessment area evaluation may include the visits to some, but not necessarily all of the
institution's branches. The agency rates the CRA performance of an institution comsgtbtent

the provisions set forth in Appendix A to 12 CFR Part 345.



INSTITUTION’S CRA RATING
INSTITUTION'S CRA RATING: This institution is rated “Outstanding”.

The following table indicates the performance level of Discover Bank with reéspbetlending,
investment, and service tests.

PERFORMANCE Discover Bank
LEVELS
PERFORMANCE TESTS
Lending Test* Investment Test Service Test
Outstanding X X X

High Satisfactory

Low Satisfactory

Needs to Improve

Substantial
Noncompliance

*Note — The lending test is weighted more heavilgrt the investment and service tests when arridrag overall
rating.



Discover Bank has an outstanding record of helping to meet the credit needsssegsment
Area (AA), including low- and moderate-income neighborhoods, in a manner consiisiteits w
resources and capabilities. This rating was determined using Large Bankv@RAtion
procedures. The bank’s performance under the Lending, Investment, and Sesigds Te
summarized below.

Lending

e The institution had the largest market share of home purchase loans made inside the
assessment area (both number and dollar amount) in 2005 and 2006 when compared to
financial institutions with retail branches in the same assessment area

e There is an excellent distribution of home purchase loans to borrowers ofrdiffere
income levels. Discover Bank was the market leader in making loans to low- and
moderate-income borrowers in its assessment area in 2005 and 2006. Small business
lending levels reflect a good distribution among business customers of diffees)tas
approximately 90 percent of small business loans were made to businesseessith gr
annual revenues of $1 million or less.

e The geographic distribution of home purchase loans is good. Discover Bank had the
largest market share of home purchase loans made in the assessmemadeeate-
income census tracts in 2005 and 2006. Furthermore, the level of lending compared
favorably to aggregate and demographic data. The geographic distribution of small
business and consumer loans is adequate.

e Innovative and flexible lending practices are used extensively to addees®tlit needs
of low- and moderate-income home buyers.

e Discover Bank is a leader in community development lending within the assesse®gnt
originating over $20 million in community development loans during the evaluation
period through its community development corporation. Lending activities address
assessment area credit needs for affordable housing, workforce housingpaiioih @dd
organizations that support community development.

e Given that only a small percentage of loans relative to Discover Bankalldeading
were originated inside the assessment area, lending levels reftgciade responsiveness
to assessment area credit needs.

Investments

e Discover Bank made an excellent level of qualified investments, demaongtat
excellent responsiveness to credit and community development needs. During the
evaluation period, the bank made $114.5 in new qualified investments and more than $3
million in qualified grants.

e Use of innovative or complex investments was identified, for example the bank thveste
in several low-income housing and state historic tax credits projects. Tihgimstalso
created a unique relationship with the Delaware State Housing Authority.



Services

e Retail delivery systems are easily accessible to all portions of theshesdessment area.
Services, including business hours, are tailored to meet the convenience and rieeds of t
assessment area, low- and moderate-income individuals.

e Discover Bank is a leader in providing community development services within the
assessment area.



INSTITUTION

DESCRIPTION OF INSTITUTION :

Discover Bank was founded in 1911 as a community bank in Greenwood, Delaware, under the
name of Greenwood Trust Company. In 1985, Sears, Roebuck and Company purchased the
bank to be the issuer of its Discover Card. In order to provide continuity with the Discover
brand, Greenwood Trust Company was renamed Discover Bank, effective August 1, 2000.
Discover Bank is wholly-owned by Discover Financial Services (DFS), Roas, Illinois.

The bank, along with its parent company, DFS, was spun-off from Morgan Stanleycantebe

an independent company in July 2007. Since its inception in 1986, DFS has grown to be a
leading credit card issuer in the United States with over 50 million cardmembers

The community bank continues to operate in Greenwood, Delaware and this dfiieéasal

point of the bank’s CRA activities. In addition to credit card loans, Discover Bagis @ff

variety of products, including, home purchase, refinance, home improvement loans, hdyne equi
loans, personal loans and student loans, as well as checking accounts, esrtifidaposit and
money market accounts. Management considers lending for homeownership theketirig
community credit needs of its assessment area and focuses on funding home anbase

The bank continues to offer affordable lending products through its relationshighase
Home Finance (Chase). With this relationship, Chase takes home loan apdieat!
underwrites loans using Discover Bank guidelines. Chase closes the loans,rerhich a
subsequently purchased by Discover Bank. The bank’s Community Loan Fund Pikogram
offered through Chase. The Chase relationship was developed to increase pliomrssyef
exposure and impact of Discover Bank’s products within the assessment laedaank also
purchase loans originated through the Delaware State Housing Authonisy'Sime
Homebuyer Program. The program provides first mortgage financing at beddvet rates to
low- and moderate-income individuals and families. The bank continues to purchese loa
through its Whole Loan Purchase Program; created in 2002 to facilitate thageuaf first
mortgage residential loan production from other area banks.

The Discover Home Loan, launched in 2002, is a home equity loan program offered ryationall
The Discover Business Card, targeted to small business owners nationwitbjiveagd in
2006.

Based upon September 30, 2007 Call Report, assets totaled $31 billion. Total loans were $20.8
billion, comprised almost entirely of consumer credit card loans which totaled $28. bilhe
distribution of the loan portfolio is shown in the following table:



Table 1 — Loan Distribution as of September 30, 200
Loan Type Dollar Amount Percent of Total
(000s) Loans
1-4 Family Residential: 73,023 0.35
Construction & Land Development 0 0
Multifamily (5 or more) 0 0
Commercial 0 0
Total Real Estate Loans 73,023 0.35
Commercial and Industrial 194,181 0.93
Consumer 20,506,277 98.71
Lease Financing Receivables 0 0
Other Loans 1,712 0.01
Total Loans 20,775,193 100.0

Source: Consolidated Report of Condition and meqCall Report)

Discover Bank and Morgan Stanley formed the Morgan Stanley/Discover Community
Development Corporation (MSDCDC), a wholly-owned subsidiary of Morgan Stanley,an ord
to take a leadership role in community development projects in Delaware in 2003. Discove
Bank meets the definitional requirements of a “grandfathered bank” per the Corefaality
Banking Act (CEBA) and the Bank Holding Company Act as amended, and is thexetijeet

to a number of restrictions as to the types of business activities in which it taipat. For
example, the bank can not originate commercial loans, including multi-familynigdoans.

The community development corporation allows the bank to participate in corahneatiestate
lending opportunities despite its charter restrictions.

Due to Discover Bank’s spin off from its parent company Morgan Stanley, sinceetheysr
performance evaluation; MSDCDC was replaced with the Discover Comnidevgilopment
Corporation (DCDC) in 2005. The DCDC is discussed in further detail under the Communit
Development Lending and Investment Test sections of this evaluation.

The institution’s CRA performance received a rating of “Outstanding’eaStdptember 30, 2004
evaluation using large bank examination procedures. Historically, home moegdgs!
activities attributed to the retail facility are the focal bank of theopednce evaluation.
Accordingly, the scope of the prior performance evaluations included a revaateofollected
and reported pursuant to Home Mortgage Disclosure (HMDA) and an analysis of cojnmunit
development lending, investment and service activities. The current perfereaaaation will
also be conducted using large bank examination procedures.



DESCRIPTION OF THE ASSESSMENT AREA

The assessment area is comprised of 32 census tracts located in Sussex)2hdr&ant (8
tracts) Counties, Delaware. Based upon 2000 U. S. Census data, 2 census tracts ae moder
income (6 percent), 29 (91 percent) are middle-income and 1 (3 percent) isnguoee-i There
are no low-income census tracts in the assessment area. Both moderagetiactsnare located
in Kent County.

