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Via Electronic Mail February 16, 2021

Ann E. Misback

Secretary

Board of Governors of the Federal Reserve System
20" street and Constitution Avenue NW
Washington, DC 20551

Re: Community Reinvestment Act Advance Notice of Proposed Rulemaking (Docket No. R-1923: RIN 7100-AF94)

Dear Ms. Misback:

We are managing partners of the University Growth Fund I (“UGF” or “Fund”), an innovative $32 million
student-run community development venture capital fund. UGF finances small businesses while also giving low-
and-moderate-income (“LMI”) student associates an unparalleled, real-world experience in venture capital
investing. We were also managing partners of UGF’s predecessor fund, the University Opportunity Fund
(“UOF”), an $18M venture capital fund that operated in the same way as UGF.

Introduction

To begin, we want to express our deep appreciation for CRA, and for the many banks that have made
investments in both UGF and UOF through their bank CRA programs. Both UGF and UOF were created
primarily due to the willingness of federally insured banks to innovate and create a new kind of fund as part of
their CRA programs by collaborating with venture capitalists and students. Although both funds were innovative
and impactful, they did not have the extensive track record usually required by institutional investors such as
banks - not to mention the extensive involvement of students. Without those banks and their commitment to
community development and student education, we do not believe that these funds could have succeeded on the
scale that they have, or produced the amazingly impactful community development story that has unfolded over
that last 16+ years. It is from this perspective that we provide our comments on the Advance Notice of Proposed
Rulemaking (“ANPR”) by the Board of Governors regarding modernizing and strengthening its Community
Reinvestment Act (“CRA”) regulations.

Background and Previous CRA Comment Letter

Because CRA has been so integral to UGF’s success on so many levels, including significant economic
development, we also previously commented on the Notice of Proposed Rulemaking (‘“Proposal”)' published by
the Office of the Comptroller of the Currency (“OCC”)_and the Federal Deposit Insurance Corporation (“FDIC”).
Because our OCC/FDIC comment letter provided significant background about UGF, its unique model that
provides a rare real-world educational experience, and its long experience with CRA, we have provided a copy of
that comment as Attachment A to this letter. We had been deeply concerned about the Proposal’s elimination of
the “economic development” category that enables banks to receive CRA credit for their investments in UGF, and
urged the OCC/FDIC to retain all of the current regulatory provisions and guidance on “promotion of economic
development by financing small businesses.”

After the comment letter deadline (April 8, 2020), our UGF student associates performed an extensive
analysis of the 7,000+ comment letters, and were pleased to discover that several dozen other comment letters

185 Fed. Reg. No. 6, pp. 1204 and 1,213 (Jan. 9, 2020).



UNIVERSITY GROWTH FUND

shared UGF’s position.? In fact, it was extremely difficult to find comment letters that supported the wholesale
elimination of the “economic development” category. In its introduction to the final rule published on June 5,
2020, the OCC acknowledged the comment letters and even mentioned the University Growth Fund and stated
that changes should be made “to correct the inadvertent exclusion of certain activities that qualify under the
current framework.” We appreciate that the OCC reinstated some of the previous “economic development”
regulatory framework, but note that the final rule excluded any reference to job “improvement” for LMI people,
which should be at the heart of CRA: helping people improve their economic situation. Also seeming to be
absent were the previous references to “job creation, retention, and/or improvement” (1) in LMI geographies or in
areas targeted for redevelopment by federal, state, local, or tribal governments, and (2) by financing
intermediaries that invest in start-ups or recently formed small businesses. We do not completely understand the
OCC’s final rule and why it did not retain some important provisions regarding “economic development,” which
is one reason we are so thankful that the Board’s ANPR does not propose to eliminate the “economic
development” as the OCC/FDIC had proposed to.

Comments on the Board’s ANPR

UGEF offers the following comments in response to the designated ANPR Questions:

e Question 57. What other options should the Board consider for revising the economic
development definition to provide incentives for engaging in activity with smaller businesses and
farms and/or minority-owned businesses?

As discussed at length in our comment letter on the OCC/FDIC’s proposal, CRA has always been at the very core of
both UOF and UGF for over 16 years. During that time, UOF and UGF have gained significant experience with both
the “size” test and the “purpose” test, and have always provided its bank investors comprehensive data to document
that we meet both tests. Regarding the “size” test, UGF does not feel that the Board should narrow the “size” test to
be based on only “annual gross revenues,” but rather should retain the current size standards that include both of the
following:

(1) “the size eligibility standards of the SBA’s SBDC or SBIC programs” or
(2) “$1 million or less in annual gross revenues.”

Because UGF does not focus solely on small, early stage companies, if the “size” test were restricted to companies
with $1 million or less in annual gross revenues, most of UGF’s current portfolio companies would not qualify.
However, our portfolio companies have demonstrated significant “promotion of economic development” through job
creation, retention, and/or improvement for LMI individuals, LMI areas, and areas targeted for redevelopment;
specifically, several thousand jobs have been created, retained, or improved. From a policy perspective it would not
seem consistent with the spirit of CRA to eliminate CRA credit for bank investments in funds like ours (and most
SBICs) by implementing an exclusive focus on the smallest businesses.

