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1. a. Memorandum from Permanent Subcommittee on Investigations Chairman Carl Levin and
Ranking Minority Member Tom Coburn to the Members of the Subcommittee. 

b. Washington Mutual Practices That Created A Mortgage Time Bomb, chart prepared by the
Permanent Subcommittee on Investigations.  

c. Securitizations of Washington Mutual Subprime Home Loans, chart prepared by the
Permanent Subcommittee on Investigations.  

d. Washington Mutual’s Subprime Lender: Long Beach Mortgage Corporation (“LBMC”)
Lending and Securitization Deficiencies, chart prepared by the Permanent Subcommittee
on Investigations.  

e. Washington Mutual’s Prime Home Loan Lending and Securitization Deficiencies, chart
prepared by the Permanent Subcommittee on Investigations.  

f. Washington Mutual Compensation and Incentives, chart prepared by the Permanent
Subcommittee on Investigations.  

g. Select Delinquency and Loss Data for Washington Mutual Securitizations, as of February
2010, chart prepared by the Permanent Subcommittee on Investigations.

h. Washington Mutual CEO Kerry Killinger: $100 Million In Compensation, 2003-2008,
chart prepared by the Permanent Subcommittee on Investigations. 

i. WaMu Product Originations and Purchases By Percentage - 2003-2007, chart prepared
by the Permanent Subcommittee on Investigations. 

j. Estimation of Housing Bubble: Comparison of Recent Appreciation vs. Historical Trends,
chart prepared by Paulson & Co, Inc.

k. Washington Mutual Organizational Chart, prepared by Washington Mutual, taken from
Home Loans 2007 Plan, Kick Off, Seattle, Aug 4, 2006.

Documents Related to Higher Risk Lending Strategy: 

2. a. Washington Mutual, Higher Risk Lending Strategy, “Asset Allocation Initiative,” Board
of Directors, Finance Committee  Discussion, January 2005. 

   b. Washington Mutual, Asset Allocation Initiative: Higher Risk Lending Strategy and
Increased Credit Risk Management, Board of Director Discussion, December 21, 2004.

c. Washington Mutual, Higher Risk Lending Strategy, And Increased Credit Risk
Management, Board of Director Discussion, January 2005. 
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3. Washington Mutual, Home Loan Discussion Board of Directors Meeting, April 18, 2006
(excerpts).

4. WaMu Presentation, Way2Go, Be Bold!, prepared by David Schneider, Home Loans President
(We are all in sales.).

5. Washington Mutual, Subprime Mortgage Program, January 2007 (excerpts).

6. a. Washington Mutual Chairman and CEO Kerry Killinger Memorandum to the Board of
Directors, dated June 2007, re: WaMu Strategic Direction.  

b. Washington Mutual Home Loans - 2007 Strategy Team Goals, Updated 11/1/2007.

7. Management Presentation, WaMu Home Loans (excerpts).

Documents Related to Long Beach:

8. a. OTS internal email, dated April 2005, re: Fitch - LBMC Review ([Securitizations] prior to
2003 have horrible performance.  LBMC finished in the top 12 worst annualized [net
credit losses] in 1997 and 1999 thru 2003.  …  At 2/05, LMBC was #1 with a 12%
delinquency rate.  Industry was around 8.25%.). 

b. FDIC/Washington State Joint Visitation Report of Washington Mutual Bank, dated
January 13, 2004 (It concluded that 40% (109 of 271) of loans reviewed were considered
unacceptable due to one or more critical errors.  This raised concerns over LBMC’s ability
to meet the representations and warranty’s made to facilitate sales of loan securitizations,
and management halted securitization activity.).  

9. Washington Mutual, LBMC Post Mortem - Early Findings Read Out, November 1, 2005 (First
Payment Defaults (FPD’s) are preventable and/or detectable in nearly all cases (~99%) ...
High incident rate of potential fraud among FPD cases.). 

10. Washington Mutual Memorandum to the Washington Mutual, Inc. and WaMu Board of
Directors’ Audit Committees, dated April 17, 2006, re: Long Beach Mortgage Company -
Repurchase Reserve Root Cause Analysis (LBMC experienced a dramatic increase in EPDs
during the third quarter of 2005. … [R]elaxed credit guidelines, breakdowns in manual
underwriting processes, and inexperienced subprime personnel … coupled with a push to
increase loan volume and the lack of an automated fraud monitoring tool, exacerbated the
deterioration in loan quality.).

11. WaMu internal email, dated April 2006, re: Jax ([D]elinquencies are up 140% and
foreclosures close to 70%. …  It is ugly.). 

12. WaMu internal email, dated September 2006, re: nat city mid-quarter update (LBMC is
terrible .…  [W]e are cleaning up a mess.  Repurchases, EPDs, manual underwriting, very
weak servicing/collections practices and a weak staff.). 
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13. a. WaMu internal email, dated December 2006, re: SubPrime Analysis (Short story is this is
not good.  …  [L]arge potential risk from what appears to be a recent increase in
repurchase requests.  …  We are all rapidly losing credibility as a management team.). 

b. FDIC Memorandum, dated June 2, 2007, re: WaMu - Long Beach Mortgage Company
Repurchases.  

14. WaMu, Home Loans - SubPrime, Quarterly Credit Risk Review, December 2006 (excerpts).

15. WaMu internal email, dated December 2006, re: It’s suprime day at WSJ (attaching Wall Street
 Journal articles on subprime)(...our Long Beach securities have much higher delinquency
rates early in their life than the 2003 and 2005 vintages.).  

 
16. WaMu internal email, dated January 2007, re: Confidential (Long Beach represents a real

problem for WaMu.)

17. WaMu internal email, dated February 2007, re: Long Beach 2  Lien Disposition (In 2006nd

Beck’s team started sprinkling in deals as they could.). 

18. WaMu HL Risk Management, Quarterly Credit Risk Review, Subprime, 1  Quarter, 2007 (Thest

root cause of over 70% of FPDs involved operational issues such as missed fraud flags,
underwriting errors, and condition clearing errors.)(excerpts).

19. WaMu Audit Report, Long Beach Mortgage Loan Origination & Underwriting, August 20,
2007 ([T]he overall system of risk management and internal controls has deficiencies related
to multiple critical origination and underwriting processes. … These deficiencies require
immediate effective corrective action to limit continued exposure to losses.).

20. WaMu internal email, dated August 2007, re: Long Beach Mortgage Loan Origination &
Underwriting (Requires Improvement)(This seems to me to be the ultimate in bayonetting the
wounded, if not the dead.). 

21. WaMu Corporate Credit Review, Home Loans, Wholesale Specialty Lending-FPD, September
2007 Targeted Review (132 of the 187 (71%) files were reviewed [and] … confirmed fraud on
115 [and 17 were] … “highly suspect”.  ...  80 of the 112 (71%) stated income loans were
identified for lack of reasonableness of income[.]  133 (71%) had credit evaluation or loan
decision errors ….  58 (31%) had appraisal discrepancies or issues that raised concerns.).

Documents Related to WaMu Retail Channel: 

22. a. WaMu internal memorandum, dated November 17, 2005, re: So. CA Emerging Markets
Targeted Loan Review Results (Of the 129 detailed loan reviewed that have been
conducted to date, 42% of the loans reviewed contained suspect activity or fraud, virtually
all of it attributable to some sort of employee malfeasance or failure to execute company
policy.

b. WaMu Retail Fraud Risk Overview, Prepared by Risk Mitigation, November 16, 2005. 
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23. a. WaMu internal email chain, dated November 2005: re: Retail Fraud Risk Overview (I had
a very quick meeting with David Schneider, Tony Meola and Steve Stein today to review
the deck and the memo regarding the retail fraud risk review.  The good news is that
people are taking this very seriously.).

b. WaMu internal email chain, dated August 2005, re: [names redacted] - Risk Mit Loan
review data “Confidential” (...he “did not want to give axes to the murderers.”).  

24. WaMu Privileged and Confidential Memorandum, dated April 2008, re: Memorandum of
Results: AIG/UG and OTS Allegation of Loan Frauds Originated by [name redacted] . 

25. Office of Thrift Supervision Memorandum, dated June 19, 2008, re: Loan Fraud Investigation.

26. WaMu OTS Exam Summary As of July 22, 2008 (OTS AQ #22 Loan Fraud Investigation.)
(excerpts). 

27. WaMu internal email chain, dated August 2006, re: Hudson 3010598427 Purchase (Sales has
NOT hit oiur [sic] funding goals.). 

28. WaMu Market Risk Committee (MRC), Minutes of the December 12, 2006 Meeting (The
primary factors contributing to increased delinquency appear to be caused by process issues
include the sale and securitization of delinquent loans, loans not underwritten to standards,
lower credit quality loans and seller servicers reporting false delinquent payment status.). 

29. WaMu internal Memorandum, dated September 2007, re: Westlake HLC Investigation Update.

30. WaMu Significant Incident Notification (SIN), Date Incident Reported - 04/01/2008, Loss Type
- Mortgage Loan (One Sales Associate admitted that during that crunch time some of the
Associates would “manufacture” assets statements from previous loan docs and submit them
to the LFC.  She said the pressure was tremendous from the LFC to get them the docs since
the loan had already funded and pressure from the Loan Consultants to get the loans funded.).

31. WaMu Internal Investigative Report, dated May 2008, re: Westlake Home Loan Center
(..tremendous pressure from Loan Consultants and from the LFC Team Manager to get the
asset documents to the LFC because the loan was already funded.).

32. a. WaMu internal email chain, dated December 2007, re: Employee HELOC Fraud (...75
suspect HELOC loans have been identified (approved & in pipeline) ... with a current
outstanding balance of $3,318,101.).  

b. WaMu Significant Incident Notification (SIN), Date Incident Reported - 05/01/2008, Loss
Type - HELOC Fraud (Risk Mitigation reviewed 25 HELOC loans ... with a total exposure
of $8,538,600.00.), Exposure - $8,538,600.).

33. Radian Guaranty Inc. Review of Washington Mutual Bank, August-September 2007 (This
results in an overall “Unacceptable” rating with a score of 68.)(excerpts). 
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34. WaMu Corporate Credit Review, 2008 Home Loans, Risk Mitigation and Mortgage Fraud,
September 2008 Targeted Review (excerpts).  

Documents Related to Option Arms: 

35. Washington Mutual, Option ARM Focus Groups - Phase II, WaMu Option ARM Customers,
September 17, 2003. 

36. Washington Mutual, Option ARM Focus Groups - Phase I, WaMu Loan Consultants and
Mortgage Brokers, August 14, 2003 (excerpts). 

37. Washington Mutual, Option ARM Credit Risk, August 2006. 

38. Washington Mutual, Option ARM, Board of Directors Meeting, October 17, 2006. 

39. WaMu internal email, dated April 2007, re: Option ARM (I think we better be well prepared
to defend the option ARM portfolio.).

40. a. WaMu internal email, dated September 2006, re: Tom Casey visit (...equity investors are
totally freaking about housing now.).  

b. WaMu internal email, dated February 2007, re: Option ARM MTA and Option ARM MTA
Delinquency (We are contemplating selling a larger portion of our Option ARM than we
have in the recent past.  Gain on sale is attractive and this could be a way to address
California concentration, rising delinquencies, falling house prices in California with a
favorable arbitrage given that the market seems not to be yet discounting a lot for those
factors.). 

41. WaMu internal email, dated, February 2007, re: Some thoughts on targeted population for
potential Option ARM MTA loan sale (I thought it might be helpful insight to see the
information Bob Shaw provides below about the components of the portfolio that have been
the largest contributors to delinquency in recent times.).

42. a. WaMu internal email, dated February 2007, re: HFI selection criteria changes (Effective
March 7, 2007, modify the portfolio opion ARM and COFI ARM retention criteria ... to
include only following loans for the portfolio HFI. . . . As a result of this change, we
expected to securitize and settle about $2 billion more option/COFI ARMs in Q1-07....
Also included in the attachment, is a pool of $1.3 billion option/COFI ARMs funded to
portfolio between January 1  and February 22  that will be re-classified as HFS basedst nd

on the above recommendations.).  
b. WaMu internal email, dated February 2007, re: HFI Option Arms redirected to HFS (...that

amounts to roughly 3B option arms available for sale.  I would like to get these loans into
HFS immediately so that I can sell as many as possible in Q1.).  
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43. WaMu Market Risk Committee (MRC), Minutes of March 9, 2007 Meeting (...approval to
transfer up to $3.0 billion of saleable Option ARM and COFI ARM loans originated since
January 1, 2007 from HFI to Held for Sale (HFS).).

44. WaMu Market Risk Committee Minutes, July 11, 2008 (NPA HFI HELOC Loan Sales. ...it
is in our best interest to let some one else assume the risk of these loans.)(excerpts).

Documents Related to Securitization:

45. WaMu Wholesale Speciality Lending, Securitization Performance Summary, June 2008 ($77
billion in subprime securitizations listed). 

46. Washington Mutual Mortgage Securities Corp., Securitization Performance Summary, June
2008 Distribution. ($196 billion in prime securitizations listed)  

47. a. Two diagrams of a Long Beach mortgage backed security, attached to a FDIC
Memorandum, dated May 15, 2006, re: WaMu Mortgage Securitizations.

b. List of WaMu-Goldman Loans Sales and Securitizations.
c. WaMu PowerPoint presentation by David Beck, Executive Vice President, WaMu Capital

Markets, June 11, 2007 (excerpts).  

48. WaMu Wholesale Specialty Lending, Bond Rating Changes, As of June 2008 Distribution
(excerpts).

49. WaMu internal email, dated August 2004, re: Interesting Friedman Billings piece re:
Mortgage Brokers (Which Product Should Capital Markets Being Pushing?).  

50. WaMu internal email, dated November 2006, re: Goldman Sachs New Issues Home Eq
Commentary (External) (LBMC paper is among the worst performing paper in the mkt in
2006.). 

51. WaMu internal email, dated February 2008, re: Screen shot (Attaching copy of Evidence of
“Walking Away” In WaMu Mortgage Pool, February 23, 2008, Misch’s Global Economic
Trend Analysis. 

52. WaMu internal email, dated March 2007, re: our discussion yesterday and what the street
perception will be (WaMu subprime ABS delinquencies top ABX components). 

53. WaMu Leads in Risky Type of Lending; Analysis Shows Thrift Makes Frequent Loans for
Investment Homes, April 17, 2007, Wall Street Journal. 

54. a./b./c.: WaMu/Goldman Sachs email chains, dated March, May, and July  2007, regarding
repurchase issues.



-7-

55. WaMu internal email, dated August 2007, re: Scenarios (From today’s meeting, I understand
that we don’t have the courage to evaluate this scenario.).

56. WaMu internal email, dated Mary 2008, re: WSJ on repurchases - likely will lead to some IR
questions although we are not mentioned (7 Step process). 

57. WaMu internal email, dated June 2008, re: Repurchase Recommendations W/E 6/20/08 (The
actual loans we do buy back are real stinkers.). 

58. Worst Ten in the Worst Ten, document prepared by the Office of the Comptroller of the
Currency (OCC), 11/13/08 (the table below sets for th the ten metropolitan areas experiencing
the highest rates of foreclosure as report by Realty Trac (the “Worst Ten” MSAs) . . . Long
Beach Mortgage Corp . . . 11,736.).

Documents Related to Compensation:

59. a./b.:   Documents regarding Long Beach compensation, 2004 (excerpts) and 2007. 

60. a. WaMu Home Loans, 2007 Product Strategy, Strategy and Business Initiatives Update
(Retail Loan Consultant 2007 Incentive Plan Focus on High Margin Products)(excerpts).

b. Washington Mutual, Home Loan Credit Risk F2F, December 6, 2006 (Internal
Forces...Overages; Internal Forces...Overage Proposal). (excerpts)

c. Excerpt from Washington Mutual Lender’s Closing Instructions, September 2007 (showing
inclusion of Yield Spread Premium in compensation of third part mortgage broker). 

61. Long Beach processing center internal email, dated September 2004, re: Daily Productivity -
Dublin (...it’s time for the mad dash to the finish line!).

62. WaMu Home Loans flyer, dated November 2006, President’s Club - Take the Lead!.

63. a. Washington Mutual, Home Loans Group, President’s Club 2005 - Maui, Awards Night
Show Script (excerpts).  

b. Washington Mutual, Home Loans Group, President’s Club 2006, Funeral Skit related to
Countrywide. 

c. WaMu, Home Loans Groups, President’s Club 2006, “I Like Big Bucks” Skit.   

64. Cheryl Feltgen 2007 Performance Review (Growth 35%). 

65. WaMu internal email, dated January 2008, re: comp (But we have to convince our folks that
they will all make a lot of money by being with WaMu.). 

66. WaMu internal email, dated July 2008, re: comp (We would like to have the HR committee
approve excluding the exec com from the 2008 bonus and to approve the cash retention grants
to the non NEOs.  This would allow me to respond to questions next week regarding the bonus
plan on the analyst call.  And it would help calm down some of the EC members.).  
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67. WaMu internal email, dated March 2008, re: WaMu Board Shields Executives’ Bonuses - WSJ
Article (March 5, 2008). 

68. WaMu creditors could challenge payments to Killinger, others, The Seattle Times, October 1,
2008.  

Documents Related to Various Issues: 

69. a. WaMu internal email, dated October 2007, re: Can you take a look at this before Monday
and  give your blessing? (I don’t trust Goldy on this.  They are smart, but this is swimming
with the sharks.  They were shorting mortgages big time while they were giving CfC
advice.).

b. WaMu/Goldman email chain, dated February 2007, re: Request to talk (...Goldman and
Long Beach/WaMu have had a long standing and successful relationship for years.).

70. WaMu internal email, dated May 2005, re: Strategic Planning Meeting (The avalanche of
publicity on interest only, home equity, neg am and sub-prime expansion that has occurred in
just the last three or four weeks is amazing.). 

71. WaMu internal email, dated March 2006, re: Organizational Changes in Enterprise Risk
Management.

72. Washington Mutual Internal Memorandum, dated October 2006, re: State of ERM:
Effectiveness and Resource Adequacy Overview. 

73. WaMu internal email, dated January 2007, re: Year-End 2006 Message for the Home Loans
Risk Management Team (Recognize that “we are all in sales” passionately focused on
delivering great products and service to our customers.). 

74. WaMu internal email, dated February 2008, re: Credit Cost Forecast (Un)reliability (...I would
add poor underwriting quality which in some cases causes our origination data to be
suspect....). 

75. WaMu internal email, dated February 2008, re: 4pm 10K Audit Committee Meeting (I would
suggest using the word “majority” and deleting the word “significantly”....). 

76. WaMu internal email, dated March 2007, re: Draft Subprime Mortgage Guidance - Draft
WaMu Position (Based on today’s conversation, I don’t see a need to do anything now.).

77. WaMu internal email, dated March 2007, re: Follow-up information to last evening’s call
regarding subprime interagency guidance, etc. (If we implement the NTM changes to all loans,
then we’ll see additional drop of 33% of volume.). 
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78. WaMu internal email chain, dated March 2005, re: Updates (I have never seen such a high risk
housing market as market after market thinks they are unique and for whatever reason are not
likely to experience price declines.  This typically signifies a bubble.).

79. WaMu internal email, dated August 2007, re: Looking back (Your fingers must be smoking.).

80. WaMu July 2008 Home Loans Story, External & Internal Views. 

81. WaMu internal email, dated February 2007, re: Long Beach 2  Lien Disposition (...how bestnd

to dispose of 433MM of performing 2  lien loans in the Long Beach warehouse.).  nd

82. Long Beach Mortgage Loan Coordinator Convicted of Lying to Grand Jury In Connection
With Mortgage Fraud Investigation, Department of Justice News Release, December 17, 2007

83. Subprime Lending: A Net Drain on Homeownership, Center for Responsible Lending Issue
Paper No. 14, March 27, 2007. 

84. Long Beach Mortgage Loan Purchase Agreement, January 2006.

85. Washington Mutual Bank Mortgage Loan Purchase and Sale Agreement, October 2005.

86. WaMu Prospectus Supplements (excerpts): 
a. WaMu 2007-OA3.
b. WMALT 2007-OA3.
c. WaMu 2007-OA4.
d. WMALT 2007-OA4.

h   h   h



MEMORANDUM 

To: Members of the Permanent Subcommittee on Investigations 

From: Senator Carl Levin, Subcommittee Chairman 
Senator Tom Coburn. Ranking Member 

Date: April 13, 2010 

Re: Wall Street and the Financial Crisis: The Role of High Risk Loans 

On Tuesday. April 13,2010, beginning at 9:30 a.m., the Permanent Subcommittee on 
Investigations will hold its ftrst in a series of hearings examining some of the causes and 
consequences of the recent financial crisis. This hearing will focus on the role of high risk loans, 
using a case study involving Washington Mutual Bank. 

The Financial Crisis. In July 2007, two Bear Steams offshore hedge funds specializing 
in mortgage related securities collapsed; the credit rating agencies suddenly downgraded 
hundreds of subprime residential mortgage backed securities; and the formerly active market for 
buying and selling subprirne residential mortgage backed securities went cold. Banks, mortgage 
brokers, securities finns, hedge funds, and others were left holding suddenly unmarketable 
mortgage backed securities whose value began plummeting. 

Banks and mortgage brokers began closing their doors. In January 2008, Countrywide 
Financial Corporation, a $100 billion thrift specializing in home loans, was sold to Bank of 
America. That same month, one of the credit rating agencies downgraded nearly 7,000 mortgage 
backed securities, an unprecedented mass downgrade. In March 2008, as the financial crisis 
worsened, the Federal Reserve fac ilitated the sale of Bear Steams to lPMorgan Chase. In 
September 2008, in rapid succession, Lehman Brothers declared bankruptcy; AlG required a $85 
billion taxpayer bailout; and Goldman Sachs and Morgan Stanley converted to bank holding 
companies to gain access to Federal Reserve lending programs. 

In this context, Washington Mutual Bank, the sixth largest depository institution in the 
country with $307 billion in assets, $188 billion in deposits, and 43,000 employees, found itself 
losing billions of dollars in deposits as customers left the bank, its stock price tumbled, and its 
liquidity worsened. On September 25, 2008, after a century in the lending business, Washington 
Mutual Bank was closed by its primary regulator, the Office of Thrift Supervision ("OTS"). On 
the same day, the Federal Deposit Insurance Corporation ("FDIC"), having been appointed 
receiver, facilitated sale of the bank to JPMorgan Chase. It was the largest bank failure in the 
history of the United States. 

The sudden financial losses and forced sales of mUltiple financi al institutions put the U.S. 
economy into a tailspin. The stock market fell; business loans dried up; and unemployment 
exploded. Hidden liabilities associated with financial finns ' proprietary positions in mortgage 
backed securities, credit default swaps, collateralized debt obligations ("COOs"), structured 
investment vehicles, and other complex financial instruments created concerns about the stability 
of m'!ior financial institutions. The contagion spread worldwide as financial institutions holding 
similar financial instruments lost value and curtailed transactions with other finns. In October 
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2008, Congress enacted the $700 billion Troubled Asset Relief Plan ("T ARP") to stop the U.S. 
economy from falling off a cliff and taking the rest of the world economy with it. The United 
States and other countries are still recovering today. 

Subcommittee Investigation. In November 2008, the Permanent Subcommittee on 
Investigations initiated a bipartisan investigation into some of the causes and consequences of 
the financial crisis. Since then, the Subcommittee has engaged in a wide-ranging inquiry, issuing 
subpoenas, conducting over 1 00 interviews and depositions, and consulting with dozens of 
government, academic, and private seclor experts. The Subcommittee has also accwnulated and 
initiated review of over -50 million pages of documents, including court pleadings, filings with 
the Securities and Exchange Commission, trustee reports, prospectuses for securities and private 
offerings, corporate board and committee minutes, mortgage transactions and analyses, 
memoranda, marketing materials, correspondence, and email. The Subcommittee has also 
reviewed documents prepared by or sent to or from banking and securities regulators, including 
bank examination reports, reviews of securities firms, enforcement actions, analyses, 
memoranda, correspondence, and email. 

To provide the public with the results of its investigation, the Subcommittee plans to hold 
a series of hearings addressing aspects of the financial crisis, including the role of high risk home 
loans, regulators, credit rating agencies, and Wall Street. These hearings will examine issues 
related to mortgage backed securities, CDOs, credit default swaps, and other complex financial 
instruments. After the hearings, a report summarizing the investigation will be released. 

Washington Mutual Case History. This initial hearing in the series examines 
Washington Mutual Bank as a case study in the role of high risk loans in the U.S. financial crisis. 
Headquartered in Seattle, with offices across the country and over 100 years of experience in the 
home loan business, Washington Mutual Bank had grown to become the nation's largest thrift. 
Each year, it originated or acquired billions of dollars of home loans through multiple channels, 
including loans originated by its own loan officers, loans brought to the bank by third party 
mortgage brokers, and loans purchased in bulk from other lenders or firms. In addition, its 
affiliate, Long Beach Mortgage Company ("Long Beach"), originated billions of dollars in home 
loans brought to it by third party mortgage brokers specializing in subprime lend ing. 

Washington Mutual kept a portion of these home loans for its own investment portfolio, 
and sold the rest either to Wall Street investors, usually after securitizing them, or to the Federal 
National Mortgage Association (Fannie Mae) or the Federal Home Loan Mortgage Corporation 
(Freddie Mac). 

At first, Washington Mutual worked with Wall Street firms to securitize its home loans, 
but later built up its own securitization arm, Washington Mutual Capital Corporation, which 
gradually took over the securitization of Washington Mutual and Long Beach loans. In addition. 
from 2001 to 2007, Washington Mutual sold about $430 billion in loans to Fannie Mae and 
Freddie Mac, representing nearly a quarter of its loan production during those years. 

High Risk Home Loans. Over a five-year period from 2003 to 2008, Washington 
Mutual Bank made a strategic decision to shift its focus from traditional 30-year fixed and 
government-backed loans to higher risk home loans. This shift included originating more home 
loans for higher risk borrowers, with increased loan activity at Long Beach, which was 
exclusively a subprime lender. Washington Mutual also financed subprime loans brought to the 
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bank by third party mortgage brokers through its "Specialty Mortgage Finance" and "Wholesale" 
channels, purchased subprime loans through its "Correspondent" channel, and purchased 
subprime loans in bulk through its IlConduit" channel. 

Washington Mutual decided to shift to higher risk loans, because it had calculated those 
loans were more profitable. Higher risk loans typically charged borrowers a higher rate of 
interest and higher fees. Once securitized, a large percentage of the mortgage hacked securities 
received AAA ratings, yet offered investors a higher rate of return than other AAA investments, 
due to the higher risk involved. As a result, mortgaged backed securities relying on higher risk 
loans typically fetched a bener price on Wall Street than those relying on lower risk loans. 

Washington Mutual 's most common subprime loans were hybrid adjustable rate 
mortgages, known as "2128," "3/27," or "5/25" loans. These 30-year mortgages typically had a 
low fixed "teaser" rate, which then reset to a higher floating ratc after two years for the 2/28, 
three years for the 3127, or five years for the 5125. The initial payment was typically calculated 
to pay down the principal and intcrest at the initial low, fixed interest rate. In some cases, the 
payments covered only the interest due on the loan and not any principal. After the fixed period 
expired, the monthly payment was typically recalculated to cover both principal and interest at 
the higher floating rate. The suddenly increased monthly payments sometimes caused borrowers 
to experience "payment shock" and to default on their loans, adding to the risk. 

In addition to subprime loans, Washington Mutual made a variety of high risk loans 10 

"prime" borrowers, including its flagship product, the Option Adjustable Rate Mortgage 
("Option ARM"). Washington Mutual ' s Option ARMs typically allowed borrowers to pay an 
initial teaser rate, sometimes as low as 1 % for the first month, and then imposed a much higher 
floating interest rate linked to an index, but gave borrowers the choice each month of paying a 
higher or lower amount. These loans were called "Option" ARMs, because borrowers were 
typically given four options: ( I) paying the fully amortizing amount needed to pay off the loan 
in 30 years; (2) paying an even higher amount to payoff the loan in 15 years; (3) paying only the 
interest owed that month and no principal; or (4) making a "minimum" payment that covered 
only a portion of the interest owed and none of the principal. If the minimum payment option 
were selected, unpaid interest would be added to the loan principal. Ifthe borrower repeatedly 
selected the minimum payment, the loan principal would increase rather than decrease over time, 
creating a negatively amortizing loan. 

After five years or when the loan principal reached 110% (sometimes 115% or 125%) of 
the original loan amount, the Option ARM would "recast." The borrower would then be 
required to make the fully amortizing payment needed to pay off the loan within the remaining 
loan period. The new monthly payment amount was typically much greater, causing payment 
shock and increasing loan defaults. For example, a borrower taking out a $400,000 loan, with a 
teaser rate of 1.5% and subsequent interest rate of 6%, could have a minimum payment of 
$1 ,333. lithe borrower then made only the minimum payments until the loan recast, the new 
payment using the 6% rate would be $2,786, an increase of more than 100%. What began as a 
3D-year loan for $400,000 became a 25-year loan for $432,000. To avoid having the loan recast, 
Option ARM borrowers typically refinanced their loans. A significant portion of Washington 
Mutual's Option ARM business consisted of refinancing existing loans. Borrowers unable to 
refinance were at greater risk of default. 
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Washington Mutual and Long Beach sold or securitized most of the subprime home loans 
they acquired. Initially. Washington Mutual kept most of its Option ARMs in its proprietary 
investment portfolio, but eventually began selling or securitizing those loans as well. From 2000 
to 2007, Washington Mutual and Long Beach securitized at least $77 billion in subprime home 
loans. Washington Mutual sold or securitized at least $115 billion of Option AR1v1loans, as well 
as billions more of othertypes of high risk loans, including hybrid adjustable rate mortgages, Ait 
A, and home equity loans. According to its internal documents, by 2006, Washington Mutual 
was the second largest Option ARM originator and the eleventh largest subprime loan originator 
in the country. 

Lending and Securitization Deficiencies. Over the years, both Long Beach and 
Washington Mutual were the subject of repeated criticisms by the bank ' s internal auditors and 
reviewers, as well as its regulators, OTS and the FDIC, for deficient lending and securitization 
practices. Long Beach loans repeatedly suffered from early payment defaults, poor under
writing, fraud, and high delinquency rates. Its mortgage backed securities were among the worst 
perfonning in the marketplace. In 2003, for example, Washington Mutual stopped Long Beach' s 
securitizations and sent a legal team for three months to address problems and ensure its 
securitizations and whole loan sales were meeting the representations and warranties in Long 
Beach's sales agreements. 

In 2005, Long Beach had to repurchase over $875 million ofnonperfonning loans from 
investors, suffered a $107 million loss, and had to increase its repurchase reserve by nearly $75 
million. As a result, Long Beach' s senior management was removed, and Long Beach's 
subprime lending operations were made subject to oversight by Washington Mutual 's Home 
Loans Division. Despite those changes, early payment defaults and delinquencies surged again 
in 2006, and several 2007 reviews identified multiple lending, credit, and appraisal problems. 
By mid-2007, Washington Mutual shut down Long Beach as a separate entity and took over its 
subprime lending operations. At the end of the year, a Long Beach employee was indicted for 
having taken kickbacks to process fraudulent or substandard loans. 

In addition to problems with its subprime lending, Washington Mutual suffered from 
lending and securitization deficiencies related to its own mortgage activities. It received, for 
example, repeated criticisms for unsatisfactory underwriting procedures, loans that did not meet 
credit requirements, and loans subject to fTaud, appraisal problems, and errors. For example, a 
2005 internal investigation found that loans originated from two top loan producing offices in 
southern California contained an extensive level of fraud caused primarily by employees 
circumventing bank policies. Despite fraud rates in excess of 58% and 83% at those two offices, 
no steps were taken to address the problems, and no investors who purchased loans originated by 
those offices were notified in 2005 of the fraud problem. In 2006, securitizations with elevated 
delinquency rates were found to contain lower quality loans that did not meet the bank's credit 
standards. In 2007, fraud problems resurfaced at the southern California offices, and another 
internal review of one of the offices found a fraud rate of 62%. In 2008, the bank uncovered 
evidence that employees at still another top producing loan office were "manufacturing" false 
documentation to support loan applications. A September 2008 internal review found that loans 
marked as containing fraudulent infonnation had nevertheless been securitized and sold to 
investors, identifying ineffective controls that had "existed for some time." 

Compensation. The Long Beach and Washington Mutual compensation systems 
contributed to these problems by creating misplaced incentives that encouraged high volumes of 
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risky loans but little or no incentives to ensure high quality loans that complied with the bank 's 
credit requirements. Long Beach and Washington Mutual loan officers, for example, received 
more money per loan for originating higher risk loans and for exceeding established loan targets. 
Loan processing personnel were compensated according to the speed and number of the loans 
they processed. Loan officers and their sales associates received still more compensation if they 
charged borrowers higher interest rates or points than required in bank rate sheets specifying loan 
prices, or included prepayment penalties in the loan agreements. That added compensation 
created incentives to increase loan profitability, but not loan quality. 

A second problem related to compensation was the millions of dollars paid to 
Washington Mutual senior executives even as their higher risk lending strategy began to lose 
money and increase the risk in the bank' s own investment portfolio. Washington Mutual's chief 
executive officer, Kerry Killinger, for example, received each year a base salary of $1 million, 
cash bonuses, stock options, and multiple stock awards. He also received benefits from four 
pension plans, a deferred bonus plan, and a separate deferred compensation plan. In 2008 a lone, 
the year he was asked to leave the bank, he received $21 million, including a $15 million 
severance payment. Altogether, from 2003 to 2008, Washington Mutual paid Mr. Killinger 
nearly $1 00 million, on top of multi-million-dollar corporate retirement benefi ts. 

Failure orWasbington Mutual. In July 2007, after the Bear Stearns hedge funds 
collapsed and the rating agencies downgraded hundreds of mortgaged backed securities, 
including over 40 Long Beach securities, the secondary market for subprime loans dried up. By 
September 2007, Washington Mutual had discontinued its subprime lending. It also became 
increasingly difficult for Washington Mutua] to sell its high risk loans and related mortgage 
backed securities, including its Option ARMs. By the end of the year, Washington Mutual began 
to incur significant losses, reporting a $1 billion loss in the fourth quarter of 2007, and another 
$1 billion loss in the first quarter of2008. 

In February 2008, based upon increasing deterioration in the bank ' s asset quality, 
earnings, and liquidity, OTS lowered the bank' s safety and soundness rating to a 3 on a scale of 1 
to 5, signaling that it was a troubled institution. In Apri l, the bank closed multiple offices, firing 
thousands of employees. That same month, Washington Mutual 's parent holding company 
raised $7 billion in new capital, providing $3 billion of those funds to the bank. 

In July 2008, a $30 billion mortgage lender, IndyMac, failed and was placed into 
receivership by the goverrunent. In response, depositors became concerned about Washington 
Mutual and withdrew over $9 billion in deposits, putting pressure on the bank' s liquidity. After 
the bank disclosed a $3.2 billion loss for the second quarter, its stock price continued to drop, 
and more deposits left. 

On September 15,2008, Lehman Brothers declared bankruptcy. Three days later, on 
September 18, OTS and the FDIC lowered Washington Mutual's rating to a "4," indicating that a 
bank failure was a distinct possibility. The credit rating agencies also downgraded the bank's 
credit ratings. Over the span of eight days starting on September 15th, nearly $17 billion in 
deposits left the bank. At that time, the federal Deposit Insurance Fund contained about $45 
billion, an amount which could have been exhausted by the fai lure of a $300 billion institution 
like Washington Mutual. As the financial crisis worsened each day, regulatory concerns about 
the bank ' s liquidity and viability intensified. 
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On September 25, 2008, OTS placed Washington Mutual Bank into receivership, and the 
FDIC facilitated its immediate sale to JPMorgan Chase for $1.9 billion. The sale eliminated the 
need to draw upon the federal Deposit [nsurance Fund. 

Findings. Washington Mutual was not the only mortgage lender to fail during the 
financial crisis. Nor was its high risk lending practices unusual. To the contrary, the 
Subcommittee investigation ind.icates that Washington Mutual was emblematic of practices at a 
number of financial institutions that originated, sold, and securitized high risk home loans from 
2004 to 2008. Based upon the Subcommittee's investigation to date, we make the following 
findings of fact related to Washington Mutual Bank and its parent hold ing company. Washington 
Mutual Inc. 