The majority of the bank’s assessment area consists of rural areasdar Sassty; the portion

of the assessment area located in Kent County is also predominantly ruraf.eMpjoyers
represent a variety of industries, including poultry processing plants, haatfaciities and
government. Sussex County has the highest poverty rate and the highest ratemdaubsta
housing in Delaware. The Delaware State Housing Authority recentlytedpbat there are
4,073 Sussex County families living in substandard housing, defined as housing ngedisg re
or replacements of at least two major structural systems. The alsal®me to a significant
Hispanic immigration/migrant population who primarily work in the area’s pophogessing
plants. According to Sussex County Online, the area produces more chickens thé&emny ot
county in the U.S.

Population- The assessment area population, based upon 2000 U.S. Census data, is 135,506
persons, representing 51,450 households and 37,304 families. Of total families, 20, 20, 25, and
35 percent are low-, moderate-, middle- and upper-income, respectively. Therglioeome

levels were used to determine family income levels:

Table 2 — HUD-Adjusted Median Family Income
Assessment Area 2000 2005 2006 2007
MSA 20100/Kent 46,506 56,650 55,800 58,700
County
Non-MSA/Sussex 45,190 54,900 54,300 55,200
County

Source: FFIEC Website.

Businesses and IndustryAccording to information available from Dun & Bradstreet for 2006,
there were 8,310 non-farm establishments within the assessment area. Ofishestses, 8
percent were located in moderate-, 88 percent were located in middle-, and ipeupper-
income census tracts. The majority of businesses (91 percent) that repostedrmual revenue
data, reported earning revenues of $1 million or less. The area’s two largesteadas a
percentage of total industries, were services (32 percent) and rewi(tfagercent).

Housing- Of the total housing units, 67 and 23 percent are owner and non-owner occupied,
respectively. The majority of housing by type at 65 percent is singléyfébd units), 4

percent are multi-family (5 or more units), and 30 percent are mobile homesyrigy-
occupancy, 5, 93 and 2 percent are located in moderate-, middle- and upper-income census
tracts, respectively.



Competition— The bank is subject to intense competition for home mortgage and commercial
loans from other banks, mortgage and finance companies, savings and loan assauiations
credit unions operating within the same assessment area. Aggregate 2006icktssithat 46
financial institutions originated more than 25 home mortgage loans within the basé&sment
area. Additionally, small business loan data available for 2006 shows that 21 financia
institutions originated over 50 small business loans each in the assessmenhareataT
includes small business credit card loans.

Community Contacts

As part of this evaluation, information obtained from interviews conducted with indigsidual
the assessment area considered knowledgeable regarding the local comta@tonomic
base, and community development initiatives were reviewed. Reviews of comgunteygts
conducted between evaluations identified the following opportunities for finansialtion
participation:

v Investing in housing loan pools and/or equity funds to support the development of
affordable housing. Nonprofits would benefit from direct grants.

v Assisting with developing solutions to predatory lending, and developing realdenti
mortgage and consumer loan products to bridge the gap between prime and sub-prime
borrowers.

v" Providing small dollar, forgivable loans for start-up businesses.

Additionally, a representative from a county housing department indicated tletseén home
prices, as a result of appreciation of property values, has resulted in hafficrdgbility issues
for area wage earners, including police and fire men/women, teachergjraad. To this end,
the organization created a Moderately Price Housing Program, geared towsimicting
moderately-priced housing units.

Discover Bank management provided information relating to assessmeatetiéaeeds based
upon contacts with state and local community development, and affordable housingsagencie
The primary need identified in Kent and Sussex Counties is affordable housing, follpwed b
education and health and social services. Information derived from a nonprofit housing
organization indicated that due to the lack of affordable housing, there has beenskageim
the number of individuals at risk for homelessness. Modest paying jobs dominatectavehi@
with a large number of peopled employed in fast food restaurants, the serviceyinddstr
poultry processing plants. The organization identified the need for workforcegpasi

without adequate housing, retention of employees is challenged, including individutsgvadr
schools and hospitals. The Delaware State Housing Authority noted in the 2003-2007 Housing
Needs Assessment that the number of foreclosures throughout the state anculap&rissex
County is increasing. The need for providing Delaware homeowners witraassigt

preventing residential foreclosure through education, counseling and &teroidgage funding
was also identified.



SCOPE OF EXAMINATION
Evaluation Period and Products Evaluated

The scope of the lending review included home mortgage lending activity for 2005, 2006, and

the first six months of 2007. Within home mortgage lending categories, the farubasne

purchase lending, as the bank does not actively originate home refinance or ingmloams

within the assessment area. Specifically, 70, 88 and 97 percent of loans madibénside
assessment area in 2005, 2006 and as of June 30, 2007, respectively were home purchase loans.
As such, the borrower and geographic distribution of loans reflect home purchase lending
performance. Home mortgage lending received more weight in the lending ratingé¢here

were a significantly larger number and dollar volume of home mortgage I@aiesinside the
assessment area during the review period.

Business credit cards originated since the product’s launch in 2006 through June 30, 2007 were
also reviewed. In addition, community development loans and investments origiméted a
outstanding since the prior evaluation were also evaluated along with retadrantinity
development services.

Small farm loans were not evaluated, as the number originated inside tleresdemea is so
small as to provide a meaningful analysis. Specifically, two and threefammalloans were
originated inside the assessment area during 2006 and 2007, respectively. Titemngiit not
collect data relating to consumer loans; however, as consumer loans @mditans) constitute
a substantial majority of the bank’s lending, information relating to consumendgisdncluded
in the performance evaluation.



CONCLUSIONS WITH RESPECT TO PERFORMANCE TESTS
LENDING TEST
Scope of Test

The lending test evaluates the institution's record of helping to meet the ceslitaiets
assessment area(s) by considering an institution's home mortgagéyusimaks, small farm,
and community development lending. The institution's lending performance is edaluate
pursuant to the following criteria: 1) the volume of lending activity; 2) the proportiending
within the assessment area(s); 3) the dispersion of loans and the number and arnanostiof |
low-, moderate-, middle- and upper-income geographies in the assessm@ii 4)y¢lae
distribution of loans among borrowers of low-, moderate-, middle- and upper-incomealegels
businesses (including farms) of different sizes; 5) the distribution of bosfiess and small
farm loans by loan amount at origination; 6) the volume of community development lesalihg;
7) the use of innovative or flexible lending practices. Performance under the leesdiig
weighted more heavily than the investment and service tests when arriving atahratreg.

Lending Activity and Assessment Area Concentration

Discover Bank made a small percentage of loans within its assessmeahirangahe evaluation
period. This level of activity reflects the institution’s strategic focua aationwide lender. As
indicated previously, the Discover Home Loan and Discover Business Carfflesiegl on a
nationwide basis; both products are included in the following table which rdilects
mortgage and small business lending activity for 2005, 2006, and as of June 30, 2007.