However, UGF supports the Board’s desire to help incentivize more financing to smaller businesses, and
would suggest that a better alternative would be to retain the current “size” test standards while also adding
additional support for smaller businesses. For example, the Board could expand the list of entities into which loans

2 These letters were from a broad array of entities (including large trade associations, chambers of commerce, universities, individual funds from all over the
country, non-profit organizations, and individuals) such as: American Bankers Association, Consumer Bankers Association, Banking Policy Institute, National
Association of Affordable Housing Lenders, Utah Bankers Association, Mississippi Bankers Association, U.S. Chamber of Commerce, Salt Lake Chamber of
Commerce, Small Business Investors Alliance, Enterprise Community Partners, Delaware Community Reinvestment Action Council, Community Reinvestment
Fund, Rocky Mountain Community Reinvestment Fund, University of Utah, Utah State University, CORE Innovation Fund, Kickstart Seed Fund, Small
Business Community Capital II, 1843 Capital, and numerous others. UGF would be happy to share with the Board further details of our comment letters
analysis.

385 Fed. Reg. No. 109, June 5, 2020, at pp. 34739 and 34743.
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and investment are “presumed to promote economic development” (and thus do not have to document compliance
with the “purpose” test)* to include small businesses with less than $1 million in annual gross revenues. The Board
could consider adding additional types of entities and activities to that list, such as minority-owned or -led small
businesses, and financing provided in conjunction with a federal, state, or local program (such as PPP), etc.

e Question 58. How could the Board establish clearer standards for economic development
activities to ‘‘demonstrate LMI job creation, retention, or improvement’’?

As explained above, UGF is a student-run venture capital fund created to give back to the community
onseveral different levels. From inception (starting as early as 2004), the creators of both UGF and UOF
worked with banks and their federal banking regulators, especially the FDIC, to ensure the funds would
benefit LMI individuals and communities by “promoting economic development” and satisfy both the “size”
test and the*“purpose” test. The funds received the FDIC’s feedback on the appropriate data and
documentation format that would confirm CRA qualification for the bank investors. Under the applicable
CRA qualification requirements and based on the extensive job data documentation provided by the funds, the
banks very rightly received CRA credit for their investments in UOF and later UGF (at both the fund level and
also at the portfolio company level). During our time managing UOF, all of our bank investors received CRA
credit for their investments based on the documentation we provided (see the highlighted portions of the CRA
Performance Evaluations at Attachments A-C to UGF’s OCC comment letter).

After running UOF for many years, we launched UGF in late 2014 as a successor fund to UOF. Again,
our bank investors confirmed the CRA qualification of the fund with their CRA regulators. In total, five banks
invested a total of $22.5 million in UGF, and every bank’s investment has qualified for CRA. One of our bank’s
regulators made special note of UGF (see highlighted portions of Attachment D to UGF’s OCC comment letter).

In summary, for over 16 years UOF and UGF provided its bank investors with comprehensive job data
for the small businesses in which the funds invested, and the respective bank regulators from all three regulators
(FDIC, OCC and the Federal Reserve) have accepted that documentation as satisfying the CRA requirement for
showing “economic development.” In response to the Board’s specific questions regarding the establishment of
clearer standards for economic development activities to “demonstrate LMI job creation, retention, or
improvement,” UGF offers the following suggestions:

e The Board should retain the current provision that “examiners will employ appropriate flexibility in
reviewing any information provided by a financial institution that reasonably demonstrates that the ‘purpose,
mandate, or function of the activity meets the “purpose test” — and it would be helpful for the Board to
emphasize the “purpose, mandate, or function” consideration involved in the “purpose test.”

e Banks could provide documents for the purpose test in the form of a list of each small business financed, the
number of employees (and income breakdown, as appropriate), the location of the small business, and other
info pertaining to the “purpose” test (UGF typically provides this information to our investors on an annual
basis).

e The Board could consider developing an optional template that could guide both banks and small businesses
in documentation of both the “size” and “purpose” tests, and UGF would be happy to work with the Board
on such a template for investments in funds such as ours.

e Question 59. Should the Board consider workforce development that meets the definition of
““promoting economic development’’ without a direct connection to the ‘‘size’’ test?

“Interagency Q&A §___.12(g)(3) -1 sets forth the current list of such entities, and includes SBDCs, SBICs, RBICs, New Markets Venture Capital Companies,
New Markets Tax Credit-eligible Community Development Entities, or CDFIs that finance small businesses.
S Interagency Q&A §___.12(2)(3) -1
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We feel that workforce development is very important, and would support broadening the incentive for banks to
support workforce development without regards to a “size” test.

We close by once again expressing the critical role that CRA and our bank investors have played in our
innovative and extremely impactful student-run community development venture capital fund. We also
encourage the Board to not eliminate any activities that would currently receive CRA credit. Our nation’s small
businesses have suffered horrific losses during this COVID-19 pandemic, and we encourage the Board to
consider expanding what qualifies under “promotion of economic development by financing small businesses”
rather than restricting those provisions.

We are grateful for this opportunity to comment on the Board’s ANPR, and would be happy to answer any
questions or provide additional information. You can contact us at (801) 410-5410.