(I) High Risk Lending Strategy. Washington Mutual ("WaMu") executives embarked 
upon a high risk lending strategy and increased sales of high risk home loans to Wall 
Street, because they projected that high risk home loans, which generally charged higher 
rates of interest, would be more profitable for the bank than low risk home loans. 

(2) Shoddy Lending Practices. WaMu and its affiliate, Long Beach Mortgage Company 
(" Long Beach"), used shoddy lending practices riddled with credit, compliance, and 
operational deficiencies to make tens of thousands of high risk home loans that too often 
contained excessive risk, fraudulent information, or errors. 

(3) Steering Borrowers to High Risk Loans_ WaMu and Long Beach too often steered 
borrowers into borne loans they could not afford, allowing and encouraging them to make 
low initial payments that would be followed by much higher payments, and presumed 
that rising home prices would enable those borrowers to refinance their loans or sell their 
homes before the payments shot up. 

(4) PoUuting the Financial System. WaMu and Long Beach securitized over $77 billion in 
subprime home loans and billions more in other high risk home loans, used Wall Street 
firms to sell the securities to investors worldwide, and polluted the financial system with 
mortgage backed securities which later incurred high rates of delinquency and loss. 

(5) Securitizing Delinquency-Prone and Fraudulent Loans. At times, WaMu selected and 
securitized loans that it had identified as likely to go delinquent, without disclosing its 
analysis to investors who bought the securities, and also securitized loans tainted by 
fraudulent infonnation. without notifying purchasers of the fraud that was discovered. 

(6) Destructive Compensation. WaMu' s compensation system rewarded loan officers and 
loan processors for originating large volumes of high risk loans, paid extra to loan 
officers who overcharged borrowers or added stiff prepayment penalties, and gave 
executives millions of dollars even when its high risk lending strategy placed the bank in 
financial jeopardy. 

### 



Washington Mutual Practices That Created 
A Mortgage Time Bomb 

• Targeting Higher Risk Borrowers 

• Steering Borrowers to Higher Risk Home Loans 

• Increasing Sales of High Risk Home Loans to Wall Street 

• Offering Teaser Rates 

• Offering Interest Only and "Pick a Payment" Loans 

• Offering Negative Amortizing Loans 

• Not Verifying Income (Accepting Stated Income or "Liar" Loans) 

• Requiring Low or No Documentation 

• Qualifying Borrowers By Abil ity to Make Initial Low Payments 

• Ignoring Signs of Fraudulent Borrower Information 

• Presuming Rising Home Prices When Approving Loans 

• Making Loans That Are Dependent on Refinancing to Work 

• Using Lax Controls over Loan Approvals 

• Offering Higher Pay for Making Higher Risk Home Loans 

• Offering Higher Pay for Charging Excess Interest Rates or Points 

• Rewarding Employees for Loan Volume over Loan Quality 

• Securitizing Home Loans Identified as Likely to Fail 

• Securitizing Home Loans Identified as Fraudulent 

Prepared by U.S. Senale Permanent Subcommittee on Investigations, Apri1 201 0 
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Excerpts from Documents Related to 
Washington Mutual's Subprime Lender: 

Long Beach Mortgage Corporation ("LBMC") 
Lendinl! and Securitization Deficiencies 

"An internal residential quality assurance (RQA) report for LBMe's fIrst quarter 2003 . . . 
concluded that 40% (109 of271) of loans reviewed were considered unacceptable due to one or 
more critical errors. lbis raised concerns over LBMe's ability to meet the representations and 
warranty's made to facilitate sales of loan securitizations, and management halted securitization 
activity_ A separate credit review report .. . disclosed that LBMe's credit management and 
portfolio oversight practices were unsatisfactory. ... Approximately 4,000 of the 13,000 loans in 
the warehouse had been reviewed ... of these, approximately 950 were deemed saleable, 800 
were deemed unsaleable, and the remainder contained deficiencies requiring remediation prior to 
sale .... rOlf 4,500 securitized loans eligible for foreclosure, 10% could not be foreclosed due 10 

documentation issues. 
··FDIC·Washington State joint visitation repon, 1/ 13/04, FDIC-EM_OOI02S 1 5, Exhibit 8(b) 

"[Securitizations] prior to 2003 have horrible performance. LBMC finished in the top 12 worst 
annualized [net credit losses] in 1997 and 1999 thru 2003 .... At 2105, LMBC was #1 with a 
12% delinquency rate. Industry was around 8.25%." 

· ·OTS email, 4114/05, OTSWMEOS·O 120000806, Exhibit 8(a) 

"In 24 of27 (88%) of the refinance transactions reviewed, policies established to preclude 
origination of loans providing no net tangible benefit to the borrower were not followed. " 

•• WaMu audit of Long Beach, 912112005, JPM _ WM04656627 

"LBMC experienced a dramatic increase in [Early Payment Defaults] during the third quarter of 
2005 . .. . [RJelaxed credit guidelines, breakdowns in manual underwriting processes, and 
inexperienced subprirne personnel ... coupled with a push to increase loan volume and the lack 
ofan automated fraud monitoring tool, exacerbated the deterioration in loan quality." 

-Wamu audit of Long Beach, 4/17/06, JPM_ WM02533760-6 1, Exhibit 10 

"[D]elinquencies are up 140% and foreclosures close to 70% .... It is ugly." 
··Steve Rotella email, 4127/06, JPM_ WM0538091 1, Exhibit II 

'''LBMe is terrible . ... Repurchases, [Early Payment Defaults], manual underwriting, very weak 
servicing/collections practices and a weak staff" 

·-Steve Rotella email, 9/14/06, JPM_ WM00810317, Exhibit 12 

"LBMC paper is among the worst perfonning paper in the mkt [sic] in 2006 ." 
·-David Beck email. 1117/06. JPM_ WM03871491, Exhibit 50 

Permanent Subcommillce on Invesli2.ations 
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"Short story is this is not good .... [L]arge potential risk from what appears to be a recent 
increase in repurchase requests .... We are all rapidly losing credibility as a management team. 1! 

--David Schneider email, 12122106, JPM_ WMOJIOO333, Exhibit 13(a) 

" Long Beach represents a real problem for WaMu .... Appraisal deficiencies. , .. Material 
misrepresentations .... Legal documents were missing or contained errors or discrepancies . .. 
Credit evaluation or loan decision errors... [D]eterioration was accelerating in recent vintages 
with each vintage since 2002 having performed worse than the prior vintage." 

--Ron Cathcart and Cynthia Abercrombie emails, Jan. 2007 & Dec. 2006, JPM_ WM025556, Exhibit 16 

"Washington Mutuallnc.'s subprime bonds are suffering from some of the worst rates of 
delinquency among securities in benchmark indexes, according to IPMorgan Chase & Co. 
research .... Delinquencies of 60 days or more on loans supporting WaMu's Long Beach 
LBML T 2006- J issue jumped ... to J 9.44 percent ... the highest among the 20 bonds in the 
widely watched ABXMHE 06-2 index of bonds backed by residential loans to risky borrowers." 

--" WaMu subprime A8S delinquencies top ABX componcnts," Reuters, 3f27t07, Exhibit 52 

"[T]he overall system of ri sk management and internal controls has deficiencies related to 
multiple critical origination and underwriting processes .... These deficiencies require 
immediate effective corrective action to limit continued exposure to losses." 

M-Wamu audit of Long Beach, 8nOt07, lPM_ WM02548940, Exhibit 19 

"This [2007 audit report of Long Beach] seems to me to be the ultimate in bayonetting the 
wounded, ifnot the dead." 

-Slcve Rotella email. 812 lt07, JPM_ WM04859837, Exhibit 20 

" 132 of the 187 (71 %) files were reviewed ... confinned fraud on liS [and 17 were] .. . 'highly 
suspect ' .... 80 of the 112 (71 %) stated income loans were identified for lack of reasonableness 
of income[.] 133 (71 %) had credit evaluation or loan decision errors .... 58 (3 1 %) had appraisal 
discrepancies or issues that raised concerns." 

--Wamu Corporate Credit Review of Long Beach, 9128/07, JPM_ WM040 13925, Ex.hibit 21 

Prepared by U.S. Senate Pennanent Subcomminee on Investigations, April 2010 



Excerpts from Documents Related to Washington Mutual's 
Prime Home Loan Lending and Securitization Deficiencies 

"Craig [Chapman, Warnu executive,] has been going around the country visiting home lending and 
fulfillment offices. His view is that band-aids have been used to address past issues and that there is a 
fundamental absence of process." 

- OTS internal email, 8/ 13/04, Franklin_Benjamin-00003956_001 

" [A]mong the referred cases there is an extremely high incidence of confirmed fraud (58% for 
[Downey office], 83% for [Montebello office])." 

--Wamu internal emai l, 8/30/05, JPM_ WM04026075, Exhibil23 

"Fraud Loan Samples[:] Loan #0694256827 Misrepresentation [oi] the borrower's identification and 
qualifying infonnation were confirmed in every aspect of this file, including: - Income - SSN - Assets 
- Alternative credit reference letters - Possible Strawbuyer or Fictitious borrower[.] The credit 
package was found to be completely fabricated. Throughout the process, red flags were over-looked, 
process requirements were waived, and exceptions to policy were granted." 

-Retail Fraud Risk Overview, 11 11 6/05, JPM_ WM02481943, Exhibit 22(b) 

"[A]n extensive level of loan fraud exists in the Emerging Markets [loan processing centers in 
southern California] , virtually all of it stemming from employees in these areas circumventing bank 
policy surrounding loan verification and review. Of the 129 detailed loan review[ s] ... conducted to 
date, 42% of the loans reviewed contained suspect activity or fraud, virtually all of it attributable to 
some sort of employee malfeasance or failure to execute company policy . . .. Based on the consistent 
and pervasive pattern of activity amount these employees, we are recommending finn action be taken 
to address these particular willful behaviors on the part of the employees named." 

- Wamu So. CA Emerging Markets Targeted Loan Review Results, 11 /1712005, JPM_ WM0108305 1, Exhibit 22(a) 

"[D]elinquency behavior was flagged in October [2006] for further review and analysis .... The 
primary factors contributing to increased delinquency appear to be caused by process issues including 
the sale and securitization of delinquent loans, loans not underwritten to standards, lower credit quaJity 
loans and seller servicers reporting false delinquent payment status." 

--WaMu Market Risk Committee Minutes, 12112/06, JPM_ WM02095545, Exhibit 28 

"Our appetite for credit risk was invigorated with the expansion of credit guidelines for various 
product segments including the 620 to 680 FICO, low doc loans, and also for home equity .. " In 
2007, we must find new ways to grow our revenue. Home Loans Risk Management has an important 
role to play in that effort." 

- Home Loans Chief Risk Officer's message to risk management team, 12126/06, JPM_ WM02555659, Exhibit73 

" 1 said the other day that HLs [Home Loans] (the original prime only) was the worst managed business 
I had seen in my career. (That is, until we got below the hood of Long [B]each.)" 

- Steve Rotella email, 8123/07, JPM_ WM0067585I , Exhibit 79 

Permanent Subcommittee on Investi ations 

EXHIBIT#le 
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"One Sales Associate admitted that during that crunch time some of the Associates would 
'manufacture ' asset statements ... and submit them to the [loan processing center]. She said the 
pressure was tremendous _ .. since the Joan had already [been] funded and pressure from the Loan 
Consultants to get the loans funded, " 

-Significant Incident Notification re Westlake Village Home Loan Center, 4/1108, JPM_ WM05452386, Exhibit 30 

"Risk Mitigation reviewed 25 HELOC [Home Equity Lines of Credi t] loans originated between 2/6/08 
and 4/19/08 ... with a total exposure 0[$8,538,600.00. The review found that the borrowers indicated 
they owned lhe property free and clear when in fact existing liens were noted on the properties. The 
properties are located in California, Arizona and Washington. ... WaMu used ... Abbreviated Title 
reports [that] ... do not provide cxisting lien information on the subject property." 

··Significant Incident Notification re HELOC Fraud, 5/1 /08, JPM_ WM05452389, Exhibit 32(b) 

"[A] third party mortgage insurer, notified WaMu of fraud concerns in June 2007. Resolution of this 
complaint was nOl completed .... WaMu Legal and [Home Loan] senior management had no method 
ofk.nowing the existence of this complaint or its resolution status .... [F]or the September and October 
2007 sampled time period, the volume of misrepresentation and suspected loan fraud continued to be 
high [or [Montebello, a southern California loan processing center](62% of the sampled loans) . . .. 
Loan Producers were compensated for volume of loans closed and Loan Processors were compensated 
for speed ofloan closing rather than a more balanced scorecard of timeliness and loan quality .... Risk 
Mitigation conducted loan reviews on loans produced from September 9, 2003 to August 8, 2005 and 
found excessive levels of fraud related to loan qual i fying data particularly in the retail broker loans 
(78%) ... . Outside of training sessions ... in late 2005, there was little evidence that any of the 
recommended strategies were fo llowed or that recommendations were operationaiized. There were no 
targeted reviews conducted ... on the Downey or Montebello loan portfolios between 2005 and the 
actions taken in December 2007." 

··WaMu internal memorandum, 4/4/08, pages 1-2, 6-7,9, Exhibit 24 

"The controls that are intended to prevent the sale of loans that have been confirmed ... to contain 
misrepresentations or fraud are not currently effective. There is not a systematic process to prevent a 
loan ... confirmed to contain suspicious activity from being sold to an investor. .. . Of the 25 loans 
tested, II reflected a sale date after the completion of the investigation which confirmed fraud. There 
is evidence that this control weakness has existed for some time." 

··WaMu internal Corporate Credil Review, 9/8/08, JPM_ WM00312502, Exhibit 35 

Prepared by U.S. Senate Pennanent Subcommittee on Investigations, April 2010 



Excerpts from Documents Related to 
Washington Mutual 

Compensation and Incentives 

"To those OfYOll who have not yet reached President's Club, I want each and every one OfYOll to 
believe you have the potential to achieve this great reward. Now is the time to really kick it into 
high gear and drive for attending this awesome event! Rankings are updated and posted monthly 
. ... I'm especially pleased with your ability to change with the market and responsibly seU more 
higher-margin product - Option ARM, Home Equity, Non-prime, and All A." 

•• WaMu internal document to Home Loans sales force, Nov. 2006, lPM_ WM03077124, Exhibit 62 

"Incentive Tiers reward high margin products ... such as the Option ARM, Non-Prime referrals 
and Home Equity Loans .... Warnu also provides a 15 bps ' kicker' for selling 3 year prepayment 
penalties." 

-WaMu Retail Loan Consultant 2007 Incentive Plan, undated, JPM_ WM030972 I 7, Exhibit 60(a) 

"Overages ... [give a] Loan Consultant [the] [a]bility to increase compensation [and] [e]nhance 
compensation/incentive for Sales Management, , .. Major naliona] competitors have a similar 
plan in place in the market. " 

--WaMu proposal, adopted in 2007, to pay overages - added compensation to loan officers who 
sell loans with a higher interest rate or points than required on WaMu's daily rate sheet, undated, 
lPM_ WM02S83396, 98, Exhibit 60(b) 

"[WJc have to convince our folks that they will all make a lot of money by being \vith WaMu." 
--Kerry Killinger email, 1/3/08, JPM_ WM01335818, Exhibit 65 

"The board of Washington Mutua] Inc. has set compensation targets for top executives that will 
exclude some costs tied to mortgage losses and foreclosures when cash bonuses are calculated 
this year," 

--"WaMu Board Shields Executives' Bonuses," Wall Street Joumal, 3/5108, Exhibit 67 

"Loan Producers were compensated for volume of loans closed and Loan Processors were 
compensated for speed of loan closing rather than a more balanced scorecard of timeliness and 
loan quality .... A design weakness here is that the loan consultants are allowed to 
communicate minimal loan requirements and obtain various verification documents from the 
borrower that [are] nced[ed] to prove income, employment and asset'S. Since the loan consultant 
is also more intimately familiar with our documentation requirements and approval criteria, the 
temptation to advise the borrower on means and methods to game the system may occur. Our 
compensation and reward structure is heavily tilted for these employees toward production of 
closed loans." 

-·WaMu internal memorandum, 4/4/08. page II , Exhibit 24 
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"[TJhe review defines an origination culture focused more heavily on production volume rather 
than quality_ An example of this was a finding that production personnel were allowed to 
participate in aspects of the income, employment, or asset verification process, a clear conflict of 
interest. . .. Prior ors examinations have raised similar issues including the need to implement 
incentive compensation programs to place greater emphasis on loan quality." 

--OTS Memo No. 22, Loan Fraud Investigation, 6/19/08, JPM_ WM02448184, Exhibit 25 

"Chief Risk Officer -I-lome Loans ... Employee Goals ... GROWTH 35% ... Achieve Net 
Income - $340 MM for 2007 ... SUbprime -$32B .. . Option ARM - $33B ... RISK 
MANAGEMENT 25%" 

--Perfonnance Review Fonn for Chief Risk Officer, undaled, JPM_ WMOl365325, Exhibit 64 

"We would disclose the exclusion of [Executive Committee] members from the bonus plan. 
There would be no disclosure of the retention cash payments. Option grants would be held off 
until whenever other compo actions were done. 

--Kerry Killinger email, 1116/08, JPM_ WM0 1240 144, Exhibit 66 

"Creditors in Washington Mutuallnc.'s bankruptcy could go after a $16.5 milliQn cash 
severance payment promised to ousted CEO Kerry Killinger ... [and] a $7.5 million signing 
bonus for his successor, Alan Fishman, who ran the bank for 18 days before it failed. " 

--"WaMu creditors could challenge payments to Killinger. others," Seattle Times, 10/1/08, Exhibit 68 

Prepared by U.S. Senate Pennanent Subcommittee on Investigations, Apri12010 



SELECT DELINQUENCY AND LOSS DATA 

FOR WASHINGTON MUTUAL SECURITIZATIONS 
AS OF FEBRUARY 2010 

Securitization Series Loan Type Delinquent Foreclosure REO 
Total Loan 
Delinquency Rate 

LBMLT2006-WLI Subprime 38.09% 14.09% 4.47% 56.65% 

WAMU 2007-HEI Subprime 37.39% 12.26% 5.30% 54.95% 

WAMU 2007- HE2 Subprime 12.88% 11. 14% 6 .14% 30.16% 

WAMU 2007-HEJ Subprime 42 .17% 11 .39% 3.85% 57.4 1% 

LBML T 2006-A Subprime/2nd Lien 39.64% .17% 0% 39.8 1% 

WAM U 2007-0 A6 Option ARM 19.32% 24.9% 4.37% 48.59% 

WMALT 2007-0AJ Option ARM 23.66% 25.45% 5.74% 54.85% 

WMALT 2007-OC I Hybrid ARM 25.48% 3 1.64% 6.94% 64.06% 

Source: www.wamusecuri lies.com 

Total Loss 
Since Issuance 

18.97% 

19.77% 

18.48% 

14.95% 

65.61 % 

5.85% 

7.99% 

17.58% 

Delinquent - Percentage of outstanding loans (by dollar amount) that have missed payments but are not yet in default 
Foreclos ure - Percentage o f o utstanding loans (by dollar amount) that arc in fo reclosure 
REO - Percentage o f outstanding loans (by dollar amount) that have completed fo reclosure, resulting in bank-owned rea l estate 
Total Loan Delinquency Rate - Total calculated by adding the De linquent, Foreclosure and REO columns 
Loss Since Issuance - Cumulative percentage loss re lative to initial princ ipal balance of the securities 

Prepared by the U.S. Senate Pcnnanent Subcommittee on Investigations, April 20 10 
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WASHINGTON MUTUAL CEO KERRY KILLINGER: 
$100 MILLION IN COMPENSATION, 2003-2008 
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$8 millio",o'" , ,,1.1 milli",' 
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$2.6 millio" I $25.' millio" 
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Grand Total: 5103.2 million 

Source: Washington Mutual Proxy Statements, Schedule 14A, 2004-2008; 2008 compensation data from Washington Mutual Inc., wh ich Mr. Killinger left in Sept. 2008. 
Dollar value of stock awards, stock option awards, stock option gains, pension benefits, and deferred compensation taken from proxy statements. 

*'" Amounts taken from proxy statemenls, and include compensation for fina ncial and tax planning, car and park ing expenses, corporate jet travel, tax gross-up expenses. 
In 2008, in cludes $15.3 million severance payment; $445,200 lump sum payment for vacation benefits; and $300,669 "special payment." 

+ Tota ls inc lude salary, bonus, stock awards value, stock option gains, other compensation. In 2008, also includes SERP and deferred compensation distributions. 
Totals do not include value of stock option awards, pension benefits, or deferred compensat ion or deferred bonus plans. 

SERP: Supp lemental Executive Retirement Plan; SERAP: Supplemental Executive Retirement Accumulation Plan; ETRIP: Executive Target Retiremenl Income Plan. 
Prepared by U.S . Senate Permanent Subcommittee on In vestigations, Apri l 20 10 

Permanent Subcomm ittee on Investigations 

EXHillIT#lh 
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WAMU PRODUCT ORIGINATIONS AND PURCHASES BY PERCENTAGE - 2003-2007 

Home 
Subp,;me Equ;ty 2003 

S% 

Option 
ARM 
7% 

Other 
ARM 
17% fixed 

64% 

2006 

Fixed 
25% 

2004 

2007 

f ixed 
23% 

Other 
ARM 
30% 

2005 

Fixed 
31% 

Source: Washington M utual Inc. SEC Fil ings, 2003-2007. Prepared by the U.S. Senate Permanent Subcommittee on Investigations, April 20 10 
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ESTIMATION OF HOUSING BUBBLE: Comparison of Recent Appreciation vs. Historical Trends 
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II Org Profitability: Future State Hierarchy 
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li~i~~j~jl Washington Mutual 
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Overview 

• In order to generate more sustainable, consistent, higher margins within 
Washington Mutual, the 2005 Strategic Plan calls for a shift in our mix of 
business, increasing our Credit Risk tolerance while continuing to mitigate 
our Market and Operational Risk positions.· 

• The Corporate Credit Risk Management· Department has been tasked, in 
conjunction with the Business . Units, to develop a framework for the 
execution of this strategy. Our numerous activities included: 
~ Selecting best available credit loss models 
~ Developing analytical framework foundation 
~ Identifying key strategy components per Regulatory Guidance documents 

• A strong governance process will be important as peak loss rates associated 
with this higher risk lending strategy will occur with a several year lag and 
correlation between high risk loan products is important. For these reasons, 
the Credit Department will pro-actively review and manage the 
implementation of the Strategic Plan and provide quarterly feedback and 
recommendations to the Executive Committee and timely reporting to the 
Board. 

B1.2 
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Regulatory -Requirements 

• As we implement our Strategic Plan we need to address OTS/FDIC 2004 
Safet~ and Soundness Exam Joint Memos 8 & 9. 

• These inter-related memos recommended, and we agreed to: 

Joint Memo 8: 

- Adopt a definition of "Higher Risk. Loans" 

- Monitor, measure and report on these by Legal Entity and Business 

- Establish Board-approved "Higher Risk" portfolio concentration limits as a % of 
Capital 

Joint Memo 9: 

- Develop and present a Sub Prime/Higher Risk Lending Strategy to the Board 

B1.3 



Washington Mutual 
Definition of Higher Risk Lending 

• For the purpose of establishing concentration limits, Higher Risk Lending 
strategies will be implemented in a "phased" approach. Later in 2005 an 
expanded definition of Higher Risk Lending--encapsulating multiple risk 
layering and expanded underwriting criteria--and its corresponding 
concentration limit--will be presented for Board approval. 

• The initial definition is "Consumer Loans to Higher Risk Borrowers", which 
at 11/30104 totaled $32 Billion or 151% of total risk-based. capital,* 
comprised of: 

o Subprime loans, or all loans originated by Long Beach Mortgage or purchased 
through our Specialty Mortgage Finance program. 

o SFR and Consumer Loans to Borrowers with low credit scores at origination:** 

* Total risk-based capital is defined as Tier I and Tier II regulatory capital or total WMI equity, less goodwill, plus 
loan loss reserves and qualifying subordinated debt. Total risk-based capital was $21.1 billion as of 9/30104. 

'It'lt In the case of 1 st lien Single-family Residential (SFR), Home Equity Loans (HEL), or Home Equity Line of 
Credit (HELOC) these are. defined as loans to borrowers with credit scores less than 620 on the FICO scale. 
In. the ca~eof HEUHELOCs in 2nd lien position and other Consumer !oans these are defined as loans to borrowers 
with credit scores less than 660 on the FICO scale. . 