10



Table 3 - Distribution of Loans Inside and Outsideof the Assessment Area

Number of Loans Dollars in Loans (000s)
Loan Category
or Type Inside Outside Total Inside Outside Total
# % # % $ % $ %
Home
Mortgage
2005 210 28 527 72 737 23,193 51 22,543 49 45,736
2006 117 10 1,089 90 1,206 19,091 22 68,858 78 87,949
YTD 2007 76 33 155 67 231 12,685 43 17,109 57 29,794
Subtotal 403 20 1,771 80 2,174 54,96P 3¢ 108,510 b6 163,479
Small
Business
2006 46 .1 | 50,666 | 99.9 | 50,712 424 A 436,760 99.9 437,184
YTD 2007 55 A | 73,735 | 99.9 | 73,790 461 A 614,516 99.9 614,977
Subtotal 101 A1 | 124,401 99.9] 124,502 885 . 1,051,276 b9 521161
Total 504 4| 126,172 96.§ 126,616 55,854 5 1,199,178 95 1,215,640

Source: HMDA Disclosure Statements (2005 and 2608IDA Data Collection (2007), Bank Records
Home Mortgage Lending

In accordance with Home Mortgage Disclosure reporting requirements, ansiabstajority
(99%) of Discover Home Loans are included in the home mortgage loans in Table 8, as the
were for home improvement purposes. Table 3a represents loans originated throetgtl the
home purchase program; Table 3b represents loans originated through the natiseader
Home Loan Program. Overall, the low percentage of home mortgage loans edgnsade the
assessment area by both number (20 percent) and dollar amount (34 percemitisra df the
Discover Home Loan product, which is marketed nationwide to Discover Bank affdidtte s
customers.
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Table 3a - Distribution of Retail LoansInside and Outside of the Assessment Area

Number of Loans

Dollars in Loans (000s)

Loan Category
or Type Inside Outside Total Inside Outside Total
# % # % $ % $ %
Home
Mortgage
2005 208 96 9 4 217 23,118 95 1,219 5 24,337
2006 114 50 114 50 228 18,893 48 20,502 52 39,395
YTD 2007 75 51 71 49 146 12,635 49 13,057 51 25,692
Total 397 67 194 33 591 54,644 61 34,778 39 89,424

Source: HMDA Disclosure Statements (2005 and 2608IDA Data Collection (2007), Bank Records

Table 3b - Distribution of Discover Home Loan Progam Inside and Outside of the Assessment Area

Loan Category

Number of Loans

Dollars in Loans (000s)

or Type Inside Outside Total Inside Outside Total
# % # % $ % $ %
DHL/Home
Improvement
2 0 518 100 520 75 0 21,324 100 21,399
2005 3 0 975 100 978 198 0 48,356 100 48,554
2006 1 1 84 99 85 50 1 4,052 99 4,102
YTD 2007
Total 6 0 1,577 100 1,583 323 0 73,732 100 74,054

Source: HMDA Disclosure Statements (2005 and 2608IDA Data Collection (2007), Bank Records

As indicated previously, management considers funding loans to purchase homeddhe key
meeting assessment area credit needs. This strategy appearsrisigterat with comments

received from community contacts. Based upon aggregate home mortgage diealifoy

2005, Discover Bank ranked seventh by the number of home purchase originated inside the
assessment area. Market leaders were large mortgage companies, suchrgsi@ediame
Loans and Wells Fargo Bank, NA. Delaware National Bank and Wilmington Trugta&gym

had market ranks by number of fourteenth and fifteenth, respectively. Based upon aggregat
home mortgage lending data available for 2006, Discover Bank ranked fourteenthtsr ofim
home purchase loans originated within its assessment area. Similar to 200&rkistdenders
were large mortgage companies. Local lenders, Delaware National Bamkniton Savings
Fund Society, and Wilmington Trust Company had market ranks by number of seventeenth,

eighteenth, and twentieth, respectively.
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As shown in Table 3(a), despite an increase in total mortgage dollars alltoategh the
residential mortgage loan programs between 2005 and 2006 (from $24.3 to $39.4 million), the
percentage of the number and dollar volume of loans made inside the assessmeoteassad]
While 96 and 95 percent of loans by number and dollar volume, respectively were ndale ins
the assessment area in 2005, approximately 50 percent by number and dollar volumadeere m
inside the assessment area in 2006 and YTD 200ifs is attributed to the purchase of loans
through a relationship with the Delaware State Housing Authority. The agredioestfar the
bank to purchase loans made throughout Sussex and Kent Counties, and not limited to bank’s
assessment area. This also explains the decline in the bank’s makikey rumber of home
purchase loans made inside the assessment from seventh in 2005 to fourteenth in 2006.
Nonetheless, the institution continued to have the largest market share by numbelaand dol
amount of home purchase loans made inside the assessment area when compaleetailloca
lenders.

Small Business Lending

The Discover Business Card was launched on June 12, 2006. While the program was developed
and marketed nationally, the retail bank has taken an active role in promotingitfes®€esard

within the assessment area. As shown in Table 3, since inception through June 30, 2007, the
institution originated 101 small business loans totaling $885,000 inside the assessment a
Aggregate CRA small business lending data available for 2006 shows that DiBaoké&s six

months of lending resulted in the institution ranking seventeenth by number of smadisisusi

loans made inside the assessment area. For comparison, PNC Bank DelawarkddA r

seventh and Citizens Bank ranked twelfth.

Credit Card Lending

While the institution’s CRA performance focuses on its retail actviti€Southern Delaware,

since the credit card portfolio is a substantial majority of the bank’s loaiolpmrthe following

is presented. The bank originated 3,281,329 credit card accounts in 2005, 2006 and as of

June 30, 2007. Management determined that 1,952 representing 0.1 percent of the portfolio were
originated inside the assessment area. This performance is consideredead@crathat the

bank is originating credit cards nationally.

Borrower Characteristics

Overall, the borrower distribution of home mortgage loans reflects extpbaetration among
individuals of different income levels. The distribution of small business loanstsefieod
penetration among businesses of different sizes. Credit card lending thi#¢hassessment area
reflects adequate penetration among borrowers of different income levelfolldWweng

analysis reflects loans made within the assessment area.

Home Mortgage Lending

The level of home purchase lending to low- and in particular, moderate-incoroe/&sris
excellent. The bank’s performance well exceeded aggregate perforim@0&6 with respect to
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home purchase lending to low- and moderate-income borrowers. While both the bank and
aggregate performance was below demographic data relative to lendingitcdome
borrowers; Discover Bank’s level of lending to moderate-income borrowergxeseds
demographic data. The following table details the distribution of home purchaseyoans b
borrower income.

Table 4 - Distribution of Home Purchase Loans by Bwower Income
Borrower % of Total Aggregate Lending Data 2006
Income Level Families
(% of #)

2006 # %
Low 20 2 9 9
Moderate 20 12 35 34
Middle 25 21 52 50
Upper 35 46 7 7
$O/NA 0 17 0 0
Income
Total 100 100 103 100

Source: U.S. Census, HMDA Disclosure Statemen@6(2nd HMDA Aggregate Data

Discover Bank was the leader in making home purchase loans to low-income borrawers wi

the assessment area at the retail level during 2006. The bank had market ramkisyfourt

number of home purchase loans made to low-income borrowers in 2006. The bank ranks sixth in
the number of home purchase loans made to moderate-income borrowers in 2006. This level of
lending is greater than any other financial institution with a retaslgoree in the assessment

area. The number of home purchase loans to low- and moderate-income borrowers and the
market rank were similar in 2005. It is also noted that over half the home purdrseniade

as of June 30, 2007 were to moderate-income borrowers.

Small Business Lending

Small business lending reflects a good distribution of loans among businessésehidsizes.
For 2006 and YTD 2007, a majority of loans were originated to businesses the repmssed gr
annual revenues of $1 million or less. The distribution of loans by gross annual revdraie of t
business essentially mirrors demographic data which shows that of 91 percent cfdessinat
reported gross annual revenues reported earning $1 million or less.

14



Table 5 - Distribution of Small Business Loans by @&ss Annual Revenues of Business

Gross Annual % of Assessment Aggregate 2006 2006
Revenues (000s)| Area Businesses
% # %
<$1,000 91 39 42 91
> $1,000 or NA 9 61 4 9
Total* 100 100 46 100

Source: CRA data collection (2006)
Credit Card Lending

Overall, the distribution of credit card loans by borrower income refldeiguate penetration

among borrowers of different income levels. Of the 1,952 loans originated inside the
assessment area during the evaluation period, 16, 23, 23, and 34 percent were originated to low-,
moderate-, middle- and upper-income borrowers, respectively. An additionakEbtpsere

originated to borrowers for which income was not considered in the creditodecisi

Comparatively, based upon 2000 census data, 24, 17, 21 and 38 percent of assessment area
households qualify as low-, moderate-, middle- and upper-income, respectively.