Sincerely,

Tom Stringham
Managing Partner,
UGF

Peter Harris
Partner, UGF

List of Attachments:

e Attachment A: University Growth Fund Public Comment Letter dated April 8, 2020 (with its Attachments
A-D).
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ATTACHMENT A: UGF comment letter to
FDIC/OCC dated April 8, 2020 (with Attachments
A-D to that letter)
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Via Electronic Mail April 8, 2020

Chief Counsel’s Office

Attention: Comment Processing

Office of the Comptroller of the Currency
400 7th Street, SW, Suite 3E-218
Washington, DC 20219

Robert E. Feldman

Executive Secretary

Attention: Comments

Federal Deposit Insurance Corporation

550 17th Street NW

Washington, DC 20429

Re: Community Reinvestment Act Regulations (Docket ID OCC-2018-0008; RIN 1557-AE34; RIN 3064-AF22)

Ladies and Gentlemen:

We are managing partners of the University Growth Fund I (“UGF” or “Fund”), an innovative $32 million
student-run community development venture capital fund. UGF finances small businesses while also giving low- and
moderate-income (“LMI”) student associates an unparalleled, real-world experience in venture capital investing. We
were also managing partners of UGF’s predecessor fund, the University Opportunity Fund (“UOF”), an $18M
venture capital fund that operated in the same way as UGF.

To begin, we want to express our deep appreciation for CRA, and for the many banks that made investments
in both UGF and UOF through their bank CRA programs. Both UGF and UOF were created primarily due to the
willingness of federally insured banks to innovate and create a new kind of fund as part of their CRA programs by
collaborating with venture capitalists and students. Although both funds were innovative and impactful, they did not
have the extensive track record usually required by institutional investors such as banks. Without those banks and
their commitment to community development and student education, we do not think that these funds would have
succeeded on the scale that they have, or produced the amazingly impactful community development story that we
want to share briefly in this letter.

It is from this perspective that we provide our comments on the joint proposal by the Office of the
Comptroller of the Currency and the Federal Deposit Insurance Corporation (“Agencies”) to revise their Community
Reinvestment Act (“CRA”) regulations (“Proposal).

Specifically, UGF is deeply concerned about the Proposal’s intended deletion of the following list of
qualifying activities that give banks CRA credit for “promoting economic development by financing small
businesses.” These activities are considered to promote economic development if they support:

e permanent job creation, retention, and/or improvement

o for low- or moderate-income persons;

o in low- or moderate-income geographies;

o in areas targeted for redevelopment by Federal, state, local, or tribal governments;

o by financing intermediaries that lend to, invest in, or provide technical assistance to start-ups
or recently formed small businesses or small farms; or

o through technical assistance or supportive services for small businesses or farms, such as
shared space, technology, or administrative assistance; or
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o Federal, state, local, or tribal economic development initiatives that include provisions for creating
or improving access by low- or moderate- income persons to jobs or to job training or workforce
development programs.”!”

These provisions — which are being removed by the Proposal — are vital to UGF’s continued CRA
qualification for its bank investors, which in turn is critical to UGF’s continued ability to operate, raise additional
capital, and have a positive impact not only on communities generally, but also on students and thousands of others
(including employees of the small businesses in which UGF invests) through job creation, retention, and/or
improvement.

The only reasoning we could find for this deletion was that the Agencies “could not identify an objective
method for demonstrating job creation, retention, or improvement for LMI individuals or census tracts or other
targeted geographies, other than by determining if the activity would create additional low-wage jobs.”? This is
concerning on several fronts. First, it relates to only one of the five previously mentioned categories of job creation.
Second, it doesn’t consider the extensive work UGF has done with examiners from the three Agencies to create a
framework that objectively measures the impact on job creation, retention and improvement. A framework, that
when paired with the extensive data collection UGF provides, has resulted in every bank investor in UGF receiving
full CRA credit from examiners for their investment. Lastly, we respectfully suggest that the creation and expansion
of low- and moderate-income jobs, particularly in today’s environment, is something worth supporting and
promoting. Most individuals employed where UGF invests have opportunities to grow their income and move into
middle- and upper-income brackets. In most cases they receive equity grants that also help to move them up the
income ladder. Accordingly, we implore the Agencies to retain all of the categories of “promotion of economic
development” currently listed in the CRA Interagency Q&A.

CRA Background of UOF and UGF

As explained above, UGF is a student-run venture capital fund created to give back to the community on
several different levels. From inception, the creators of both UGF and UOF worked with banks and their federal
banking regulators, especially the FDIC, to ensure the funds would benefit LMI individuals and communities by
promoting economic development and therefore qualify for CRA credit by satisfying both the “size test” and the
“purpose” test established by the CRA Interagency Q&A.* The funds received the FDIC’s feedback on the
appropriate data and documentation that would confirm CRA qualification for the bank investors. Under the
applicable CRA qualification requirements and based on the extensive job data documentation provided by the funds,
the banks rightly received CRA credit for their investments in UOF and later UGF (at both the fund level and also at
the portfolio company level). During our time managing UOF, all of our bank investors received CRA credit for their
investments based on the documentation we provided, and one bank received especially positive comments from
their regulators (see highlighted portions of Attachments A, B and C).