Bl.4 



.:.:.:.:.:.:.:.:.:. .. . 

~~~~~l Washington Mutual 
Exposure in Higher Risk Lending 

Total'Consumer Loans to Higher Risk Borrowers 

Subprime Loans 

1:1 Specialty Mortgage Finance 

1:1 Long Beach Mortgage 

Loans to borrowers with low 'credit scores at origination 

1:1 Single-family Residential 

1:1 HEUHELOC 

1:1 Other 

Nov 
2004 
32.0 

17.0 

16.9 
0.1 

15.0 

13.2 
1.4 
0.4 

$ in Billions 

2005 
Plan 
44.5 

28.3 

23.3 
5.0 

16.2 

13.9-
1.8 
0.5 

Consumer Loans to Higher Risk Borrowers represent 151% of Capital available for risk-based purposes 
($21. 1 billion) as of 9/30104, and. for year-end 2005 Plan are projected to represent 197% of risk-based 
Capital ($22.5 billion). 

B1.5 
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, Washin'gton Mutual 
Existing Credit Objectives 

Existing Credit Key Performance Indicators (KPI's): 

}> Non-performing assets to total assets below 1 percent over the cycle. 

}> The recent Strategic Plan introduced net charge-off (NCO) objectives, 
as follows: 

- target of 25 basis points expected NCO rate on average over the five year planning 
horizon, 

- capping the modeled volatility of the NCO rate to a maximum unexpected loss 
realization of no more than two times the target (but not to exceed 60 bps) in any 
single year of the planning horizon 

B1.6 
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Washington Mutual 
Net Charge-Off Objectives 

We recommend annual expected NCO rates that drop to at least the average by the end of that five year horizon. 

70 

~ 5 Yr Plan Max NCO 
c 60 
'0 
Q, 

!! 
III cu 50 .c .... 
S cu 
0::: 

8 40 
a. 
til .... Recommended Annual Expected NCO's cu 
~ 

0 30 
ti z 

20 Targeted Expected NCO 25 bp Average 

10 
2005 2006 2007 2008 . 2009 
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Washington Mutual 
Expected Loss Rates 

Weighted average expected loss rate for consumer loans 
to higher risk borrowers 

Subprime Loans. 

Q Specialty Mortgage Finance 

Q Long Beach Mortgage 

Loans to borrowers with low credit scores at origination 

Q Single-family Residential 

Q HEUHELOC ** 

2005 
Plan 

3.5% 

3.3% 

3.8% 

0.9% 

6.7% 

* Lifetime (10 year) cumulative net charge-off rates as a percentage of original balance. 

** 2nd liens make up more than 95% of this population. 

* 

B1.8 
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Immediate Impact of 2005 Plan on Credit KPl's 

With the implementation of the 2005 Plan, the following highlights the 
first year impact on the Credit KPI's: 

,/NPA's remain below 1.000/0 of total assets at year-end 2005 (even 
without additional NPL sales) 

'/Over the course 012005 NCO's remain below 25 bps of total held for 
investment loans ." 

,/ At modeled volatility, 2005 results show a maximum unexpected NCO 
rate well below the Five Year Plan maximum of 60 bps 

... 

Other considerations such as timing, lag effects of loss, and volatility concepts 
are illustrated on the next few slides. 

it We project NCO's will range between 10 bps - 15 bps, depending on loan sale activity. 
B1.9 
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Longer-Term Impact - NPA ratio 

Implementing the 2005 Higher Risk Lending (HRL) Strategic Plan- with no further HRL growth 
subsequent to 2005- results In NPAs piercing our NPA target limit of 1% In 2006 and beyond 

(absent any non performing loan sales). 

1.50% 

1.25% 

1.00% 

0.75% 

O.SOOAl 
2001 

NPA Ratio 
(with one-time 2005 

plan growth) 

NPA Ratio KPI Limit 

Actual NPA Ratio 

2002 2003 2004 2005 2006 2007 2008 2009 
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Longer-Term Impact
Projected Net Charge-Off and Variability Range 

With either one-time 2005 HRL Plan growth or continued HRL growth through 2009, expected net 
charge-offs approach our goal of having NCOs average 25 bps annually over the Five Year Strategic 

Plan time frame . . Unexpected net charge-offs, however, will need to be mitigated in the last severa/years 
of the Five Year Plan. 

70 
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Washington Mutual 
Lags in Effects of Expansion 

The jIIustration be/ow.shows the lagged effect of losses on a Higher Risk Lending Portfolio. Our modeling 
Indicates that credit-related losses from a newly originated HRL portfolio (one-time growth In 2005) will occur 

several years after origination. 

Cii 
u 
C 
III 

j 
iU 
.!: 
C) 
·c 
0 .... 
0 

~ 

III 
S 
RI 
0:: 
:t: 
0 

I 
QI 
C) ... 
RI .r: 
0 ... 
QI z 

1.20% , . 

1.00% 

0.80% 

0.60% 

0.40% 

0.20% 

0.00% 
2005 

Peak loss rates occur 

r'--~ several years after 
/ \.._ orlglnat/on 

~-~ -~~ 

2006 2007 2008 2009 

The lagging effect is accentuated If HRL continues in 2006 through 2009 at the 2005 Plan pace. 
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Washington Mutual 
Capital Related Considerations 

With phased Implementation of the Basel II requirements at Washington Mucua, we will need to 
.integrate our Internal approaches to management of higher risk lending with evolving regulatory 

risk·based capital requirements. 

-Under the current Regulatory requirements, 
there is sufficient capital to grow the level of 
loans to Higher Risk Borrowers as in the 2005 
Plan. 
-As Basel" is implemEmted.Jhe requirements 
may constrain the amount of higher risk lending 
that we do at some point. 
-Capital ratios also affect our debt rating through 
Rating Agency sllrveillance, including reviews of 
Market and Operational risk capital adequacy. 
-Increased credit risk, if managed prudently and 
priced adequately, could help us reduce the 
predominance of Market and Operational Risk 
and build available Capital through enhanced 
net interest margin income. 
-Capital capacity for increased credit risk is 
highly dependent on managing well the 
predominant Market and Operational Risk. 

U.S. Draft 
Rullt 

2005 

US Final 
Rule? 

Use Tests 
and Parallel 
Reporting 

2006 

·Parallel 
Use" Period 

2007 

Basel II In force 

2008 2009 

4-year transitional period 
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Capital Concentration Limit - Staged Check Points 

Higher Risk Lending activity Is not likely to be constrained by a capital concentration limit of 200% In 2005. 
Continued growth In HRL balances beyond 2005 likely would exceed 200% of risk based capital. Thus, the capital 

concentration limit will be. subject to staged check points throughout 2005 prior to any adjustment 

250 

225 

200 

Capital Concentration Limit 
H'RL Balances as % of Total Risk-Based Capital 

The 2005 plan to grow HRL balances 
to $44.5 billion shQuld not exceed a 

capital concentration limit of 200% of 
total risk-based capital . 

\.. J 
V 

~c f d . X. HRL rtf ~ on Inue Increases In po 0 10· 

beyond 2005 will require a review of 
HRL results to-date 

V5 +---------------------------~------------------------~ 
2005· 2006 
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Washington Mutual 

Higher Risk Lending Allocation Mechanism 

The primary oversight process for higher· risk lending activities will be 
the responsibility of an Asset Allocation Committee (AAC), which will be 
a sub-committee of the Credit Policy Committee. The AAC will meet 
quarterly to: 

>Review HRL portfolio results to~date 

>Manage the HRL portfolio within established constraints 

>Uti!lze approved credit risk management tactics when necessary, including NPL 
sales or other credit enhancements . 

>Communicate potential overages and pertinent issues and recommendations to 
the Executive Committee 

> Develop a process for 2006 Planning, to include portfolio composition 

B1.15 



~~I!J~1 Washington Mutual 
Proposed Concentration Limits 

We are recommending approval of the 2005 Operating Plan amounts of 
Consumer Loans to Higher Risk Borrowers at the projected 2000/0 of total risk 
based capital at the Washington Mutual, Inc. (WMI) level. 

This recommendation does not imply approval of individual, specific lending 
programs. All programs must still comply with Credit Policy and follow the 
required approval· processes, which include Credit Policy Committee approval 
and complete compliance with the reqUirements of the Joint Memos 8 & 9, as 
well as the Interagency Guidance documents on sub prime lending. 

B1.16 
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Governance and Infrastructure Requirements 
for Higher Risk Lending Strategy 

To ensure that we have the proper governance and continue to have 
adequate risk analytics to support our higher risk lending initiatives, the 
following key requirements need to be adequately addressed: 

People 
1/ Build on current expertise in Sub Prime lending Best Practices and financial 
management, as well as increase staff capabilities for modeling and predictive tools. 

Management Controls 
./ Continuous review and pro-active credit risk management is a must. This includes 
having strong portfolio surveillance procedures within business units, consistent credit 
policies, and ongoing procedures for management oversight and governance including 
the Asset Allocation Committee, Front End Guidance, and Quarterly Business Reviews. 

Technology 
1/ Continue investment in decisioning and modeling tools, fraud prevention, and default 
servicing. 

B1.17 
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Next Steps 

>Given Board support for this Strategy, we will expand resources to 
further develop our infrastructure and address potential gaps for the 
successful management of higher risk lending. 

>We will also build control processes which include an Asset Allocation 
Committee, Front End Guidance, Quarterly Business ~eviews, and 
Credit Risk Oversight. 

>Executive Committee and Board review will be required for any 
deviation from the 2005 Plan that impacts the 200% concentration limit. 

>In addition, we will address future phases of Higher Risk Lending 
strategies with the Executive Committee and the Board. This will 
include greater delineation of HRL risk limits by product and 
Washington Mutual legal entity. 

B1.l8 
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• Background 
• Definition of "Higher Risk Loa~s" 

• Higher Risk Lending by Loan Type 

• Concentration Limits on Higher Risk Lending 

• Higher Risk Lending Strategic Plan 
- . Volume and Portfolio Growth 

- Risks 

- Strategies 

- Product Eligibility & Pricing Adequacy 

- Upstream/Downstream Referral Policy 

Executive Summary 

- Organizational Infrastructure & Gap Assessment 

- Policy Changes 
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Background 

• Interdepartmental ERM team leading an effort to increase Credit Risk 
Management aspect of Higher Risk Lending strategy and implementation 

• Credit Key Performance Indicator - 25 basis points in expected net charge
offs and keeping volatility potential within prescribed range 

.• 2004 Safety and Soundness Exam Joint Memos 8 & 9 . 

- Definition of "Higher Risk Lending" 

- Monitor, measure and report by Legal Entity and Business 

- Establish Board-approved capital concentration limits on Higher Risk 
Lending 

- Develop a Higher Risk Lending Strategy 

JPM WM04107997 
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il~~~Jjl Washington Mutual Net Charge-Off Implications: 
Current Portfolio Mix Held Constant 

With our cun-ent portfolio mix, we have additional capacity relative to the Strategic Plan 
Credit KPI of averaging 25 basis paints in Net Charge-offs (NCOs) over 2005-20091 
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21mptied maximums of current portfolio mix 
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~~IMJ~I Washington Mutual 
Definition of Higher Risk Lending 

! 

• Loans to Higher Risk Borrowers 
• All loans sourced through LBM and SMF 

• SFR loans with FICO < 620 
• HELIHELOC 1 sllien loans with FICO < 620 
• HELIHELOC 2nd lien loans with FICO < 660 
• Credit Card loans with FICO < 6,60 
• Small Business loans with LCS < 190 or FICO < 660 

• Auto loans with FICO < 660 
• Other Secured and Unsecured Consumer loans with FICO < 660 
• Multi-Family and NRE loans with FICO < 660 

• Higher LTV/CL TV Loans 
• SFR 

LTV >= 90·" Qf not credit enhanced) 
CL TV >- 95°" Orrespectlve of credit enhancement) 

• HEL/HELOC 
l't lien - LTV> 90% 
2nd lien - CL TV> 80% 

• Commercial Multi-family, Non-residential Real Estate and Business loans 
LTV> supervisory max + 5 
Advance Rate> supervisory max + 6 

• Higher Risk Loans from Multiple Risk Layering and Expanded Criteria 
• Expanded Criteria 

"No Income" loan documentation type 
All Manufactured Housing loans 
Commercial Multi-family, Nonresidential RE and Business loans wI initial risk rating of 6 or higher 

• Multiple Risk Layering In SFT and 1st lien HELIHELOC loans 
Higher A- credit scora or lacking LTV as strong cOfl1Jensating factor and 
An additional risk factor from at least three of the following: 

• Higher uncertainly about ebili~ to payor 'stated Income" documentation type 
• Higher uncertainly about willingness to payor cQllatensl value 

JP~ ~04107999 
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Higher Risk Lending by Loan Type 

Incor~orated in Sub~rime Strategx in 

Loan T~Ee Higher Risk Product Ty~e 2005 2006 or later 

SFR Alt-A: Tier 2 (660 min FICO up to 100 CL TV, NINA) n.a n.a 

Gap (580 min FICO) 
n.8 n.8 

Sub-prime Expanded SMF Purchases Yes Yes 

Long Beach Originated to Portfolio Yes Yes 

Retail through FCs/HLCs n.8 Yes 

Consumer HEL/HELOC: 620-660 FICO n.a n.B 

HEL/HELOC: to 100 CL TV 
n.~ n.8 

Credit Card: Prime n.B n.8 

Credit Card: Sub-prime No 
.; 

No· 

Multi-F amily Lower DSCR/Higher LTV n.S n.s 

n.a.: Not applicable; item Is a form of higher risk lending and a possible margin for expansion, 
but not a subprime consumer product. Higher risk lending strategy also will 
consider retention of structured credit risks (securitization Interests, recourse). 

6 
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""""""-"". Higher Risk Lending Concentration Limits 

• Proposed Concentration Limits 

Higher Risk HFI Lending - 250% of total capital ($51.9 BiUion limit) 
• Loans to Higher Risk Borrowers - 200% ($41.6 billion limit) 
• Higher L TV/CL TV Loans - 100% ($20.8 billion nmit) 
• Higher Risk Loans from Multiple Risk Layering or Expanded Approval- 50% ($10.4 billion limit) 

• Current Concentration Limits (% of tier 1, total capital, total assets) 

Higher Risk HFI Lending - 263%, 197%, 15% 

Loans to Higher Risk Borrowers -199%, 149%, 11 % 

Higher L TV/CL TV Loans - 47%,36%,3% 

HRLs with Multiple Risk Layering or Expanded Approval - 19%, 14%, 1 % 

• Capacity 
Higher Risk HFI Lending - $41 billion (current), $11 billion (additional) 

Loans tbHigher Risk Borrowers - $31.1 billion (current), $10.5 billion (additional) 

Higher Risk Loans from Multiple Risk Layering or Expanded Criteria - $3 billion 
(current), $7.4 billion (additional) 

IP~ ~04108001 
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Diversified Higher Risk Loan Originations 
Market availability and organizational readiness constraints limit the extent to which anyone higher risk loan 
type would be used as a substitute for portfolio SFR originations. With equal dIstrIbution of SFR orIginatIon 

capacity across the four major loan types and some diversification within these loan types, higher risk lending 
product expansions could be in the $4 billion to $13 billion range for M.kI1 0'8 products. 

LoanlYpe Higher rusk Prodact 'JYpe 

SFR Alt· A: TIer 2 (660 min FICO) 

Gap (580 min FICO) 

Sub-prime ExpandedSMF Purchases 

RetaU through F'Cs/HLCs 

Long Beach Originated 

Consumer HEL/HEI..OC: 620-660 FICO 

HEL/HELOC: to l00CL1V 

Credit Card: l'rimo!' 

Credit Can!: Sul>-priIllll' 

Multi-Family Lower J:SCR/Higher L1V 

Increment to Substitute 
Substitute for Expected NCO Rate 

(bps) if rogher Risk 

Standard SFR 10 

. StardardSFR 20 

Stardard SFR 50 

StardardSFR 60 

StardardSFR iO 

StandardSFR 15 

StardardSFR 20 

StardardSFR 550 

StandardSFR 1200 

StandardSFR 20 

...... ....... ............. ..... ...... .. . .... ....... . 

2005 

5 

5 

4· 

4 

4 

5 

5 

0 

0 

11 
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Diversified rogher rusk Loan Origiualions 

($BUII.no) 

2006 2007 2008 2009 

5 6 6 7 

5 6 6 7 

4 4 4 4 

4. 4 4 4 

4 4 4 4 

5 6 6 'i 

5 6 6 ·~7 

U 0 0 0 
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Portfolio Balances by Business 

Loan Balances from the Strategic Plan Long-Range Forecast 

($Billions as of period end) 
2005 2005 2007 2008 2009 

SFR 150 169 184 199 215 

Sub-prinle 22 26 30 32 35 

Conswner 50 61 71 77 83 

. Multi-Family 30 39 47 50 55 

Nonresidential RE 11 15 20 22 23 

Corrurerdal 8 13 20 21 23 

Total Portfolio Z12 323 ~2 402 434 

9 
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~~~~~~~l:j Washington Mutual 
,:,.:.:.:.:..:~.:..:.. 

Assessment of Risks 

• Operational 

• Legal 
• Financial 

• Reputation 

• Other 

10 
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Integrated Strategies 
• Enterprise Decision Engine 

• Standardized & Centralized execution of decision strategies from a single platform 
• Consistent application across Business Units and Channels 
• Product parameters, pricing and credit policy oversight 
• Improvement of cycle times and operational efficiency 
• Increased Risk Management control over strategy execution 

• Portfolio Strategy 
• HRL Product eligibility and pricing adequacy 
• Funding and Capital sourcing & allocation 
• Portfolio Management (Investment, Scratch & Dent, New Product) 
• Higher risk-adjusted returns on economic capital 
• Policy adjustments triggered by NCO and Concentration Limit thresholds 
• Geographic Dlverslllcation 

• . Infrastructure Strategy 
• Mitigation of HRL risks (operational, legal, financial, reputation, other) 
• Upstream & downstream referral mechanism 
• Dedicated, segregated HRL processing 
• Improvements In staff productivity and efficiency 
• Move 3rd party servicing in-house 

. • Marketing Strategy 
• Utilize existing channels (LBM, SMF. Consumer. Home Loans) 
• Source HRL through broker community , 
• Compete on service (reliability, availability, velocity, communications) 
• Low Cost Provider by leveraging Capital Markets and operational efficiencies 
• Development of ·portfolio· products 

• Financial Strategy 
• Funding 
• Capital 
• liquidity 
• Return 

11 
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~~~gJ~j Washington Mutual 

Product Eligibility and Pricing Adequacy 

• Products 
- Existing: Fixed, Hybrid ARMs, 2nd Lien Fixed 

- Proposed: "Portfolio" ARMs (payment options, down payment flexibility) 

• Parameters - LLPAs by FICO, L TV/CL TV & Multiple Risk Layering by class 

- SFR 

- HEUHELOC 

- Commercial Multi-family, Non-residential RE and Business Loans 

• HFI Pricing - RAROC controlled pricing policy 

• HFS Pricing - GOS controlled prici.ng policy 
• Sell vs. Portfolio - Pricing mechanism to monitor basis for sell/hold strategy 

Evaluation of merit to sell "portfolio" volume (liquidity) 

- Evaluation of merit to hold "salable" vol~me (return) 

12 
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~1jj~~:j:j Washington Mutual 
'.:.:.:.:.:.:..:..:.. 

Upstream/Downstream Referral Policy 

• Referral Policy 

• LBM 
• SMF 
• Consumer 

• Home Loans 

13 
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GAP Assessment 
• Goals 

Develop higher risk lending industry best practices in identified primary 
assessment categories of lending and shared services 

• Assess internal competencies and readiness in the context of best practices 
required to support achievement of strategic business and credit objectives 

Identify and rank order highest priority gaps that require closure 

Develop the resource and project task plan required to narrow/close gaps 

• Scope - the gap assessment will include secured and unsecured lending in Consumer and 
Commercial lending, reviewing "primary assessment categories" of business operation as they 
relate to the execution of higher risk lending strategies for loans held for investment: 

Operational Plan 

Organization/Infrastructure 

Risks & Mitigations 

Marketplace positioning 

Financial Considerations 

Upstream/downstream· referral processes 

Concentration Limits 

Servicing 

Policy Changes 

JP~ ~04108008 
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Washington Mutual 
Overview 

We seek Board approval of new governing mechanisms for Higher Risk Lending and outline plans for 
adding risk management Infrastructure needed for success. 

The governing mechanisms are in two forms of concentration limits: 
• Capital adequacy Is protected by a limit on the ratio of Higher Risk Lending balances to capital In place . 
• Earnings volatility potential Is reduced by credit loss net charge off value-at-risk limits similar In form to tHose we have for market 

risk management 

The Infrastructure Investments are In people, processes and technologies. 

Do we still want to reflect 2nd bullet?? 
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Governance and Infrastructure Investment 
for Successful Credit Risk Management 

Governaoce by Cooce!'Cratloo Limits 
• Capital: maK 200% Loans to HIgher RIsk 

Borrowers 
• Net Charge-OlrVe!ue-at-Rlsk: 

maK 2K strategic terget for expected NCOs 

Goyernaoce Izv Manaoemert pracll"' 
• Credit Quarterly Business Re\llews & Front End Guldence 
• .Advanced Porttalo Surveillance within Business Units 
• Trigger setting and response procedures for when tripped 
• Standards & procedures for· management oversight 

_""'.n1ln ....... Q .. ""'!~ I 
• Establish an Enterprise Creelt Portfolio ")------< rl-ny-,,-,-tm-'-nt-I-O-P-'-C-I'-I-O-OI-o-o-'-Mo-de-I-'O-o-' 

Management organization • Subprime component of Enterprise 
• Further Integrat. Long B.ach & SMF Igher Net loterest Declslqn Engine (EDE) . 

organizations, with a distinct Subprlrne Margin wtth • Fraud Prevention Tools In the LOS 
Portfolio Rnanclal Management tlInction Molmlzed I!arnlogs • Default Slrvlclng d.c1slonlng 

• Add credit analytical & porttalo financial 
management staff Varlllbility from technology 

Credt LolSes • Models of expected and stressed 
• Increase stair capabilities for using c:redt losses for NCO concentrations, 

predictive tools & modeling resources 
• Build expertise In Subprime Servicing ALLL & rlsk-bas.d capltel 

• E.hM, ...... ",I.b",..""H Y ~ 

10Yestmentlo OperaUooal Procelles 
• Commit to discipline & consistency 
•. Ensur. scalability of platforms 
• Acquire worknow and skilllrisk-based 

systems for d8fault management 

tove,tment 10 Reflnlog QOY!!rDaoce 
• Capital concentration limit 

structur. lat.r to b •• xpanded to 
Incorporat. Hlgh.r LTV, Expanded 
CriterialMulti-layered Risks, and 
all other .egments of the whole 
loan Portfolio . 

• Eve!uate need to establish credit 
value-at-risk limits for saleable 
loan. In pipelines end retained 
securitization exposures 
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lllllMllil Washington Mutual 

Credit Risks 

Although we expect the Higher Risk Lending strategy 
to result In Increased financial returns, owing to wider 
108n pricing spreads, actual performance Is subject to 
notable credit risks: 

• The potential for unexpectedly high credit-related losses 
Increases roughly In proportion to the Increase In expected 
credlt-related losses. 

• Additional capital will need to be set aside for the higher 
potential for unexpected losses. If actual performance Is 
worse than expected, the measured potential for 

. unexpectedly high losses would increase further, and 
additional capital would need to be held. 

Summary of Risks 
Financial Risks ~ 

Earnings also are subject to Increased volatility from 
Interest rate fluctuation (market) risks and from 
Increased potential variability In. . Interest rate margin 
Ihcome. 

• Sub prime loans generally have fixed rates for at least an 
initial two-year period. An unexpectedly rapid Increase in 
the general level of interest rates during the fixed rate period 
would lead to eXtension of the life of these mortgages at a 
time of higher funding costs and higher returns on alternative 
investments of these funds. 

• Interest margin Income would be compressed by such an 
event and/or by unexpectedly high rates of non-accruing 
loans. The latter also could Induce spikes in loan loss 
provisioning. 

1~ ___________ c_o_m_p_li_a_n_ce __ R_iS_k __________ ~t1~-----------E-X-ec--u-ti_o_n_R_i_sk ____________ ~t 
Regulatory and Legal Compliance risks are higher. 

• Regulators understand the heightened risks and will monitor 
the bank's activities more closely. ArTf severe Sl10rtfalls In 
regUlatory compliance could Induce regulators to lessen 
management's Independent control. 

• Any failure of operational excellence In compnance with Fair 
Lending or Responsible/Anti-Predatory Lending and Default 
Servicing could trigger class-action lawsuits with quite 
expensive direct costs of resolution. Furthermore, the 
tarnishing of the bank's strong reputation could limit 
consumer willingness to place deposits with us and 
Jeopardize our strong funding base. 

Our expectations of Increased profitability assume we 
can achieve Industry standard returns, but If our 
operational execution Is poor, our actual returns will 
fall far short. 

• We have major gaps relative to competitors in the 
technolOgies, people and operationally disciplined processes 
that let them effectively measure and manage credit loss 
exposures. 

• If we fail to identify and Implement well these requisite 
building blocks for success, our financial performance will 

· suffer. 

L---_________________________ --.J5 JPM_ WM03737379 



Washington Mutual Our Asset Allocation Strategy 
Includes Other HigherMargin Loans 

~ Consumer Loans to Higher Risk Borrowers ~ 
~--------------------------------~ 

Other Higher Margin Loans 

Subprime residential consumer lending to higher risk 
borrowers is only one of several forms of higher credit 
spread lending In our asset allocation strategy. 

• For any given target for credit risk spread Income, 
diversification of the type of credit risk exposure beyond 
consumer lending to higher risk borrowers can help keep down 
portfolio-wide loss volatility potential. 

• other lending with higher credit margin Income Includes 
• Higher LTV lending, and 
• Lending with expanded criteria or mUlti-layered risks 

• Some of our current single-family residential (SFR) home 
···Iending is to consumers with higher credit risk but In products 
· with Insufficient price differentiation to capture the credit 

spread Income. 

In 2005, we will manage these consumer loans to higher 
risk borrowers (HRBs) as an Identified portfolio with a 
specified limit on overall outstanding balances. 

• Management actions that reduce origination or retention of 
lower-yielding SFR loans to higher risk borrowers will increase 
capacity available for higher-margin lending. 

• The Initial design of the concentration limits on consumer loans 
to higher risk borrowers Is discussed more fully below . 

H~ ________ c_u_r_re_n_t_A_s_s_e_tA __ "o_c_a_t_io_n ________ ~JI~ ________ F_u_ru __ re_As __ s~e_t_A_I_lo_c_a_ti_o_n ________ ~J 
Now, near the end of 2004, we have more than $30 
billion In consumer loans to higher risk borrowers in our 
Investment portfolio. 

• In addition to the $17 billion of subprlme reSidential mortgage . 
loans mentioned above, this Includes substantial acquisitions 
through our slngle-famlly-resldentlal (SFR) prime channel. 

• About $13 billion of SFR mortgages were to borrowers with 
non-prime credit characteristics as measured by FICO scores 
below 620, albeit. at lending rates Uttle differentiated from those 
offered to prime borrowers. 

Beyond 2005, focus will shift to other types of loans with 
higher credit spread. 

• Currently, the HELlHELOC lending component of the retail 
bank product set Is available primarily to lower risk borrowers 
and at relatively low L TVs compared with the market. We see 
tremendous opportunity to expand in these segments once 
appropriate credit risk management Infrastructure Is deployed. 
Revised automated underwriting scorecards are available for 
new strategies. 

• We also plan to take fuller advantage of our Industry-leading 
pOSition in Multifamily lending beyond 2005. 

6 JPM_ WM03737380 
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~l~~~ll~washington Mutual 
....... ~ . . Enterprise Portfolio Credit Risk Management 

~ ~... ERM Past Success ~ Current ERM Process Review ~ 
Enterprise Risk Management has provided effective 
oversight of the prudent, profitable expansion of the 
SMF subprlme portfolio to Its current level of $17 billion 
In loans outstanding. 

• Oversight was provided primarily via Credit Policy and 
standards Implementation. These Include the Credit Front End 
Guidance (FEG) process in which business units describe 
portfolio goals and strategies and the Credit Ouarterly 
Business Reviews (OBR) where goal achievement 

. . . . was monitored, and strategy modifications were suggested 
if Indicated. 

; Other ERM-affillated processes, Including Audit, Credit 
Review, and Counterparty Risk Management also have been 
key enablers of rlsk-reduced expansion. 

In developing this strategy implementation plan,· 
we reviewed current ERM credit portfolio risk 
management processes. 

• We conflnned what Is evident In regulatory guidance, that we 
need new processes fer governing capital adequacy and for 
limiting potential earnings volatility. 

• Upon approval of the new portfono Credit Risk Management 
processes, with Board consent to proceed, we will use our 
standing forums (e.g., Corporate Credit Policy Committee 
meetings) to review, adjust. and approve as appropriate the 
specific portfolio credit policy Issues that need resolution for 
plan Implementation. This will Include establishing triggers for 
further review of new portfolios. 

H~ ________ N_e_W __ O_n_g_O_i_n_g_p_r_o_ce_s_s_e_s ________ ~ti~ _______ Fu_t_u_r_e_p_r_oc_es __ s __ R_e_fi_n_e_m_e_n_~ ______ ~t 
Beginning now, we are introducing new Portfolio Credit 
Risk Management processes to be effective both In the 
Initial 2005 expansion phase and beyond. 

• Capital adequacy Is protected by a limit on the ratio of 
Consumer Loans to Higher Risk Borrowers to adjusted 
total capital. 

• Earnings volatinty potential is reduced by credit net charge off 
value-at-rlsk limits, similar in form to those we have for market 
risk management. 

. Prior to expansion of Higher Credit Margin Lending 
beyond the 2005 plans, we will return to the Board with 
proposed enhancements to the Concentration Limits 
structure. 

• The enhanced Concentration Limits structure also will Include 
Higher LTV lending, Lending with expanded criteria or multi
layered risks, and various additional portfofio subsets to which 
useful concentration sub-limits should be attaChed. 

• By ensuring diVersification among fonns of higher credit 
margin lending, the enhanced limits structure will provide an 
additional margin of capital adequacy. 

7 JP~ ~03737381 



Washington Mutual New Enterprise Portfolio 
Credit Risk Management Processes 

May need to revise 

Capital Adequacy Protection from a Concentration limit on Consumer Loans to Higher Risk Borrowers. 

-__ •. As of the end of the third quarter of this year, we had $31 billion of such Held-for-Investment loans outstanding, with slightly more than 
__ :-_ one-half of this from holdings of SMF Subprlme loans._ 

• We propose that future holdings be limited to 200 percent Of Total Adjusted Capital at both the Washtngton Mutual, Inc. (WMI) and 
: Washington Mutual Bank, FA (WMB, FA) entity levels. 
• WIth total adjusted capital at $21 billion at quarter-end, the current concentration Is about 150 percent of Total Adjusted Capital. Upon 

adoption, In addition to t1ie currently available capacity of about $27 billion In additional consumer lending to higher risk borrowers, the 
limit would permit SUbprime Lending portfolio growth through either Increased capital holdings or reduction In other forms of consumer 
lending to higher risk borrowers. -

• For purposes of ensuring that capital Is adequate to withstand stressed financial Circumstances, capital at Its current level of $21 billion 
- Is estimated to provide a substantial buffer In excess of actual needs, even If consumer loans to Higher Risk Borrowers were to expand 
to the maximum allowable percentage. We estimate that at the A- rating agency grade stress level used to calibrate Bank regulatory 
capital standards, which Is roughly a 1 In 1000 probability, total Internal model risk-based credit capital needs are about $6 billion; 
these Internal models produce results similar to those to be adopted by our regulators when the new Basel accord Internal Ratings 
Based approach Is fully Implemented. 

• Choosing a lower than proposed threshold for the Consumer Loans to Higher Risk Borrowers capital concentration limit, such as the 
current concentration level of about 150 percent. would Imply only a relatively small increase In what already Is a very substantial 
capital buffer: we estimate that the credit capital need (potential for unexpectedly high credit losses at the A- stress level) Is about 4 
percent of outstanding subprlme loan balances, so using fully the currently available $27 billion In addltlonal subprime lending capacity 
consumes only about $1-114 billion of this excess capital. 

·Consumer Loans to Higher Risk Borrowers Includes all Held-for-Investment Subprime loans originated/purchased through Long Beach Mortgage and 
SMF, as well as SFR and HEUHELOC 1st lien position loans to borrowers with FICO credit scores below e20and 2nd lien HEUHELOC and other 
consumer and smail-business loans to borrowers with FICO credit scores beloweeo. In the case of small business loans, a Uquld Credit Score (LCS) 
threshold of 190 also Is used. -

8 JP~ ~03737382 



Washington Mutual New Enterprise Portfolio 
Credit Risk Management Processes 

Earnings Vofatflfry-Protection from a Concentration Limit on Maximum Net Charge-off Vafue-at-RlskO 

..• We also recommend adopting a portfolio-wide loss volatility governance mechanism In the form of a concentration limit 
on the composition of held-for-lnvestnient whole loan holdings relatIVe to the potential for unexpectedly high net 
charge-off rates. 

• Specifically, we recommend limiting the portfolio to compositions that have a maximum net charge-off value-at-risk rate of no more 
than twice that of a specified strategiC target for expected average net charge-offs over a rolDng five-year ahead period, with that 
strategic target to be no more than a 25 basis point annual het cmirge-off rate. 

• At the current held-for-Investment whole loan portfolio size of slightly In excess of $200 billion, a 25 basis point rate of net charge-offs 
is about one-half billion dollars. Thus, the maximum modeled net-charge off amount at a two standard deviation event would be one 
billion dollars. 

_. ··The reserve Allowance for Loan and Lease Losses (ALLL) will be available to absorb such losses, buffering the Impact on earnings. 
However, note that If!When the credit event leading to the. unexpected spike In losses Is of a perSistent nature, reserving needs will 
Increase for potential future continuation of hlgher-than-Inltially-expected losses, thereby redudng net Income earlier. 

• For comparison, note that our Risk Management strategies Standard for Interest Rate Risk ActIvities limits the one-quarter (versus 
annual) value-at-risk from specified two standard deviation market events at about one-half billion dollars. 

• Substantial additional creelt risk portfolio management Infrastructure Is needed to Implement the modeHng and oversight processes 
required under this proposed Credit value-at-rlsk standard. However, the capital concentration limits on Consumer Loans to Higher 
Risk Borrowers constrain 2005 exposure In a way that gives us time to build this Infrastructure. 

'We are developing a Portfolio Credit Risk Management Strategies Standard that describes in detail the processes for measuring expected and 
maximum net charge-off value-at-rlsk. ThIs new Standard Is paraDelln structure to the existing Risk Management Strategtes Standard that governs 
Interest Rate Risk ActMUes of WMI and Banking Amllates. In particular, the new Credit Standard describes the Risk Measures and Umlts at the overaD 
portfono level and desc~bes the management process for defining and managtng sub-limits for the IndMdual businesses. 

9 JP~_~03737383 
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New Enterprise Portfolio 
Credit Risk Management Processes 

May need to revise 

Draft Credit Standards and Processes for Implementing these new elements of Credit Policy 

• The Chief Credit OffIcer and his designees will administer the process of monitoring the position of actual loan exposures relative to 
the concentration limits and will oversee processes for eliminating emerging overages relative to the concentration limits. This will . 
include determining an annual sequence of target expected net charge-off rates for the 
five-year period consistent with the overall strategic target for the five-year average of expected net charge-offs over the 
full period. 

• For capital concentration limits, monitoring will be by direct calculation of loan balances and capital available. Emerging overages will 
be eliminated under the direction of the Operating Committee . 

• For the net charge-off concentration limits, monitoring will be conducted first at the business unit level by application of models of the 
expected future level and potential variability of net charge-offs. This will be required for both current outstanding balances and 

. projected future portfoDo additions. 
• Projected net charge-off rates then will be aggregated to the level of the whole WMI portfolio by Enterprise Portfolio CredltRlsk 

Management (EPCRM) staff deSignated by the Chief Credit OffIcer. The EPCRM staff also will ensure that business unit 
methodologies for projecting net charge-offs comply with approved standards and will assess the degree to which enterprise level 
portfolio diversification reduces potential loss variablDty. 

• Emerging overages of net charge-offs relative to the limits will be eliminated by PortfoliO Credit Risk Management Activities. Individual 
bus.lness units will have one quarter subsequent to the Identification of an emerging overage In which to take corrective actions. 
Thereafter, any remaining overages will be eliminated within one quarter by Portfolio Credit Risk Management Activities directed 
by EPCRM. 

• EPCRM will obtain the required Information from business units through modified versions of the established annual Front End 
Guidance (FEG) and Quarterly Business Reviews (QBR) processes. During FEG, EPCRM will gather forecasted net charge-ofts from 
each business unit, prepared using the methodologies approved by EPCRM. During QBR, actual performance will be compared with 
projected performance targets and established limits. 

10 



Management Controls 

Our survey of practices at best-In-class Institutions in 
higher risk lending. revealed an emphasis' on 
mfJnagement's ability to control lending processes. 

• Even In highly de-.centrallzed organizations. we found a strong 
.corporate view underpinning the design of lending programs. 
Specific product features and lending processes were derived 
from this conceptual foundation. often with the goal of 
enhancing predl.ctabllity of loan quality (reducing the span of 
quality variation). 

• Establishing management .control points was viewed as an 
integral component of lending process design. Including In the 
areas of fraud risk mitigation and legal and regulatory 
compliance. 

Gap Assessment: 
Industry Best Practices 
Technology J 

Best practice firms are data-centric, measurement
oriented, with Infrastructure supporting this. 

• The infrastructure Is adaptable to meet changing markets and 
risks. either through a high degree of customlzation of vendor
supplied tools or through solely proprietary tec:hnology . 

• Queuing of loans/calls to appropriately skilled staff Is aided by 
proprietary risk models. 

• Risk-adjusted pricing Is deployed to the polnt-of-sale. and 
pricing control Is automated. Pricing is tailored to individual 
products. 

• Decislonlng support systems include Fraud, 3,d Party Credit 
Surveillance, Appraisal, and Default Servl.clng. . 

1~ ______________ p_e_o_p_l_e ______________ ~tHw-_____________ s_e_N __ ic_in_g ______________ ~t 

The most successful firms are ~omprlsed of experts in 
higher risk lending. 

• Management and staff are highly talented and experienced In 
higher risk lending .. 

• Staffing levels are adequate to the workload. particularly In 
default management and credit risk analytlcs. 

• Compensation structures balance Incentives for volume and 
quality of performance. 

• The diSCiplined nature of organizational style/culture provides 
social reinforcement of goals to minimize process variation. 

Servicing best practices balance the loss mitigation 
effects of Intensive, frequent contact with borrowers and 
the legaVreputatlon risk of proactive default 
management 

• Te.chnological aids promote .conSistency of staff practl.ce and 
mitigate risks. Includes risk-based queuing models that drive 
calls/work to appropriately-skilled resources and adaptive 
control techniques. 

• Practices Include Initial welcome calls to review terms, 
establish expe.ctations. and develop relationships. Thereafter. 
high customer service level minimizes call abandonment and 
tactics focus on early collection. 

• Loss mitigation and foreclosure options proceed in parallel. 

11 JPM_ WM03737385 
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Gap Assessment: 
Washington Mutual Current Practices 

~--------------------------------------~ t Technology ~ 
~--------------------------------------~ 

Manag~ment Controls 

SMF generally has tight management controls, and Its 
primary supplier has received strong originator reviews 
from rating agencies. Management controls of Long 
Beach operations are Improving but remain below best· 
In-class. Both fall short of best practice In portfoliO 
financial and credit risk management 

• In addition to the absence of enabling technologies, Long 
Beach operational control gaps to best practice primarily are In 
the areas of testing staff competencies prior to granting 
underwriting Rlsk-Level-Authorlty (RLA), credit exceptions, 
appraisal service optimization, fraud risk mitigation and other 
early warning systems. 

SMF could benefit from more advanced technology In 
the areas of underwriting due diligence, servicing 
oversight, and portfolio financial and credit risk 
management Needs at Long Beach are more acute, 
owing to prior underlnvestment and to Its fUll handling 
of loans from application through termination. 

• Long Beach would benefit greatly from a Loan Operating 
System (LOS) that called an Enterprise Oeclslon Engine 
housing ellglblfity rules for both subprime and prime products. 
This would aid consistency of customer referrals to products 
and help fine-tune risk-adjusted pricing. 

H~ ______________ p_e~o_p_l_e ______________ ~tH~ _____________ s_e_N __ iC_in_g ______________ ~t 
The SMF management team is small and hence lacks 
depth; analytlcaVportfo/lo credit functions also are 
understaffed. Long Beach management expertise 
appears SUfficient, but staff expertise Is untested In 
some key areas. 

• Long Beach default serviCing expertise has not yet been 
extended to the Real-Estate-Owned management 
(REO) function. 

• Long Beach sales/underwriting compensation structures do not 
yet Incorporate best practice In Incentives for quaD,ty. 

SMf oversees servicing by others who generally have 
strong, albeit not alWays top, subprlme servicer ratings. 
Long Beach's own distinct default servicing group, with 
REO management outsourced, recently has made 
noticeable Improvement; our overall servlcer rating Is 
strong but not, best·ln-class. 

• Long Beach's outsourced REO management appears to fall far 
short of best practice. 

• Long Beach does not yet Incorporate the most advanced 
declslonlng automation (e.g., logic of rules determining which 
workout aHernatives to offer) or workflow system. 

12 JP~ ~03737386 
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!llll~l~l!.washington M~tual . Gap Assessment: 
Plans to Narrow Identified High-Priority Gaps 

r---------------------------------------~ 

Management Controls ~~ Technology 1-
Long Seach's new Sr. Credit Officer developed and has 
begun to implement a detailed plan to na"ow high
priority gaps In management controls. 

• Elements Include revlewlrevamplng of Credit Guldefines, 
underwriting Rlsk-Level-Authority and skills, exceptions, fraud 
rtsk mitigation, appraisal. new product approval process. 
servicing and default policy. reporting, credit modeling. and 
business-unit wide (operational. legal and regulatory 
.compllance) risk review processes. 

ii This Is being supplemented by Corporate Credit Risk 
Management's Improved Integration of Long Beach (and SMF) 
policies and procedures Into the overall framework used by 
other business units. 

Long Seach declslonlng and modeling will be upgraded. 

• Immediate plans are to integrate new vendor tools into existing 
Loan Origination System and Default Servicing System 
process flows. 

• Proprtetary declsionlng technology Is needed for sClllability 
and adaptive process control. We recommend additional 
resources build a subprime component of the Enterprise 
DeciSion Engine (EDE). 

• We also plan to acquire or build more advanced tech~ology for 
modeling expected and stressed credit performance of 
subprtme loans as part of an effort to synchronize loss 
modeling methods for loan loss reserving and risk-based 
regulatory capital (Basel). 

H~ ______________ p_e_o_p_l_e ______________ ~tl~ _____________ s_e_N __ iC_in_g ______________ ~t 

We plan to hire additional experts and develop staff. 

• Further integration of the Long Beach and SMF organizational 
structures is recommended to promote internal transfer of 
best practices and prepare for possible needs for 
management succession. 

• This should include adding credit analytical and portf060 
financial management staff within the business units. 

We plan to reach the top rating as a subprfme servlcer. 

• We will have a focused organizational commitment to 
operational excellence in this area. 

• Increased control of REO management will be a first step. 
• Development of scorecards. rules. and other components 

of default servicing decisioning systems will be given 
high priority. 

13 JP~ ~03737387 



111~Blil Washington Mutual 
.:.:.:.:.:.t.!.: 

Business Unit Portfolio Credit Risk Management: 
Long Beach Mortgage Specialty Home Loans 

~~~~~~~~~~~~~~~~~~------~ t . Business Unit Past Success ~ Current Business Unit Process Review, ~ 
~--------------------------------~ Long Beach Mortgage has contributed substantially 
to earnings through Its ga/n-on-salelsecurltlzatlon 
business model. However, the busIness unIt has not 
had a core Held-far-Investment portfolio. 

• Loans are submitted by brokers Into Long Beach for 
underwriting by LBMC staff. Fumllment processes generally 
focus on ensuring readiness of loans for sale. The primary 
sources of eartler disruptions to this process of maintaining 
certified marketability of loans In the pipeline recently have 
been eliminated. 

.• The dedicated default servicing group for LBMC loans has 
produced noticeable Improvements In performance. 

• Pricing and product design have enabled profitability. 

H New Ongoing Processes t 
'---------' 
Long Beach Is Implementing several new credit rlsl< 
management processes to Increase credit quality of 
loans far Portfolio. . 

• A forum for coordlr,ating management of business-unit-wide 
risks (Including operational and compliance) has been Initiated, 

. following Enterprise Risk concepts. 
• New tools for fraud risk mitigation are being Implemented. 

These Include the Applntell fraud detection system, and the 
HlstoryPro collateral fraud screening tool. 

• The processes managing the matching of loan risklcompleXity 
to underwriter skill levels are being Improved. 

Our recent review Identified a need to improve several 
credIt-related processes, and we are beginning to mal<e 
progress in some of these areas. 

• Parameters used In underwriting cannot be centrally controlled 
through technology, nor do we have technological effiCiencies 
In underwriting compliance management. 

• Default servicing still Is not to the standards of the highest 
Subprime Servicer rating. Current form of outsourcing of REO 
management Is not optimizing performance there. 

• Pricing generally appears to adequately compensate LBMC for 
borrower credit and loan risk, although It Is not yet tuned to a 
portfolio buy and hold focus. 

F.uture Process Refinements 

Additional process Improvements will be achieved 
through a variety of Initiatives. 

• Credit Declsioning will be managed through an Enterprise 
Decision Engine that provides standardized and centralized 
execution from a single platform. This will promote 
consistency of strategy across businesses/channels and 
Increase Risk Management control over strategy execution, 
Including regulatory and legal compliance objectives. 

• Default Servicing also wllllncorp6rate Improved decisloning 
technology. 

• Portfolio Credit Risk Management activities within the business 
unit will monitor actual vs. expected performance by finer 
portfolio segments. 

t 
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Business Unit Port/olio Credit Risk Management: 
Specialty Mortgage Rnance (SMF) 

L Current Business Unit Process Review L 
~--------------------------------~ 

BUsiness Unit Past Success 
SMF has contributed a lot to earnings In recent years, 
and with the current portfolio level and composItion this 
trend of substantIal positIve earnings contributions 
appears likely to contInue In 2005 and 2006. 

• Well-executed underwriting due diligence limited defaults. 
• Intensive oversight of the servicers and their default servicing 

and real-estate-owned property management decisions on 
indlvtdualloans helped reduce loss severity. 

~ Prlcing of specified pools of loans was determined by loan
level valuation models, limiting the potential for concentration 
of acquired loans in lowest profit types. 

Our recent review Identified a need to Improve several 
credit-related processes, and we are beginning to make 
progress In some of these areas. 

• The Standards and Procedures that Implement Credit Policy 
are being reviewed and Improved. 

• We estabUshed new Counterparty Risk management 
procedures to reduce SelierlServicer concentration risk. 

• We are highly dependent on the substantial skills and 
experience In subprime lending of a few senior managers in 
the SMF group. We need to add management depth. 

• Also, we need a better-staffed, distinct Portfolio Financial 
Management function with clear accountability for modeling 
likely future performance and tools to do It 

l~ ________ N_e_W __ O_n_g_O_i_n_g_p_r_o_ce_s_s_e_s ________ ~tH~ _______ F_ut_u_r_e_p_r_oc __ es_s __ R_e_fi_n_e_m_e_n_m ________ ~t 
SMF Is establishing some new credit risk management 
processes at the business unit level, Including those 
needed to participate In the new ERM credit portfolio 
management processes. 