Geographic Distribution

Overall, the geographic distribution of home mortgage and small business liteets good
penetration throughout the assessment area. Only loans made insidesbmestarea are
included in the analysis.

Home Mortgage Lending

Discover Bank’s geographic distribution of home mortgage loans is good and camatens

with assessment area demographics. Overall, the bank’s performance cbiayanably to
aggregate lenders making home purchase loans in moderate-income cetsug liabank’s

lending levels in moderate-income census tracts was also comparable tcémegoer of
owner-occupied housing units located within the assessment area. Taldér&tds the

geographic distribution of the bank’s 2006 home mortgage loans. For comparative purposes, th
table also includes aggregate lending data and the assessment agraphge breakdown of
owner-occupied housing units.
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Table 6 — Distribution of Home Purchase Loans by loome Category of the Census Tract

Census Tract % of Total Aggregate Lending Data (% of #) 2006
Income Level | Owner-Occupied

Housing Units 2006 # %
Low 0 0 0 0
Moderate 5 4 11 11
Middle 93 94 92 89
Upper 2 2 0 0
$O/NA Income 0 0 0 0
Total* 100 100 103 100

Source: U.S. Census, HMDA Disclosure Statemen@6(2ind HMDA Aggregate Data.

Discover Bank made 11 (9 percent) home mortgage loans in moderate-income eetsus tr
2006. The bank’s performance compared favorably to aggregate data and to thiageake
owner-occupied housing units located in moderate-income census tracts. Wstlcionbpetitive
market, the bank ranked 5th in 2006, relative to lenders reporting home purchase tbans
assessment area’s moderate-income census tracts; competitondéimirust Company had a
market rank of 8th. A review of 2005 and YTD 2007 home mortgage lending data reflects

similar results.
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Small Business Lending

Lending throughout the assessment area is consistent with both demograpligragdta
lending data. The distribution of small business loans by census tract irea@his khown in
the following table. A review of YTD 2007 data reflects similar results.

Table 7 - Distribution of Small Business Loans byricome Category of the Census Tract

Census Tract % of Assessment % of # Aggregate Lending 2006
Income Level Area Businesses

2006 # %
Low 0 0 0 0
Moderate 8 6 5 11
Middle 88 91 41 89
Upper 4 3 0 0
$O/NA 0 0 0 0
Income
Total* 100 100 46 100

Source: CRA Disclosure Statements (2006) and Citykefyate Data

Credit Card Lending

Consistent with assessment area demographics, the majority of crdddasas originated
during the evaluations period, were in middle-income census tracts.

Community Development Lending

Performance Criteria

The institution's community development lending activities are evaluatedgoate the
following criteria: 1) the extent to which community development lending oppaésitiave
been made available to the institution; 2) the responsiveness of the instituwmonisiity
development lending; and 3) the extent of leadership the institution has demonstrated in
community development lending.

Discover Bank is a leader in originating community development loans witlaesessment
area. As indicated previously, Discover Bank is now a separate entityjwaty development
activities once conducted by MSDCDC were replaced with by DCDC in 2005. DCPC ha
provided funding for 15 projects totaling $21 million since its creation in 2005. dthe t

bank’s limited capacity to process and service the loans, DCDC sought out other bardd focus

on meeting the needs of the community and a U.S. Treasury Certified Commuretgideent
Financial Institution (CDFI) for which to facilitate making DCDC loanauriBg the evaluation
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period, eight loans totaling $17.1 million were originated through the CDFI. Additipstlly
outstanding is $3 million in remaining principal balance of loans considered dueipgior
CRA performance evaluation. CRA Performance Evaluations of two nationvedi¢ card
lenders were reviewed with respect to the dollar volume of community developmes)thoth
financial institutions make community development loans in Delaware. Discan&tsHBevel
of community development loans at $21 million inside its assessment area cofaparably
to these institutions. Specifically, the institutions have community devehdgoans of $15.1
million and $8.7 million in Delaware, based upon the performance evaluations.

The bank’s community development lending supported the creation of affordable housing, the
needs of organizations that provide community development services and restabfiairts
throughout the assessment area. Additionally, as the institution met the needss#ssnent
area, community development loans originated outside the assessment area,dsoader

regional area that includes the bank’s assessment area are also ¢@semensidered in the
bank’s community development lending performance. Table 8 shows the distribution of the
bank’s community development lending.

Table 8 - Qualified Community Development Lending Ativity

Loan Description Number of Loans Dollar Volume (000s)
Affordable Housing (excluding multi-family rentabbsing) for 1 7,875
Low-and Moderate-Income Individuals

Multi-Family Affordable Housing for Low-and Moderat 1 1,810
Income Individuals

Community services targeted to low or moderate+imeo 8 3,281
individuals

Activities that Revitalize or Stabilize Low- and lerate- 5 7,686

Income Geographies, Including Job Retention

Total 15 20,652

Source: Bank Records
The following are examples of the bank’s community development lending astivitie

Affordable Housing Rehabilitation and Construction

e A $7.9 million loan used to fund land acquisition and development costs of 144 acres in
Milton, Delaware. Preliminary approval has been granted for 287 residentiaidious
units for which sale prices will be under $200,000. The home prices are affordable to
moderate-income borrowers using the state’s mortgage loan programs.oalbjifithe
developer is eligible to participate in Sussex County’s ModeratelydPiHoeising Unit
Program. This represents DCDC'’s purchase of 100 percent participanothie CDFI.
These efforts will directly address the need for affordable wor&foaising.

18



Multi-Family Affordable Housing

e A $1.8 million loanto support a housing rehabilitation project in a moderate-income
census tract in Kent County. The project calls for renovating 80 apartmenfounits
families earning less than 50 percent of the area’s median family income

Not for Profit Organizations Serving Low- and Moderate-Income Housing or Gtiramunity
Development Needs

e The institution provides a $500,000 unsecured line of credit to fund the operating
expenses of a non-profit organization focused on providing affordable housing
opportunities to low- and moderate-income individuals in Milford, Sussex County,
Delaware.

e The bank provided $1.1 million commercial mortgage loan to a non-profit legal aid
society that assists low- and moderate-income individuals and familletegél services
throughout Delaware.

Activities that Revitalize/Stabilize Low- and Moderate-Income Comnasgiupport Permanent
Job Creation/Retention Economic Development

e Construction financing totaling $506,308ed to restore a historic site located in a
moderate-income census tract in the downtown area of Milford, Delaware. While
another financial institution provided initial financing, due to cost overruns, rasingt
was required. State of Delaware and Federal Historic tax creditoimaiaed to
complete the project. The property is being significantly renovated into muitifa
apartments and offices, which will be rented to moderate-income individualshatid s
business owners.

e A $2,500,000 loan used to fund the purchase and renovation of a vacant bowling alley in
Seaford, Sussex County, Delaware into the corporate headquarters of one gibtrad re
area’s largest freight shipping companies. The new facility allowedoufginess
expansion and the resultant increase in employment for low- and moderate-income
individuals. This loan represents a 100 percent participation purchased from the CDFI

e A $4 million land acquisition and development loan used to rehabilitate the area
surrounding the recently rehabilitated Georgetown train station. This lp@Eseats
DCDC'’s 100 percent participation purchased from the CDFI.
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Use of Innovative or Flexible Lending Practices

Performance Criteria

The institution's innovative and flexible lending practices are evaluated pttsubke following
criteria: 1) the degree to which the loans serve low- and moderate-incedite/orthy
borrowers in new ways or serve groups of creditworthy borrowers not previousty s$srihe
institution; and 2) the success of each product serving low- and moderate-incoomesbmr
including the number and dollar volume of loans originated during the review period.