After running UOF for many years, we launched UGF in late 2014 as a successor fund to UOF. Again, our
bank investors confirmed the CRA qualification of the fund with their CRA regulators before they invested. In total,
five banks invested a total of $22.5 million in UGF, and every bank’s investment has qualified for CRA. One of our
bank’s regulators made special note of UGF (see highlighted portions of Attachment D).

! Interagency Questions & Answers Regarding Community Reinvestment (“CRA Interagency Q&A”), Section _ .12(g)(3)— 1.
2 85 Fed. Reg. 1,204 and 1,213 (Jan. 9, 2020).
3 CRA Interagency Q&A”), Section __.12(g)(3)- 1.
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In summary, CRA has always been at the very core of both UOF and UGEF for over 15 years. During that
time, UOF and UGF provided its bank investors with comprehensive job data for the small businesses in which the
funds invested, and the respective bank regulators from all three regulators (FDIC, OCC and the Federal Reserve)
have universally accepted that documentation as satisfying the CRA requirement for showing “economic
development.” Thus, the Proposal’s elimination of those very provisions was extremely disappointing and was
especially surprising coming from the FDIC, because the FDIC was so closely involved in establishing the correct
job data documentation in 2004 as the “objective measure” of an investment that “promoted economic development*
(the “purpose” test) and in consistently giving CRA credit to our many bank investors regulated by the FDIC.

How the Fund Operates and Helps Banks Give Back by Financing Small Businesses

The Fund currently has two full-time professional partners who ensure continuity and regulatory
compliance, but the rest of the investing activities are primarily led and carried out by the student associates (there
are typically between 20-40 student associates working with UGF at any given time). Student associates involved in
the Fund receive a first-class education with unique hands-on experience investing real money into real companies
with real employees. Not only does UGF provide unparalleled opportunities to learn first-hand about performing due
diligence and analyzing companies in order to make wise venture capital and private equity investments, but UGF
also allows students to witness the power and impact such investments have on themselves and others. In addition to
the incredible hands-on experience with live deals, students also receive robust training from the partners (and other
students) and an outstanding financial education. By the time a student completes four semesters with UGF, they
have all the skills and training necessary to perform each part of an investment analysis, as well as improved
analytical, writing, presentation, communication, and leadership skills. All of this comes together to set UGF’s
students up for success, resulting in the outcomes described below.

Job Creation, Retention, and/or Improvement at the Student Associate Level

In addition to the “job creation, retention, and/or improvement” by the small businesses in which UGF
invests (discussed below), UGF also provides job creation and improvement for its student associates:

e Approximately 96% of UGF students are LMI individuals with an average annual income of $21,488
and 100% of them obtain jobs upon completion of the UGF program.

o After graduating from UGF, students have an average annual income of $98,617, an average increase of
508% (this reflects a 72% income premium compared to students at the same schools who do not go
through the UGF program).

e UGF alumni also continue to benefit from the UGF program years later due to the superior career
trajectory that they start on, often out-competing other job applicants from more privileged backgrounds.

e Without UGF, many students (especially those who come from challenging or underprivileged
backgrounds) might not be able to access the same opportunities to improve their life and economic
potential. UGF’s ability to change an LMI student’s trajectory by offering unique professional
opportunities and increased income is unparalleled.

Since UGF launched in 2014, over 180 student associates have participated in the UGF program. Also, an
additional 400+ participated in the UOF prior to UGF. We believe our program is so effective because our bank
investors, through CRA, have provided tens of millions of dollars that make the fund real for students: the students
invest using real money from real investors (to whom the students feel accountable) to make investments in real
small businesses that create jobs for real people — all of which combine to give our students an educational and work
experience that they could not have obtained anywhere else. In fact, it is hard to imagine a more effective “workforce
development” program.
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Another critical part of the student education is a keen awareness of the social impact of helping LMI
persons and areas. Student associates understand the community development impact of UGF’s investments by
tracking job creation for LMI individuals/areas and ensuring that the majority of the Fund’s deployed capital helps
positively impact LMI individuals/areas.

Job Creation, Retention, and/or Improvement at the Small Business/Portfolio Company Level

The 30+ small businesses in which UGF invested have job creation, retention, and/or improvement of over
4,500 individuals. We would like to share the details of just a few of these small businesses that had significant
impact on job creation for LMI individuals (comprehensive data on all of our portfolio companies has been provided
previously to the OCC, FDIC, and also Federal Reserve in conjunction with the CRA examinations of our bank
investors, but contains confidential information that cannot be attached to this letter that becomes “public” when we
file it):

e Company A, for instance, is a compelling community development investment in many ways. Over 78%
of Company A’s 167 employees are LMI and assist with warehouse operations, packaging, deliveries,
etc. In addition, Company A only expects this number to grow over time as it expands to new markets
and sets up new warehouses in those markets. Company A also supports other small businesses,
connecting over 200 farms directly to over 1,300 businesses and consumers. This enables farmers to
make more money from their produce, and small businesses like restaurants, to save money on food
costs (which enables them to expand and hire more staff).