• A distinct SMF Credit PortfoliO Risk Management functiOn is 
being established within the business unit, with assistance 
from a new Higher Risk Lending group In ERM. The business 
unit Credit risk function will develop more detailed portfolio 
segment analyses and enable more active product and pricing 
adaptation to emerging trends. 

• The SMF appraisal process is being reconfigured so that 
implementation takes place within the business unit with 
independent oversight from our Appraisal Oversight staff. 

Sellers retain servicing on these loans, limiting our 
flexibility to sell non-performing loans or modify default 
servicing procedures In response to changed 
circumstances. We plan to refine processes for 
managing credIt risks under these constraints. 

• Alternative forms of contractual agreements that Increase 
servicing right transferability will be explored. 

• A "hot backup" default servicing capabiUty will be- established. 

15 JP~ ~03737389 
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llll~~i Washington Mutual 
Board of Directors Credit Policy Approval Request 

We have attached a draft amendment to section 220 of our Credit Policy, which we submit for 
approval. 

Capital Concentration Limit: 
Held-for-Investment loans to Consumer Higher Risk Borrowers will be limited to the following maximum percentages of 
Adjusted Total Capital 

Washington Mutual Inc. 200% 

Washington Mutual Bank FA 200% 

Net Charge-off Concentration Limit: 
Held-for-Investment loan holdings of Washington Mutual, Inc. will be limited to compositions that have a maximum net 
charge-off value-at-risk rate of no more than twice that of target expected average net charge-offs over a roiling five
year ahead period. 

Need to remove NCO limit ??? 

16 JPM_ WM03737390 
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Home Loans Business Model 

Tbe prime mortgage banking business model was built to talee advantage of large 
refinance cycles, and ;s not well positioned In more challenging environments. 

• "Mono-line" structure focused on low-margin, prime market segment 

- In 2005, 85% of production was Prime 

- <4% of production volume was sourced from Financial Centers 

• Goals were largely driven by overall market share growth 

- Attracted and retained a high producing and high cost sales structure 

- Pricing strategy targeted within top 3 

• Profitability IS'dlsproportlonately Influenced by market factors 

- Fee-based (Gain on Sale) model dependent on market cycles for high returns, 
and is not consistent with low effICiency ratio 

- Volatile MSR contributed >50% of net income over last 2 years 

Tbe effects of the model have created unacceptable levels of volatility and risk 
for Washington Mutual. 

April 2006 Board Meel:ng: Home Loans Page 2 

In 2005, 85% of production was Prime 

• 2005 volume by product (data behind slide) 

<4% of production volume was sourced from Financial Centers 

• FC first mortgage referrals (PFRs) was <4% of total origination 
volume $2488 

• The amount of Home Equity product funded through the FCs in 2005 
was $4.48, which is <4% of total LC Retail volume of $1038 

In 2008, the LCs paired with the Retail 8ank are estimated to 
~riginate $10.48 in the FCs, and another $5.78 which is generated by 
the PFRs 

• 28% of the total Retail volume in 2008 of $578 

7% of total Production of $2328 

Goals were largely driven by overall market share growth 

Market share slides (data behind slide) 

Confidential Treatment Requested by JPMC 
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Home Loans Strategic Positioning 

Home Loans Is accelerating significant business model changes to achieve 
conSistent, long-term financial objectives. 

• Shift from low-margin business to high-margin products 

• Reallocate risk from market-based to credit 

• Continue to attack the cost structure 

Q12006 Target 

Net Income Growth (from 01 2005) (90%) 10-12% 

Retum on Tangible Equity 5% -18% 

EfIlciency Ratio 91% <50% 

Net Cost to Hedge MSR (aMualized) $502M <$I00M 

April 2006 80lIIrd Meeti1g: Home loans 

Definition of High Margin Products 

Home Equity, Subprime, Alt A, Option ARM 

Historical net income: 

2005 Actual: $1 ,235M 

• 2006 March Forecast: $323M 

ROE 

2005 Actual: 26% 

• 2006 March Forecast: 7% 

Efficiency Ratio 

• 2005 Actual: 56% 

2006 March Forecast: 82% 

Cost to Hedge 

• 2005 Actual: $621 M (pre-tax) 

2006 M~rch Forecast (annualized): ($502M) 

Confidential Treatment Requested by JPMC 
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Shift to Higher Margin Products 
2005 WaMu Gain on Sale 

Margin by Produ~ 
In bps 

Gowmment 13 

F~ed 19 

Hybrid/ARM 25 ,.-.. -_._ ......... _ .. _ .. -
!AIt A. 40i 

joPtion ARM 109! 

IHome Equity . 113! . 

Find 

I .' 

l~~~~~? ............... ~:?.1 $206B 

I % of High Margin Product· 49% 

WaMu Volume by Product 
$In binlons 

AAA 
518 
1'lIo 

$232B 

82% 

•... : 
.::.:=-: ~[ 

................ 

AltA 

8ubprlme 
$TOB 
~O'II. 

._-----------------"---------------------------------------~----------------------------------~-----------------------
Strategic Response 

• Refine distribution to target specific hgher-margln products -
Subprlme, AltA, and Home equity 

, , 
I 

Execution 

• De-emphasize Fbced Rate and cease Govt 

• Deploy Ait A to RetaB and Wholesale 

d' 
II 

.• De-emphasize low-margin products by realigning 
Correspondent channel 

• Deploy Home Equity In Retail and Wholesale d 

• Leverage balance sheet advantage by Introducing a serles·of . 
Innovative products 

• Create a Home Equly Conduit 

• Develop a new product 

o Q206 

o Q406-Q1 07 

Grow market share In targeted product segments 

April 2006 Board Meeting: Home LOIIns (Confidential) Page" 



Shift to Higher Margin Channels 

%01 

IndustrY Margin Compression 
In lips 

.Olrect 
!:lRetall 
III Broker 
~ Correspondent 

2003 2004 1HH05 

SoUItIII: Sll'/IImor F.n 2005 ReSIns -, NOI1IIdz..s •• p.ctatlonl 

o 
0' 

o 
o 

~( ~: 

2005 Correspondent Product Mix 
Slnblmon. 

SoU'teS of Fixed & Qowmment Volume 

Retail ' $12 18% 
lMlolesaie $11 18% 
Consumer Direct $8 12% 
[~~.~~~~-.-:::::.-.-.-_-::::::I~:::':.-.J~~l 

COlTHpOndent Volume ~uct 

Fixed $28 74% 
G<Mmment $7 18% ARM-------------------------------'-f---------4% 
Option ARM $2 5% 

Conespondent channel produces dlsplOporUonate/y more 
FIxed and Government product 

_._.-. ___ • ____________________________________________ -----~------------~----------------------------------- ____ ewe_e. 

Correspondent Realignment 
Correspondent 
• Disproportionate generator of expensive MSR product 
• Traditionally low-f!'Iargln channel 
• Acquires ,customers that are out of Footprint 
• Limited cross-sell oppOrtunities, low retentIOn 

condult~' 
• Focus exclusively on hlgh-cnargln products 
• Highly Variable and more emclent cost structure 
• Leverage Capital Markets distribution and underwriting 
• FlexlbUity to manage volumes 

, 
o , 
o 

Execution 

• Focus Conduit on high-margin products 
~ Subprlme 

• AltA 
• Home Equity 

• Reposition Correspondent channel 
• Leverage Consumer Direct to include 

: SUbprime 
0' 
o 
o 
o 

" 

Realign Co"espondent tc? Conduit 
April 2006 Board Meetilg: Home LoaM (ConfIdential) 
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Reduce Earnings Volatility 
Prime Home Loans Net Income. ... -

o MSREarrings 

o (lpInII:ngEarrinp5 

'004 2004 JOG4 <4004 1005 2005 3Q05 .. cos 

MSR 85 8 % of Shareholders' Equity 
(ldyelltencl) 

Countrywide 

WeDsFal\lO 31'110 

~t!l~gtoilMiijUai. • ...••.••.•• ~ .• 
JP Mlrgan Chase 6% 

Citigroup 4'110 

BanI< of America 3'110 

Golden West <1'110 

----------------------------------------------------------- --------------------------------------------.------_.-.-. 
MSR Risk Profile Execution 
(AI Of F.tm.Iary 2!. 2OOi) 

IJnpIIIid Ihrht Anrual 
• Elimhate excess service fee on Fixed rate d 

Principal Value (MY) H.tgII Cost "Cost to 
Current Risk PruDe aalaneit ISS) ISS) (SM) MV 

0pdcIn ARMIARM $t23.5 $1.5 ($21) 1.4% 

• Price Fbced rate at highe, margin targets d' 
• Cease Govt lending In Retail a .... 'Mlole.a1e '{;/ 

• Negotiate 1/8 basis poiits service lee d' 
l;.;~~~m _______ mm_~;; ____ .. _m~; .. _m _____ :; .. _ .... _~~ 
S_ $28.' $0.2 (1) 0.5% 

Tc:tIII $600.6 $8.7~~ 

• Builclwfl<>l. loan portfolio 

• Evaluate sale 01 Govt a .... Fixed rate 

00306 

00306-0407 
servicing 

2008 _bma $410.6 $4.4 ($122) 2."" 

• 94% of hedge costs attributable /0 FIxed &rid Govt 
• Portfolio loans. $0 MSR 

Reduce MSR exposure, limit volatility and realign distribution 

AprIl 2006 Board Mell!t:i1g: Home lOIns 

01 2005 and 01 2006 prime and all-in net income split 

• 01 2005 - $176M Operating 1 $151 MSR = $324M 

01 2006 -$131M Operating 1 ($92) MSR = $38M 

MSR Comparison - % of Market Cap (data behind slide) 

Cease Govt Lending in Retail and Wholesale 

Retail is scheduled for 5/2/06 

• Wholesale was on 3/15/06 

1.'8 Basis Point w~1I be implemented in July 2006 

Post Sales Dates· 

0306 - $47.58 (GNMA) 

01 07 - $137.58 (Fixed) 

:onfidential Treatment Requested by JPMC 
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Continue to Attack Cost Structure 
Industry Expense Trend 

_'Ioon 

Retail Wholesale Consumer D\ract 

stra1egic Response 

• COnsolilale lechnoiogy platforms 

• Pursue outsourcing and offshore opporlunlies 

• Enhance automated decision engile 

• Leverage s8.les and operations Infrastructure with Retal Bank 

Execution 

SIta consolidations 'fiI 
Business Process outsourelng r;t 
Integrate Latg Beach support functions r# 
Implement broker website r;t 
Implement new Loan Orgnation System 

mmm· 
-j~ 

Long Beach 0 In pOol 

COnsumer Direct 0 04 06 

RetaO o 0107 

Wholesale o 0207 

Increase Loan COnsultant support for 0 Q2 06 
Financial Cente.,. 

Enhance Enlerprlse Decision Engine 0 04 06 

Further site consolidations o Ongoing 

Drive efficiency ratio to less than 50% 

April 2006 Board Meetilg: Home Loans (Confidential) Page 7 

FTE Outsourcing. 

• 350 FTE offshored in 2004 

• T argeti ng 1, 1 00 by end of 2006 

• TSG support is an additional 60 

Site Consolidations (see Quad 1-pagers by business unit in Appendix) 

Status of Long Beach pilot 

Active Loans: 107 

Funded Loans: 2 

Loans submitted (max in single day during pilot): 23 on 4/6/2006 

Peak users: 41 LBM LOS 

First loan e-submitted via BFO: 4/11/2006 

First loan funded and confirmed GL file received: 4/11/2006 

Pilot is at Denver LFC. As of 4/10/2006, entire LFC is "up" on LBM LOS. 
Last code release into production (a pricing update, 5.6.6.3) done 
4/11/2006. 

Loans Consultants....; 2,200 financial centers covered by year-end 2008 

*Note1: The Stratmor study excludes Subprime 

*Note 2: A list of Stratmor Study company participants is behind slide 

Confidential Treatment Requested by JPMC 
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Continue to Attack Cost Structure 

: ,:'rLFCS(13, 

o gervIdng S~ .. (I' ! 0 SeMcIng SItes 12' 

1Ii'fmI. 
~: 

----------------------------------------------------------.----------------------------------------------------------
Systems Consolidation 

Loan Origination 

beaAWertls 
MLCS 

Pronto 
-EmpowoF-

--lW'&-
Mortgage gesJd:op 

~ 
FIt_ch 
UnksS 

c:::> I Palisades 

Servicing 

I :y I c:::> I Fidelity 

Productivity Measures 
2005 

Total Colt to SeMce* $71 

loans per SeNIcIng FTE"' 2,080 

Retai C05Ilo C:ngmte $4,825 

Retal - L..". per Oper'atlons FlO 8 

V\h:J1esa1e Cost to Or1gNte $1,398 

Wholesale - loans per Operations m 10 

Conswne~ Dnd Cost to ()rigirme $1,408 

Consumer Direct - Loans per Operations FTE 10 

CVlftl SIMcv,ntI ~nr f*SlMCSIIP REin 200SrvII«f PriT» OII¥ 
200Smeh:s~ IoIaICosrm s.tvb~, SU~. Home Ef1IJtrl 
.5&:u'm.MW!fU~~ 

Site and system consolidation wfll drive increased productivity 
April 2006 Board Meemg: Home Loans 

Date of Palisades full implementation 

"""2oOi;," 
~ -

1,280 -
~ 
~ 

19 

~ 
~ 
'---

Page 8 

• The first phase of what is called the STeP program has been defined 
- it's the Palisades implementation for Consumer Direct slatted for 04 
2006 

• Retail - 1007 

Wholesale - 2007 

2008 Servicing breakout (Prime, Subprime, Home Equity) 

Loans per FTE Summary: 2006 2007 2008 
Prime servicing 1,689 1,770 1,813 
Sub Prime servicing 489 499 514 
Home Eguity servicing 1,721 1,756 1,809 
Total 1,450 1,338 1,287 

Cost to Service (per unit) 2006 2007 2008 
Prime servicing 76 69 69 
Sub Prime servicing 207 197 187 
Home Equity servicing 108 96 94 
Total 85 87 91 

Productivity Measures - 2005 and March 2006 Forecast for Prime only 
(behind slide) 

::onfidential Treatment Requested by JPMC 
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Risks 

• Margin compression on current high-margin products 

• Transaction costs on Servicing sales 

• Organizational capability to manage credit risk 

• Successful' technology implementation 

- Enterprise Decision Engine at point of s~le 

- Loan Origination System in all channel~ 

• Organization's ability to execute on significantly accelerated"· 
pace" of change 

April 2008 Board Meetk1g: t:tome Loans (Confidential) 

General Discussion 
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Summary - Next Steps 

• Shift from low-margin business to high-margin products . 
- De-emphasize Fixed rate and cease Government 

- Realign Correspondent to Conduit 

- Invest in Direct-to-Consumer platform 

• Reallocate risk from market~based to· credit-based assets to . 
. reduce earnings volatility 

- Significantly reduce exposure to MSR 

- Market Government and Fixed rate servicing 

- Build Home Loans portfolio 

• Continue to attack the cost structure . 
Consolidate additional sites . 

Implement new Loan Origination System and enhance Enterprise 
Decision Engine 

-!-everage distribution in Financial Centers 

April 2008 Board Meetilg: Home loans . (ConfidentiaQ 

General Discussion 
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Appendix - Project Plan 

RETAIL 

LONG BEACH 

WHOLESALE 

CONSUMER 
DIRECT 

CONDUIT/CAPITAL 
MARKETS 

SERVICING 

02 
2006 I· 
03 Q4 01 04 I 01 

2007 
02 03 

93'06 I· OewlDp n_ reaultinl strlltlllY lind trlllnlni prolrllms ..... 

Q<! 2006' First consolidation phase for H.Cs lind LFCs 
1107 ,ProfIt-d-MIn comp plans ID the field 

:==========---:~/':'::0':""'17 ,New Intelrated POhnd LOS 

2008 
Q2 03 

...... ,...-___________ Th:..:.:.:.:IOII::."'II!:-'=::06:...:II::.:;nd=-.~07'_,_1' Selective market exits 

Q<! 2006 ,liFO Rollout and LOS Deployment 

04 

1008 LFC Consolidation I 
~ pals by busin_lIne, WLC lind Brokr 

. I gl 2006 , Bundled HElOCs on wllmubrak ... com IIId Praml. llrokar Proaram 
I Q<! 2006 ,Standlliones Intraduced 

r:§i'7gJSlte dou-es: :I In Qo41006 I Q1 '08 I J In Q1 2008 
QJ 1007 'LOS Implamentatlon 

Q1 200S , New product rollout 
'i======.::::=:= Q4~20:::06:;::::;-:-ISU-;bpf-:-lm-e-lII-d7'AI:7t~A:-proc--essI"7'nl-CII-p-a7'bI::llt1:7es--"''':'=c=...J 

Q4 2006 I New Pr&ne LOS _..,..; 

1=======--~~~7.-:~:-:~Q1 :Z::;:0:-;,07,-,IRobust IntemetSlte 
Q11007 ISlebel 7 ~lIde 

Q2 Z007 IAcqulsltion marketinl ececutton lind Upcraded telephony technolol:f 

I QZ 2006 '~!!IIUan Carr III Conduit I. Q41006 • 1007 , MSRSlIles 
I 941006 ,- Oewlop If: Conduit Team lind Corporllte Credit Approvals - Transfer Prfclnlllnd Capital 
'--___ 3..:..:=;....J _ Develop Portfolb and MSR Sales Capabilities - Reco.,im Market Risk Manlliament functions ~ 

~ Implement OAS 

91 2006 ISale of CRe 
I Q32006 I- Fusbn Completion - SlIle of GtfM SeNtcfnl - HE linellolln seMelnl cllpllbility 
I . Q11007 1 "" .. atlon of Chatsworth subprfme defeult servlclnllll Jacksanvflle 

I 
Q1 2007 I Sale of Fixed Rate loans 

. 92 1007 , CUslDdIaIStrlltef( 
'--_________________ Q::o..1:....:2:.:;OO:.:S'-"MI .. atIOR of Mil_uk .. functions III 
- JacbonvIUe and Florence 

April 2006 Board Meeting: Home Loans (Confldentllll) 

Refer to quad 1-pagers on each business unit (behind slide) 
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( Sales ) I Sales ) I Sales ) 

I We Are ALL in Sales 

- . - 30 

Be Accountable and Accessible 

31 

Confidential Treatment Requested by JPMC 



JP~_~03088873 

Confidential Treatment Requested by JPMC 



2007 Focus Areas 

Growth 

• Simple Loan Manager 

• WaMu Mortgage Plus 

• Expand Subprime 

• Grow Prime Sales Force 

• Expand Investor Sal~ capability 

Confidential Treatment Requested by JP~C 
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Q&A 
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WaMu' 
To: Boanj of Directors 

From: Keny Killinger, Chairman and CEO 

Date: June 18, 2007 

Re: WaMu strategic Direction 

Introduction 

WaMu has generated superior returns over the 24 years since becoming a public company in 1983. We 
have delivered nearly 20% per year of total shareholder return versus neal1y 13% for the S & P 500. We 
have achieved this by focusing on our customers, delivering excellent value and outstanding selVice. We 
have also prudently taken risks, especially Interest rate risk, over the years. And we have been excellent 
managers of our capital by making smart acquisitions, repurchasing our stock. when that made sense, and 
growing our balance sheet when risk·adjusted retums were attractive. Very inportantly, we have always 
focused on the long term and have not veered off of plan when various cydes or bubbles caused our short
term results to lag others. Conversely, we didn' become over collfident and do economicaly irresp:msible 
things when we were in periods of ~ng relative performance. 

Beginning in 1990, we adopted fIVe-year plans as a way to better focus our strategies and to set specific 
financial targets. Since then, we successfully executed three tive-year plans and are approximately 50% of 
the way towards completing the current five..year pian (covering the yealS 2005 through 2009). We have 
set goals of achieving double-digit eamings per share gfO'Nth, high teens return on common equity 
(ROCE), an operating efficiency ratio below 50%, a nonperformirig asset-ta-total asset ratio or 1% or less 
over the economic cycle and maintaining a ratio or tangible equity to assets of 5,5% (revised up,yard from 
5.0% in 2005). 

Because of a very difficult interest rate envirormert in 2005, 2006 and thus far In 2007, we have not been 
able to achieve our financial targets. Through the first quarter of this year, our EPS gllWl/l:h has averaged 
6%, the ROCE has averaged 14% and our operating efficiency ratio has averaged 58%. We continue to 
be cautiously optimistic that we can meet or exceed our financial targets over the five-year period, but we 
need the y)eld culVe to retum to more normal levels in 2008 and 2009 forthislo occur. 

The duration of the current f1at-to-inverted yield curve environment is unprecedented since the high inflation 
pericx:l of 197810 1982. Driven by excess wortdwide liquidity, robust economic growth On most parts of the 
world) as well as tame inflation, long-tenn interest rates have remained very low in relation to short-tenn 
interest rates for near1y a year now and there is litUe indication that this condition will change in the near 
future. Historicany, periods of fiat-Io-inverted yield curves have averaged sOc. to 24 months. 

As you will recah. the financial projections in our annual long-range forecasts have been higher than actual 
results for the past three yealS. We have generaly based our long;ange forecasts on the fomard yield 
CUNe at the tine of the forecast, which in each case has turned out 10 be wrong. In other words, investors 
have routinely predicted the yield curve to return to a more normal positively sloped Shape and thus far that 
has not oCOJrred. 
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Once again, we face the prospect of forecasting significantly improved results in 2008, 2009 and beyond, in 
part, because the yield curve is expeCted by investors to eventually return to more normal levels. 
Probabilities favor a return to a more normal yield cuIVe but this is by no means a certainty. As a result, we 
are presenting a base case scenario which refleds a gradual return to a more normal yield curve, but we 
are also presenting alternative scenarios, one of which is the continuation of a flat yield cuIVe. 

Aside from the impact of changing interest rates, we are also impacted by a slowing housing mar1<.et, 
overcapacity in the mortgage banking industry, intense competition in all of our business lines, and a 
changing regulatory and political landscape. Despite these challenges, we see the opportunity to create 
excellent shareholder value by crisply executing our plan. We have a unique franchise capable of 
producing excellent growth and positive operating leverage (revenues rising at a faster rate than expenses). 
And our team has never been stronger. We have people capable of taking this company to the next level 
of performance. In my view, we just need to keep executing the plan and an improved environment will 
eventuaUy allow the progress to be reflected in stronger operating results. 

Our Vision for the Company 

Our vision is to be a national leader in consumer and small business banking. By accompflshing our vision 
and adhering to our core values of being fair, caring, human, dynamic ancl driven, we will deliver superior 
long-tenn returns for our shareholders. 

We are building a unique aoo very valuable franchise in some of the highest growth regions of the country. 
Our business model is especially well suited to seIVe middle mar1<.et consumers and small businesses that 
are often ignored by our competitors. We brand ourselves as the bank that provides ·Simpler Banking and 
More Smiles- for our customers. 

Two important measures of our success are annual household growth and customer seIVice scores. We 
believe that continual growth of our customer base and continuously impuving customer seIVice will 
ultimately lead to the financial results we are targeting . 

The Business Environment in 2008 

The business environment will have a significant impact on our financial results in 2008. 

• U.S. Economy: Most forecasters expect the U.S. economy to experience slow growth in 
2008. Consumer spending should moderate as the effects of a slowing housing maf'1(et wof'1( 
their way through the economy. On the other hand, corporate spending should be solid. 
This probably leads to 2% to 3% GOP growth and some upward pressure on unemployment. 
Recession is a possibility if the housing mar1<.et turns down harder than currently expected, 
but most forecasters still see this as unlikely. We based our long-range forecast on moderate 
economic growth, but we have presented alternative scenarios for higher and lower GDP 
growth. The major variables that change in these scenarios are the net interest margin, gain
on-sale, and credit cost assumptions for our credit card, commercial real estate, residential 
and home equity portfolios. 

• World Economy: Most economies in the wortd are performing very well. Many countries 
such as India and China are growing at two to three times faster than the U.S. This growth is 
being aided by increased trade, improved productivity driven by low cost labor, technology 
investments, low inflation and immense liquidity. 80th China and India boldly predict that 
their economies will surpass the U.S. economy in 20 years. Capital is flowing into these and 
other developing countries at a rapid rate and many large U.S. based companies are now 
driving a substantial portion, and in many cases, the majority of their eamings from outside of 
the U.S. It is estimated that the majority of S & P 500 company eamings now come from 
outside of the U.S. For WaMu, this is Significant because we do not currently operate outside 
of the U.S. and our growth is dampened on a relative basis to those S & P 500 companies, 
including many banks, which are benefiting from higher non-U.S. growth rates. 
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• Interest rates : Most forecasters are confused right now. A few weeks ago, the consensus 
was for a Fed cut in the second half of this year. Today, the consensus is for no cut this 
year. If the economy continues in slow growth mode, there is little incentive for the Fed to 
change much. So unless the housing market tums down harder than expected and brings 
consumer spending down, rates will probably stay at or dose to current levels through much 
of 2008 . The absolute level of interest rates has an impact on our net interest margin (NIM) 
and our mortgage banking earnings. No change by the Fed is neutral to both the NIM and 
mortgage banking revenues, while cuts are helpful and increases hurt. 

• Yield curve: The yield culVe has been flat to inverted for an extended period. The wor1d is 
currently flush with liquidity and as long as this continues, many experts are forecasting a 
continuation of a flat culVe throughout 2008. A flat yield CUlVe hurts our NIM. We lose margin 
on our loan pipelines, our MSR hedging costs are increased, and the spread we usually earn 
on slightly longer maturity assets versus our liabilities is negatively impacted. 

• Credit spreads: Credit spreads are currently very tighl Baa credit spreads, for example, 
are currently at 1.3% versus an average of 2.6% over the past ten years. Tight credit 
spreads hurt our NIM because our asset yields, which reflect credit spreads, tend to come 
down in relation to our liability costs, which are not affected. ForWaMu, this is a big deal. 
Many of our key assel categories such as medium-teon residential ARMs, mortgage backed 
securities, medium-leon commercial real estate ARMs, and most corporate bonds do not 
currently provide the required mid-teens ROCE. In fact, tight credit spreads and immense 
liquidity in hedge funds are causing many asset categories to be better financed on hedge 
fund balance sheets rather than bank balance sheets. This is leading to a shrinkage of bank 
balance sheets (accompanied by increased cash dividends and share repurchases) and an 
expansion in hedge fund balance sheets. We expect credit spreads to eventually widen if 
there is a major credit event, but timing is hard to predict. '. 

• Asset bubbles: Immense liquidity is leading to the creation of many asset bubbles. For . 
example, real estate values in many developing countlies are rising in the 10% to 200k range. 
In most countries, housing prices are rising at above-average rates. Commodity prices have 
soared overthe past two years as evidenced by copper (+95%) and silver (+88%). Stock 
prices have risen to all time highs in most markets around the wand. Even art and other 
collectibles have increased dramatically in price over the past few years. Increasing asset 
prices have led to wealth creation and the availability of increased financial leverage, which 
amplifies the phenomenon. Total global new debt issuance has increased 34% since 2004. 
The main beneficiaries of these liquidity-driven asset bubbles have been hedge funds and 
private equity fions. WaMu has little direct exposure to these bubbles, but we will feel the 
impact through increased credit costs and improved net interest margins when the inellilable 
unwinding takes place. 

• Housing market: For the past two years, we have been predicting the bursting of the 
housing bubble and the likelihood of a slowing housing mal1tet. This scenario has now 
turned into a reality. Housing prices are dedining in many areas of the country and sales are 
rapidly slOwing. This is leading to an increase in delinquencies and loan losses. The sub
prime market was especially rocked as many sub-prime borrowers bought houses at the 
peak of the cyde and now find their houses are worth less and they are having difficuhies 
refinancing their initial low-rate loans. Because housing prices became so extended, we 
expect the rnar1<et to be soft for another couple of years. It is difficult to corred this much 
excess in a short period ofUme. However, the good news is that as long as the economy 
remains sound and people have jobs, delinquencies should start peaking within the next few 
quarters. 

• Private equity and hedge funds: Talk about a bubble! Enonnous amounts of capital are 
flowing into private equity and hedge funds. Private equity currently accounts for 
approximately one-third of all acquisition activity. It has been estimated that the potential of 
private equity acquisitions has driven up stock. prices across the board by 10% to 20%. 
Hedge funds have now replaced the high-yield bond market and commercial banks as the 
primary provider of financing for the private equity acquisitions. So far, it has been a great 
ride in which excess liquidity has driven higher asset prices, which has created more gains, 
which has produced even more liquidity to drtve asset values up even higher. Many Wall 
Street executives believe that this bubble could break at any time. But they also don't want 
to miss out on the gains, so they continue to participate. Thus, most capital markets players 
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are getting caught up in perpetuating the cycle. This is a similar scenario to when the 
Intemet bubble was taking place. WaMu should not directly be impacted by the end of this 
bubble other than how it might impact real estate values in financial services centers like New 
York. And if the stock market was to go through a major correction , it would no doubt impact 
consumer confidence and perhaps result in a recession, which wouk::l have both positive and 
negative implications for WaMu. As you will recall, we had the opportunity to parUcipate in 
the financing of major private equity transactions. So far, we would have been financially 
better off to have done this. But I still think it was wise to avoid this sector. 

• Regulatory and Congressional activity: The Regulatory environment has been fairly quiet. 
Financial health is good for most banks and there haven't been serious credit issues. Our 
primary regulator, the OTS, appears to be doing well. The quality of their staff continues to 
improve and their Director is doing a good job within Washington, D.C. They are also 
attracting some new client banks. Basel I! is nearing impiementaUon. There are inconsistent 
rules between U.S. and European Regulators for implementing Basel II, which threaten to put 
U.S. banks at a pennanent disadvantage to European banks. tflhis isn't fIXed, we expect to 
see European banks be even more aggressive in acquiring U.S. banks because they will 
need to hold significantly less tangible common equity at their holding companies. On the 
Congressional front, we expect a lot of hearings relating to consumer protection issues. 
Areas of focus include sub-prime lending, student lending and credit card lending. We do not 
anticipate significant new legislation at this time. Congress seems willing to let the regulators 
and the marketplace resolve the more glaring practices that have been so far highlighted in 
the hearings. 

• Federal Home Loan Banks: The Federal Home Loan Banks provide low-cost collateralized 
borrowings for member banks. Each bank is owned by its members through shares of stock. 
For many years, WaMu was the largest borrower and owner of the Seattle and San 
Francisco banks. Last year, the regulator ofthe FHLB system proposed a regulation that 
would confiscate capital from the members. WaMu vigorously opposed this regulation and 
accelerated our plans to reduce our borrowings and share ownership. We were successful In 
delaying and then modifying the new regulation wtlile we reduced our share ownership from 
$4.3 billion at the beginning of 2006 to $2.7 billion at the end of the year. The financial health · 
of the FHLBs appears to be stable and even the SeatUe bank, wtlich went through a difficult 
phase, Is now paying a dividend. We have diversified our borrowing sources 10 include 
covered bonds and other collateralized borrowing sources. In many cases, these sources of 
borrowing are superior to the FHLBs because of lower costs, lower collateral requirements 
and no need to tie up capital with stock. ownership. But we do recognize that the FHLBs 
might become a more attractive borrowing source during periods of tighter liquidity. 
Accordingly, we will maintain our membership in the FHLB sySJem. 

• Merger and Acquisition Activity: We expect bank acquisition activity to be brisk. Most 
deals will be done on friendly tenns where cost savings and capital optimization are the 
driving forces. In some cases, shareholder activists will force companies into play. The 
acquisition of ABN AMRO has emboldened shareholder activists who see that they can help 
force transactions with relatively little ownership. Private equity is also becoming a force in 
financial services acquisitions. There are bank holding company capital and ownership 
restrictions which have deterred private investment in the past, but many private equity 
players are currently working on ways around these limitations. If they figure something out 
here. private equity could also become a Significant force in bank acquisitions. At WaMu, we 
will continue to actively explore a~uisitions. We will maintain our pricing discipline, but we 
will try to get one or more acquisitions done in the coming year. Priorities indude bank 
branch expansion, new asset categories that can be delivered through our retail stores (e.g ., 
auto loans) and companies that hefp with our balance sheet diversification. 

• Foreign Banks: As noted above, foreign banks have a huge competitive capital advantage 
over U.S. banks. Many of the European banks operate on 2% to 3% tangible common 
equity, wtlereas most U.S. banks operate on 5 to 6% tangible common equity. This has led 
to foreign banks buying U.S. banks at a four to one ratio over U.S. banks buying foreign 
banks. For WaMu, this capital differential allows foreign banks to price products more 
aggressively and to be fonnidable competitors in paying for acquisitions. The likely outcome 
is that U.S. banks will reduce their tangible common equity ratios overtime to have a better 
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chance against the Europeans. B of A is targeting a tangible common equity ratio of only 
3,8% (on day one) if they complete the La Salle purchase. 

The Long Range-Financial Forecast 

Our base case utilizes the fOiwam yield curve and assumes a gradual return to a more normal yield curve. 
It also assumes slow economic gl'"O'Mtl and a Slowing housirY,J mait.et. Based on these assumptions, we 
expect eamings-per·share to rise from $3.71 this year to $4.69 in 2008 (+26%) and $5.91 in 2009 (+26%). 
The earnings leverage in 2009 reflects the return to a more normal yield curve and successful execution of 
our operating plans. These projections woukJ have us reaching 19% ROCE and a 50% operating efficiency 
ratio in 2009. Earnings per share growth projections are strong in 2008 and 2009, bringing the average 
over our fiv&-year planning cyde to 13%. These numbers show that we can reach our five-year plan 
financial targets if the yield curve returns to nonnallevels. 

We also tested the financial projections against other scenarios. A tough scenario for us would be the 
conUnuation of a nat yield curve and a weak housing mar1(et. Using these assumptions, our earnings-per
share would be $4.29 in 2008 (+19%) and $5.22 in 2009 (+22%). Over the five-year planning cyde, this 
would result in EPS growth of 10%, which Is at the low end of our doublEKJigi1 target At the end of the 
period, ROCE would be 15%, and in 2009 our efficiency ratio would be at 52%. These results would be 
disappointing, but not too far off our financial targets. 

We d'td run a scenario for a return to the low interest rates and very steep yield curve we enjoyed in 2003. 
Suffice it to say, the earnings power of the rompany would be huge. tf we ever have this opportunity again, 
we \\'Quid WOI1t. hard to offset the current earnings with investments for the future. 

An inportart element of the plan is limiting expense growth and achieving positive operating leverage. Our 
long-term goal is to drive revenue growth at twice the rate of expense growth. In 2008, we expect revenues 
to grow by 10% with expenses growing at 2%. In 2009, with an improving yield curve, we expect revenues 
to gl"O'N at 12%., with expenses growing at only 6%. 

You will note in the long-range forecast that we are optimizing ca~ by reducing the tangible common 
equity ratio to 4.7%. As noted above, B of A is lowering thelrtangitle common equity ratio to 3.8% with the 
La Salle transaction. Further leveraging of the tangible rommon eqlity ratio would improve our return on 
tangible common equity and EPS growth from what Is shown in this plan. 

Shareholder Value Creation 

We have created excellent shareholder value over the long term, but there have been many periods 'NIlen 
we underperformed the S & P 500. In the past, these periods of underperformance have been 'NIlen 
interest rates were rising and the yield CUNe was inverted. Examples indude 1990, 1994 and 1999. Vv'hile 
we underperformed the S & P 500 in 2006 and thus far in 2007, the magnitude of our stock's 
underperformance has been much less than in prior periexis. 

Period W.Mu S&P 500 Underperformance 

1900 (33%) (3'%) (30%) 

1994 (21%) 1% (28%) 

1999 (30%) 21% (51%) 

2000 9% 16% (6%) 

1007 (10%) 1% (11%) 

2000 - 1007 (1%) 17% (18%) 

We suspect that our stock price held up better in the most recent period because of our dividend yield, less 
cyclical earnings, and inproving frandlise value. For example, our stock is currently (June 11 , 2007) priced 
only 8% below its all--tiTle high, whereas in past cycles it was not unusual for our stock price to decline by 
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more than 50% from peak to trough. We note this because even though we believe our shareholder return 
will be superior to the S & P 500 over the next three years, we are unlikely to experience the same 
overpelfonnance achieved in past recovery periOOs. 