The bank makes extensive uses innovative or flexible lending practices to addresslit
needs of low- or moderate-income individuals. The following are examples.

e Delaware State Housing Authority (DSHA) — A unique/innovative relatignsith
DSHA was developed at the end of 2005. The bank has an agreement with DSHA to
purchase all single-family mortgage revenue bond loans originated in KentissekS
Counties. This statewide program provides first mortgage financing at bedhoket
rates to low- and moderate-income Delaware homebuyers who have not been
homeowners within the last three years. Since the program launched, 96 loargs total
$17.3 million were made inside the assessment area.

e Community Loan Fund Program (CLF) — Program offering flexible underwriting
guidelines and favorable pricing to assessment area low- and moderate-income
borrowers. Pricing is 1 percent below market for 15- and 30-year fixed catgages.

Up to 95 percent loan-to-value with no private mortgage insurance; up to 105 percent
combined loan-to-value when coupled with a DSHA second mortgage loan.
Underwriting process allows for consideration of non-traditional credithivegebuyers
workshop and counseling; 95 loans for $12.9 million were made inside the assessment
area during the evaluation period.

e USDA Rural Development Program3JSDA Rural Development Leveraged Loan
Programcombines a private lender’s mortgage with a subsidized mortgage from Rural
Housing Service for a combined LTV of 102 percent. The product is available to low-
and moderate-income borrowers in rural areas of Delaw#s®A Guarantee Program
eliminates the need for private mortgage insurance for qualified firshiomebuyers. A
total of 6 loans for $253,000 were made through the program.

e Community 100 Loan Program — Loans originated with 100 percent LTV and a fixed 1
percent below-market rate to borrowers with incomes of not greater than 106t pérce
the area’s median family income. Seventeen loans totaling $2.6 milliomveele
through this program.

¢ Mobile/Manufactured Homes — The bank applies the same underwriting standards and
pricing as it does for the CLF, Mortgage Loan Program, and if permiskéld3DA
programs to applications for mobile and manufactured housing loans. Of the 397 loans
originated inside the assessment area during the evaluation period, 83 (21 percent
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totaling $10.5 million were secured by manufactured housing. DCDC created an
agreement with a local lender to provide residential construction financing émtipbt
manufactured housing homeowners within the bank’s assessment area.

e DCDC agreed to enhance the bank’s mortgage lending partners permanent mortgage
commitments with a guaranteed takeout for construction loans provided by anoleal le
In return, the lender provides flexible underwriting and 95 percent loan-to-value
financing without private mortgage insurance for a $20 million revolving portfolio of
permanent mortgage customers. This program has been beneficial to low- arateroder
income borrowers who need interim financing for the placement of manufactured
housing on unimproved lots. During the evaluation period, 24 loans totaling $3.3 million
were funded.

INVESTMENT TEST
Scope of Test

The investment test evaluates the institution's record of helping to meetditeneeds of its
assessment area(s) through its use of qualified investments that bhenaiséssment area(s) or
a broader statewide or regional area that includes the institution'srassésrea(s). Activities
considered under the lending or service test may not be considered under the intestment
The institution's investment performance is evaluated pursuant to the follavérgacl) the
dollar amount of qualified investments; 2) the innovativeness or complexity of gdalifi
investments; 3) the responsiveness of qualified investments to credit and community
development needs; and 4) the degree to which the qualified investments are not routinely
provided by private investors.

Qualified Investments: A qualified investment is defined as any lawful investment, deposit,
membership share, or grant that has as its primary purpose community deve kopso@piort
the following endeavors: 1) affordable housing; 2) community services tegdet- and
moderate-income individuals; 3) activities that promote economic developmenabging
small farms and small businesses; and 4) activities that revitalizeodizetiow- and moderate-
income geographies.

The bank’s level of qualified community development investments and donationssrafiec
excellent responsiveness to the credit and community economic development needsliae
opportunities for such investments. The bank made $117.9 miilligmalified investments and
donations since the previous CRA Evaluation dated September 30, 2004, including $114.5
million in investments and $3.3 million in grants and donations. Including $243 million in New
Market Tax Credits made by its affiliate Morgan Stanley, investmeng@amd activity totaled
$361.2 million. In total, Discover Bank increased its total new investment and diigity &y

203 percent when compared to the previous performance evaluation.

Based upon the September 30, 2007 Call Report, CRA qualified investments represent 0.5

percent of total assets and 3.9 percent of total capital. Including MorganySititiete credit,
total CRA qualified investments represent 0.6 percent of total assets and 5.3 qiciaizht
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capital. Discover Bank and MSDCDC's investment and grant activity betwekmeoas is
detailed in the following table:

Table 9 - Qualified Investments

DESCRIPTION NUMBER DOLLARS (000s)

Mortgage Backed Securities 12 $78,376
Low-Income Housing Tax Credits 3 $25,000
Affordable Housing 1 $986
Economic Redevelopment 1 $167
Other Equity (Charter Mac) 1 $10,000
Total Debt or Equity Investments 18 $114,529
Not-for-Profit Organizations serving LMI 38 1,391

housing or other community development needs

Organizations supporting activities essential to 129 1,921
the capacity of LMI individuals and geographies
to utilize credit or to sustain economic
development

In-Kind Contributions of Property 0 0
Other Qualified grants and Donations 0 0
Total Qualified Grants and Donations 167 $3,312
Subtotal Discover Bank 185 $117,841
Morgan Stanley Affiliate Credit 23 $243,261
Grand Total 208 $361,102

Source: Bank Records
New Investments

Mortgage Backed Securities

e Delaware State Housing Authority (DSHA) - As part of a unique lending @nogr
developed by the bank for the DSHA, the bank purchased five single family mortgage
revenue bonds totaling $60 million between performance evaluations. Proceedsefrom t
sale of the bonds are used by the housing authority to purchase mortgage backed
securities, which, in turn generate additional capital that can be used to improve the
affordability of residential housing in Delaware for low- and moderate-iecom
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individuals and families. The bank provides funding for both the purchase and
securitization of the loans, as well as for the long term financing of the bongd&al @&

the purchase of the loans is used strictly for the initial funding of low intextest r
mortgages in Kent and Sussex Counties, capital for the bonds is utilized for thertong-te
permanent financing structured needed to support the 30- and 40-year mortgage loans.

Fannie Mae and Freddie Mac Mortgage Backed Securities — During thetewalua

period, the bank purchased seven mortgage backed securities totaling $18 million. The
securities are collateralized by 126 mortgages to low- or moderate-inedividuals.
Mortgage backed securities remains an important segment of the bank’s CRAentest
portfolio and an important funding mechanism for financing various low- and moderate-
income housing programs. This investment focused on the bank’s regional area as the
DSHA loan program covers Delaware and the bank’s assessment areahehgset

nine mortgages totaling $1.5 million are located in Delaware.

Low-Income Housing Tax Credits

Muni Mae Financial - $10 million equity investment for the purchase of low-iecom
housing tax credits that will be used to construct a new senior housing comgliex wit
the assessment area.

Richmond Group and Boston Capital Corporation - The bank committed $15 million for
the purchase of low-income housing tax credits. The funding was part of a $388 mill
equity fund utilized to construct or rehabilitate 50 properties located acrdgds3Ihe
Included in the fund are five properties located within the bank’s regional footprint

Economic Redevelopment

Simpson Tharp — This investment was used to fund the purchase of $167,716 in DSHTC
which supported community development efforts in the City of Milford, a moderate
income area. A segment of the revitalization efforts included a decisiomgeiatihe
Governor Tharp Building, a historic building which anchors the main street. Thedistori
tax credit program assists in preserving and rehabilitating historatitgsl throughout
Delaware by offering tax credit incentives.