e Company B is another compelling community development investment by virtue of its direct impact on
LMI communities and individuals. At the time of our investment over 51% of Company B’s employees
qualified as LMI by making less than $74,320. Since the percentage was very close to 51%, the company
also agreed to sign a side letter that our entire investment would be used to retain or promote those
employees, which the company did until they went public and UGF exited the investment.

e Company C is a community development investment that is impactful both directly and indirectly. At the
time UGF invested in this company, Company C only had three employees and all three qualified as
LMI. As the business grew, those wages were improved, moving them above the LMI threshold. In
addition, the company was founded in a moderate-income area. Company C’s technology helps its
customers, many of which are LMI individuals, save thousands of dollars on immigration attorney’s
fees.

How the Proposal Could Severely Damage UGFE’s Ability to Maintain its Community Development Impact

If the OCC and FDIC do not retain the current “economic development by financing small businesses”
provisions in any final new CRA regulation, our bank investors would no longer be able to invest in UGF and foster
innovation to create better economic outcomes for LMI individuals and communities. As a result, UGF and any
successor funds would likely not be able to raise sufficient funds to cover operating expenses and investment projects
for students.

Furthermore, not only will the change pull critical financial support from UGF, but it will also stifle
innovation in job creation and community investment by only giving CRA qualification to banks that invest in funds
certified as an SBIC, or similar Small Business Association (SBA) or government agency programs. Although UGF
operates outside the jurisdiction of the SBA or a government agency, the Fund’s FDIC-approved documentation
method tracks job creation in ways that provide just as much (if not more) job information as the SBA forms. It is
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very expensive and time-consuming (of the 1-2 years) to obtain an SBIC license, especially with all of the widely
publicized delays funds have experienced with the SBA over the last three years. All of these factors combined to
make obtaining SBA certification extremely difficult for UGF and other innovative fund structures, and is not a
realistic option for UGF.

Simply put, if the OCC and FDIC remove the “economic development” provision of the CRA regulations as
currently proposed, the Agencies will stifle innovation and destroy an established and effective stream of “job
creation, retention, and/or improvement.” While UGF appreciates and agrees with the Proposal’s stated intention to
expand the list of qualifying activities and reduce ambiguity, the Proposal’s deletion related to economic
development contradicts that stated intention and does nothing to help individuals and organizations involved with
the CRA. Removing the section and language as discussed in this letter only harms the very people the CRA was
created to help.

We close by once again requesting the OCC and FDIC retain all of the activities listed as promoting
economic development as currently set forth in the CRA Interagency Q&A section cited above, and to add all of the
activities to the list of qualifying activities referenced in Section 25.05 (Qualifying Activities Confirmation and
Illustrative List).

If you have any further questions, please contact us at (801) 410-5410.
Sincerely,

Tom Stringham
Managing Partner, UGF

Peter Harris
Managing Partner, UGF

List of Attachments:

Attachment A: Morgan Stanley Bank 2006 CRA PE — pp. 12 and 14
Attachment B: UBS Bank USA 2008 PE — FDIC pp. 14-15
Attachment C: UBS Bank USA 2011 PE — FDIC pp. 11

Attachment D: Ally Bank PE Report 2017 — FRB pp. 13-14
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GENERAL INFORMATION

The Community Reinvestment Act (CRA) requires each federal financial supervisory agency to
use its authority when examining financial institutions subject to its supervision, to assess the
institution's record of meeting the credit needs of its entire community, including low- and
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 Morgan Stanley Bank (MSB),
West Valley, Utah, prepared by the Federal Deposit Insurance Corporation, the institution's
supervisory agency, as of January 30, 2006. The agency rates the CRA performance of an
institution consistent with the provisions set forth in Appendix A to 12 CFR Part 345.



INSTITUTION'S CRA RATING: This institution is rated Qutstanding.

The findings of this evaluation demonstrate that the bank continues to be highly proactive with
regard to assessing the needs of its community and providing extensive resources and time in
addressing those needs. During this assessment period the bank extended, funded, and
committed nearly $59 million in qualified community development loans and investments. An
important component of the banks performance is the investments from the previous period
which increases the banks performance to over $68 million. This monetary involvement
represents 1.5 percent of total average assets of the bank as of December 31, 2005. When
affiliate activities are included, the total exceeds $78 million and represents about 1.75% of total
average assets. Bank personnel and affiliates provided 5,052 qualified service hours to the
respective communities.

Community Development Loans & Investments - Current Bank Activity

Investment / Entity Investments/Loans Extended
2003 Investment Totals 5,410,604
2004 Investment Totals 17,854,943
2005-06 Investment Totals 13,848,945
2003 - 2006 Loan Totals 21,822,009
Total Current Period Loans &
58,936,501
Investments for MSB
Outstanding Investments from Previous Period 9,146,223
Total Bank Activity 68,082,724
Affiliate Current Pe?iO(.l Activity (not clain.led by any other financial 10,400,208
institution for CRA credit)
GRAND TOTALS 78,482,932
#2003 Reporting Period begins March 11, 2003
Total Assets as of 12/31/2005 - $8,677,843,000
Average Assets over the Evaluation Period - $4,667,114,000
Community Development Services
Service Hours Current Period 1,853
Affiliate Service Hours — Current Period (not claimed 3.199
by any other financial institution for CRA credit) ’
GRAND TOTAL SERVICE HOURS 5,052




MSB CRA efforts are coordinated by a CRA officer. This officer is responsible for loan
facilitation, investments, and grants origination and management; scheduling for CRA events;
and coordination of bank CRA activities with its affiliates.