Based on the long-range financial forecast base-case scenario, we believe we can create significant 
Shareholder value. Combining 2009 projected earnings-per-share of $5.91 with a PIE range of 10 to 12 
Urnes on these earnings, results in a stock price target in the $59 to $71 range over the next three years. 
When this range is combined with our current dividend policy of increasing the cash dividend by $.01 per 
quarter, total shareholder return over the next three years could be 14% to 20% per year. We expect thiS to 
be better than the S & P 500 over this period. 

In the diflicuH scenario of a flat-yield CUNe and a slowing housing malket environment, the targeted three
year stock price range is $52 to $63 using the same PIE multiple assumptions of 10 to 12 times. VVhen 
combined with the cash dividend, total shareholder return would be 10% to 16% per year. This retum 
would still be quite attractive (the S & P 500 has averaged a 10010 total return over the past five years). 

Risks to the Plan 

• It should be no surprise that we view the greatest risks to the plan as rising interest rates, an 
inverted yield CUNe, a more significant downturn in housing and a recession . These risks 
can usually be somewhat offsetUng. For example, a recession would likely lead to lower 
interest rates and a positively-sloped yield curve. This isn't guaranteed, of course. In fad, 
the current environment of slow economic growth, a flat yield curve and declining housing 
market is highly unusual. The scenarios reviewed in the long-range financial forecast frame 
the risks and opportunities fairly well. 

• Another key risk is intense competition. Each of our businesses operates in highly 
competitive conditions. In general, this competition is more predictable in retail banking, 
commercial real estate and card selVices, where there are a few large players. Each of 
these competitors needs to eam satisfactory returns and they tend to behave in a rational 
manner. This has generally resulted in stable, less cyclical conditions for these businesses. 

• At the other end of the spectrum is mortgage banking, where barriers to entry are low and 
competitors appear eager to shoot themselves in the foot by holding on to excess capacity 
and under-pricing their products at this point in the cycle. We were hopeful that the problems 
in sub-prime lending would lead to improved market conditions. But many of the sub-prime 
players were bought by hedge funds, Wall Street players and private equity finns. It appears 
that most sub-prime originators are not earning satisfactory returns; however they are slow to 
remove excess capacity. 

. • Another key ·risk would be our ability to find suitable risk-adjusted return assets for our 
balance sheet and to fully deploy our capital. As noted elsewhere in this document, credit 
spreads are very tight and it is challenging to find acceptable assets. If tight credit spreads 
were to continue for an indefinite period, we would need to consider leveraging our tangible 
common equity well beyond the 4.7% level assumed in the long-range forecast. 

• I am concerned that an asset price bubble is growing, which could deflate at any time. I don't 
think anyone fully understands what would happen if there were to be a massive unwinding 
on a worldwide basis. Implications to consider include inflation, economic growth, credit 
spreads and asset quality. My hunch is that hedge funds, Wall Street, capital markets
focused banks and private equity finns would be the most impacted. I think WaMu would be 
relatively well off, but the collateral damage could be significant. 

• I continue to be concerned about retail banking growth slowing . Our business model requires 
strong household growth, which primarily comes from our Free Checking product . 
Regulatory or Congressional action impacting consumer fees could severely hurt our model. 
CompeUtion or new product breakthroughs could be challenging. For example , Capital One 
just announced a new debit card which seeks to sever the traditional link between a debit 
card and core checking accounts. 

• Nonnally, I comment on the risks associated with achieving necessary productivity 
improvements. This continues to be a risk; however ' am very pleased with our management 
team's oversight of productivity initiatives, including the key productivity tools of outsourcing 
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and operational excellence standards, which have both become core competencies of the 
company. 

• There is also a risk that a shareholder activist group or some other third·party entity could 
attempt to disrupt execution of our plan. As a result of a very difficult interest rate 
environment, we have been unable to deliver strong returns to shareholders over the past 
three years, This performance has not been unexpeded and has also occurred on many 
occasions in the past when rates were against us. We believe we are heading into a period 
of improved earnings and, hopefully, stock price perfonnance. However, changes in 
corporate governance, such as annual director elections, increased shareholder resolutions, 
and the support of groups such as ISS for dissident proposals has shifted some power from 
the board room to large institutional owners. Hedge fund activists, who typically buy small 
amounts of a company's stock, have found that they can force boards to consider a sale or 
restructuring transaction. This was recently done to ABN AMRO and there is reportedly a 
current action at SunTrust and TO Ameritrade. Hedge Funds run in packs and go wherever 
there is some action taking place. Success at SunTrust or another company would 
embolden them to target other companies where they believe a sale would result in a short
term gain. 

Strategic Initiatives Adopted in 2006 

We made a number or key manges to our strategic plan last year: 

• We decided to sell mortgage servicing rights for government loans and out·of- footprint fIXed· 
rate loans. The target was to sell about 25% of the portfolio and reduce MSRs to 25% of 
stockholders' equity. We did complete the $2.5 billion sale of MSRs to Wells Fargo. This 
accomplished the desired objectives and allowed us to reduce MSR hedging costs as well as 
operating costs because the Milwaukee servicing center was sold as part of the transaction . 

• We sold our mutual fund asset management company. This operation was not strategic and 
had high operating costs in relation to its revenue capabilities. The sale was made to 
Principal Financial for $740 million. This was a very full price and the'gain-on-sale facilitated 
the acceleration of our productivity initiatives. 

• We accelerated our productivity initiatives by relocating staff from high-cost centers to lower
cost domestic and offshore centers. Because of a declining mortgage maT1c;et, we also • 
reduced capacity in the Home Loans Group and closed 79 underperforming Retail Banking 
financial centers. In total, we reduced FTEs by 10,000, or approximately 16% of our work 
force, in 2006. 

• We adopted a new Home Loans strategy aimed at reducing the sale and servicing of low
margin commoclitized products and emphasizing higher risk·adjusted return products such as 
home equity, option ARMs, su~prime loans and AltA loans. The Home Loans Group has 
reduced costs, sold non-strategic MSRs (noted above), exited correspondent lending, and 
built capabilities in the higher risk·adjusted return product categories. 

• We decided to optimize capital management by aggressively repurchasing common stock 
and issuing lower-cost hybrid securities. Since March 2006, we have purchased $5.5 billion 
of common stock and issued $3.3 billion of hybrid securities. 

• We decided to protect our multi-family franchise in California and purchased Commercial 
Capital Bancorp. This acquisition was successful in protecting and growing our maltet share 
in California . The transaction has thus far met our financial targets. 

• We decided to remix the balance sheet to higher·risk adjusted return assets. Due to 
uncertainty in the su~prime market, we deferred growing this residential portfolio. We did 
continue to grow the home equity, commercial real estate and credit card portfolios. We also 
helped remix the balance sheet by selling about $22 billion of low-margin securities and 
Intermediate term mortgages in late 2006 and early 2007. 

New Strategic Initiatives for 2008 
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The foUowing are the key areas of strategic fOOJs that we are recommending for 2008. Because crisp 
execution of the current plan is essential, we are not recommending as many changes as we did-last year. 

• Begin prudently growing our balance sheet once again. Because of a flat yield curve and 
very tight credit spreads over the past 12 months, we chose to limit balance sheet growth. 
However, this lack of balance sheet growth is placing pressure on our efficiency ratio and 
earnings per share. While it is impossible to predict when the yield curve will change and 
credit spreads will widen to more nonnallevels, we believe we should start growing the 
balance sheet in the second half of this year. We will start slowly and accelerate growth if 
yield spreads wIden and the yield curve improves. To accomplish this, we will hold more of 
our sul>-prime originations, hold virtually all of our home equity originations, hold more of our 
Option ARM and multi-family originations, and look for opportunities to purchase loan 
packages and securities. 

• Make progress In optimizing our capital structure. This is a -must-do." We have far too 
much capital in relation to the credit, interest rate and operating risks inherent in our 
business. At this time , based on our economic capital models, we currently have 
approximately $7 billion of surplus economic capital. This surplus makes us a target for 
acquisition. It would be easy for an acquirerto strip this surplus to help pay for the 
acquisition. And we know how easy it would be because we did it very effectively with 
Providian. For our capital to be optimized , we likely need to do a combination of share 
repurchases, new issuances of hybrid preferred, growth of higher-risk adjusted return assets 
and possible acquisitions. We will work with the regulators and rating agencies in explaining 

·why this makes sense and how the institution will still be very well capitalized. 
• Improve Home Loans Group prorrtability in 2008. We made significant changes to the 

Home Loans stralegy in 2006 and we are executing well on those initiatives. However, the 
financial resuhs continue to be very poor and we simply can't devote the amount of capital 
and expenses: without benefrting from an adequate return . There is no way to achieve our 
EPS growth, ROCE, and operating efficiency targets without a strong return from this 
business line. Yes, the current operating environment is very difficult, but we cannot let that 
deter us. Best·in-Class operators will earn low-to-rnid-teens return on equity in this 
challenging environment. 

• Optimize the retail banking network. We have widely varying performance within the retail 
banking network. While overall returns are excellent, we have too many underperfonning 
stores. We recognized this as a problem a couple of years ago and ultimately dosed 79 
underperfonnlng stores in 2006. We need to complete the work and make decisions about 
building or exiting certain markets. Acquisitions will need to be considered as well. 

• Continue to strive for top-tier customer service. Our scores are good and near the top of 
our industry. In banking today, Wachovia and WaMu go back and forth, vying for the top 
spot. And , other than WaMu, no other bank is rated in the top 25 of Business Week's ranking 
of service providers. We will continue to strive to break out of the pack and rival the top non
bank sefVice companies. 

• Prudently Seek Diversifying and Extending Acquisitions. As I mentioned above, we will 
need to keep searching for opportunities to extend our current businesses or add 
complementary businesses through acquisitions. Our priorities include bank branch 
expansion, new asset categories that can be delivered through our retail stores and other 
distribution channels (e .g." auto loans) and companies that help with our balance sheet 
diversification. 

Key Business Initiatives 

• Retail Banking is our largest and most profitable business line. The key strategies for 2008 
include growing our customer base by 1 million, growing net checking accounts by 1.5 
million , increasing the cross--sale ratio to 7.0, improving customer service scores, improving 
the performance of or d osing underperfonning stores, opening 150 new stores, and limiting 
expense growth to about half of revenue growth. We expect modest growth in deposits in 
2008 as we continue to manage deposit costs very carefully within a challenging interest rate 
environment. We will expand small business banking with 1,000 trained specialists. We will 
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also expand our WM Financial Services activities with the addition of 200 financial 
consultants in 2008. 

• We have had terrifIC success with originating new checking accounts via the Internet. Over 
the past 12 months, we originated about 310,000 net new accounts wtlich represent roughly 
23% of total net new checking accounts. We are broadening our online produCl offerings to 
include savings, CDs, money market and interest-bearing checking accounts. We expect 
continued good growth here, but challenges center on increased competition and pricing 
conflicts with our retail banking stores. 

• From a financial standpoint, we expect Retail Banking to earn $2.26 billion in 200S., up 16% 
from 2007's record performance. We expect the efficiency ratio to improve to -54% and the 
retum on tangible equity (ROTE) to reach 25% in 20OS. In short, we plan to continue to 
execute a highly-successful strategy of driving in new households with Free Checking and 
cross selling products and services to each customer. We will strive to reduce the number of 
underperfonning stores, especially those opened in markets such as Chicago, Atlanta, 
Denver, and Phoenix during the 2003 to 2005 period. Generally, de novo markets are 
struggling, while markets entered through acquisitions are doing well. California continues to 
be extraordinarily profitable and new stores in this market typically produce superior returns. 

• Card Services is our second most profitable business. The acquisition of Providian was a 
home run in that it provided business diversification, presented a new product line for our 
retail banking customers, was integrated very well and its financial results have thus far 
exceeded all of our targets. Key strategies for 2008 include increasing managed receivables 
by 12%. opening 3.5 million new card accounts (of which 1.0 million are expected to be for 
WaMu retail banking customers) and maintaining a risk-adjusted retum on managed 
receivables of 10%. 

• From a financial standpoint, we expect Card Services to report net income of $860 million, up 
8% from 2007's very strong performance. In 2008. the efficiency ratio should be 
approximately 30% and the ROTE should be about 53%. In short, Card SelVices will 
continue to leverage the WaMu retail customer base and grow its direct mail and partnership 
channels. Our managed receivables growth in 2008 should be one of the best In the 
industry. 

• The Commercial Group is our third most profttatie business. The key strategies in 2008 
are to leverage the highly-efficient Origination platform and increase loan Originations by 17% 
by adding loan consultants in key major markets. Califomia and New York continue to be the 
dominant markets. but we see opportunities to expand in several other metropolitan markets. 

• From a financial standpoint, in 2008 we expect the Commercial Group to eam $403 million, 
up 11 % from 2007. The efficiency ratio should be approximately 33% and the ROTE should 
be about 17%. In short, the Commercial Group will leverage a highly-effective platform 
develOped for multi-family lending and extend that platfonn to other classes of small 
commerCial real estate loans. They will strive to grow their leading national market share for 
all product categories even as new competitors, such as Countrywide, try to grab market 
share. 

• Home Loans is a large and important business, but at this point in the cycle, it is 
unprofitable. The key strategy for 2008 is to execute on the revised strategy adopted in 
2006. This will require continued Improvements in efficiency, including completion of the new 
loan origination platform, SLM, and increasing the use of underwriting automation. We 
expect our MSR hedging costs to improve with the adoption of OAS valuation. We need to 
optimize the sut>prime and prime distribution channels with particular emphasis on growing 
the retail banking, home loan center and consumer direct channels. We also expect to 
portfolio more of Home Loan's originations in 2008, including the new Mortgage Plus product. 
We will continue to emphaSize higher-risk adjusted return products such as home equity, 
sut>prime first mortgages, AltA mortgages and proprietary products such as Mortgage Plus. 

• From a financial standpoint, we expect Home Loans to earn approximately $400 million in 
2008, up from a loss of $28 miliion in 2007. The effICiency ratio is projected to be 67% and 
the ROTE to be 12.1% in 2008. In short, Home Loans has a huge number of initiatives under 
way which need to be completed. We are making progress in improving efficiency, but we 
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need improved gain-on-sale margins and the building of more loans in the portfolio in order to 
achieve our targeted returns on capital. 

People Initiatives 

We wof1(ed very hard to build a management team capable of leading WaMu to the next level. OVer a five.. 
year period, we replaced the majortty of our executive and senior leaders. I believe the new team reflects a 
good balance of longer-tenured Wamutians and those with wo~ experiences a1 large financial services 
companies. \Nhen we fifSl brought this team together, there were ooncems that we were moving away 
from the "old" WaMu ruiture and yet there were others who believed we were not moving fast enough. 
Today, those noises have much settled dO'Ml and the ccxrbined teams are building the newWaMu. 

Our leadership development initiatives are paying off with nearly 80% of our senior-level positions being 
filled from wilhln, up from 50% a few years ago. The formal talent management process has become 
instiutionalized and the Executive Committee routinely works on identifying high-potential talent and 
offering that talent ever~nding roles of responsibility. 

Over the past 12 months, we reduced staffing by 10,000. We worried that this reduction would take a toll 
on morale, engagement, and the prndicing of the WaMu values. However, we have been very ~eased 
with the results of the latest alkmployee survey. An im~e 88% of our employees responded to the 
survey, up from 73% a year ago. Our employee-engagement index inaeased to 73%, up from 64% las!. 
year. Our overall values Index ina-eased to 81%, up from 74% a year ago. And of special note was the 
large jump In the fair, caring and human values scores. 

On the challenge frori, SeatHe continues to be a difficult place to rea\Jit top performers. This is especially 
the case for people with capital markets and other sophisticated financial skills. Many people just don't 
want to risk ooming to a place wtlere there are limited emlEymert opportunities. Another challenge is 
attrading and retaining diverse executive-level employees. We have a number of iniliatNes under way, but 
we need to make more progress. Finally, our pay programs are not producing targeted awards because 
our stock has not performed 'Well OIIerthe past three years. We exped this to take care of itself as our price 
performs better, but this Is an issue at this time. 
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WaMu Marketshare 
Option ARM 0r111~1Nl1 
2006 Fur YHr 

RanI! !tender :{!lvrne 

1 COlJt'llry'¥lld' $10 ,0 
. ::t::::: ~h!iIiIIil!r! MIlIUilf ::::' ::: : 4'.1: , GclcltnWnl 

• EMCMorigaV-
I IrHtyMet 
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1 G .... rAln! Mang'lII 
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TOI.IOrtjjlnallorn 

Convdonll ConFormIng OIfDNtlOnt 
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-Product 
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. ... !.en'" VoI~ 
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1 EMCMortg9 

• Gr"rPoll1 Mol1l1l111' 

• L.hm.n BtoIhln 
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ToIMOr1glnlllonl 

Ccn.Mlonll Confarmlng Origln.ion. 
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Tot.! Origin.tlon. 

SU,7 '. 
t9 .3 
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WaMu Marketshare - Product 
ARM Origlnatlonll ARM Originations 
2006 Full '(filar 2007 Full Year 

Volume 

1 Countrywide $210.9 15.7% 
2 Willis Fargo 180.0 1 UI"Ao 

::' ::f :::: ;W.hlngton:Muiuet :::::::':::; :::Ho:r. ::::::::: :: 8i~~:' 
'" Chu. Home Fln.nee 85.5 6.4% 
5 Indy Mac 59.0 4.4% 
8 EMC Mortgage 58.0 4.2% 
7 GMAC Res Cap 52.6 3.9% 
8 CitiMorigage 50.5 3.8% 
9 Golden West 44.0 3.3% 
10 New Century 41 .7 3.1% 

TotalOrignat!ons $1,3040.0 

PrIme Jumbo Origln.tions 
20M Ful Yelf 

Martlel 

~ Lender Volume Sh ... 

I Country,oAde S10M 22 ,'" 
2 Web Fargo 73.1 15.2% 
3 , Waahlnllton Ml,ltull !i~. 5 11.1% 

• CklMortgage 35.3 7.4% 
5 alnk of Americ. 27.5 5.7'" , Chile Home Fillnc:e 19.2 4.0'" 
1 Amerieln Home 19.0 ..... 
• SunTnJlt 15.5 3.'" 

• GMAC Res CIP 14.0 2.8% 
10 GMAC Residential 12.5 2.6GJJ 

Total Oiglnatlon. S4BO.O 

Source: In.ld. Mortgtg. An.net 

Ronk -"''''''''''''''!..' ____ _ 
1 Counlrywlc!e 
:2 Chase Home FInance 

.. .3 ..... ~~I.s .F~go .. 
::; ;4 ::::: ~~!"gt~M.~~~ .. 

5 CitiMortgage 
8 IndyMlc 
7 Lehman Brothers 
8 Wlchovll 
9 GMAC Res Cap 
10 EMC Mongago 

To"IOrfginilUons 

Prime Jumbo Origin.tlons 
2007 Fun Ye.r 

~ LlOder 

I Wellf; FlI1Io 
2 Wllhlngton Mutual 
3 CltIMortglge 

• Bank of Nner\c:a 
5 CountryMcle , ChlSe Home Flnenee 
7 SunTnJlt 

• lehm.n Brothel'1 , American Homl Mortgage 
10 PHH Mortgage 

TotllOriglnatlonl 

M ..... 
Volume ShM. 

SH19.2 15.1'"4 
83.1 11 .6% 
71 .7 . .... 

.... 87.9 ;:-: g~~"(i 
42.6 5 .... 
40.0 5.5% 
33.5 4.6% 
27.3 3.8% 
24.3 3,4% 
20 .• 2.8% 

$724,0 

M.ricet 
Volum. Sh .... 

$61.; H .B'*. 
45.2 13.0% 
33~g 8.8% 
26.0 7.5'11. 
24.8 1."" 
24.1 ..... 
10.7 3.1% 
10.6 3.0% 
10.0 2.8% 
• . 7 2.6% 

$347.0 
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WaMu Marketshare - Product 

Subprlme Originations Subprlme Onginatlons 
2006 Full Yea r 2007 Full Year 

Market Market 
Rank Lender Volume Share Rank Lender Volume Share 

1 HSBC $52.8 8.3% 1 CItlM ortgage $19.7 10.2% 
2 New Century 51.6 8.1% 2 HSBC 18.0 9 .3% 
3 Countrywide 40.6 6.3% 3 Countrywide 17.0 8 .8% 
4 CitlMortgage 38.0 5.9% 4 Wells Fargo 15.4 8 .0% 
5 WMC Mortgage 33.2 5.2% 5 First FrBpkUn 13.5 7 .0% 
6 Fremont Investment 32.3 5.0% 6 Chase Home Finance 11.5 6 .0% 
7 Ameriques t 29.~ 4.6% 7 Option One 11 .2 5.8% 
8 Option One 28.8 4.5% 8 EMC Mortgage 8.0 4.2% 
9 Wells Fargo 27.9 4.4% 9 Ameriquest Mortgage 6.4 3.3% 
10 First Franklin 27.7 4,3% 10 . J3,,!C, M.<?~~.ge: 6.1 3.2% 

:;: H~;; ~:: wa~tii,,:gt~ri ~Mutiidl :::::: 
.... ........ .. ... ....... .. 

::::;";:: :::2&.8::::::::: ::::4"2%:: :\1; :::: WasNln'O,torfM U!::IJ"al · : 5.5' 2.ir.-
12 GMAC Res Cap 21 .2 3.3% 12 WMC Mortgage 5,0 2.6% 
13 Aegis Mortgage 17.0 2,7% 13 New Century 4.7 2.4% 
14 American General 15.1 2.4% 

" 
American General 4 , ~ 2.3% 

15 Accredited Home Lenders 15.8 2.5% 15 Equifirst 4,' 2 .3% 
16 BNC Mortgage 14.5 2.3% 16 Aegis Mortgage 4,3 2.2% 
17 Chase Home Finance 11.6 1.6% 17 GMAC Res Cap 4.1 2.2% 
18 Equlfl rst 10.8 1.7% 18 Saxo n Mortgage 4, 1 2.1% 
19 NovaStar • 10.2 1,6% 19 Accredited 4,0 2.1% 
20 Ownlt Mortgage 9,5 1.5% 20 Delta Financial 3.6 1.9% 

Total Originations $640.0 Total Originations $192.5 

Soure. : Insld. Molt1lag. Fln.ne. 
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WaMu Marketshare - Product 

Home Equity Originations 
2006 FuU Year 

Rank "'L.,en"'d"'e''-___ _ Volume 

1 Bank of America $80.5 
2 Chase Home Finance 51 .9 
3 Countrywide 46.6 
4 CItiMortgage 43 .0 
5 Wells Fargo 36 .9 

. "'. " ,., ' W •• Hln·gl'ir\'Mulua'; '",. " , ,';; ·' 32c2 ,. "'7 ···wildiOvl;i' ·· · . ... .... . 23.1 

8 National City 21 .6 
9 GMAC Residential 14.8 
10 GMAC Res Cap 10.1 

Tota l Originations $580 .7 

50l.Il"(:.: Hom. Equity WI ... 

Home Equity Originations 
2007 ¥TD 

Market 
Share Rank Lender 

13.9% 1 Bank of America 
8.9% 2 ChUe Home Finance 
8.0% 3 C~~nt~~~ 
7.4% 4 :Wa'shlngto'n: Mu.tlfal: 
6.4% 5 CltlMortgage 

: .. :5:50/.: 6 Wells Fargo 
4.0% 7 National City Bank 
3.7% 8 Wachovla 
2.5% 9 GMAC Rc:!lIdential 
1.7% 10 SunTrust MortQage 

Total Originations 

Chart not 
PlJblicar approved n 
table Ion / need Or 

Co ,version t to Strip 
PYnght 0 COmply , 

With 

Market 
Volume Share 

$63.5 17.4% 
38.5 10.5% 
29.9 8 .2% ... 

·, 28.0 '· .7.7'1. 
24 .1 6.6% 
21.3 5 .8% 
17.8 4.9% 
11. 4 3.1% 
8.4 2.3% 
2.7 0 .8% 

$365.4 
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Hickok, Bruce I 

From: 
Sent: 
To: 
Subject: 

Sensitivity: 

Ancely, Zalka A 
Ttusday, April 1', 200510:03AM 
Hickok, Bruce I 
FW: Fitch ~ LBMe Review 

Private 

FYI. Some insight on the subprime product al LBMe for ALLL and high risk lending initiative. 

- --Clriglnal Message 
From: Heruy, David R 
Sent: Thu~, Ap1I14, 200S 9:51 AM 
To: Kuczek, RIChard A; Glaser, Howard M; ReIley, MarX E; Franklin, Benjamin 0; AnceIy, Zalkil A 
SUbjec:t: FW: FItrtl • LBMC Review 
5enalttvlty: PrMIte 

- -()figlnal Message--
From: Bieli\(, steve J 
Sent: Thursday, AprIl 14, 2005 9:32 AM 
To: ~ry, David R 
SUbject: RE: Atth 
SenaitMty: Private 

As expected big difference in performance based on vintage year. Performance improves noticeably in 2003 and 2004 
due to higher FICO scores. Data indicates that minimum cutoff FICO scarea WBf8 raised substantially by a magnitude of 
75 to 100bp. Interestingly, performance improves dramaticafly after 2001 for the first Hen FR portfolio. However, 
performance improvement for the;.mior FR and ARM portfolios does not occur until after 2002. Average FICO score 
highest for junior liens. Average FRM FICO score about 25bp ARM FICO. This suggests lhal there 
are different minimum fiCO cut off scores for each product line. f9! ~~!!nd ~riolaQE!S appttar to 
ap"p"ro::x:;im=at:;;~ ln~~,!¥ av~rag~ ~il~.!s_s_ues prior. to .~ ha',. lharr! 

For. FRM losses, LBMe finished in the t9'p" 12 ~ru.ao.oualize~ NeLs [tlS97 j~oct19@ ttJru.2003. LBMe nailed down 
the number 1 spot 8S top fOsef wTth an RCL of 14.1% ln 2000 and placed 3rd in 2001 with 10.5%. Number of issuers 
ranged from 21 to 50. The Deutsche Bk report did not have any data for 2004 for FRMs or ARMs. For ARM losses, 
L8Me really outdid themselves with finishes as ope ~f the tOP .~~sJ pertQI1Ile!8 froru .. 1..99~ lhru 2oo;!. For specific ARM 
deals, LBMe made the top 10 worst deallisl from 2TXxJ thru 2002. LBMe had an extraordinary year in 2001 when their 
securitizations had 4 of the top 6 worst NeLs (range:11 .2% to 13.2%). 

Although underwriting changes were made from 2002 thru 2004, the older issues are still dragging do'Nn overall 
pertonnance. Despite having Oflly 8% of UPB in 1 slilen FRM pools prior to 2002 and only 14.3% in 2002 jr. lien pools, 
LBMe still had third worst delinquencies and Nels for most of period graphed from 11102 lhru 2105 and was 2nd worst in 
NeLs in 2005 out of 10 issuers graphed. Despite having only 27.5% of UPB in issues prior to 2003, LBMe managed to 
stay at th~ top of the leader board for most of the period in serious delinquencies and NeLs. At ~L!!.'!!C .~y@l 
~diIIirIqu!3f1CY rate. Indusloc ;f,11IIaI'Jd 6.25%. N. 3/05, LBMe had a historical NCL rat.OI z ... smoking their 
cioS8st competitor b1. t..q~ and tnp(ng the Industry average. ' - - -~ .', .. . .. ... . . .. ....... - ..... .".., _ .. , 

... - .,-_. . 
Have a mystery on seasoning charts. In reviewing Clnlulative loss rates and annual NeLs. For some unknown reason 
there is a steep drop in the loss curve around month 55 for both ARMs (14Obp) and FRMs (7Obp), which I am at a loss to 
explain. 

I am reviewing the Option One data now and will send you another e-maUlater today. Say hello to Roy , Dennis and Kirk 
for me if they are still around. 

Steve B. 

Permanent Subcommittee on Investil!ations 

EXHlBIT#8a 
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Fedenil Deposit Insurance CorporatIon 
0MsI0n of SUpeMsion and Coosunef ProIedion 

State (If Washington 
oep.tmert of Fiflanc:iallnstiiutions

"""""'of ...... San Francisco Regional 0Iftce . 
25 Ecker SIreet State 2300 POBo;c41200 
San Frandw:), caIIorria 94105 ' .. • - • . -•• 
415.546.0160 

WastinglDn 9S5C* 1200 

irt$.a-nua:rY·i ·~,- 2004 
--'."'-BoanlofDirectors C ~c.:.:-~ f_. _ _ _ . .:::. 

Washington Mutual Bank [j ?'CA!C,., 
1201 Tb.irdAvenue c:'~-=c~-
Seaule, Washington98101 2""0, ~ 

~o-1Ulr. __ _ 

SU6jecc Jojm Visitation Dated October (4. 2003 !!TUE;' ____ _ 

~:::~d~aJLf..= 

'"'-" " .. I " .. , ';. {'''' l .... .... , I I •• 1 ..... 17 

Members orihe Board: 
Wc'mclose ihc October t.{. 21JO).jolnt visitationrepor(o'fWaSliington "MutUal Sink. role EiiminctKemieih J. 
Krocmcr aDd State Euminer John Ransom prqiared the visitatioo report. The purpose oflhe visitation was to 
review management'. progress towards ad.dieSsihg examination fmdinp resultiq: from me March 17.2003. safety 
and soundneu: and information technoJoey Reports of Examination and 10 prepare for the upcoming cxaminatioas 
that arc lCbeduled to be&in on March IS. 2004. In addition.·three issues !hat arose since the examination were 
explored and discussed with managemenl These issues included me unanticipated negative pin on loan sale 
incurmi by the company'. consolidated mortgage barilcing operation duritle the third quarter 0(2003, the disclosure 
of unsatisfactory 11Dderwrilin& practices at affiliate Lottg Beacb Mortga&c Company, and the realignment of 
management and the busiDeu units. 

'The ex.arnincrs concluded thai: 
• Management's progress toward addiessing safety and soundness and information technology examinition 

fmdin&S is satiSfactory. 
• FinaDcial performance was m.armJ by problems during the 1hird quarICr. but the bank', financial cooditioG 

remains satisfactory. 
• bsuel in the mon&age-bankirig Opcnn6ii1fnPictcd the quality of eaminj:s ana the effectiveness of 

mana&etnent. • ~~ , • " 
• The: culture. pr.:tices, aDd f)IStCiiis'i1 U:mg ~ Mottgqe Company'arc inConsistent with the kOOing 

activity of the bank. 
• The abandonment ofoptls Oi~-(dgruficant ~gemeotitecbnology failure. 

We UndeistAod that a major corpontc ItOIpmia609'fs iii piwess aDd plans ire: beiDg or liaVe been imp~t6rto 
a3dress mortgage 'oankiDg \VCaknesses, practices at1.Ong Beach Mortgage Company, and infonnation teChnoJOgy 
stta.t~ . 

The BOard is ~ged to re&w thlt~latfun report. ~'1WJ f6nnaJlcspolllC is requested. !fyou have any 
questioas, plc::uc coatact AssisllPl Reaioaa1 Dircclor ]. Georae Doerr Of Senior Examiner Stephen P. Funaro of the 
.FDIC at (206) 284-1112 Of Program Manager'MiChael Abe oftbc State ofWasbUtgton Ocpaa1meftt ofF'UWIcial 
Institutions at (360) 902-8704. - , 

si=dy. 

1Jl4~ e· H.U~ 
N."cy·E. 1WI 
Regional Director 
Fedm.1 Deposit 11lSUraDCe Coc:p6ii.tiOil " 

(lVf~&~ 
David G. Kroes" 
Director of Banlcs 
State of Wash.ington 
Dq>a:rtmr:nt of FininciaJ Institutions 

Pennanen' !C::ubcilmmlttee on Inyestil!ations 

EXHIBIT#8b 
PRMLEGED 



Report of Visitation 

Baek(!ound 

The FDIC and WaShington StateDepifitfuent ofFinanciailnstitiitions (OFI or State) visited 
Washington Mutual BanIc (WMB) from 10I141200~ to 1211'112003. The visitation was condueled 
concurrently with representatives of the Office of Thrift Supervision (OTS). The purpose of the 
visitation was to perfonn an interim assessment ofWMB's financial condition and performance, 
follow up 00 outstanding issues from the 311712003 examinations.. and prepare for the 3ft 512004 
examination. In addition, three issues that arose since the examination were discussed with 
management: 

• The unantiCipated negative gain on loan sale 'inCurled by' washington Mutual Inc.', (WMI) 
consolidated mortgage banking operatio,n during tbe third quarter of 2003; 

• The disclosure of unsatisfactory underwriting pradices at sub prime lending Affiliate LOng' 
Beach Mortgage Company, Inc. (LBMC); and 

• 1he resultant realignment of mana~ent and the bUSiness iinits. 

Summary 

Like WMI, WMB's financial perfolinai\ce during the tbiril qU!rter of2003 was maried by problemS, 
but the bank's condition r:emains satisfactory. Issues in WMl'~ mortgage banking operation a,nd at 
LBMC impacted the quality of earnings, adequacy of capital, contingeni liquidity, and the 
effectiveness of management throughout the entire organizatiprL.- A major corporate reorganization is 
in process that is intended to address outstanding issues. 

09576 

Management', progress to~ard ..!dressing Examinaiion F'mdings from llie 311712003 examination was 
reviewed and fo1lQd to be satisfactory. 

PRMLEGEO 

Redacted 
by 

Permanent Subcommittee 
on Investi ations 



Report ofVlsltatlon (Continued) 

PRMLEGED 

Redacted 
by 

Permanent Subcommittee 
on Investigations 

• 
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Report of Visitation (Continued) 

Redacted 
by 

Permanent Subcommittee 
on Investigations 

LONGBEACIfMuKTGimE-cOMPANY 
LBMC is a non-bank affiliate ofWMB and WMBFA. 'It securitizes and seUs sub"pome resi<!01)tiU 
loans originated through brokers. 

An intein81 residential quality assunmc"(RQA) report for LBMC's first quart« 2003 sub prime 
lending product was issued as ·of7i31!:1003. It concluded that 40% (109 0[271) ofloans reviewed 
were considered unacceptable due to one or more critical errors. This raised conCernS over LBMe's 
ability to meet the rcpreseQtations and warranty·s made to facilitate sales of loan securitizatipns, and 
management halted securitization activity. A'separate credit review report !Vas completed by 
Corporate er.dit Review on 812912003 ~t rCached similar cOnclusions and disclosed that LBMC's 
credit management and portfolio ove<sight practil"'S wcreuiisatisfactory. 

lJ>e inability to securitize apd sell new loan prqductiQn caused LBMC's warehouse to ina-ease by 
approximately $1 billion pe< month to $S billion at the end of November 2003. The inC{e8Se was 
'funded through borrowing lines from affiliates ."d oth« creditors. LBMC President Troy Gotshall 
stated that he bope4 a $~ billion securitizetion and sale tranSaction could occur during January. 
Unless a sale transpires soon. liquidity Y<ill be strained. One element of LBMC's contingent liquidity 
plan inc1~es the potential sale of warehouse lo~s to the insured .institutio~. 

A:· revi~.ll>noans in the mortgsge pipeline and w~use coJfuneoced under the direction nfEVP and 
Senior Legal Counsel Fay Chapman to dete<mine the extent of the problems. APJ'fOximately4,ooo of 
the 13,000 loans in the wareho.use had been revi~wed by!hecod of Nove<ober 2003; ofth""", 
approximately 9S0 were deemed saleable, 800 w= deemed unsaJeable, and the remainder contained 
deficiencies requiring remediation prior to sale. 

3 
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Report of Visitation (Continued) 

It was reported separately that of 4.500 securitized loans eligible for foreclosure, 10% could not be 
foreclosed due to documentation issues. 

President Gotshall stated that the problems were largely attributable to management's decision to 
integrate LBMe's sub prime loan origination and servicing operations into WMI's prime home 
lending program. This integration began in 2000 and continued through 2002. It now appears that 
some loans originated and securitized during that period may not have meet the representations and 
warranties made in the pooling and servicing agreements and therefore are contingent liabilities to 
LBMe since they could be put back by the investors. EVP Fay Chapman acknowledged the potential 
contingent liability. but stated that management has not quantified the exposure. The outstanding 
principal balances of loans securitized and sold during this time period totals approximately $11 
billion. 