Affordable Housing

Wilmington Senior Center — This nonprofit senior services organization undertook a
project to rehabilitate two historic structures located in Wilmington, Nesti€&ounty,
Delaware and convert them into 18 units of low-income senior housing. The project
included multiple layers of financing including grants, loans and historic ¢atsr The
bank has a binding commitment to purchase $985,687 in DSHTCs once the tax credits
are allocated.
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Grants

As indicated previously, the bank made $3.3 million in grants during the evaluation period.
Grants are give to support housing and homeownership, including monies used for land
acquisition, subsidy for housing units, housing counseling, emergency home repaojects pr
that work toward improving the housing conditions and opportunities for low- and moderate-
income individuals. Grants also support financial literacy education, job trainiiagiveis and
social/lhuman services. Bank records show that 167 grants were provided to 83 ooganizati
during the period reviewed. The following is a brief description of some of the myarkcsint
grants.

e National Council on Agricultural Life and Labor Research Fund, Inc. (NCALL) — The
bank donated $177,000 to support the organization’s comprehensive housing services.
With the bank’s support, NCALL increased the leveraged financing it wasocablain
for new homeowners by 58 percent between the previous evaluation period. NCALL is a
multi-faceted nonprofit housing corporation based in Dover, Delaware that affers
variety of housing development technical assistance services to local nosipooBors,
along with educational direct services to low- and moderate-income householdd in ne
of housing improvement.

e Milford Housing Development Corporation (MHDC) — During the evaluation, the bank
supported the organization’s mission with $175,000 in grants. Funding supports the
construction of 86 new units of affordable housing and directly impact homebuyers by
keeping housing prices low.

¢ Nehemiah Gateway Community Development Corporation — The bank supported the
organization with $140,000 in grant monies. The funds have enabled the community
development corporation to educate tax payers about the Earned Income Tax Credi
Program. The program reaches over 10,000 individuals per year in Sussex County
through stationary sites and a mobile bus.

e Delaware Technical and Community College — Bank grants supported the bstahblis
of an endowment fund used to provide college textbooks to low- and moderate-income
students at the college. The bank grants $20,000 annually to fund the endowment.

e La Esperanza/Small Business Development Center — Grants funded tlenaéati
bilingual position at the Small Business Development Center. The individual is
responsible for working with Spanish-speaking entrepreneurs to develop and expand
small businesses. Funding given to La Esperanza support legal assistancel poovide
Spanish-speaking clients relative to business needs.

e United Methodist Church — Discover Bank formed a partnership with church members to
assist the City of Seaford and individuals and families affected by a flooten2D06.
The United Methodist Church has a history of leading disaster reliefsiificthe area.
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The $60,000 grant provided by the bank repaired and replaced furnaces, roofs, insulation
and other necessities to families who had no other source of relief. The bank was
presented a proclamation from the Mayor and Council of the City of Seaford for its
efforts.

e First State Community Loan Fund — The organization is a nonprofit community
development financial institution (CDFI) that specializes in supportind bosinesses,
micro-enterprises and affordable housing throughout the state. The bank provided
$60,000 to fund the organization’s operating expenses. Additionally, the bank’s annual
$50,000 contribution supports the organization’s Delawareans Save! Program. The
organization receives matching funds from the federal government for agmigsin
Individual Development Account program.

e Delaware Financial Literacy Institute — Grants totaling $115,000 used to sfippodial
literacy education programs. The programs strive to assist individuaisbeelf-
sufficient; in 2006 the organization provided 500 free Money School programs
throughout the state.

e Habitat for Humanity — The bank provided $64,000, including $44,000 to support general
operating expenses, including allowing the organization to hire additional ereg]ayel
$20,000 used to construct a home in Concord Village, a 19-home subdivision in Sussex
County.

e Sussex Community Crisis Housing Services, Inc. — The organization’s miss@n i
provide safe and secure temporary housing to the homeless throughout Sussex County.
The agency works to facilitate the transition from homelessness to finandiflousing
independence. The bank made a $20,000 grant to support the Housing and Employment
Counselor position at the agency.

Morgan Stanley Affiliate Credit

In addition to new investment and grant activity and prior period investments, MorgagyStanl|
was an active investor in CRA eligible investments within the broader regreaaivhich

includes the bank’s assessment area. During the evaluation period, Morgan &ty into

the New Market Tax Credit arena. In 2006, the company invested $243 million in 23 unique
projects across the U.S., included in this total are 3 projects totaling $49 millfon thi¢

bank’s regional footprint. The New Markets Tax Credit (NMTC) Program petaxpayers to
receive a credit against Federal income taxes for making qualifiety eguestments in

designated Community Development Entities (CDE). Substantially all of thi&eguaquity
investment must in turn be used by the CDE to provide investments in low-income comsnuniti

Prior Period Investments
The institution continues to manage over $23.5 million in investments made prior to the current

evaluation. The investments represents the outstanding balances of mortgadesbaaites,
low-income housing tax credits, and funds that support the creation of affordable housing
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SERVICE TEST
Scope of Test

The service test evaluates the institution's record of helping to meet theneests of its
assessment area(s) by analyzing both the availability and effestsvehthe institution's
systems for delivering retail banking services and the extent and innovasivémsscommunity
development services. The institution's retail banking services are edguateant to the
following criteria: 1) the distribution of the institution's branches amongrgpbges of different
income levels; 2) the record of opening and closing branches, particularly briooated in
low- and moderate-income geographies or that primarily serve low- or nedsrame
individuals; 3) the availability and effectiveness of alternate systenuelivering retail banking
services; and 4) the range of services provided in low-, moderate-, middle-, andngppes-i
geographies and the degree to which the services are tailored to meetithefribese
geographies.

In addition, the institution's community development services are evaluate@upiuis the
following criteria: 1) the extent of community development serviceseaiffand used; 2) the
innovativeness of community development services, including whether they senamtbw-
moderate-income customers in new ways or serve groups of customers not [yreeimesl; 3)
the degree to which they serve low- and moderate-income areas or individualsthend 4)
responsiveness to available opportunities for community development services.

Retail Banking Services

Accessibility of Delivery Systems

The bank’s delivery systems are reasonably accessible to all portions ofkfedssessment

area. Discover Bank operates one office in a middle-income census Bassigx County,
Delaware. The office is equipped with two drive-through lanes and an automagechtathine
(ATM). The ATM prompts individuals wishing to conduct transactions in Spanish. The bank’s
services do not vary in a way that inconveniences portions of the assessment area.

Alternate Delivery Systems

Discover Bank extends an array of deposit and credit products to its assessmei# the
following alternative delivery systems. The alternate delivery systdfered by the bank
enable all customers, including low- and moderate-income individuals, sevectiveffaethods
to access account information and to obtain information on bank services.

Online Banking ServicesThe bank launched an online banking center in 2006 to service retail

banking customers. The service allows for viewing accounts, checking Islegewing daily
activity, making payments and transferring funds.
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Bank-by-Phone This system may be accessed 24 hours a day. Individuals may obtain deposit
and loan account information, interest rates, office hours; calculate irestalipan payments
and get tax interest information, among other things.

Changes in Branch Locations

The bank did not open, close or relocate any branch offices since the prior pereormanc
evaluation.

Reasonableness of Business Hours and Services

Retail banking services, including business hours, do not vary in a way that inconveniences
certain portions of the assessment area, particularly moderate-igemge@phies and/or low-
and moderate-income individuals. The bank lobby and drive-up facilities are opened for
business Monday through Friday 9:00 a.m. to 6:00 p.m. and Saturday 8:30 a.m. to 1:00 p.m.
Branch hours are considered convenient and comparable to other local finanaidilanstitA
debit card product was launched in 2007.

The bank offers a no-minimum balance/no-fee checking account that is opened with a $50
deposit. Two full-time Spanish-speaking employees are on staff to assigitSgeeaking
customers when needed.