Service hours utilize the time and expertise of MS A and affiliate personnel and also include
specialized projects such as the preparation of grants to nonprofit organizations, small
businesses, and other low- and moderate-income individuals. Personnel also dedicated service
hours on subjects ranging from financial literacy to essential services for low- and moderate-
income students and adults; served on boards and committees working towards achieve ment of
affordable/accessible housing, economic development, credit/legal education and numerous
activities to enhance the development of the people and communities it serves.

There was no evidence of discriminatory practices or disparate treatment of borrowers identified
at this evaluation.



DESCRIPTION OF INSTITUTION

Morgan Stanley Bank (MSB), formerly Morgan Stanley Dean Witter Bank, Inc., is a state-
chartered industrial loan corporation (ILC), and operates out of a single office in West Valley
City, a suburb of Salt Lake City, Utah, which is located in a moderate-income census tract. In
November 2001, the ownership of MSB was transferred from NOVUS Credit Services, Inc.
(NCSI) to Morgan Stanley Domestic Capital, Inc. (MSDCI). MSB is a wholly owned subsidiary
of MSDCI. Both MSDCI and NCSI are wholly owned subsidiaries of Morgan Stanley Dean
Witter, Inc. Affiliate entities also include Morgan Stanley Credit Servicing, Inc; Morgan Stanley
International, Inc.; Discover Services Corporation; Bank of New Castle; Discover Bank; and
Discover Financial Services, Inc.

Effective April 2001, the institution, formerly known as Morgan Stanley Dean Witter Bank
(MSDWB), changed its name to Morgan Stanley Bank. MSDWB exited retail banking as of
September 30, 2001. Its retail facility in Sandy, Utah was sold to a local commercial bank, and
MSB relocated to West Valley City, Utah. MSB received its “Wholesale Institution” CRA
designation from the FDIC on January 7, 2002. It had been designated a “Limited Purpose”
institution since April 29, 1997.

The structure of the institution has changed significantly in the past few years because of its
revised business plan. The institution does not extend home mortgage, small business, small
farm, or consumer loans to retail customers. Beginning October 2001, the new business focus
became “Senior Loans” (average size of $30 million) to major corporations, short-term
warehouse loans to borrowers secured by specific assets, and purchased portfolios of mortgages
on commercial and residential real estate loans. MSB anticipates extending credit to a maximum
of its legal lending limits. Additionally, MSB will have no retail deposit operations. Until
recently, funding for its lending activities comes primarily from brokered certificates of deposit,
money market savings accounts, and NOW accounts. These deposit accounts had been
purchased primarily from affiliates. Operations have changed so that the bank has one large
NOW and one large MMDA account. Customers of the affiliate bank sweep funds into one of
these two funds. Recordkeeping and transactions re now entered/completed by a computerized
program maintained by an affiliate.

For CRA evaluation purposes MSB is evaluated as a limited purpose bank engaged in
commercial lending that does not make loans to consumers. Therefore, given this restriction and
the nature of the bank’s designation, CRA management has emphasized community development
lending and investment activities. This classification permits an institution to be evaluated for
CRA performance under any one of, or all of three community development tests: Services,
Lending, and/or Investment.

All three areas were utilized in this evaluation. These tests evaluate the bank’s record of helping
to meet community credit needs through qualified community development activities. The
evaluation covered the period beginning March 11, 2003, and ending January 30, 2006.

MSB is headquartered in West Valley City, Utah and is a state-chartered Industrial Loan
Corporation (ILC). The bank is within the Salt Lake City MSA Utah Metropolitan Statistical
Area (MSA) #41620.



DESCRIPTION OF ASSESSMENT AREA

Demographics

Morgan Stanley Bank has defined its assessment area as Salt lake County (035) part of the Salt
Lake City, Utah MSA #41620. This area is comprised of 193 contiguous census tracts including
the cities of Salt Lake City, the largest city in the state. The Department of Housing and Urban
Development (HUD) estimates the 2004 median family income (MFI) for the MSA at $61,550.
The bank’s assessment area is home to most of the major insured financial institutions in the
state, including several regional banks, several credit unions, and many other ILCs. The

following tables reflect the census tract income, population, and families’ breakdown of Salt
Lake County as determined by the 2000 US Census:

Salt Lake County Census Tract Characteristics

Census Tract Income | Number % Population % Families P

Low Income Tracts 5 3 7,627 ! 1,486 1
Moderate Income Tracts 43 22 211,552 23 46,752 22
Middle Income Tracts 90 47 438,603 49 107,901 50
Upper Income Tracts 55 28 240,605 27 59,725 27
Totals 193 100.0 898,387 100.0 215,864 100.0

Salt Lake County Income Demographics

Income Classification Families %0

Low-Income 36,682 17

Moderate-Income 43,009 20

Middle-Income 53,639 25

Upper-Income 82,534 38
Total 215,864 100.0

The preceding two tables show that 23 percent of all 2004 families in Salt Lake County resided
in low- and moderate-income census tracts, and 37 percent of all families had low- and
moderate-incomes. Forty- five percent (898,387 people) of the states 2.2 million population
reside in Salt Lake County.