Senior Vice President (SVP) John Robinson was appointed to LBMC's three member board of 
directors in December 2003. The other members are Chief Financial Officer Tom Casey and EVP 
Craig Chapman. The board met on 12/0512003; the prior meeting was back in July. SVP Robinson 
acknowledged that oversight of LBMC had been inadequate. The culture, practices, and systems at 
LBMC are inconsistent with the lending activity ofWMB, and it remains to be seen ifLBMC can be 
effectively assimilated into WMI. 

Status of Findings from Prior Examinations 

Management continues to monitor examination findings and responses through a "findings matrix" 
which is also used as the response to the Report of Examinations. Internal Audit reviews the 
responses to detennine if the responses are sufficient to "close" the issue. We worked jointly with the 
OTS to review management's progress in addressing the findings. 

Management has implemented action plans to address the Examination Findings from the 311 7/2003 
examination. Satisfactory progress was noted, although many action plans are still in process. 
Internal Audit had not yet assessed the status of all of management's responses~ this should be 
completed in the first quarter of 2004 and will be reviewed during the 2004 examination. 

2004 Safety and Soundness Examination 

The 2004 examination is scheduled to commence on 3/15/2004, and the onsite planning phase will 
begin on 2/1712004. Coordinating efforts are underway for the joint examination of WMB and 
concurrent examinations by the OTS ofWMI, WMBFA. and Washington Mutual Bank, fsb. In 
addition, joint Infonnation Technology and concurrent Compliance examinations will be conducted. 

A joint entry request package, or PERK, was presented to the bank in December 2003. The FDIC, 
State, and OTS continue to work together to present ajoint request package to eliminate duplications 
and ease the burden of data collection. 
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Report of Visitation (Continued) 

Information Technology 
The visitation included an Information Technology (IT) component. WMI's IT environment includes 
over 200 application systems, many of which were not integrated after acquisition. Many of these 
systems are relatively unique to WMI and operate in diverse locations with a variety of operating 
systems, application systems, and disaster recovery plans. 

This visitation disclosed that management has made notable progress in addressing the Examination 
Findings from the 2003 IT examination. However, the issues encountered in the mortgage banking 
operation during the third quarter had a clear IT component and demonstrated the potential impacts of 
the current IT environment. Management announced its decision to abandon Optis 0.2 at the end of 
the visitation. The abandonment of Optis 0.2 represents a significant management/technology failure. 
Management has a plan 10 address mortgage technology needs, but until the plan is implemented. IT 
exposure will remain high. 

Visitation Findings 

09576 

Visitation findings were discussed with SVP Robinson and Vice President WedeIJ on 1219/03 , and will 
be presented to executive management at the 1/22/04 Quarterly Regulators Meeting. 
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November 1, 2005 
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LBMe Post Mortem - Summary of Initial findings 

• First Payment Defaults (FPO's) are preventable and I or detectable 
in nearly all cases (-99%) 
- Most FPC cases (60%) ere failure of currenl control effectiveness 

- Some FPD cases (39%) indicate design enhancements required to improve controls 

• High Incident rate of potential fraud among FPD cases 
- 100 afthe 213 FPC cases following second review (47%) have been referred 10 Risk 

Mitigation 

• Common themes surfacing: 
- Our recent performance against the industry also suggests we can do more to strengthen 

our credit controls 

- All roles in the origination process need 10 sharpen walch for misrepresentation and fraud 

- First Time Home Buyer program has some risky segments that are impacting the 
performance of the overall program , 

- Underwriting guidelines are not consistently followed and conditions Bfe nol consistently 
or effectively mel 

- Underwrllers are not consistently recognizing non-arm's length transactions andlor 
underwriting associated risk effectively 

- Credit Policy does not adequately address certain key risk elements in layered high risk 
transactions 

1 



II 
Confidential for Internal Use Only 

Most of the FPD cases reviewed (99%) could have been prevented 

, 

, .. ,. 
100% 

D tControl Execution Fail ures (60 %) are cases 
that could have been prevented had current .. - policy, procedures and guidelines been better ."" executed 

.Conb'ol Design Fallur!:s (39"!t) are cases that 
can be prevented in the rutulll with a design 
change to policy, procedures and guidelines 

.Unavoidable (i %) ara cases that can be not 
be foreseen and are expected as part of the 
business at some level 

ConIrol Comrol Unllyo!debl. T". 
EM.CUllon On"'" ,PO 

Failure hnw, 

Recommendation ~ Focus on improving the effectiveness of our current 
controls as the quickest way to reduce future FPD 
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Our recent perf9rmance against the Industry also suggests we can 
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Confidentl.1 for Internal Un Only 

All roles In the process need to sharpen watch for red flags that 
ind icate potential misrepresentation and fraud 

66'.4 of revlewad FPD cases had 
significant variances In the file 

.6" 

"ddr... Employment AKA I 
FKA 

3% 
' .: ; .. ; 

SSN 

• Variations can occur In many areai and can. directly 
Impa ir loan salability and performance 

46% Address ambiguity or Inconsistencies 

- 39% Employment verification shortfalls 

11'11 AKA I FKA 
- 3% SSN issues 

• Stated Income should be reviewed more closely 
(Incidence rate of 35'1.) 

Income re·statltd on loan application 

Other Issues found: 

Multiple 1003's 

Restating Income 
Proposltd income not supportMl 

Borrower/Profile 

• Current credit report del1nquency 
Indicated a financial issue 

• Signatures should be checked 
14% Borrowers Signature vary 

• Altered documents are usually detectable 
5% W hite-out on documentation (e.g. White·out 
was lIsed and then documents copied) 

Recommendation -7 Provide detaited guidance to the UIW AKA policies, conduct regular 
fraud training, distribute qual tty reports and enhance Stated 1003 guidelines 

~--------~~----~--~~------------------~--------~ 4 
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First Time Home Bayar program has some risky segments that are 
Impacting the overall program performance 

• First Time Home Buyers (FTH) - New buyers or New buyers (Investors) of multiple 
properties - Selier 1& the Landlord 
- Old not meet minimum - SeUsr is the employer 

1 
credit requirements - Purchase contracts altered - Alternative credit used not 
adequately supported or vaJidatet:i - lease agreements altered 

- Income overstated - Signatures not m atching 

1'--- - Borrower fai led reasonableneu test - Borrower originally purchased a property 
- High peymo"! shock within 3-6 m,!nths, nC1N purchasing another 010 

- Proposed rents 

• 97% of FTH loans reviewed had multiple Issues Including the common combinations: 
- Vanations of employment, AKA, address, proposed rents 
- Variations of address and employment 
- Restated income and payment shock 

- Payment shock, proposed rents and signature not matching 

- Variations 01 AKA, address, employment in addition to payment sh(X;k and signabJre not matching 

• Payment Shock Is particularly acute In FTH loans (Incidence rate of 17%) 

Recommendation .of Tighten criteria on FTH (wI Stated Income and Proposed Rental 
Income) and develop guidelines for underwriting payment shock for FTH loans. 
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Underwriting guidelines are not followed and conditions are not 
always met 

• Multiple defects Identified In 53% of flies , • Guidelines are not followed and/or executed conslstentlylcorrectly 
- 26% VOR (either didn't meet guideline requirement or wasn't validated) 

- 14% Income (etther not calculated correctly or supported sufficiently) 

- 6% Risk Grading (rating or pay history did not support credit grade) 
- - 4% Debt Ratio (mostly exclusion of debts in ratio or miscalculated) 

• Conditions not cleared consistently or effectively (Incidence rate of 11%) 

• Verbal Verification of Employment and Self-Employment Is Inconsistent In 
regard to the following required control tasks (Incidence rate of 39%) 

- Conducting a proper audit 

- Validating employment 
- Reviewing file to confirm employment appears consistent 

Il Recommendation ~ Reinforce cUirent policies and guidelines I 
6 
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Underwriters are not consistently recognizing non-arm's length 
transactions and/or underwriting associated risk effectively 

, 

• More rigor needed in validation of VOR (incidence rate of 26%) 

- Quality of documentation 

- Verification from a Management Company 

- Verification of the VOR documentation 

- Verifications have no address for Landlord 

- VOR mailed to Borrowers address 

• Inconsistent treatment and documentation of Verification of Rental History (VOR) 
Private Party or Management Co. 

• Too many non·arms length relationships not being addressed (>5%) 

- Seller Completed VOR 

- Seller & Borrower live together 

- Seller is borrowe~s employer 

Recommendation ~ Increase education and training on non·arms length relationships, 
define quality standards for VOR, and extend the private party verification policy to VOR's 

from Management companies 7 
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Recommendation ~ Establish regular focused feedback mechanIsms tor fulfillment and sales, tailored traIning , evaluate I 
best means to employ in quality metrics, determine hoN to utilize broker results in broker management program 8 
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FPC Sample Trends May 2005 Production Discussion of II between FPO 
results and 512005 Production 

92% of the Purchases reviewed ate 69% of general production are Il + 23%: High Cl TV loans are 
100% CLTV 100'II Cl TV knOWf1 risk attractors 

44% of the purchases revl8'Ned are 45% of general production are lJ. -1% Although pockets of FTH 
First Time Homebuyer 100% FTH have 1055 concentrations, FPO 

incidence is equal to or lower 
across the broader product 

15% are 2-4 units 8% of general production are 2·4 A +7% Multiple units appear to 
units carry additional FPC risk 

59% are Stated Income 47% of general production ate A +12'*1 Stated Income loans are 
Stated Income also knO'M1 8& risk attl'ilcton; 

76% are Purchese loans 71% are Purchase loans lJ. 5% Small increase In incidence 
of FPD from Purchase loans 

Recommendation ~ High % in 100% CL TV FPD in the sample indicates a need to 
closely evaluate policies related to piggy back and state income production 

9 
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Recent actions taken 

Recent actions taken ert'ectlve Date 

Underwriting Training conduC1ed - Underwriter DecIsion Summary, Bank September 1, 2005 
Statement Calculation Worksheet, Payment S~ock, Reasonablene" 
Te$t and DTI. . 
UndefWfiting Tminlng on Job Aids for Income Analysis, Debt to Income September 19, 2005 
Analysls, Net Tangible Benefit 

The policy lor verifications of Private Party VOM's or VOR's were October 4, 2005 
recently updated •• requiring research and additional validation to be 
conducted. 

Implementation of the Interthlnx DISSCO tool November 1, 2005 

Fico Score for Piggy back's elevatad to 600 November 1, 2005 

Stated Income guideline modifications 
'10,04 Expansion of ~delne. Introduclnll Pr-rrium A 
"0.04 ExpiInslon of GUdeBnel reinlroduc~ Stat"d Wigi E.m.r 
'02.05 ExpIiMIOI1 of Guldelnel Iriroli.lclng4D lea,.. 

Piggyback guideline modifications 
'10,04 Plgllyback Sepond, lIullI""1I1 fI~.1KI to mirror IIrsts 
.10.04 Exparlded "",del"" 10 aIow .ddilJonaJ .t.IH. 
.04.04 ~nded pdellllli lo dow IddlUOMl loelUons • 
.04.05 Expanded pcleille' I"craulng 101" Imountl 

.OS.05 Expanded lIulcletnes ~"" ~dlt loor-Io 615 
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Detailed PollcylGuideline/Procedures Recommendations Next Steps 

Recommendation to extend the private party verifICation policy to Develop ongoing communications strategies 
extend search r~ulrem8nts to cover VOR'15 from Management 
companies. There was no valldaticn in the 111es that there truly 

to inform field of results end trends in 

was a management company, and in most cases they just 
addressed the VOR to "Management Company". 

The Underwriting Guidelines need to be enhanced to address Develop and present policy 
Stated Income 1003's. The Loan Origination Manual should be recommendations to address issues 
updated to loclude procedures that the underwriter should follow identified 
when multiple 1003', are submitted. LBM should require al time of 
submission a signed and dated 1003 by the borrower that 
Identifies ALL monthly income and the sources. If multiple 1003's 
are found In the loan tila with variation the underwriter should 
counter the loan to rull doc. 

Review guidelines for acceptance and underwriting of Alternative Enhance training to include relevant 
Credit examples of issues identified as well as 

results 

Change guidelines to renect that p·roposed Income ~ncludlng Continued close monitoring crl problem 
rents) Is not acceptable layered risk comblnations and continued 

policy and controls analysis 

Improve guIdance for underwriting payment shock WorK closely with Default Management on 
collection tactics 

Review and modify qualificalions for First Time Homebuysl"5 
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Methodology I Sampling 

• Th~ first sample set was made up of all FPD cases from March, April and May , 

• The following stratification will be used for next sample 

Category Descriptor sample 

1, LFC Top 2 or 3 centers based on FPD% 50% 

2, Product 2128 800/0 

3. Doc Type Stated 60% 

4, Loan Purpose Purchase, NOO 65% 

5. Lian Position 1sts and 2nds (include LBMC Piggy 50% 
1sll2nd; LBMC1 sl with non-LBMC 2nd) 

6. Property Type 2-4, SFR 80% 

7. Occupancy SAME Even 

8. Loan Amount Over $500 ,000 50% 

9, State GA, IL, NY . 50% 

10. CLTV 95+ CLTV 800/0 

12 



DATE: 

To: 

FROM: 

RE: 

Washington 
Mutual 

MEMORANDUM 

April 17, 2006 

Board of Directors' Audit Committees of Washington Mutual, 
Inc. and Washington Mutual Bank 

Randy Melby, General Auditor 

Long Beach Mortgage Company - Repurchase ReseRVe Root 
Cause Analysis 

During 2005, Long Beach Mortgage Company (LBMC) experienced a dramalic 
increase in the volume of loans repurchased under recourse provisions. Total 
losses incurred in 2005 were approximately $107 million, resulting in a reserve 
shortfall of $39.5 million that was captured in the year end financial statements, 
and an additional $35 million that was identified subsequent to year end and was 
recorded in the first quarter of 2006. In response to these events, Delaitte 
reported a Significant Deficiency to the Audit Committee in February 2006. Audit 
Services (AS) executed a post mortem review of control and process 
breakdowns, the results of which are disdosed in this document. 

Background/Scope of Review 

LBMC originates sub-prime loans and holds the loans in portfolio or sells them 
through securitizations or whole loan sales. During 2004, LBMC made various 
changes to credit approval parameters, which increased the company's overall 
credit risk exposure. In addilion 10 Ihese changes, in mid 2005, LBMC shifted 
from a securitization to a whole loan sales program to execute a higher price in 
the market, thereby increasing the gain on sale of loans. Unlike securitizations, 
the whole loan sales program included an early payment default (EPD) provision 
that required LBMC to repurchase loans if the first payment due to the investor 
was not remitted by the borrower and not cured within 60 days of payment due 
date. Due to the company's heightened credit exposure LBMC experienced a 
dramatic increase in EPD's, during the third quarter of 2005. The EPD recourse 
provisions of whole loan sales agreements led to a large volume of required loan 
repurchases. The unpaid principal balance repurchased as a result of the EPD 
provision for the year ended December 31 ,2005 was $837.3 million. The net loss 
from these repurchases was approximately $107 million. LBMC failed to 
recognize the additional credit risk exposure, increased recourse related to 
EPD's, and as result, did not record an appropriate level of repurchase reserves 

Permllnent Subcommittee on Invuth'ations 

EXlllBIT #10 
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LBMC Repurchase Reserve Root Cause Analysis 
April 17, 2006 

for the EPD obligations assumed in those sales. As a result, gains on those sales 
were overstated and were not corrected until the first quarter of 2006. 

At the request of executive management and the Audit Committee, AS performed 
an independent assessment of the conditions that led to these losses to identify 
any underlying governance, accounting or internal control related weaknesses. 
We reviewed existing assessments performed by LBMC, Home Loans, and 
Enterprise Risk Management (ERM), interviewed management across the 
enterprise, and performed select validation and data analysis testing, as 
appropriate. 

Summary and Conclusions 

Since the discovery of these losses and the formal reporting to executive 
management and the Audit Committee, management began conducting an 
immediate and comprehensive self assessment of the overall control 
weaknesses and related root cause analysis. Our review found that management 
has self identified the material control weaknesses related to this issue and has 
established, or is in process of establishing, repeatable and sustainable 
processes to address these weaknesses·. 

While Management has the responsibility of timely risk detection and mitigation, 
the strength of the overall control environment is supplemented by the roles 
played by ERM and AS. Our assessment identified several control weaknesses 
and underlying root causes within Management's responsibility as well as 
weaknesses in the support roles played by ERM and AS. 

Management Control Weaknesses 

• In 2004, LBMe relaxed underwriting guidelines and executed loan sales 
with provisions fundamentally different from previous securitizations. 
These changes coupled, with breakdowns in manual underwriting 
processes, were the primary drivers for the increase in repurchase 
volume. The shift to whole loan sales, including the EPD provision, 
brought to the surface the impact of relaxed credit guidelines, breakdowns 
in manual underwriting processes, and inexperienced subprime personnel. 
These factors, coupled with a push to increase loan volume and the lack 
of an automated fraud monitoring tool, exacerbated the deterioration in 
loan quality. Additionally, an effective communication process to advise 
the production team of early indicators of deteriorating loan quality was not 
in place. As a result, the production team lost opportunities to take timely 
corrective actions. 

• Strategic decisions were made by LBMC executive management without a 
comprehensive understanding of the impact to LBMC or Washington 
Mutual Inc. (WMI). 

Washington Mutual, Inc. - ConfidentiallLimited Access 
- 2 -
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LBMC Repurchase Reserve Root Cause Anatysis 
April 17, 2006 

• LBMe executive management did not always involve corporate ERM, 
Legal, Finance, Capital Markets, and other key subject matter experts, 
and frequently did not leverage the expertise of these groups in making 
key business decisions. As a result, an ineffective escalation process 
allowed LBMe to take on material additional credit risk without corporate 
executive management's knowtedge. 

• LBMe did not have appropriate expertise or an effective business 
governance process to properly assess the impact and appropriateness of 
key business model changes. Consequently, repurchase reserves were 
not appropriately established and opportunities to accelerate collection 
activities that may have avoided some of the recognized losses were lost. 

Management Corrective Actions 

• Prior LBMC executive management has been replaced with a new 
executive management team and LBMe has been realigned under the 
Home Loans Group_ Additionally, organizational changes in Enterprise 
Risk Management will strengthen overall corporate governance and 
escalation processes. . 

• New LBMC management has reacted quickly to the self identified control 
weaknesses and root causes of diminished loan quality and has currently 
suspended whole loan sale programs. As whole loan sale programs are 
reinstated, management has committed to an appropriate governance and 
review process. Management has proposed new underwriting guideline 
changes, implemented an automated fraud detection tool (DISSCO), 
developed tools to assist the underwriter in the risk assessment process 
have been, conducted training sessions for loan fulfillment center 
employees and implementing a decision quality monitoring process and a 
post-funding file review process. Management has also implemented 
mandatory continuing education programs for underwriters with plans to 
expand the continued training to senior and closing loan coordinators. 

• LBMC is devetoping improved reporting, anatysis and credit quatity 
information flows by focusing on the impact of layered risks, designing a 
feedback mechanism to business line originators for first payment and the 
EPD and evaluating risk factors. Additionally, servicing processes are 
being reviewed for process and system changes to increase customer 
contact and enhance communication between the business and servicing 
through review of month end default reports. 

Corporate Risk Management Control Weakness 

• WMI did not have a robust corporate governance process in place to 
quickly identify material changes in a line of business' risk profile and 
ensure appropriate review and approval. While ERM was actively involved 
with LBMC credit risk issues, lack of clarity around governance structure, 

Washington Mutual, Inc. - ConfidentiallLimited Access 
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LBMC Repurchase Reserve Root Cause Analysis 
April 17, 2006 

authority levels, and roles and responsibilities coupled with LBMC's 
culture contributed to this lack of effective oversight at the corporate level. 

• The lack of a fully effective corporate credit governance process impacted 
other key corporate groups such as Legal and Finance. For example, the 
Legal department was not directly engaged by LBMC to provide a legal 
opinion on the additional credit risk associated with the EPD provision. In 
addition, Finance within LBMC did not fully understand the related credit 
risks and expanded recourse and broader Finance support was not 
engaged until after the losses occurred to determine the proper level of 
reserves and overall accounting implications. 

• Credit Risk Oversight (CRO), as part of its Continuous Comprehensive 
Review Process, conducted weekly post-funding loan file reviews of 
LBMC in accordance to their mission of evaluating overall credit and 
compliance risk. Their reviews tested adherence to established 
underwriting guidelines but not appropriateness of the guidelines or any 
changes made to underwriting policies. In addition, a process did not exist 
to communicate any trends indicating deterioration in asset quality as 
CRO viewed credit quality as a responsibility of LBMC management and 
the appropriate committees within the LBMC structure. 

Corporate Risk Management Corrective Actions 

• A project team with representation from Legal, Accounting, Capital 
Markets and Master Servicing was assembled and the following actions 
were taken: 
'" Va lidated the completeness of the list of loan sales; 
)0 Completed a contract review of all loan sales programs to evaluate 

legal liability; 
» Contacted impacted investors to begin resolution of outstanding legal 

liability and, in many cases settled the obligation; and 
);> Used the latest servicing information to analyze delinquencies and to 

obtain the unpaid principal balance repurchase obligations resulting 
from the EPD provisions. 

Based upon these actions, an additional $34.6 million in reserve 
requirements was identified above the original $39.5 million reserve 
recorded in December 2005. This additional reserve amount was deemed 
immaterial to the year-end financial statements and will be included in the 
summary of unadjusted differences reported in the 2005 10-K The 
amount will be captured in the first quarter 2006 financial statements. 

• Organizational changes in ERM have been made to more closely align 
ERM with business partners in each line of business. Senior risk officers 
have been named for each line of business that have a double reporting 
line to their respective lines of business and' the Chief Enterprise Risk 
Officer. Additionally, a Chief Credit Officer has been named and will have 
an expanded role which will include oversight of Credit Risk and Corporate 

Washington Mutual, Inc. - ConfidentiaVLimited Access 
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LBMC Repurchase Reserve Root Cause Analysis 
April 17, 2006 

Risk Oversight Groups. These realignments will strengthen overall 
corporate governance and escalation processes. 

Audit Services Control Weaknesses 

• Audit Services issued an ~ Opportunitjes for Improvement" report in 
September 2005 to LBMC. Issues were identified in the areas of net 
tangible benefit calculations, pricing, underwriting quality, documentation 
and underwriting approval, and the clearing of loan conditions. While 
credit issues were reported, this audit forused on operational risks as IA 
lacked the expertise to effectively evaluate the underlying credit quality 
risks. Furthermore, AS did not identify the shift from securitizations to 
whole loan sales and the additional repurchase exposure and financial 
statement impacts associated with an EPD provision. 

• The risk assessment performed by AS to develop its 2005 audit plan did 
not nag the LBMC loan sale processes for audit, due primarily to the 
limited size of its annual loan sales as a percentage of the overall entity 
loan sale volume. 

Audit Services Corrective Actions 

• The 2006 audit plan includes audits of Long Beach Mortgage Origination, 
Processing and Underwriting, Loan Portfolio Management, Subprime 
Default, Long Beach Capital Markets, and a System Development review 
of LBMe's new loan origination system. The audits will include an 
assessment of the credit governance structure, as well as testing of the 
implementation and effectiveness of the proposed remediation efforts 
including implementation of the fraud detection tool (DISSCO), training 
and review programs, and proposed underwriting guideline changes. 

• Audit Services is actively recruiting an audit credit manager and will 
regularly attend the Credit Policy Committee Meetings. 

Other Observations and Recommendations 

We believe the corrective actions taken by management will address the control 
weaknesses that contributed to these losses and strengthen the overall control 
environment going forward. To date, payment defaults declined in December 
through March and are on track to decline in April . As a by-product of this 
assessment, we noted the following additional observations and 
recommendations that may assist in the successful remediation of the identified 
control weaknesses: 

• Establish a consolidated action plan for all open and in process 
remediation efforts for ongoing tracking, monitoring and reporting to 
executive management and the Audit Committee. 

• Review existing Credit Governance and oversight processes to ensure 
material credit quality issues are identified in a timely manner. 

Washington Mutual, Inc. - ConfidentiallLimited Access 
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LBMC Repurchase Reserve Root Cause Analysis 
April 17, 2006 

• Clearly define roles and responsibilities between Home Loans and ERM 
governance processes to ensure material risks are identified and 
escalated timely to executive management and the appropriate 
committees. This will include alignment with the Capital Markets 
processes at Long Beach with Home Loans current processes which 
include signoff from legal and accounting. 

Washington Mutual, Inc. - ConfidentiaVLimited Access 
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From: Killinger. Kerry K. 
Sent : 

To: 

SUbject: 

Thursday, April 27, 2006 2:54 PM 
Rotel la, Steve <steve.rotella@wamu.net> 

RE: Jax 

Thanks (or the update. The Long Beach problems will no doubt be (odder (or the OTS to caution us from ramping up sub prime loans 
in portfolio. This may lead us to focus on the conduit and SMF program to increase these assets for awhile. We may wanl lO continue 
lO sell most of the Long Beach originations until every one gets comfortable with credit. 

J am glad to bear about the improved management in Jacksonville. J was down there about a little over a year and a half ago and it 
was nOl a pretty picture. John Behrens is not only a good manager, but be really lives the right values from what I can see. 

---Original Message--
From: Rotella. Steve 
Sent: Thursday. April 27.2006 11 :26 AM 
1'0: Killinger, Keny K. 
Cc: Schneider, David C. 
Subject: Jax 

Had a grcnt trip 10 jax.. The mood down there was great. Lots of fantastic work going on in servicing, fullfillment. sales. the Ecc and 
other areas. John berens and his team and others are doing great things and bave really led the troops with lots of interactions and 
communications. Employee scores are up nicely as are Vocals and productivity . Prime delinquencies ore 0.1 all time lows. 1 lislened in 
on service and collections calls and the new leaders there have made significant improvements. 

I can fill you in funher uyou likc. 

The major weak. point was the review of Long Beach. Here are the facts; the portfolio (total serviced) is up 46% YOythrough March 
but delinquncies are up 140% and foreclosures close to 70%. And as bercns and his top default guy, steve champney (outstanding 
addition by the way) said, they saw "no break in the rise in march", the rust time they have seen that in 25 yean; of collections 
experience. First payment defaults are way up and the 2005 vintage is way up relative to previous: years. It is ugly. 

The hopeful news is that the servcing shop has been very poorly run, with manual and paper based techniques, and almost laughable 
penetration of the bad accounts. Early changes by the new team from t-n.., who have deep subprime experience, indicate a solid 
opportunity to mitigate some of this. I would expect to see this emerge in 3 to 6 months. That said, much of the paper wc originated in 
the 05 growth spun was low quality . 

This will impact our costs somewhat and could impact losses on owned product. but they need to do more work here. 

They also reviewed management changes thaI will occur very soon. We wilJ take out some key players who are living in the 19705 
and replace them with much better people. Ultimately we will relocate the functions 10 Jax bul that is a wk for later. 

I have the ulmost confidence: in the team overseeing this now and no doubt this unit will be more productive and bener controlled, but 
I figured you should know this is not a pretty picture right now. We are all over it. but as we saw with repW'Chases. there was a lot of 
junk coming in 

I also asked the guys to work with Beck's group to see if we could package and sell any of the bad portfolio product flat. I copied 
David S on this so he can follow up on this 

Sent from my BlackBerry Wireless Handheld 
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From: Killinger, Kerry K. 
Sent: 

To: 

Subject: 

Thursday, September 14, 2006 1 :01 PM 

Rotella, Steve <steve.rotella@wamu.net> 

RE: nat city mid-quarter update 

Thanks Steve. Agree on everything. It's frustrating for all of us, but the proper corrections seem to be taking place. It will 
be good to see some progress as the year goes on. Hopefully , the sub prime fixes can be done quicker than the prime 
fixes because they don't require huge new system or technology investments. 

Confidential Notlce: This communication may contain confidential andlor privileged information of Washington Mutual, 
Inc. and/or its subsidiaries. If you have received this communication in error. please advise the sender by reply email and 
immediately delete this message and any attachments without copying or disclosing the contents. Thank you . 

... ............................... u ......... v........................................ ..................... ............. ................................................................................................... . .. .................................... ··•·· .. u· ... · 
From: Rotella, Steve 
Sent: Thursday, September 14, 2006 9:19 AM 
To: Killinger, Kerry K. 
Subject: RE: nat city mid-quarter update 

Based on yesterday's review, prime GOS has improved from July (approx 78 bps for August, up 43 bps) and should be 
up a on a. I would think Nat City, given they are exiting subprime, through the sale of F Franklin are primarily referring to 
prime in their comments, so our experience would be similar so far. 

However, LBMC is terrible , in fact negative right now. In discussing this, first position sub prime with "norma l" credit is 
getting a reasonable GOS (125·150). We are being killed by the lingering movement of EPOs and other credit related 
issues, particularly In second position loans, through the pipeline and warehouse. This win negatively impact overall GOS 
for the quarter. David Beck is pretty confident that as this stuff goes away and the newer product brought in with tighter 
credit flows through (beginning September) we will see improvements. He is beginning to see that emerge. 

If there is one thing I kick myself about, it was not moving much faster on Craig C, and my strong view and instincts that 
LBMC would be better managed in HL. But, David was new and I was giving Craig some room based on everything I 
heard about him, but we are cleaning up a mess. Repurchases, EPDs, manual underwriting, very weak 
servicing/collections practices and a weak staff. other than that, well you get the picture. 

The good news is David and his team are pros and are all over it. Beck has a great team and are dealing with capital 
markets well, Cheryl is drilling into the credit and has made significant change happen. and thank god we have Berens on 
the collections side. He did a presentation yesterday on where we were and where we are . I had seen this before, but 
the state 01 that shop was beyond mediocre. He has an intense focus on it and we are seeing improvements. But , the 
trends and likely tail on this is linger for awhile. 

The MSR has been doing OK. September is progressing well and is ahead of forecast. Right now, it is not a big positive , 
but frankly , it has receded to a second lier concern relative to LBMe. 

from: Killinger, Kerry K. 
Sent: Thursday, September 14, 20068:32 AM 
To: Rotella, Steve 
Subject: FW: nat city mid-quarter u~ate 

Steve. 

We have been pretty public In talking about over capacity in the industry and the terrible margins resulting from over 
capacity. I hope we don't see other major players experiencing improving margins. Nat City sounds somewhat positive 
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here - both on their margins and their MSR hedge performance. I worry that our relative third quarter performance in 
Home Loans will not look good. 

Kerry 

Confidential Notice: This communication may contain confidential and/or privileged information of Washington Mutual , 
Inc. andfor its subsidiaries. If you have received this communication In error, please advise the sender by repty email and 
immediately delete this message and any attachments without copying or disclosing the contents. Thank. you. 

From: Baker, Todd 
Sent: Thursday, September 14, 2006 7 :09 AM 
To: Magleby, Alan F, 
Cc: Killinger, Kerry K.; Rotella, Stevei Casey, Tom; Schneider, David C. 
Subject: nat city mid-quarter update 

See below key excerpts-note comments on GOS margins: 

Earning AneU, Nellnterest Margin, and Net Interest Income 

Commercial loan balances continue 10 trend higher. At the same time, the residential real estate and home equity line of credit 
portfolios are experiencing net declines due to the ongoing "'originate-and-sell" strategy for certain of these assets. As a result. overall 
loan portfolio balances and average earning ~ClS will likely show a linked-quarter decline. Management expects that third quarter net 
interest margin will be relatively flat. and that net interest income will be slightly below that of the second quaner. 

Loan Salu and Servking 

Gain-on-sale margins at National City Mortgage have been improving, aided by changes in product mix and a greater emphasis on 
retail origination. On an operating basis, third quartCl" profits in this business are expected to be higher than those of either the first or 
second quarter. Gain-on-sale margins at First Franklin have been steady. A t National Home Equity , (wo home equity line sales 
totaling approximately 51.3 billion occurred in the third quaner through August. and a third one of approximately $900 million is 
scheduled for September. Three home equity loan sales totaling approximately 5570 million have occ\llTCd through August. and two 
more totaling approximately 5500 million are expected in September. Gross gain on sale margins for the third quarter are estimated at 
around 3 percent for l ines of credit, and between 2 percent and 3 percent for loans. 

Mortgage servicing right (MSR) net hedging results were modestly positive through the first two months of the quarter. 

Other Fee Income and Noninterest Expense 

No unusual fee income or noninterest expense trends are evident through Ju ly and August. Deposit seNice charge 
income trends continue to be positive . Year-to-date noninterest expenses are flat with the prior year. No significant or 
unusual income or expense items are anticipated for the third quarter. 

Credit Quality 

Commercial and consumer credit quality trends are stable and in line with recent periods. Net charge-offs are expected to 
be comparable with those of the second quarter. 

Capital 

In July and August, a total of 2.3 million shares were repurchased In Ihe open market. An additional 600,000 shares were 
repurchased through September 12. Share repurchase activity over the remainder of the year will be limited due to 
restrictions ariSing from pending acquisition transactions. 

Other 

On September 5, 2006, the Corporation announced an agreement to sell its First Franklin origination franchise and related 
servicing platform for a $1.3 billion purchase price . That transaction will result in an estimated pre-tax gain of 
approximately $1 billion, or around $1 .00 per share after tax upon closing in the fourth Quarter. Separately, the 
Corporation also agreed to sell approximately $5.6 billion of uninsured First Franklin originated mortgage loans from its 
loan portfoliO for a modest premium. That sale shou ld also close in the fourth quarter. These loans will be moved into the 
held -far-sale category in September. Following that sa le, approximately $10 billion of First Franklin loans would remain in 
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portfolio, nearly all of which are covered by some form of credit risk protection, either loan level lender paid mortgage 
insurance or a credit default swap. Management will continue to consider strategic options for the remaining portfofio, 
including sale, securitization, or ongoing retention and run-off over time. 

The Corporation's pending acquisition transactions, Harbor Federal of Fort Pierce, Florida, and Fidelity Bancshares of 
West Palm Beach, are proceeding according to their original timetables. Subject to shareholder and regulatory approvals, 
Harbor is expected to close late in the fourth quarter, and Fidelity early in the first quarter of 2007. 
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From: 
Sent: 

Feltgen, Cheryl A. <cheryLfeltgen@wamu.net> 

Tuesday, December 26, 2006 4:54 PM 

To: Schneider, David C. <david.schneider@wamu.net>; Beck, David 
<david .beck@wamu.net>;Fortunato, Steve <steve.fortunato@wamu.net>; Hyde, Arlene 
M. <arlene.hyde@wamu.net> 

Cc: 
Subject: 

Attach: 

David: 

Richards, Alison <alison.richards@wamu.net> 

Infonnation for our 2:00 p.m. call today 

SUB]RlME_ANALYSIS_12_26xls 

As you requested , attached is the updated spreadsheet. Some comments based upon Rich McCoppin's 
conversation with Richard Fuchs as Rich McCoppin updated the spreadsheet are as follows: 

1. Updated all numbers where there have been updates. 
2. Updated WA Reprice data for conduit outstanding EPD repurchases as well as all past due accounts to give 
total WA Repriced exposure. After speaking with Richard Fuchs, there is a sense that we can collect all but 
about 5MM for the EPD repurchases for various reasons (lenders going out of business the biggest reason). 
For the 'non-rep and warrant' defect loans, which total 90MM+ in UPS, we are looking at about a 10MM 
exposure based on reprice and the assumption of a 25% cure rate. 
3. Included Sebring, which is out of business, as well as Sunset Direct, which was omitted last time. 

Talk to you all in a few minutes. My special thanks to Doug Potolsky (who I tracked down on his beach 
holiday) and Richard Fuchs (who Rich McCoppin worked with to update the spreadsheet) . 

Cheryl 

From: Schneider, David C. 
Sent: friday, December 22,20065:10 PM 
To: Beck, David; fortunatD, Steve; Hyde, Arlene M.; Feltgen, Cheryl A. 
Cc: Richards, Alison 
Subject: FW: 

Take a look at the information below. Short story is this is not good. Let me organize the issues into 2 buckets: 

1. There is growing potential issue around Long Beach repurchases from RepsJWarrants. This is referred to in Steve's #2 
and in the attached spreadsheet. The short story is that we have a large potential risk from what appears to be a recent 
increase in repurchase requests. I have a number of questions that need to resolved : 

a. \/VIlat is the process for processing repurchase requests? Vllho is involved? How do we fight it? What is the 
feedback loop to originations? Beck 

b. What has driven the increase? Vllhat data analysis has been performed? Feltgen - another form of credit risk. 
c. What do we expect for December? Beck 
d. Are there specific trends that would help with how we record the reserve? Beck 

This is a classic example of people not moving beyond their specific world. Capital markets should have linked the 
increase in requests to a potential issue - no flag was raised . Credit should be involved in this process - at least being 
aware of the potential risk. Accounting should have provided an earlier analysis of the potential risk - we saw some of the 
numbers come through in Sep/Oct. 1 should have asked more questions, especially since we just went to the Board with 
an assessment of our risk . We are all rapidly losing credibility as a management team. 