Community Development Services

Discover Bank is a leader in providing community development services withiagagsanent
area. Bank employees are involved with more than 50 organizations that promotaraty
development and economic revitalization in moderate-income areas or to low- andterode
income individuals. Several of the bank’s community development services diesgtond to
assessment area credit and social service needs. The bank played hifesaderns providing
financial education to the low- and moderate-income youth and Hispanic populationeas be
actively involved in improving overcrowded living conditions, and has worked toward
improving the quality of life in two low-income neighborhoods: Ellendale and Coverdale
Crossroads. The bank’s full-time CRA Director, assisted by the CRAAsInator, oversees a
department dedicated to assuring that the bank’s community development effottsehave
maximum impact in the area. Towards this end the CRA Director meets withwuoty leaders
and organizations on an on-going basis.

The following details the community development services where DiscomirtBak a lead or
sole position in developing and or administering the service. All of the servemidine
definition of “community development” and also relate to the provision of financiatssras
required by the regulation for consideration under the CRA.

Delmarva Clergy United for Social Action (DCUSAR nonprofit group located in Ellendale,
Sussex County that provides a variety of social serves to the area’s loweinesigents.
Ellendale is a rural area replete with substandard living conditions and higbfrataserty.
The organization is currently working to creating 14 units of multifam#idential housing
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units in this very low-income community. Discover Bank serves on the Planning Ceemitt
With the bank’s assistance the organization was approved for a $500,000 grant through the
Federal Home Loan Bank’s Affordable Housing Program. Discover Banksegatives
provided on-site accounting training for 16 DCUSA staff members. Bank emplaigees
assisted DCUSA with updating their budget and developing a grant-writing plan for 2008

Milford Housing and Development Corporati0dHDC) — A private, non-profit corporation
that was organized in 1977 to provide decent, safe, and sanitary housing for very low to
moderate income households in Kent and Sussex Counties, Del@he@ganization has
grown to be one of the largest and most diverse affordable housing developersheithi
assessment area. The bank has working closely with the organization to ihouessg
capacity and to diversify its programs. Discover Bank formed a partnerghipnCD to
rehabilitate a single-family property for resale to a moderateniecamily. The bank also
frequently assists the organization with funding needs, including assistanceamith g
applications and tax credit issues.

Businesses Building Communitie& working group of individuals from area businesses and
nonprofits that meet to develop solutions to address affordable housing shortagesréa’she a
workforce. The group consists of representatives from local school districts,engloyers
and local government officials. Strategies include educating emplm®jagse to existing and
planned affordable housing, preparing employees for homeownership through offering
educational opportunities, and creating affordable housing stock. The first annuiaigHous
Symposium for employees and the public to learn about State, Federal and nongnafmpro
designed for first-time homebuyers was held in 2007. Bank representativetepechnical
assistance to the group.

Habitat for Humanity- The mission of the Sussex County, Delaware affiliate is to build simple,
decent and affordable houses in partnership with low-income families in Sussety Bank
representative serve on the organization’s Board of Directors, Fundrdtamily Selection, and
Building Committees. The organization is currently working toward opening agsssivhich

will sell donated building supplies. Bank management is represented on the ReStong€&omm
and provided technical assistance with respect to helping to write a business eatag a
budget and presenting the plan to the Board. Discover Bank representatives al#h toeal
offices relative to the planning and zoning process. The business is scheduled to open in the
Spring of 2008. Additionally, a bank representative serves on the organization’s fsind Ra
Committee and provides technical assistance relative to family selection.

Sussex Child Health Promotion Coalition (SCHRCICHPC is Nemours health and prevention
services initiative developed to mobilize residents of Sussex County to impitVaealth,
particularly children from low- and moderate-income families. Discovek Bapresentatives
were early member of the coalition and helped to generate awarenes$isamaaw members

and resources. The coalition enables nonprofits and businesses to share information and
resources. The bank has a key leadership role on the Executive Board and is workihg towar
creating a Resource Development Committee. The committee will ehaldedlition to be
self-sustainable. This is the only coalition of its type in Sussex County, ¢urt6Gtmembers.
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Stepping Stones Credit UnienBank personnel are working with the Delaware Community
Reinvestment Action Council to establish a credit union for low- and moderate-income
individuals in Delaware. The credit union will also offer a small dollar loan progsaan
alternative to payday lenders.

State Banking Commissioner’s Foreclosure Marketing CommiBamenmittee designed to
educate the public about foreclosure prevention, and acquiring a good mortgage through
workshops throughout Delaware. Bank representatives serve on the marketing @envhiith
assists in determining sites, writes and distributes press releasesgyesters individuals at
events. Thus far, the bank has helped coordinate five sites within the assessaertiading
one in each of the moderate-income census tracts.

Foundations — Low- and Moderate-Income Scholarship Progfdihe program was developed

and is administered by the bank to provide high school seniors from low- and moderate-income
communities with opportunities for higher education. The goal of the scholarshipwsatad re
students who have overcome financial, communal, or other barriers and excelled at school
During the current evaluation period, 33 students have received $180,000 in scholarships; since
inception, 109 students received $560,000 in scholarships. Management indicated that college
education would not have been possible without the Foundations program for most of the
students and many are first generation college students.

Refer to Table 8 for additional examples of the types of services provided yntheckative to
providing technical assistance, sponsoring events or bank products/servicésesproar CRA
evaluation.

Table 8— Community Development Services

Brief Service Description Bank Sponsored| Technical Assistance | Bank Product
Event, Program or Director or Service
or Seminar Involvement by Bank
Employee

Bank at School Program:Bank employees
teach economics and financial management @gnd
operate a student bank at several elementar) X
and middle-schools with significant low- and
moderate-income populations

Delaware Bankers AssociationA member of
the bank is represented on the organization’s X
Board of Directors and Community Relations| X
Committee. The Delaware Bankers
Association provides numerous financial
literacy programs targeted to low- and
moderate-income individuals, for example,
Teach Children to Save Day, and Keys to
Financial Success.

29



Delaware Community Legal Aid Society:A
representative is on the Board of Directors.
The organization is currently working to
develop a program to assist victims of
contractor fraud to include financing for repai
and legal representation for collection.

s

First State Manufacturing, Inc.: Bank
representative assisted this minority-owned
company which was forced to relocate when
the building lease was not renewed. The
majority of the company’s employees are low

and moderate-income and the potential job lpss

if the company was forced to move out of
Sussex County. The bank contacted Milford
Housing to retrofit the newly leased building.
The bank also provided technical assistance
determine financing options for working capit
and equipment loans to help expand the
business. The company eventually obtained
financing with an SBA guarantee.

to
al

Finanzas Literacy Program: The bank
partnered with La Esperanza Community
Center and local Hispanic churches to offer
bilingual financial literacy classes geared
toward saving and homeownership. Classes
held on-site at assessment area poultry plant

are

2

Greenwood CHEER Center:Bank
representative serves on the Construction
Committee, as the organization is relocating
senior center. The bank facilitated a meeting
between CHEER representatives and the US
to discuss various loan programs. The low
interest rate loan will allow the center to
financing the building with low monthly
payments which allows for greater cash flow,

DA

Interfaith Housing, Delaware: Discover Bank
representatives have been working with the
organization in their attempt to find reduced
interest rate financing for 30 units of affordab
housing to be constructed in Milford, Delawa

le

Junior Achievement: Bank representative
teach financial literacy classes at Woodbridg
Elementary School. Junior Achievement is
working toward expanding the services they
offer to Sussex County youth; Discover Bank
offered to host meetings and serves on the
Planning Committee.

D
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La Esperanza:Discover Bank representative$
have been working with the organization to
review funding sources and generate ideas for
additional revenue. In an effort to sustain the
organization’s Domestic Violence Program,

Discover Bank personnel researched grants pnd
subsequently drafted a grant proposal seekirjg
funding from a private foundation.