Salt Lake City is the largest city in the state and in Salt Lake City MSA. The area continues to
grow and offer many new jobs. The transportation, warehouse, and utilities sector exhibited the
strongest growth over the past year, expanding by 6%. Growth in this sector was boosted by staff
additions at Delta although these jobs could quickly be eliminated given the carrier’s financial
woes. The professional and business services sector added the most new jobs through September
totaling 5,804, and this sector will continue to provide the bulk of new jobs over the next five
years. Total employment growth in Salt Lake City is expected to be above average over the
forecast, growing at an annual average of nearly 2%, and all sectors are expected to outperform
the U.S. Average.
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The annual change in employment over the last 10 years is more volatile in Salt Lake City
compared with the U.S. average and is expected to experience a stronger rebound going forward.
Volatility has resulted from an influx of residents and high tech jobs from California during the
early and mid-1990s while the state was in a more severe downturn, as well as from a large
number of jobs in the high tech sector. The highest concentration of jobs is in the construction
sector.

Population growth in Salt Lake City was above average at 1.4% compared to 0.9% nationwide
over the last year. Over the forecast, population growth is expected to outpace the national
average. Utah’s population grew at a pace of 29.6 percent compared to an average U.S. Growth
rate of 13.1 percent for the same period.

The bank operates in a highly competitive assessment area with numerous financial institutions
that specialize in more traditional array of retail bank loans, deposits, and services than does
MSB. These retail institutions and the many other industrial loan corporations located in Salt
Lake County directly compete with MSB by also fulfilling their qualified CRA activities within
the same assessment area. While local community organizations benefit from these funding
sources, they are somewhat limited in the amount of funding they can receive as they have to in
turn hold, manage, and invest the funds responsibly over time.

COMMUNITY CONTACTS

Six community contacts were made with a variety of organizations. The individuals contacted all
indicated a strong ongoing need for affordable housing. This includes multi- family housing as
well as single family residences. Many indicated that they could still use some grants and
donations for various purposes, as well.

Other needs identified include credit, homebuyer, and other related financial literacy training
(pre-purchase counseling for first-time homebuyers) targeting adults as well as student-age
children; economic development in areas identified by various governments for rehabilitation,
healthcare for low- and moderate-income families and individuals, and childcare for low- and
moderate- income families during the workday, including after-school programs for “at-risk”
youth.



CONCLUSIONS WITH RESPECT TO PERFORMANCE TESTS

The bank’s CRA performance under the community development test for wholesale
institutions is considered outstanding. Board members and senior mamgement have
demonstrated a leadership role in many of the community development activities the bank
has participated in. The evaluation period is from March 11, 2003 to January 30, 2006.
Relevant data and information regarding the bank’s qualified community development
activities are detailed on the following pages.

COMMUNITY DEVELOPMENT LENDING (CDL)

Morgan Stanley has originated a substantial level of community development loans and made
additional commitments relative to the institution’s business strategy, available opportunities,
and the competition from other financial institutions. In addressing its community development
lending goals, Morgan Stanley has extended credit through affiliations with local third party
community development and services throughout the state of Utah, and eight American Indian
tribal communities. Over this 3-year CRA evaluation period the bank originated and funded new
loans totaling $7,727,656 and has over $14 million in unfunded loan commitments. The table on
the following page summarizes Morgan Stanley’s qualified loans, including outstanding
commitments:



Community Development Loans

Year Recipient New Extensions Remaining
During Year Unfunded
Commitments
A Community Reinvestment 169,886
Corporation
A Native American Initiative 76,800
A Community Development 673,855 445,452
2003* Corporation
A community Legal Service 353,600 116,800
Provider
300,000
Community Services for Low- 164,375
and Moderate-Income
Disabled and Senior Citizens
2003 Totals 1,738,516 562,252
A Community Development 964,833 474,380
Corporation
2004 A Preservation Project for
Elderly Low-Income 151,000
individuals
A Multi-Ethnic Development 319,001
Corporation
A Childhood Development 316,000 1,000
Corporation for Low Incomes
A Community Reinvestment 948,632
Corporation
2004 Totals 2,699,466 475,380
A Community Reinvestment 622,449 1,659,115
Corporation
2005-06 A Multi-Ethnic Development 819,716 5,045,115
Corporation
Neighborhood Redevelopment 691,143 8,857
Phase II
A Community Development 612,167 4,387,833
Corporation
Neighborhood Housing 544,199 1,955,801
Revitalization Services
2005-06 Totals 3,289,674 13,056,721
Combined Assessment Period Totals 7,727,656 14,094,353
Total Current Period 21,822,009
Funded & Unfunded
Previous Period Unfunded Loan N/A N/A
Commitments
Lending Totals 7,727,656 14,094,353
Grand Total 21,822,009