2. There needs to be more clarity around the conduit reserves . When we met on Monday, I was told by Doug that the 
potential risk was possibly $3-Smm. There are a lot of moving numbers below, but I want to make sure that Steve has the 
necessary information to come to the appropriate decision . Specific steps: 

#13a 
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a. We shouk:! also take a step back and analyze the overall profitability of the conduit given the current mar1c:et. Beck 
b. Finalize all entries around reserves. Steve 
c. Update the spreadsheet we reviewed on Monday. Cheryl 

Sorry to send this just before xmas, but we don't have much time before the end of the year. We will have a call on 
Tuesday at 2pm pst. Steve will send out the call in info. 

ds 

From: Fortunato, Steve 
Sent: Fri 12/22/2006 3:56 PM 
To: Schneider, David C. 
Subject: RE: 

I) I can be reached at 206 500 4969 
2) Attachment above for Long Beach rep/warrant 

a. Same issues as FPD last quarter 
i. Weak linkage from business to accounti ng 

ii . Lack of timely escalation from either accounting or the business 
b. Current forecast of 35 to 50m risk 
c. Potolsky/Coultas to review trends 
d. Risk of pending requests needs to be investigated 
e. Methodology question on inclusion of subsequent writedowns 

3) Alt AfSubprime conduit repurcbase reserves 
a. Prior forecast includes 5m hit with risk of 5m based on: 

i. Encore hit of 3m (8m exposure but 5m payment) 
ii . Sebring 1.2m 
iii . 70m buyback - 50% recovery -I ()O/O hit = 3.5m 

b. Current forecast 
1. Subprime conduit loans in 3 categories 

1. EPDs (with reps from sellers) -15.6m 
2. Delinquent (no reps) -1O.7m 
3. Performing +7m 
4. Encore recovery + 1.5m 
5. Recovery (14m '213) 9m 

I I. Subprime EFI loans 
l. Encore payment +3 .5m 

111. Alt A buyout 
1. LOCOM mark -12m 
2. Recovery at 50% +5m 

IV. Impact of consolidated LOCOM TBD 
v. Other improvements 

1. GOS timing difference +5m 
VI. Scenarios 

I . No recovery booked -16m 
2. Book recovery -1 m 
3. No recovery, LOCOM help - 8m Alt A mark absorbed by prime 
4. Recovery, LOCOM help +5m 

c. Accounting policy question on boolcing recovery and need followup with Credit 
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d. NumberslLOCOM impacts need to be vetted with Stack/Jurgens 
e. Casey questions 

I. Profitability of subprime conduit if only breakeven 
II. Rep/warrant 

1. Why the miss? 
2. Who is accountable? 
3. Policy question 

From: Schneider, David C. 
Sent: Friday, December 22, 2006 2:30 PM 
To: Fortunato, Steve 
Subject: RE: 

Great. Please email me any supporting info that will be helpful. 

ds 

From: Fortunato, Steve 
Sent: Fri 12/22/2006 12:30 PM 
To: Schneider, David C. 
Subject: RE : 

4pm is fine 

-----Original Message---
From : Schneider, David C. 

Sent: Friday, December 22, 2006 \0:55 AM 

To: Fortunato, Steve 

Subject: Re: 

Did you meet with Tom. I'd like to review the details this afternoon. Is 4pst good for you? 

----- Original Message ----
From: Fortunato, Steve 

To: Casey, Tom; Schneider, David C. 

Cc: Bartels, Melba; Malone, Marc 

Sent: Fri Dec 22 08:02:44 2006 
Subjcct: RE: 

9 am? 

I have a meeting now to review the first part. 

From: Casey , Tom 

Sent: Friday, December 22, 2006 8:00 AM 

To: Fortunato, Steve; Schneider, David C. 

Cc: Bartels, Melba; Malone, Marc 
Subject: RE: 

Are you arOlmd today to go through this? This is very big delta from what we just to ld the BOD. 
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TC 

Tom Casey 
Chief Financial Officer 
Washington MUlUal 
1301 Second Avenue, WMC 3301 
Seattle, WA 98101 
206/500-4202 
2061377 ·5318 (fax) 

· Pleasc: nole my contact infonnation effective 09A:lSnOO6. Please update yom records. * 

From: Fortunato. Steve 
Sent: Thursday, December 21 , 2006 12: 11 PM 
To: Casey, Tom; Schneider, David C. 
Cc: Bartels, Melba; Malone, Marc 
Subject: FW: 

Lots of uncertainty here relative to both estimates and accounting methodology but risks of up to 47m vs. current forecast . 

1) WMMSC Repurchase Reserves (up to 17m risk on top of SSm in forecast) 

a. Reviewing accounting methodology with lohn Wood.~. may be able to offset with receivables 

b. Very rough estimate needs to be refined with Cap 11kts 

2) LB replwarrant (10 to 30m?) 

a. Meeting later today to discuss and sec data 

b. We have a standard rep/warrant reserve for L8 and prime at 6bps. This is separate from FPD reserves 

c. RepIW8rrant Repurchase reserve requests coming in significantly higher (1 think starting in 4q) but J am checking 
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FDICi 
Federal Deposit Insurance Corporation 
550 17th Street NW, Washington, D.C. 2042~9990 

TO: Steve Funaro 
Examiner-in-Charge 

FROM: Christopher Hovik. 
Examination Specialist 

Division aI Supervision and Consumer Protection 

June S, 2007 

SUBJECT: WaMu - Long Beach Mortgage Company (LMBC) Repurchases 

Objective: Assess LBMe repurchase activity and related reserves. 

Repurchase Activity 

Repurchase reasons are broken down into three main categories: 1) [ust payment default (FPD) -
the mortgagor fails to make the fIrst monthly payment, 2) early payment default (EPD) - the 
mortgagor fails to make the first payment due after the loan has been sold. and 3) representations 
and warranties (R&W) - the seller guarantees various facts about the sold loans . 

During 2006, more than 5,200 LBMC loans were repurchased, totaling $875.3 million. 
Approximately 46% percent of the dollar volume was due to EPD. 43% due to FPD, and 10% 
due to R& W. All of the EPD occurred during the first four months of the year as the bank: 
ceased doing whole loans sales in January 2006. Consequently repurchase volume dropped off 
dramatically during the second quarter and continued at lower levels throughout the remainder of 
the year. 

During the fourth quarter of 2006, there was a jump in repurchase requests under R& W 
provisions. Management stated that it was a one time event relating to just a couple of deals. 
The reasons for and steps the bank is taking to mitigate this adverse trend needs to be discussed 
further. 

Repurchases are not even distributed among various loan sales . The most recent sales contain 
the FPD and EPD buybacks as they are relatively short lived guarantees. Loans bought back for 
those reasons will typically be repurchased within 2 or 3 months after sale. In fact, about 30% of 
all repurchases in 2006 came from two whole loan sales 2006-WL2 LBMLT and 2006-WL3 
LBMLT. The far majority of these whole loans sale repurchases were due to early payment 
provisions. 

R&W constitute a longer term guarantee with loans being repurchased in 2006 that were sold as 
far back as 1999. The reasons for R&W repurchases in 2006 are listed in the following table: 
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Despite repeat requests, J was not granted a meeting with management to discuss the repurchase 
process, specifically Reps and Warranties. The "delinquency" reason raises concern. If the bank 
is truly buying back loans because the loan has gone delinquent past the time allowed for FPD 
and EPD, then there appears to be some type of recourse. My best guess is that the delinquency 
reasons relates to historical delinquency at the time the loan was sold, e.g. the loan was 30 days 
delinquent more than once during the twelve months preceding the sale. This type of language is 
in the R&W for the most recent securitization (4/07). but it is unknown if similar provisions are 
in the earlier securitizations or in whole loan sale agreements. 

Although actual contract language for Reps & Warranties was requested on all outstanding 
mortgage deals (securitizations, whole loans sales, Long Beach. and prime) , management only 
provided us with the most recent Mortgage Loan Purchase Agreement for a Long Beach 
Mortgage Securitization, dated April 2007. Examiners also requested documentation on what 
bank employees use to determine if a particular loan is covered under R&W. 

Management claims that R&W provisions are industry standard and indeed they may be. 
However, I still found that the Mortgage Loan Purchase Agreement contains some 
representations and warranties worth noting. For e;r,:ample, not only must the loans be 
"underwritten in accordance with the seller's underwriting guidelines", but the "origination, 
underwriting, and collection practices used by the seller with respect to each mortgage loan have 
been in aU material respects legal, proper, prudent, and customary in the subprime mortgage 
serv icing business". This proviSions elevates the potenti al that investors can put back a problem 
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loan years after origination as not only must the Joan have been underwritten in line with bank: 
guidelines but must also have been underwritten in accordance with what is customary with other 
subprime lenders. 

Another provision states that "no misrepresenta60n, negligence, fraud, or similar occurrence 
with the respect to a mortgage loan has taken place on the part of any person .. . involved in the 
origination of the mortgage loan". Given the prevalence of low documentation or stated income 
loans and the reliance upon brokers for the majority of originations, the potential that investors 
will look for and find misstatements in borrower's income or financial conditions is elevated. 
Although the bank would have recourse against the broker, in practice the bank: is seldom 
successful due to the dubious condition of many brokers. 

Repurchase Reserves 

The bank maintains a reserve for estimated losses associated with repurchasing LBMC loans. As 
of March 31, 2007, reserves totaled $77.6 million of which $75.3 million related to R&W and 
$2.3 million related to FPD. There is not currently a reserve fo r EPD as the bank discontinued 
whole loans sales in January 2006. Despite representing a minority of repurchases, R&W 
require the highest portion of reserves due to their long-lived nature. 

The R& W reserve has been fair! y stable in 2007, but had a significant leap in December 2006 
when the required level went from $18 million to $76 mil lion. Usually in the monthly packet 
titled Home Loans Repurchase Reserves, management identifies specific reasons for changes in 
level as well as methodology. In the December packet examiners were given there is no such 
detail; however, it appears that the jump in reserves was due to increased repurchases losses in 
fourth quarter 2006 and a change in reserve methodology. 

In a January 16, 2007 memo to Fergal Stack, Home Loans Segment Controller, Rollan Jurgens, 
Home Loans Division Controller discusses a change in methodology for R&W reserves. 
According to the memo, it was discovered in December 2006 that the SAS model which was 
used to extrapolate expected REO losses had unreconciliable data issues. Additionally, the 
charge-off activity in October and November showed a significant increase in losses from 
marking repurchases to market. The reserving process was based upon expected REO frequency 
and thus it would not anticipate a significant increase in mark-la-market losses on repurchased 
loans. Consequently, the reserve methodology for R&W was changed as of December 31. 2006. 
Deloitte & Touche (D&T) reviewed and accepted the new methodology. 

The new R& W methodology is based upon historical data from 1999 through 2004 by type of 
sale, namely securitization, whole loan sale servicing retained, whole loan sale serving released, 
and NPA. Historical repurchase rates are used to forecast repurchases over the next three years. 
Securitizations and whole loans servicing retained are modeled whereas whole loan released and 
NPA use a more simple approach and currently assume repurchase rates of 1.25% and 1.5%, 
respectively. When more historical data is available, these too will be modeled. Management 
then forecasts Joss severity rates for 1st liens and 2nd liens for each type of sale. Historical data 
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is used but adjusted based upon management's judgment. D&T benchmarked repurchase and 
severity assumptions and deemed them reasonable. 

FPD reserve rates are based on expected repurchase volume and loss severity by lien type. 
Actual repurchase volumes and severity due to FPD are calculated for recent sales. The last six 
months of repurchases are used as a guide to calculate the FPD reserve rate based upon 
management's discretion. The reserve rate is then applied to recent sales that contain loans still 
subject to the first payment default provisions. 

There is not an official validation performed on the reserve model. Although the Model 
Validation Standard considers a spreadsheet to be a model, the standard allows spreadsheets that 
do not contain complex transfonnation to be exempted. Management is unsure whether the 
standard applies, but agrees that the models need to be regularly tested. They stated that a 
validation program will be established within the next few months. 

Examiners requested an electronic copy of the actual spreadsheets used to calculate reserves. A 
meeting to walkthrough the detail of the model was also requested. As of the date of this memo, 
these requests have not been fulfilled. 

F ASS requires the bank to reserve for loss contingencies including agreements to repurchase 
receivables that have been sold. FIN4S requires that the bank book a liability for its obligation 
under a guarantee at fair value. Because these two items would essentially be double counting, 
GAAP allows the bank to book the higher of the two. Management stated that at sale a fD\l'45 
liability is booked. A FASS reserve is also calculated, but not booked. As the FIN4Sliability 
amortizes it comes to a point when the FASS reserve is higher. Then bank then starts booking 
additional provisions to bring the level up to the FASS amount. Copies of the FV and reserve 
spreadsheets have been requested. 

Governance!Internal Controls 

The repurchase reserve process has governance/internal control deficiencies. An internal audit 
report dated DeCember 31, 2006 (based upon business processes as of September 30, 2006) 
delivered a "Requires Improvement" rating. The following issues were rated as high or medium 
risk and relate to LBMC repurchase reserves: 

1) Data integrity - checks to validate the completeness and accuracy of information obtained 
from source systems are not perfonned. 
2) Assumptions - repurchase reserve assumptions do not capture recent historical trends or 
external factors 
3) Backtesting - testing to assess validity of model results is not performed 
4) Oversight - the qu'arterly provision and analysis does not have formal credit oversight 
5) Manual process - the reserve calculation is extremely manual and highly susceptible to human 
error 
6) Model performance - modeling for the repurchase reserve is not performed by personnel with 
sufficient training, experience, and expertise with credit models. 
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7) Procedures - procedural documentation is minimal 

As of April 30, 2007, the above issues have been resolved with the exception of (3) backtesting, 
(5) manual process, and (7) procedures. These are expected to be resolved by June 30, 2007. 

Management also contracted with PricewaterhouseCoopers (PwC) to review the repurchase 
reserve modeling and processes for both subprime and prime portfolios . Management claims 
that it was not an audit, but a consultant review. The PWC report dated December 21, 2006 gives 
several recommendations for improvement. Some of which management has already 
implemented and others they have no intention of implementing. One area that they are still 
working on is simplifying the approach to modeling. As previously mentioned, methodology 
changes were made in December and management expects to have additional changes 
implemented within the next three months. 

As stated in WaMu's April200? Risk Management Forum package and as listed as Exam 
Finding 6 in the March 2007 OTS workpaper on Mortgage Banking - Secondary Marketing 
Program, there are disparate repurchase processes across product lines including policy 
guidance. Management has committed to develop a global recourse administration guide and to 
implement a Horne Loans recourse, repurchase, and recovery governance structure by May 31. 
2007. Additionally, they committed to create a centralized recourse, repurchase, and recovery 
control structure by June 30, 200? 

Pending Items 
• Copy of reserve spreadsheets 
• Verify compliance with FIN45 and FAS5 
• Copies of actual contract language for whole loan sales 
• Copies of actual contract language for securitizations (if different than the 5-07 issuance) 
• Copy of policy governing LBMC repurchases (is global guidance finished?) 
• Meeting to discuss the repurchase process (definitions of R& W reasons, jump in 4Q06 

R&W, verification process prior to repurchasing a loan, replacement versus repurchase, 
catChing systemic problems, mitigation strategies, etc) 

• Meeting to go through the detailed reserve calculation 

Issues 
• Reserve calculation is extremely manual. 
• Reserve models are not backtested or subject to the Model Validation Standard. 
• Comprehensive written policies and procedures are lacking. 
• Though not uncommon in the industry, representation and warranties provide many 

opportunities for investors to put back loans at any time during the life of the loan. 
• Deterioration in the subprime mortgage market may prompt increased repurchase activity, 

especially on whole loan sales. 
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Concentration Thresholds 
• HFI subprfme balances did not exceed any concentration thresholds as or December 2006. 

Long Beach first Payment Default 
• The Long Beach FPO rate declined dramatically during December 2006. a result of credit policy. operational and system 
changes implemented over the last 6 months: 

Long Beach Delinq uency 
• Total Long Beach delinquent loans rose dramatically during 2006 and are were at peak levels as or December 2006 
• Sctatch & Dent loens drive totel delinquencIes and the long Beech delInquent tate. 
• Non·Scratch & Dent delinquent loans have been relatively flat for several months and the corresponding delinquency rate is 
stable. 

Long Beach Production Trends 
• Full Doc share of total volume is up to 62% In January 2007, from 43% one yeat ago. 
· .Refinance share of total volume us up to 73% In January 2007, from 40% one year ago. 
• 2nd Lien share of total volume 15 down to 27% in January 2007. from 60% one year ago. 

• transactions by FICO and loan Purpose 
• limited Doc transactlons are treated like Slated Doc Instead of Full Doc 
• Broker management driven by FPD and profitability 
• CoUateral and broker risk Information introduced in underwriting process 
• Automated underwriting targeted fOf' at least 25% of applications 

Long Beach Broker Management 
• Terminated relationship with top 10 brokers ranked by FPD volume in 2006 
• FPD rate of terminated brokers ranged from 11% to 80% of 2006 volume 

Risk Management 2 JPM WM04107375 
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• Total long Beach delinquent loans have 
risen dramatically during 2006 and are 
currenUy at peak levels 

• Scratch & Dent loans drtve total 
delinquencies and the Long Beach 
delinquency rate 

• Non-Scratch & Oent delinquent loans have 
been relatively flat for several months and the 
corresponding delinquency rate Is stable 

• long Beach first payment default rate rose 
during 2006 wen above the target of 2% 

• The FPD task force has Implemented a 
variety of credit policy. operational and system 
changas to revarse the FPD trend 

• The December 2006 FPO rate moved in a 
positive direction and may Indicate progress 
toward the target level 

~ Long Beach Delinquency t=-

.* 
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• Heading in right direction: 
Full Doc share is up to 62% 
Refi share is up to 73% 
Share of loans with 2"" lien is down to 26.5% and 2"' lien volume is down to 5.8% 
NOD was at 9% in Jan 2007 but the pipeline is running around 5% after the policy 
change 
FICO score is at 632 in Jan 2007 

Risk Msnagement 5 



LBM 2007 FPD ROAD MAP - PROGRESS UPDATE 

CredH -
Complete the tightening for the credit criteria. 

Tightening 01 the 80/20 to'80115 or 80110 by FICO score and Loan Purpose 
Treating 01 Limited Doc loans like Stated Doc instead 01 Full Doc 

Drive the management of brokers by FPD and profitability 

Introduction of better collateral and broker risk information into the underwriting process 

LoanSafe process is the first step in Triad of Risk project 

Automation (EDE) of underwriting process for at least 25% of applications 
Fast-track the low risk loans with simplified underwriting process 
Automate the collateral score and broker score in the underwriting decision process 

Introduction of better credit risk tools 

Application credit score 

Generic behavior score for use in collections and refinance decision process 
Account management software such as TRIAD (Fair Isaac) or other adaptive control 
system 

Obtain better database for analysis and report 

RIsk. Management 6 



LBM 2007 FPD ROAD MAP - PROGRESS UPDATE 

Capital Markets -10-20% Reduction 
Ensure risk based pricing - higher FPD cells 
Support per~ell cost/benefit analysis on proposed guideline changes 

• Build EPD rate into pricing Gain on Sale forecast; synchronize with Financial Forecast 
• Build EPD rates by cell and by parameter Into Loan Level Pricing Model 

Servicing - Increase overall penetration rate up to 260% Including manual dials 
Increased proml56 -Increase by 10% 

Addition of 17 staff to FPD Subprlme Collections 
Strategy is enhanced to include additional manual dialing in all FPO 5-29 and 30-59 past due 
loans 

• Implement Titanium scorecard for results tracking 

• Titanium criteria expanded to Include more loans within both buckets of delinquency 
• Loans sent to Titanium In the 30-59 day range have bean rush ordered to decrease 

response time 

Implement weekly servicing meeting wlth Capital Markets and Production areas for on..golng 
discussion around delinquency 

• Nancy Gonseth hired in Default to provide root cause analysis and default strategies 
Weekly loan boarding meetings initiated to develop process improvement around loan 
boarding issues, timing and communication 

Risk Management 7 JP11 ~04107380 



Correspondent Buy Back Process 

Repurchase progress 
• 204 F;",t Demand Letters sent to 45 LBM 

Correspondents 
All loans have been priced as Scratch 
&Oent (5&0) 
60 Second Demand Letters sent offering 
5&0 make-whole 
16 Lender responses received 
6 preliminarY agreements to repurchase 
(S2,268,07f) 
7 preliminary ~eements to pay make
whole ($274,9f5) 

• 4 paid in full 
• 2 expected paid In full 
• 6 service release In S&O pool 

Repurchase Process 
First Demand Letter sent by RIR Analyst 
demanding repurchase 
Escalated to Recovery Specialist 
Second Demand Letter sent at 30 days 
warning of escalation and offering S&O 
altematlve to full repurchase 
Recommend suspension In other 
channels (17 Lenders suspended in 
Conduit; 6 recommendations conveyed to 
MBF) 

• Refer to Legal for Final Domand Letter 
Coordinate with Legal for pUrsuit of 
additiona/legal remedies 

Risk Management 8 



LBM 2007 FPD ROADMAP - PROGRESS UPDATE 

Production -
• The below chart represents the Top 10 brokers by FPD volume in 2006, All these brokers 

have been terminated 

...... Brt*erCot!'fI.rJY Legal fAme Amount l"undH """''''0 '1"0 !lillie AnI~ 

B2~&l MIROMM $17281,&08.00 SS,na,OOO.DO 21 .85% 

822128 STERUNG MORTGAGE AND FIN.AHCtM. SERVlCES, INC. m.eo8,~2.DO $.),32SI,200.00 11 .24'4 

91 9898 BAYPOINT MORTGNlE INC $1),008.150.00 $2.3Cl1,OOO.OO 18.20% 

8178611 HOME CAPITAl. RJNOING $2,8UI,000.00 $2,»4,000.00 7Un 

8228~ REYNA-LOO ZEPEDA AGUIAO $10,74.(1,40).00 $2,235,000.00 20.90% 

81 1530 COVENAHJ FlNCIOO FINANCIAl COMPN« $11,1t1,I98.oo $2.2Oi,!;3S.00 13.IM~ 

8011032 JAYLEROYVEWE $16,284,860.00 $2,11",600,00 1 •. 23'4 ... " Vv1-tITEPlNE MORTGAGE CO~ INC. S2,8M,500.OCI $1,'''',000.00 73.8' . 

80.707 MORTcv,OE GALLERY INC $8,)11,150.00 $2,082,000.00 2·U'''' 
."'" METRO FINANCIAL GROUP, INC $6,7411,1137.00 " ,816.000.00 » .33" 
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7 long Beach: Pipeline Activity 
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From: cathcart, Ron 
Sent: Thursday, December 07, 20064:38 PM 
To: Abercrombie, Cynthia l.; Boyle, Hugh F. 
Cc: Boyle, Hugh F.; Fettgen, Cheryl A. 
Subject: FW: It's subprime day at the WSJ 

Pis advise exactly what Credit Review is doing to assess the quality of assets currently being booked in Long Beach. 

From: Mattey, Joseph 
Sent: Wednesday, December 06, 2006 5:17 PM 
To: cathcart, Ron 
Cc: Feltgen, Cheryl A. ; Neale, Alan J. 
Subject: RE : It's subprime day at the WSJ 

Ron, 

As shown in the attached PDF file, our 2006 LongBeach securities have much higher delinquency rates early in their life 
than the 2003 to 2005 vintages. 

As shown in the Excel fi le, the current loss modeling done in valuation of the subprime residuals we hold is showing about 
500 bp of projected lifetime cumulative loss on the first few deals we did in 2006, and the more recent Issuance comes out 
with initial projected lifetime cumulative loss closer to 450 bp. 

The Home Loans Capital Markets group has done some stress scenario analysis that shows cumulative losses reaching 
10% double·digit territory If a 5 percent per year decline in home prices were to continue for a full four years and reaching 
above 6% with flat house prices. They also show a variety of other scenarios. 

Joe 

--··OriginaJ Message·- 
From: Cathcart, Ron 
Sent: Monday, December 04, 20069:57 PM 
To: Mattey, Joseph 
Cc: feltgen, Cheryl A. 
Subject: FW: It's subprime day at the WSJ 

What do our numbers show? 

Predicting losses on these securities is a challenge because there's little or no historica l evidence to show how _ 
subprime loans will perform at a time when home prices are falling , says Thomas Lawler, a housing economist in 
Vienna , Va. An analysis by Merrill Lynch & Co. found that losses on recent subprime deals could be Min the 6% to 
8% range- if home prices are flat next year and could rise to the -double digits" if home prices fall by 5%. Famng 
home prices could trigger losses not only for investoffi who bought riskier classes of mortgage·backed securities, 
but also for some holders of A-rated bonds, according to the report. 

From: Baker, Todd 
Sent: Monday, December 04, 20068:52 PM 
To: Killinger, Kerry K.; Rotella, Steve; Schneider, David c.; cathcart, Ron; caSeyl Tom 
Cc: Kipkalov, Sasha V. 
Su bjed: It's subprime day at the WSJ 

Here are a couple of WSJ stories touching on subprime. 

Permanent Subcommittee on Investigations 

EXHIBIT #15 
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More Borrowers 
With Risky Loans 
Are Falling Behind 
Subprime Mortgages Surged 
As Housing Market Soared; 
Now, Delinquencies Mount 
By RUTH SIMON and JAr,'IES R. HAGERTY 
December S, 2006 

Americans who have stretched themselves financially to buy a home or refinance a mortgage have been falling 
behind on their loan payments at an unexpectedly rapid pace. 

The surge in mortgage delinquencies in the past few months is squeezing lenders and unsettling investors world· 
wide in the $10 trillion U.S. mortgage market. The pain is most apparent in subprime mortgages. though there are 
signs it is spreading to other parts of the mortgage market. 

Subprime mortgages are loans made to borrowers who are considered to be higher credit risks because of past 
payment problems. high debt relative to income or other factors. Lenders typically charge them higher interest 
rates - as much as four percentage points more than more-credit-worthy borrowers pay - one reason subprime 
mortgages are among the most profitable segments of the Industry. 

They also have been among the fastest-growing segments . Subprime 
mortgage originations climbed to $625 billion in 2005 from $120 billion In 
2001, according to Inside Mortgage Finance, a trade publication . Uke 
other types of mortgages, subprime home loans are offen pack.aged into 
securities and sold to investors, helping lenders limit their risks. 

Until the past year or so, detinquency rates were low by historical 
standards, thanks to low interest rates and rising home prices, which 
made it easy for borrowers to refinance or sell their homes if they ran into 
trouble. But as the housing market peaked and loan volume leveled off, 
some lenders responded by relaxing their lending standards. Now, the 
downside of that strategy is becoming more apparent. (See related 
article .) 

Based on current performance, 2006 is on track to be one of the worst 
ever for subprime loans, according to UBS AG. ~We are a bit surprised by 
how fast this has unraveled , ~ says Thomas Zimmerman, head of asset
backed securities research at UBS. Roughly 80,000 subprime borrowers 
who took out mortgages packaged into securities this year are behind on 
their payments , the bank says. 

Though delinquency rates on subprime mortgages originated in the past year have soared to the highest levels in 
a decade, econorrists don't expect any Significant harm to the nation's economy or financial systems. But if late 
payments and foreclosures continue to rise at a faster-than--expected pace, the pain could extend beyond 
homeowners and lenders to the Investors who buy mortgage-backed securities. 

Several lenders are already feeHng the sting. H&R Block Inc., which operates Option One, a major subprime 
lender, said last week that its mortgage-services unit posted a pretax loss of $39 million in the fiscal second 
quarter ended Oct. 31, compared with a year--earlier pretax profit of $48.8 rri16on. The Kansas City-based tax
services company said last month it is considering selling Option One, which has been struggling with higher 
interest rates and defaults, and is closing 12 branch offices. 

On Friday, KeyCorp said it reached a deal to sell its subprime Champion Mortgage business. Anatysts at 
Friedman, Billings, Ramsey & Co. put the price for the company's subprime mortgage operation at $130 million, 
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"far below" the $200 million to $250 mil~on they expected. A spokeswoman for KeyCorp dec~ned to comment, 
except to say that KeyCorp feels it "definitely generated a fair price" for both the unit and its loan portfo~o, which 
was sold separately. She added that KeyCorp was leaving the subprime market because "it no longer fits with our 
long-term strategic priorities ." 

Soaring delinquencies are making some tenders more cautious, which is likely to put further pressure on the weak 
housing market Yesterday, the National Association of Realtors said that its index for pending home sales for 
October fell a seasonally adjusted rate of 1.7% from September and was down 13.2% from a year ear~er. 

Delinquency rates have been rising steadily since the middle of 2005. But the trend has accelerated sharply In the 
past two to three months, according to an analysis by UBS. The figures don't include loans that lenders were 
forced to repurchase because the borrower went into default in the first few months; such repurchases also have 
increased sharply this year. 

In October, borrowers were 60 days or more behind in payments on 3.9% of the subprime home loans packaged 
into mortgage securities this year, UBS says. That's nearly twice the delinquency rate on new subprime loans 
recorded a year earlier. 

Carol Alter, a mail carrier in Aurora, Ohio, says she bought her first home for $99,000 at a sheriffs foreclosure 
sale in February, but felt pinched right from the start by her nearly SSO,OOO subprime mortgage. She says closing 
costs on the loan totaled $6,500, rather than the $2,500 she expected, forcing her to drain her savings and miss 
payments on her utitity bills. 

Ms. Alter says she fell behind on her mortgage payments in June after she hurt her leg and missed several weeks 
of work. She has been able to stave off foreclosure, she says, with the help of a $2,100 interest-free loan from 
Neighborhood Development Services in Ravenna , which operates a foreclosure rescue fund. 

How much higher delinquencies further climb will depend in part on the depth of the current housing slump. 
Mortgage delinquencies generally rise when the housing market cools because borrowers who are in financial 
trouble find it harder to sell their homes. In addition , if prices fall, they may not have enough equity in their homes 
to refinance their mortgage. 

The subprime industry's current troubles can be traced back to 2003 and 2004, when defaults were unusually low. 
Investors who purchased these loans did well and were eager to buy more. That encouraged lenders to lower 
their standards, making loans to more people with low credit ratings. Lenders also grew less inclined to demand 
full documentation of income and assets and more willing to offer "piggyback~ loans that allowed borrowers to 
finance 90% or 100% of the purchase price without being required to buy private mortgage insurance. 

Many lenders kept introductory ~teaser" rates low even after short-term interest rates began riSing in June 2005, 
while increaslng the amount the rate could rise on the first adjustment. That meant borrowers would face sharply 
higher costs when their monthly payments were reset. 

Fraud has also increased, Some borrowers who took out no- or Iow-documentation loans were coached by loan 
officers or mortgage brokers to inflate their incomes and coukfn't afford even their first mortgage payment, says 
Theresa Ortiz, a foreclosure manager with Neighborhood Housing Services of New York City, a nonprofit Ihat 
works with homeowners in financial trouble. 

Even after the housing market started to cool in late 2005, lenders continued to offer credit on easy terms. Many 
didn't begin tightening up until a few months ago. Now, they are pulling back. Accredited Home Lenders Holding 
Co., for example, is doing fewer piggyback and stated~ncome loans - or loans that don't require borrowers to 
fully document their income - especially for people with lower credit scores. In retrospect, ,he tightening process 
should have started a bit earlier , ~ says James Konrath, Accredited's CEO. 

Recent analyses by UBS and by RBS GreenwIch Capital show that subprime loans made in 2006 are going into 
foreclosure at a faster pace than loans made in previous years. In many cases these loans are "so bad right off 
the bat~ and so far beyond the borrower's ability to pay that giving the borrower more time to payor restructuring 
the loan wouldn't help, says Michael van Zalingen. director of homeownership services at Neighborhood Housing 
Services of Chicago, a nonprofit organization that works with financially distressed homeowners. 

If delinquencies continue to grow, the pain could also be felt by investors who have flooded into the market for 
subprime securities. Because of the way mortgage-backed securities are structured, investors who buy 

) 

Confidential Treatment Requested by JPMC 



investment-grade securities aren't likely to be hurt if losses are close to expectations. But if losses on the 
underlying mortgages substantially exceed expectations, some investors who buy the riskiest slices of subprime 
securities are Ilkely to rack up losses. These include hedge funds and investors who buy collateralized debt 
obligations, pools of debt instruments that are often snapped up by foreign buyers. 

Because the underlying loans have gotten riskier, credit-rating agencies are telling issuers of mortgage-backed 
bonds to set aside more money to cover losses than they did three years ago In order to get an AAA rating for 
their bonds. 

But some recent deals are already coming under review. Standard & Poor's Corp. put one deal backed by toans 
issued by Fremont General Corp.'s mortgage unit on credit watch for possible downgrade last month and says it 
could take similar action on deals from several other issuers within the next few months. Fremont declined to 
comment. 

"We are really monitoring very , very closely the portfolios of all the subprime issuers,M says Ernestine Warner, 
head of RMBS Surveillance. Mlfs an industrywide trend.M 

Last week, Moody's Investors Service put a third 2006 deal on credit watch for a possible downgrade. Fitch 
Ratings also has a 2006 deal on credit watch . When mortgage-backed securities are downgraded it is typically 
during their third or fourth year. 

Predicting losses on these securities is a challenge because there's little or no historical evidence to show how 
subprime loans will perform at a time when home prices are falling, says Thomas Lawler, a housing economist in 
Vienna, Va. An analysis by MerOIl Lynch & Co. found that losses on recent subprime deals could be "in the 6D~ to 
8% range M if home prices are flat next year and could rise to the ~double digitsM if home prices fall by 5%. Falling 
home prices could trigger losses nol only for investors who bought riskier classes of mortgage-backed secl,lrities, 
but also for some holders of A-rated bonds, according to the report. 

Subprime Lenders Are Hard Sell 
By LlNGLING WEI 
DKtmbf.r S, 2006 

NEW YORK - As more subprime-mortgage lenders are putting themselves up for sale, buyers are becoming 
increasingly selective . 

One of the latest lenders to put out the for-sale notice is H&R Block Inc., which said last month it will explore a 
sale of its subprime unit, Option One Mortgage Corp. And ACC Capital Holdings Corp., a closely held company in 
Orange, Calif., has hired investment bankers to soli cit bids for its subprime unit, Ameriquest Mortgage Co., 
according to a person fami6ar with the matter. 

Wall Street finns such as Morgan StanleY, Merrill Lynch & Co. and Bear Steams Cos. have so far led the charge 
in snapping up subprfme lenders, which issue loans to people with troubled credit histories. The investment banks 
have made a lucrative business out of packaging pools of mortgage loans into bonds and semng them to 
investors. But as higher interest rates have damped new borrowing and shrunk loan supplies, many firms have 
turned to buying lenders so they can generate their own mortgages to feed their securitization business. 

Some Industry experts say potential buyers, which include privale-equity firms, are seeking to avoid inheriting the 
subprime sellers' costly obligation of having to buy back the loans already sold in the secondary market because 
of borrowers' defaults. . 

Brenda White, head of Oeloitte & Touche USA's financial-services investment-banking practice, says -the buyers 
are trying to figure out how to structure the deals in a way thai they can avoid the liabilities they may encounter in 
the future .M 

Bear Stearns agreed in October to pay $26 million for certain operating assets from ECC Capital Corp.'s 
wholesale subpnme-mortgage unit, lncluding its property and customer lists, but ECC, an Irvine, CaH., real-estate 
investment trust, will retain loan-repurchase obfigations. 