Small Business Development Centeithe
organization is working toward establishing a
entrepreneurial center in Sussex County and
has approached the bank for assistance in
developing the project. The center would sefve
as a one-stop-shop for individuals and be
geared toward those with limited English
language skills.

Source: Bank records

FAIR LENDING OR OTHER ILLEGAL CREDIT PRACTICES REVIEW
The bank’s compliance with antidiscrimination laws, including the Fair Housthgli#e Equal

Credit Opportunity Act, and the Home Mortgage Disclosure Act was evaluateck Wag no
evidence of discriminatory lending practices on a prohibited basis.
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APPENDIX A

SCOPE OF EXAMINATION:

Discover Bank

SCOPE OF EXAMINATION: The scope of the review inclded an evaluation of the bank’s lending,
investment and service activities.

TIME PERIOD REVIEWED: September 30, 2004 to Novembe 26, 2007

PRODUCTS REVIEWED: Loan reported pursuant to Home Mortgage Disclosure and the CRA Data
Collection and Reporting Requirements, credit cardriginations and community development loans.

LIST OF AFFILIATES AND PRODUCTS REVIEWED

. AFFILIATE .
AFFILIATE(S): RELATIONSHIP: PRODUCTS REVIEWED:
Morgan Stanley (Morgan Stanley/Discover Parent Community Development
Community Development Corporation) Investments

LIST OF ASSESSMENT AREAS AND TYPE OF EXAMINATION

ASSESSMENT TYPE OF BRANCHES OTHER

AREA: EXAMINATION: VISITED: INFORMATION:
Sussex County Full Scope 0

Kent County Full Scope NA
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APPENDIX B - GLOSSARY

GEOGRAPHY TERMS

Block: Small areas bounded on all sides by visible features such as streets treaas, ar rail
road tracks, and invisible features like city or town boundaries or property lihasksBre
subdivisions of census tracts or block numbering areas (BNA), and are assigngdeathree-
digit number.

Block Group: Clusters of blocks within a census tract or BNA, having a four-digit number and
a three-digit suffix. The four-digit number corresponds to the same number givercémsis
tract or BNA in which it is located.

Block Numbering Areas (BNAS): Statistical subdivisions of a county for grouping and
numbering blocks in non-metropolitan counties where local census statisticabanegitees
have not established census tracts. BNAs do not cross county lines.

Census Tract: Small subdivisions of metropolitan and other densely populated counties.
Census tract boundaries do not cross county lines; however, they may cross the boundaries of
metropolitan statistical areas. They usually have between 2,500 and 8,000 persdrest and t
physical size varies widely depending upon population density. Census tractsgirediesbe
homogeneous with respect to population characteristics, economic status, and livingreondi

to allow for statistical comparisons.

Metropolitan Area (MA): One or more large population centers and adjacent communities that
have a high degree of economic and social integration. Each MA must contain eittesr a pl

with a minimum population of 50,000 of Census Bureau-defined urbanized area and a total MA
population of at least 100,000 (75,000 in New England). An MA comprises one or more central
counties and may include one or more outlying counties that have close economicand soci
relationships with the central county. In New England, MAs are composed sfasitietowns

rather than whole counties.

Metropolitan Statistical Area (MSA): One or more metropolitan areas that have economic and
social ties.

Primary Metropolitan Statistical Area (PMSA): A large urbanized county or cluster of
counties that demonstrate very strong internal economic and social links, inratitiose ties
to other portions of the larger area. If an area qualifies as an MA and has more thralliane
persons, PMSAs may be defined within it.

Consolidated Metropolitan Statistical Area (CMSA): The larger area of which PMSAs are
component parts.

Non-Metropolitan Area: All areas outside of metropolitan areas. The definition of non-
metropolitan area is not consistent with the definition of rural areas. Urban and rura
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classifications cut across the other hierarchies; for example, shgeaerally both urban and
rural territory within both metropolitan and non-metropolitan areas.

Urban Area: All territories, populations, and housing units in urbanized areas and in places of
2,500 or more persons outside urbanized areas. More specifically, “urban” consistsooy,te
persons, and housing units in: places of 2,500 or more persons incorporated as cities, village
boroughs (except in Alaska and New York), and towns (except in the New Englandi\ates
York, and Wisconsin) but excluding the rural portions of “extended cities”; censusatesig
place of 2,500 or more persons; and other territory, incorporated or unincorporatedngciudi
urbanized areas.

Rural Area: Territories, populations and housing units that are not classified as urban.

HOUSING TERMS

Family: Includes a householder and one or more other persons living in the same household who
are related to the householder by birth, marriage, or adoption. The number of family hisisehol
always equals the number of families; however, a family household may disteinon-

relatives living with the family. Families are classified by typei#her a married-couple family

or other family which is further classified into “male householder” (a familly a male

householder and no wife present) or “female householder” (a family with a famadeholder

and no husband present).

Household: Includes all persons occupying a housing unit. Persons not living in households are
classified as living in group quarters. In 100 percent tabulations, the count of housktmayds a
equals the count of occupied housing units.

Housing Unit: Includes a house, an apartment, a mobile home, a group of rooms, or a single
room that is occupied as separate living quarters.

Owner-Occupied Units: Includes units occupied by the owner or co-owner, even if the unit has
not been fully paid for or is mortgaged.

INCOME TERMS

Median Income: The median income divides the income distribution into two equal parts, one
having incomes above the median and other having incomes below the median.

Area Median Income: The median family income for the MSA, if a person or geography is
located in an MSA, or the statewide non-metropolitan median family incom@eitson or
geography is located outside an MSA

Family Income: Includes the income of all members of a family that are age 15 and older.
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Household Income:Includes the income of the householder and all other persons that are age 15
and older in the household, whether related to the householder or not. Because many households
consist of only one person, median household income is usually less than median tamiby. in

Low-Income: Individual income that is less than 50 percent of the area median income, or a
median family income that is less than 50 percent in the case of a geography

Moderate-Income: Individual income that is at least 50 percent and less than 80 percent of the
area median income, or a median family income that is at least 50 and less thare80ipé¢he
case of a geography.

Middle-Income: Individual income that is at least 80 percent and less than 120 percent of the
area median income, or a median family income that is at least 80 and less tharcd2i0ipe
the case of a geography.

Upper-Income: Individual income that is more than 120 percent of the area median income, or a
median family income that is more than 120 percent in the case of a geography.

HUD Adjusted Income Data: The U.S. Department of Housing and Urban Development
(HUD) issues annual estimates which update median family income fronethgpolitan and
non-metropolitan areas. HUD starts with the most recent U.S. Census dataa@nsdriac
information from other sources to arrive at an annual estimate that more cédkeats current
economic conditions.

OTHER TERMS

Home Mortgage Disclosure Loan Application Register (HMDA LAR): The HMDA LARs
record all applications received for residential purchase, refinance, hge/ement and
temporary-to-permanent construction loans.

Small Business LoanA loan included in “loans to small businesses” as defined in the
Consolidated Report of Condition and Income (Call Report). These loans have originatam
of $1 million or less and are either secured by nonfarm nonresidential propediesclassified
as commercial and industrial loans.

Small Farm Loan: A loan included in “loans to small farms” as defined in the instructions for
preparation of the Consolidated Report of Condition and Income (Call Report). These loans
have original amounts of $500,000 or less and are either secured by farmland, ineluding f
residential and other improvements, or are classified as loans to financetagigubduction

and other loans to farmers.
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	GENERAL INFORMATION
	Lending
	There is an excellent distribution of home purchase loans to borrowers of different income levels.  Discover Bank was the market leader in making loans to low- and moderate-income borrowers in its assessment area in 2005 and 2006.  Small business lending levels reflect a good distribution among business customers of different sizes, as approximately 90 percent of small business loans were made to businesses with gross annual revenues of $1 million or less.
	Innovative and flexible lending practices are used extensively to address the credit needs of low- and moderate-income home buyers.
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