*Reporting period for 2003 began March 11




The following is a breakdown of activities by aforementioned recipients and beneficiaries:

A Native American Walk-in Center — Morgan Stanley in 2003 granted a $76,800 loan to pay-
off a remaining mortgage on existing building, and in 2004, the loan was renewed for an
additional two year term. The purpose of this Walk-In-Center is to deliver social economic
services, health care, family financial planning, small business entrepreneurship, and SCORE
mentoring. They also provide economic development via technical assistance such as, job
placements, affordable rental housing, home buying education, tribal leadership training and,
lending programs for American Indians residing along the Wasatch Front, as well as, individuals
and/or families residing on tribal trust lands.

Citifront-II Apartments (Bridge Partners) — Is a second phase of a project to provide
affordable condos for ownership. Morgan Stanley participated as lender during the first phase of
this project, which provided 181 units of affordable housing and retail commercial space, in the
heart of Salt Lake City’ s Gateway District. Presently Morgan Stanley has total commitments of
$700,000 to Citifront IT LLC, via participation loan with Zion’s Bank, as per credit agreement
dated April 19, 2004.

A Community Development Corporation — Morgan Stanley Bank has given this non-profit
organization an aggregate of $6.1 million dollars in loan financing (during this reporting period),
for the construction and rehabilitation of homes. To date MSB, has contributed towards the
development of Library Square condominium, and building of 12 homes under the HUD ACA
Program; 9 homes at Fenton Cove; 2 homes at Canyon Oaks, and 6 other homes at the Lincoln
Street Town homes, in down town Salt Lake City. In addition MSB granted loans for the
successful construction of 2 single family homes, part of the County Youth Build project; and
various single family homes per city/district area in Kearns, Taylorsville, Salt Lake, South Salt
Lake and Magna. CDC’s overall mission is to help low income families achieve
homeownership, so that residents may become stable partners in their community, including but
not limited to, people living in substandard housing or public assistance, that are re-seeking self
sufficiency.

A Community Housing Service — Morgan Stanley bank helped finance two HUD preservation
projects in 2004, called the Glenbrook and Suncrest Apartments, which are comprised of 24 units
that provided affordable multi family rental housing for the elderly, disabled and low income
Section 8 families in West Valley City.

A Community Legal Center — During later part of 2003, Morgan Staley authorized a revolving
line of credit in the amount of $470,000, to help establish this Legal Center which provides free
legal services to minorities, disabled, homeless, elderly, and single/separated mothers’ that are
victims of domestic violence.



A Multi Ethnic Development Corporation (MEDC) - Morgan Stanley has provided and/or
committed financial assistance to MEDC of $6,169,800, towards the creation of affordable
housing opportunities for low, moderate income families in UTAH, and conditioned properties,
to safe, clean, affordable living spaces.

The following are projects that Morgan Stanley Bank (MSB) has committed financial assistance
through their lending power: A $25M pre development unsecured line of credit, for the pre-
development costs towards the purchase, and renovation of dilapidated properties, including land
and other essential items necessary for project development; A $280,000 land acquisition loan
for Phase I property purchase; and an $864,800 loan for land banking the adjacent lot phase II
development. MSB has also provided over 150 hours of financial advice counseling and
worked in conjunction with the developers, city officials, RDA board of directors, to insure the
success of this project, which will also provide potential for new businesses in the area. Most
recently MSB approved a $5,000,000 construction loan for this redevelopment project to begin
early 2006. The project will include 5 live/work spaces, and 31 two and three bedroom condos,
all for sale to qualified homebuyers, out of which with 7 condos are reserved for low to moderate
income families or individuals below 80% of area median income.

A Local CAP Head Start — Morgan Stanley Bank (MSB) has provided and committed financial
assistance in the amount of $317,000, participation loan with Zion’s First National Bank, for the
construction of a West Valley City School that currently provides a pre-school program for low —
income children, and offer other nutritional, medical, dental, disability, and social services to
children and families living in poverty.

A Neighborhood Housing Services - Morgan Stanley Bank (MSB) has provided and/or
committed financial assistance in the aggregate amount of $2.8 million dollars, towards creating
affordable housing and revitalizing and preserving a positive image of neighborhoods. The
following are projects that Morgan Stanley Bank (MSB) has provided financial assistance
through loans.

a) The Hodges Lane Project, a mixed income subdivision with 9 single family homes (5
reserved for low income families) and 11 town homes (5 for low income families)

b) The Citifront I Apartments & Citifront II L.and Acquisition: for which MSB provided a
$200,000 loan, to support the construction of (Citifront I) a 155 unit multi family facility
that furthermore produced 27 new jobs for retail occupants. Citifront II — Is participation
with Zion’s Bank, which will eventually allow for the purchase of an adjacent property
for the future construction of single family condos, to be sold to low-moderate income
families.

Turn Community Services — provides employment skills, financial services and creative
housing alternatives for the mentally challenged or disabled. The $164,375 loan granted by
MSB was used to purchase an existing property for conversion into a special needs housin<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>