Atlanta-based NetBank Inc. recently shut down its subprime-mortgage division without finding a buyer. Another 
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mortgage lender, Ume Financial Services, of Portland, Ore. , agreed to take over most of NetBank's subprime
mortgage sales force and other employees. 
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From: Cathcart, Ron 
Sent: Tuesday, January 2, 200712;19 AM 

To: 

SUbject: 

Cory S. Gunderson (cory.gunderson@protiviti .com) 

Confidential 

Long Beach represents a real problem for WaMu. The Board and regulators are engaged and concerned, so it is high 
profile. 

I am concerned that Credit Review may seem to have been standing on the sidelines whlle problems continue. For 
instance, why have Cathcart, Schneider, Rotella and Killinger received NO report on any ofthis. The email below is in 
response to my specific request. - .. "--~-."----." •• -- .. -.~""----. . -- ...• ----.... ----
From: Abercrombie, Cynthia l. 
Sent: Monday, December 11, 20069:21 AM 
To: Cathcart, Ron 
Ce: Boy~ Hugh F.; FeItgen, Cheryl A. 
Subject: RE: Corp:nate Credit Review's Continuing Assessment of the Quality of Assets being booked by long Beach 
Importance: High 

Ron, 

Corporate Credit Review has been working closely with Cheryl 's post-funding review team to identify the key 
risk issues that are surfacing as a result of this specific testing. On a monthly basis the group is looking at 275 
loans within 15 days offunding. . 

Recent results from Cheryl's posl funding review team testing have resulted in the reporting of the following top 
five priority issues: 

• Appraisal deficiencies that could impact value and were not addressed 
• Material misrepresefltations relating to credit evaluation were confirmed 
• Legal documents were missing or contained errors or discrepancies 
• Credit evaluation or loan decision errors 
• Required credit documentation was insufficient or missing from the file . 

Based on these findings Cheryl's team is working with the business on specific remediation actions to address 
each issue. 

Both CCR and the Senior Credit Officer Subprime are focused on two key facts: 
• The non accrual rate had increased year over year from 3.53% to 6.13% 
• On a vintage basis the deterioration was accelerating in recent vintages with each vintage since 2002 

having perfonned worse than the prior vintage. 

It was identified that the perfonnance of the HFI subprime portfolio was further impacted by the transfer of 
scratch and denlloans, a high percentage of which were all ready in non accrual status at the time they were 
transferred, into HFI. 

One of the causes of loans being categorized as scratch and dent has been first payment or earty payment 
defaults that violate representations and warrants made to investors. Therefore, in collaboration with the Sr. 
Credit Officer.- Subprime, CCR - Consumer designed a targeted review of loans with a first payment due in 
June that were first payment defaults. 

The target review findings, which were delivered to the Chief Risk Officer - Home Loans on November 27, 
2006, reflected a lack of proper execution of the credit guidelines. In most cases the credit package contained 
information that identified potential layering of risk but these issues were either not recognized by the 
Underwriter or if they were addressed, the risk assessment is not documented in the file. Additional findings 
included a weakness in controls around clearing conditions. 

Ptrm.antnt Subwmmittu on Investi .ations 
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A response to the target review is expected from the Sr. Credit Officer - Subprime by 12111/06 . He will be 
providing any additional information that may be relevant to the conclusions drawn as well as actions that are 
currently underway or planned that may have a positive impact on the origination process. 

There has been a number of underwriting guideline changes communicated that became effective November 
1,2006. They include: 

• Changes to seasoning requirements when borrowers have a bankruptcy in their credit history 
• Increased minimum credit score requirements for Piggyback Second liens with Stated Income and 

Stated Wage Eamers 
• Added minimum credit standard requirements for loans over 90% L TV/CL TV 
• HistoryPro, appraisal review requirements to all First Time Homebuyer and For Sale By Owner 

Transactions in addition to all refinance transactions where the existing loan is less than 12 months old 
• Umit use of All Credit to only supplementing traditional credit and All Credit sources that historically 

have been easily fabricated and difficult to validate have been excluded 
• Room rent income is limited in eligibility for use in only owner occupied transactions 
• Clarified the use of personal and business bank statements for income documentation 
• Added requirements for OwnershipNesting when no mortgage history is available 
• Revised the Self-Employed Borrowers business income documentation requirements ; 

Attomey/Accountant leHers must be independently validated. 

These changes are intended to tighten the controls over the credit risk that is reflected In this subprime 
production. However, in order to achieve the desired effect it is critical that the credit guidelines, both past and 
with these revisions, be executeH crisply through this origination channel. 

CCR - Consumer is currently in the process of scoping a follow up FPD targeted review and is also expanding 
the scope to include a review of additional gaps that CCR has preliminarily identified relating 10 managing 
credit risk in sub prime lending versus prime. The scope that we are developing includes: 

• Sampling another population of FPD loans that Originated after guideline changes were put in place to 
compare to the baseline set from the prior review (as loans originated after the November 1 st changes 
will not be available as FPDs for at least a couple more months we are also planning on pulling a 
sample of FPD loans that had their first payment due in October to expand the data set from the first 
review) 

• Review the progress being made at migrating to a post funding Underwriting review (Can process 
that is more aligned to the existing process in prime 

• Assess the differences in requirements for setting RLA to Long Beach personnel versus the prime staff 
and steps that are being taken to close gaps 

• Further analyze training gaps that were identified in conjunction with our preliminary review and assess 
the appropriateness of the differences between subprime and prime 

• Perform a more comprehensive review of the scratch and dent population to determine other key 
drivers (other than early default) and potential control weaknesses. 

We are moving ahead quickly with this expanded review and antiCipate delivery of a findings report by 1/31/07. 

Please let me know if you have questions or require additional information. 

Cynthia Abercrombie 
Senior Vice President 
Senior Credit Risk Officer 
Corporate Credit Review 
206·500-1550 
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From: Killinger, Keny K. 

Sent: 
To: 

Subject: 

Friday, February 23, 2007 12:07 PM 

Rotella, Steve <steve.rotella@wamu.net> 

RE: Long Beach 2nd Lien Disposition 

Thanks. With spreads widening out so much, it is probably a good time to keep it in portfolio. 

Confidential Notice: This communication may contain confidential and/or privileged information or Washington Mutual, 
Inc. andlor its subsidiaries. If you have received this communication in error, please advise the sender by reply email and 
immediately delete this message and any attachments without copying or disclosing the contents. Thank you. 

From: Rotella, Steve 
Sent: Friday, February 23, 2007 8:17 AM 
To: Killinger, Kerry K. 
Subject: RE: long Beach 2nd lien DisJX)Sition 

A bit more background first. This is second lien product originated 7-10 months ago from Long Beach. Prior to the 
changes made in credit criteria after this went to Home Loans LB was originating 10-15% seconds. That product was also 
often being put in portfolio in the past, part of the reason the LB stuff is performing worse. In 2006 Beck's team started 
sprinkling seconds in deals as they could. And, we now have the % down to the low single digits, so that we can sell all 
into our deals (assuming the market doesn't get even worse). 

Last year, included in a broader group of seconds we took LOCOM hils and other adjustments for non-performers, FPDs, 
and doc issues. 

This $400 million is the performing product with generally pertecl or close 10 perfect payment history. In trying to sell it. 
the issue is the chaos in the market has driven prices down and made execution tough . I am not sure where you got the 
$60mm, but assume you took the high end 15% cum loss. However, that 10-15% range equates, in Ihis market to a 
roughly 93 price or a pre tax loss of around 30mm, if we sold. 

VVhat the guys are discussing is that this looks like one of those times to use the port if we can cover the ALLL Even 
assuming a cum loss of 1 5% with the 93 imputed, the ROA is 1.32%. 

In terms of folks losing their jobs, the people la rgely responsible for bringing us this stuff are gone, the senior 
management of LB. In terms of camp, HL goals have a huge slug of their camp driven by the P&L and as you go down, 
the people in David B's area around this have more wrapped around results in this area. 

Hope this helps. 

From: Killinger, Kerry K. 
Sent: Thursday, February 22, 20078:41 PM 
To: Rotella, Steve 
Subject: FW: Long Beach 2nd Lien Disposition 

Steve, 

Is this baSically saying that we are going to lose 15 points on over $400 mllion of this product or $60 million. That is a 
pretty bad hit that reflects poor1y on credit and others responsible for buying this stuff. Is lhis showing up in hits to 
compensation or personnel changes. 

Kerry 

From: Baker, Todd Permanent Subcommittee on Investigations 

EXHIBIT #17 

Confidential Treatment Requested by JPMC 



Sent: Thu 02/22/2007 6:31 PM 
To: Cathcart, Ron; Schneider, David c.; Casey, Tom 
Cc: Rotella, Steve; Killinger, Kerry K. 
Subject: Re: Long Beach 2nd Lien Disposition 

Ron: They are in advanced stages of sale to someone else. We indicated interest in acquiring the servicing platfonn but they have 
declined to pursue it with us. 

There are some other nuances to this which I can discuss with you next week. 

Todd 
Todd Baker, EVP Corporate Strategy & Development, Washington Mutual Inc . 

.•••. Original Message -_ •• 

From: Cathcart, Ron 

To: Schneider. David c.; Casey, Tom 
Cc: Baker, Todd; Rotella, Steve; Killinger, Keny K. 

Sent: Thu Feb 2218:23 :222007 
Subject: FW: Long Beach 2nd Lien Disposition 

Should we not consider buying Ameriques!? We know it well, it fits our strategy , we would protect assets which it manages on our 
behalf and the price must be compelling. 

From : Beck. David 

Sent: Thursday, February 22, 2007 5:40 AM 
To: Beck. David; Schneider, David c.; Rotella, Steve; Cathcart, Ron; Casey, Tom; Feltgen, Cheryl A.; Boyle, Hugh F.; Mattey. 
Joseph; Fortunato, Steve; Hyde, Arlene M., Woods, John F. 

Cc: Potolsky. Doug; Drasta!. John 

Subject: RE: Long Beach 2nd Lien Disposition 

2nd Update 

Here is some important analysis for you to consider. 

We estimate that a cum loss range of between 10% and 15% is realistic for this pool. Using thc best economics price of 93, an 
average life of 2 years and 12% cumulative losses (2x our model), the after tax ROA is 222bp_ At 15% cum losses, the iller tax 
ROA 's are a respectable J32bp. A good use of portfolio capitai. 

«Microsoft Excel Worksheet» 

According to our ALLL model, the expected lifetime loss for the 433mm pool subprirne 2nd lien pool is 6%. We all agree 6% is too 
low and we reflect this in ourpenormance analysis above. We' ll need to go offmodcl to value these assets properly whether in whole 
loan or residual form. 

We continue to run analysis and work with partners in credit and accounting to understand the best exit strategy for these loans. A 
meeting with David Schneider and Cheryl Feltgen is planned for Friday. 
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From: Beck, David 
Sent: Wednesday, February 21, 2007 9:52 AM 
To: Schneider, David C.; Rotella, Steve; Cathcart, Ron; Casey, Tom; Feltgen, Cheryl A.; Boyle, Hugh F.; Matley, Joseph; Fortunato, 
Steve; Hyde, Arlene M. 

Cc: Potolsky, Doug; Drastal, John 

Subject: Long Beach 2nd Lien Disposition 

Importance: High 

Please consider this an update with the express purpose of grounding the team on important information and coordinating our actions 
as we move toward a decision on how best to dispose of 433MM ofperfonning 2nd lien loans in the Long Beach warehouse. David 
Schneider and I spoke yesterday and he is arranging a meeting for later this week to move us to a fmal decision on disposition of the 
2nd liens.. 

UPDATE 

The performing second lien investor base is in disarray and for all intent and purposes distributing credit bonds backed by subprime 
2nd liens is not a viable exit strategy. This conclusion is based on our work ovcr the last several weeks and numerous discussions 
with rating agencies, credit investors and investment banks. Here are the important facts: 

I. Radian proposed a bond insurance wrap structure that insured 89% of the senior bonds. Radian 's first dollar of loss begins at 
18.5% (after residual, b piece and overcollateralization), equivalent to a single A level of loss protection. In essence, Radian is 
providing a liquidity bid not Joss protection 

2. Lehman Brothers proposed a standard 2nd lien securitization structure (no insurance wrap) but declined to provide us with a 
price at which they would position the BBB bonds. On a call last night, Lehman indicated they are very long similar product and 
suggested we pursue other alternatives. (They expressed concerns about 1st lien liquidity) 

3. In either of the above structures, WaMu retains the first loss as well as rated securities up to BBB. Thus, we conclude that these 
transactions effectively do not achieve risk transfer. They amount to financings of the AAA·A cash flows at an unattractive rate of 
Libor +20 • 25. 

4. Our onJy certain exit is through the Radian wrapped structure. When we factor in the cost ofthc guarantee, thc cquivalent 
economics implies WaMu selling the BBB· bonds at a spread to libor of + 1750! 

5. Investors are suffering greater than expected losses from subprime in general as well as subprime 2nd lien transactions. As you 
know, they are challenging our underwriting representations and warrants. Long Beach was able to securitize 2nds liens once in 2006 
in May. We sold the BBB· bonds to investors at Libor +260. To date, that transaction has already experienced 7% foreclosures. 

6. Best economics, excluding portfolio, results in 92.9 all in price which includes a 3.5% residual priced to 10% cumulative losses 
and a 250/0 discount rale. 

Joe Mattey provided us with an ALLL indication earlier in the process when we still believed we could achieve risk transfer at 
reasonable price. Yesterday, we've asked Joe to sharpen his pencil and rerun the ALLL analysis. Today, we want to compare 
portfolio execution vs market 

We adjusted the February forecast yesterday down 25mm to reflect market information. 

Today, we'll continue to run stress test analysis and work with Joe to understand where the portfolio execution pencils out. 

Confidential Treatment Requested by JPMC JP~ ~OO67Jl0J 



• = r-. 
:E 0 

0 
N 

~ ,-' 

~ 
III 
:J :\. 
0' =:< 
~ 

~ 

...... 

EXHJBIT 
onfidentlal Treatment RequCSted by lPMC 



first Payment Defaults 
• First payment ciefdllits (FPDs) rose to 1.96% in ~larch but are proje<.teci to fall back to 1.87% in April basecl on payments 
received through t-1ay 5tt!. 

4% 

* 3% 

II 2% 
~ 
11 
II. 1% 

1 .87%(~ 
1.68% 

Feb Apr Jun Aug Oct I:l:lc Feb Apr 
Month of Arst Payment 

• Findings from a deep dive into February FPDs revealed : 

- Over 70% would not have been made under the gUidelines that ore in place today. 

- The root cause of over 70% of FPDs involved operational issues such as misseci fraud flags, underwriting 
elTors, and condition dearing errors. This finding indicates there may be opportunities to improve 
performance without fUlther restricting underwriting guidelines. 



Spoilage in HFS Portfolio 
• Spoilage rates increased in Febnklry despite the lower First Payment Default rate. Higher spoilage rates reduce gain on sales 
and/or drive larger transfers of non-performing loans into HFI. 

• Over 89% of the increase in Otller Spoilage was caused by early defaults (2.x30s and 1x60s). 
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Ke~' Definitions: 

. FPDs are CCflsldCrt'K1 sDOIlag(! whether or not the loon has bet;n sold due to repurchil5e obligations. FPDs all.~ rrlec!sured 60 days after Itlt~ first ptJYlTlent. 
- Other Spoilage is onl-I considered spoilage if it Is in the portfolio at time r:J default or other issue. Other spoilage is measured 90 da}"$ after the first payment. 



Drivers of Increased Delinquency Rates 

Loan attributes are sorted by the change in their respective total delinquency rates from t>1arch to April, with thO<'.p- attributes having the largest month
over··mont.il incr&")5e in delinquency apPf;aring firsl:. Raw 1(11;..1 us.'Xi t.o caio;late the numbers t}(':low appe.ar on lhe foliowing ~),1ge. 



Delinquency Drivers in April (continued) 
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HfI Performance: long Beach 
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Report Rating: 

REQUIRES IMPROVEMENT 

Executive Summary 

long Beach Mortgage ("LBM") operates as a subsidiary of Washington Mutual Bank and specializes in the 
origination, purchase and sale of non-prime residential mortgage loans secured by one-to-fourfamily 
residences. LBM's borrower base consists of individua ls who do not qualify for traditional NAN credit and 
exhibit characteristics indicating a significantly higher rate of default than traditional bank lending customers. 
Loa ns totaling approximately $5.8 billion have been originated by LBM January through June 2007. The 
majority of loans originated by LBM are securitized and sold in the secondary market. As of June 30, 2007, 
LB M has approxi mately $4 billion in outstanding loan balances representing 2% of WaMu's outstanding 
home loans portfolio. 

In response to challenges resulting from the softeni ng housing market, rising interest rates, tightening capital 
markets, poor portfolio performance and underwriting deficiencies, LBM continua lly refines their processes 
and gU ideli nes. While management has been responsive to these challenges by identifying and implementing 
corrective actions, actual underwriting practices have not been consistent to achieve the desired levels of 
im provement. Continued patterns of loans being underwritten outside of established underwriting and 
documentation guidelines have been previously identified by several groups including: Audit Services reports 
dated September 21,2005 and June 29,2006; OTS memorandums issued in March 13, 2006 and May 17, 
2007 Safety and Soundness Memos; and Home Loan Credit Review C"HLCR") reviews. Results of reviews 
performed by Audit Services and HLCR based on loans originated during 2007 have shown improvements in 
the underwriting qual ity as steady progress towa rd established underwriting benchmarks is demonstrated. 

In addition, multiple issues resulti ng from the implementation of Palisades including data mapping issues, lack 
of automated tools to scrub the data, inadequate pricing and credit exception controls and missing fields fo r 
loan origination channels were noted in the Capital Markets - WaMu Subprime audit currently in process. 

The manual processing environment has not successfully demonstrated the ability to support the complex 
processes in herently needed to execute efficient and effective subprime origination and underwriting 
activities. Inadequate exception controls and reporting within the Palisades loan origination system C"Losn) 
have resulted in the need for addit ional manual controls and wo rkarounds. Management continues to be 
responsive to challenging market conditions and loan quality by tightening and refining credit parameters. 
However, an increased sense of urgency and intensive oversight is required to sustain the processes 
necessary to effectively execute these actions and ultimately meet and maintain quality levels of 
underwriting. The ReqUires Improvement rating represents our opinion that the overall system of risk 
management and internal controls has deficiencies related to multiple, critical origination and underwriting 
processes including underwriting quality, data integrity, and the monitoring of loa ns originated outside of 
estab lished credit parameters individually and in the aggregate. These deficiencies require immediate 
effective corrective action to limit continued exposure to losses. 

The following issues represent high or medium risk to the business unit: 
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1. (High) Repeat Issue - Underwriting guidelines established to mitigate the risk of unsound 
underwriting decisions are not always followed and the decisioning methodology i,s not always fully 
documented. 

2. (High) - Improvements in controls designed to ensure adherence to Exception Oversight Policy and 
Procedures is requi red so that loans originated outside established credit parameters are subjected to 
the appropriate levels of review. Additionally, accurate reporting and tracking of exceptions to policy 
does not exist so that the overall impact on portfolio quality can be measured and monitored. 

3. (High) - Improved processes and controls are needed to effectively monitor the integrity of the data 
manually keyed into the Loan Origination System ( l OS) and automatically fed to the Fidelity loan 
servicing syste m. 

Management has provided action plans to address the issues listed in the report to be completed by 
12/31/2007. Audit Services will continue to monitor the progress made by IBM in attaining acceptable 
levels of performance through our ERies fo llow up process and through review of HlCR file review results . 

Additional background, a Jist of the issues found and a description of the objectives and scope of the audit are 
included in the following sections of the report. 
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Background 

The majority of loans originated by LBM are submitted through a broker network and manually underwritten 
and processed at Loan Fulfillment Centers C"LFCs"). As the housing market has softened and property 
values have declined, non-prime borrowers with low introductory rates and little or no equity have been 
unable to refinance in the current rising interest rate environment. As a result, default rates on non-prime 
loans across the industry have reached their highest level in six years with the largest increase in adjustable 
rate products. Continued industry increases in early payment defaults, foreclosures and poor loan 
performance are pred icted by market and internal bank ana lysts. Capita l Market activity has slowed and 
prici ng has turned unfavorable as investor risk appetites have decreased due to the losses experienced by 
mortgage lending in 1Q 2007. 

LBM has been challenged with these market conditions experiencing an increase in first payment defaults 
("FPDs") from 2.06% of originations totaling $11 million in December 2005 to 3.38% of originations 
totaling $47.7 million in December 2006. Leveling has occurred throughout 2007 with 1.56% of 
originations totaling $10.7 million in first payment defaults in June 2007. During 2006, LBM experienced 
increased trends in all stages of delinquency ending the year with 12.98% of the total portfolio two or more 
payments del inquent as compared to 6.59% at the end of 2005. As of Ju ne 2007.18.25% of the portfolio is 
two or more payments delinquent. 

During 2006, LBM was organizationally realigned under the Home Loa ns executive manage ment team 
headed by David Scnneider. Under the direction of new leadership, significant changes were made in 
response to distressed market conditions and losses resulting from poor performing loans. Enhancements 
resulting from the real ignment include ongoing tightening of credit parameters, key management changes, 
operational process improvements in underwriting. fraud detection and broker management, monthly 
reviews of first payment defaults, and the segregation of underwriting from operations. Also in 2006, LBM 
moved on to the Palisades Loan Origi nation System from FiTech which had reached user capability limits. 

In response to declines in volumes that resulted from credit restrictions and the difficult interest rate 
environment, LBM closed 4 of their 8 non prime loan fulfillment centers in February 2007. 

In June 2007, the decision was made to fully integrate W holesale Prime and Long Beach Mortgage. A 
combined prime and non prime sales force and fulfillment operations teams will result along with the 
development of a comprehensive non prime lending strategy. The closure of two more loan fulfillment 
centers was also announced. 

In July 2007, further restrictions to existing guidelines were announced w ith the discontinuance of stated
income loans and the elimination of fixed-rate terms less than five years. Additionally, tax and insurance 
escrows will be required on all loans and disclosures and outreach efforts to the borrower will be enhanced. 
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Audit Objective and Scope 

The objective of this audit was to evaluate the effectiveness of the overall system of risk management and 
interna l controls within the Production and Operations business segment of LBM. The audit included 
interviews with relevant personnel and testing of transactions for the following primary business activities: 

Production: 
• Evaluate the effectiveness of controls around broker relationships to ensure that brokers are reputable 

and licensed and held accountable for poor quality loans. 
• Eva luate the effectiveness of processes and reporting in place to ensure the quality of loan submissions . 

Origination: 
• Evaluate the effec tiveness of controls to ensure that underwriting gu idelines are adhered to, the 

underwriter's decision is appropriately supported and documented, duties are appropriately 
segregated, exceptions to policy are properly approved and reported, the underwriting decision is 
based on the borrower's abi lity t o repay, and effect ive fraud detection too ls are ut il ized. 

• Evaluate the effectiveness of the appraisal process to ensure ineligible apprais.ers are not used in the 
underwriting process. 

• Evaluate the effectiveness of the internal quality control function to determine that reviews are 
conducted timely, results are reported accurately, and appropriate corrective action is taken. 

• Evaluate the effectiveness of processes and reporting in place to analyze root causes of early and first 
payment defaults and take appropriate corrective action. 

• Evaluate the effectiveness of controls around the funding process including proper segregation of 
duties, and adherence to established authority levels. 

• Evaluate the effectiveness of management information and reporting to determine that management 
has a robust reporting process with accurate and timely data so that the business can be managed 
efficiently and corrective actions taken timely. 

• Eva luate the effectiveness of controls in place to ensure integrity of data manually input into the LOS. 
• Evaluate the effectiveness of controls in place to ensure that employees are appropriately tra ined, held 

accountable for poor quality loans, and that performance measures are established and communicated 
to employees timely. 

• Evaluate the effectiveness of the governance structure in place to ensure that the business is managed 
efficiently, products are suitable, prici ng changes are properly approved, and changes to gUidelines are 
approp riately approved and implemented timely. 

Audit Services leveraged the credit expertise of the Home Loan Credit Ri sk review team (HLCR), 
organizationally independent of the business, reporting to Cheryl Feltgen, Chief Credit Risk Officer for the 
Home Loans group. HLCR utilizes an extensive review template to review for underwriting quality for 
approximately 250 loan files per month. Their sample selection is targeted so that the population subjected 
to testing includes all LFCs and all underwriters. 

The time period subject to review was January 1 through May 31. 2007. 
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Applicable Laws and Regulations 

LBM is subject to various regulatory acts including Equal Credit Opportunity Act (ECOA), Real Estate 
Settlement Procedures Act (RESPA), Truth In Lend ing Act (TILA), Federal Institutions Reform, Recovery 
and Enforcement Act (FIRREA), Home Mortgage Disclosure Act (HMDA), Home Ownership Equity 
Protection Act (HOEPA), the Community Reinvestment Act (eRA), the Flood Disaster Protection Act 
(FDPA). the Patriot Act and Reg 0, (loans to executive officers, directors and principal shareholders of 
member banks), Fa ir Credit Reporting Act (FCRA), Fair Housing Act (FHA), Office of Foreign Assets 
Control (OFAC), and Gramm-leach-Bliley Act. Targeted reviews of compliance with key regulations are 
performed by the Audit Services compliance group and were not included in the scope of this audit. 
However, testing of processes designed to ensure compliance with key regulations was performed in 
conju nction with this review. 

Federal Financial Regulatory Agencies issued a final "Statement on Subprime Mortgage Lending" on June 
291h 2007 effective July 10, 2007. The guidance was developed to clarify how institutions can offer certain 
adjustable rate mortgage products in a safe and sound manner, and in a way that clearly discloses the risks that 
borrowers may assume. Audit services reviewed management' s action plans to address the guidance but the 
implementation dates were outside of the period subject to review. As such, we are not able to provide an 
assessment of the effectiveness of unimplemented activities. 
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Improvement Considerations 

The recently issued Statement on Subprime Mortgage Lending, states that -institutions should develop strong 
control systems to monitor whether actual practices are consistent with thei r policies and procedures." While 
LBM management is responsive to audit issues, OTS criticisms, and negative performance trends through 
timely implementation of policy and guideline changes, t he manually intensive processing environment and 
in some cases, the lack of effective reporting continues to challenge consistency in the application of these 
changes. 

Consideration should be given to enhancing their manual control environment to the fullest extent possible 
through automation and reporting capabilities that may exist within Palisades. To the extent that controls can 
not be automated, consideration should be given to enhancing the manual controls to more effectively 
mitigate the risk of breakdowns in controls. Challenges with underwriting quality have resulted in repeat 
issues from a number of oversight groups. LBM should consider systematic hard stops for loans that do not 
meet the underwriting gU idelines to require systematically controlled approvals set at the appropriate levels. 
Reporting should be designed to provide the detailed information necessary to assess adherence to 
established guidelines as well as the effects of the guidelines. Consideration should also be given to assigning 
accountability for underwriting quality to the extent necessary to attain the desired levels of improvement. 
These changes would increase the underwriting quality, create operational efficiencies, and allow the 
business to make fact-based decisions in assessing overall risk and avoid excessive exposure. Additionally, 
adherence to changes made in response to the Interagency Guidance for Subprime lending would be 
enhanced. 
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Audit Issues 

The audit team and management discussed and agreed upon the action plan(s) and completion date(s) listed 
below. Definitions for issue ratings are included at the end of th is report. 

No: 
1 

Rating: 
H;gh 

Audit Issue: 

Issue Summary: 
REPEAT ISSUE - UnderWriting gUidelines established to 
mitigate the risk of unsound underwriting decisions are not 
alwavs followed and the decisioning methodology is not 
alwaysfuUy_documented. 

Due ; 
12/31/2007 

Owner: 
C. Feltgen 

In response to deterioration in loan performance and unfavorable market conditions, LBM tightened credit 
parameters in January 2007 resulting in 20 changes to existing underwriting guidelines. Audit Services sampled 96 
loans with application dates from February 1 through March 31, 2007 and tested for adherence to guideline changes 
that became effective January 8, 2007. Of those tested, 23% did not comply with the gUideline changes as they 
pertained to minimum FICO scores, minimum loan amounts, or maximum loan to value ratios. Audit Services selected 
an additional 15 files and reviewed current underwriting guidelines in addition to those tested above. In 20% of the 
files reviewed, the final credit decision on the Underwriting Decision Summary (UDS) did not accurately reflect the 
borrower's income. An additional 14% did not comply with LBM underwriting fraud too! gUidelines in that the 
required automated fraud detection report from DISSCO was missing and in one case red flagon the OISSCO report 
was not cleared in accordance with gUidelines. Audit Services also reviewed 15 loan refinances to determine if the net 
tangible benefit (liNTS· ) to the borrower was appropriately demonstrated, approved, and supported by information 
contained in the file. We found that in 33% of the files reviewed, the NTB to the borrower was not determinable, in 
40% of the files, the second reviewer did not have the appropriate level of approval authority and in 33% of the files, 
the NTB form was not fully complete as required by LMB policy. We were unable to test 27% of the files for 
appropriate approval as the signature of the approver was illegible. 

Home Loan Credit Review (HLCR) which is organizationally independent of LBM, reviews approximately 225 
funded loans per month for high and medium events. The primary high and medium events noted by HLCR which 
require focused areas of improvement for LMB are appraisal deficiencies, cred it evaluation or loan decision errors, 
unaddressed fraud alerts, missing I~al documents, material misrepresentations relating to credit evaluations, debt 
capacity or debt ratio error, missing title report, insufficient credit documentation, invalid or insufficient signing 
authority, misrepresentation in appraisal information, missing Final HUD 1 statements that when obtained had 
unaddressed issues . HLCR rates the files using the fol lowing rating system: 
1. Unsatisfactory-a loan with one or more high events 
2 . Requires Improvement- a loan with two or more medium events that are over the stated materiality thresholds 
3. Satisfactory with Qualification-a loan with one medium event over the stated materiality threshold 
4. Satisfactory-a loan with no med ium or high events over the stated materiality threshold 

Audit Services tested a sampling of files reviewed by HlCR and found no except ions in the reported results. 
Accordingly, reliance was placed on the most recent results published by HlCR which covered Novemberthrough 
March 2007 as follows: 

1. Unsatisfactory (benchmark <1- 2.5%) - Nov 3.4%, Dec 6.6%, Jan 5.6%, Feb 4.3%, Mar 2.6% 
2 . Requires improvement (benchmark <1- 10%) - Nov 29.5%, Dec 18.0%, Jan 6.9%, Feb 4.7%, Mar 3.3% 
3. Satisfactory with qualification (benchma rk </20%) - Nov 32.5%, Dec 30.7%, Jan 21.2%, Feb 22.0%, Mar 
25.8% 
4. Satisfactory (benchmark> /- 80%) - Nov 34.6%, Dec 44.7%,Jan 66.2%, Feb 69.0%, March 68.2% 

While LBM has showed improvement in the underwriting quality, the overall scores are not consistently meeting 
established benchmarks. Even though volumes have significantly declined due to tightening of credit parameters and 
the unfriendly interest rate environment, LBM continues to struggle with errors that occur in the manua lly intensive 
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i i to 

Underwriting deficiencies were noted in our previous audit reports dated September 21, 2005 and June 29, 2006. 
Additionally, the OTS noted underwriting weaknesses (criticisms) in both their March 13, 2006 and May 17, 2007 
Safety and Soundness Memos. While management has been responsive to findings by identifyi ng and implementing 
corrective actions, management has not been successful in ensuring that corrective measures are consistently 
followed to effect the desired improvement in the underwriting quality. 

Impact: 
Failure to consistently follow underwriting gUidelines Ftuts the company at risk for originating loans to borrowers who 
do not have the ability to pay their obligations. Continued losses, regulatory crit icisms, reputation damage and the 
inability to securitize and sell loans in the secondary market could occur. 

Action Plan ; 
The Sub Prime Management and Underwriting Oversight teams are committed to improv ing the quality of our sub 
prime underwriting decisions and to ensuring adherence to our established guidelines. Effective with loans funded in 
February 2007, each underwriter has 4 loans reviewed by Home Loans Credit Review (HLCR) every month. The 
results of these reviews are used as a metric in the underwriter's incentive payout. This process creates a direct tie 
between the quality of me underwriter's work and their performance bonus. In addition, we have already established 
action plans as a result of our HLCR review results and an aud it recently completed by the Office of Thrift 
Supervision. The following items are the key actions items that we have already started or are in the process of 
implementing that we believe will address the issues cited within this memo: 
1. We have developed a refresher training curriculum and recertification process for all Long Beach employees with 
Home Loans Credit Authority (HLCA). This recertification project has already begun and we anticipate all employees 
will be recertified by the end of the year. Employees in roles requiring HLCA who are unable to pass their assessment 
within the three attempts we have allotted will be term inated. The target date for completion of the recertification 
project is 12/31/07. 
2. We have implemented a standardized Underwriter Decision Summary template that must be completed for all 
loans. This template requires that underwriters provide details regarding the follOWing areas of their decision; Credit, 
Credit Score, Income, Title, and General Underwriting information including Appraisal info. The template was 
finalized and released in an Ops Alert on June 29th, 2007. A subsequent clarification announcement was sent on July 
6th,2007. 
3. We have found that the majority of the income documentation errors are the result of improperly cleared 
conditions. At the request of the Underwriting Oversight group, HLCR has added an additional event to their review 
criteria specific to the accurate clearing of conditions. This new event is being utilized for the first time in the June 
2007 funded loan reviews. Underwriting Oversight and the Wholesale Operations management team will be closely 
monitoring the results of the funded loan reviews to ensure that the condition clearing issues have been resolved 
through the HLCA training and recertification process. We expect the condition clearing error rates to be at or below 
S% by 10/1/07. 
4. On July 13th, 2007 we released a new Collateral Review checklist for underwriters. The new checklist provides 
clarification on additional red flags to assist underwriters in reviewing the appraisal. 
5 . We will be providing additional communication regarding the requirement for adherence to our Net Tangible 
Benefit policy by 9/30/07 
6. To ensure that acceptable progress and im provements are being made, we have created a Long Beach Mortgage 
Underwriting Quality monthly review meeting. The required attendees for the meeting are the heads of our Sales, 
Operations, Underwriting Oversight, Credit Policy, and Credit Review groups. The meetings are used to improve the 
quality of our underwriting decisions results of our quality improvement efforts and by addressing 

No: 

2 High 
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Audit Issue : 

Additionally, accurate reporting and tracking of exceptions 
to policy does not exist so that the overa ll impact on 

I portfolio quality can be measured and monitored. 

Policies and procedures defined to allow and monitor reasonable and appropriate exceptions to underwriting 
guidelines are not consistently followed. Audit Services sampled 96 loans with application dates from February 1 
through March 31, 2007 and found that 23% contained exceptions to underwriting guidelines. Of the loans with 
underwriting exceptions, 68% had no evidence that the exception to gUidelines had been approved .. The remaining 
32% had either inaccurate documentation of the exception or no indication of the required approval. 

Additionally, while checks are built into the LOS system to identify exceptions to credit parameters, effective 
reporting does not exist to track and report these exceptions. Controls built into the LOS system to require approval 
of exceptions can be circumvented during the period when the underwriting change becomes effective and ti'le date 
LOS is updated to reflect the change. 

Management has not established tolerance levels for the number of underwriting exceptions and without effective 
reporting, does not have a means of quantifying or monitoring the additional risk taken on by allowing exceptions to 
established credit parameters. Industry studies have shown that credit policy and underwriting overrides and 
exceptions typically perform at least twice as bad as those loans made within policy. Given the significance of losses 
that have resulted from poor quality loans, LBM should closely monitor the credit quality of all loans originated and 
especially scrutinize loans originated as exceptions to policy ind ividually and in the aggregate. LBM should also be 
able to quantify the aggregate number and dollar amount of loans made outside of established credit parameters. 
Impact : 
Allowed exceptions to underwriting guidelines that are not properly approved increases the risk of originating loans 
that will result in early payment default, foreclosures and losses to the business. Additionally, failure to have effective 
tracking and reporting and measures against established tolerance levels, limits management's ability to assess the 
overall impact on portfolio quality and increases the risk of excessive exposure. 
Action Plan: 
Our existing process for standard e;l(ception approva l is controlled by the Loan Origination System (LOS) and 
governed by Home Loans Credit Autnority (HLCA)- E;I(ception Authority. When a loan does not meet ourestablished 
guidelines and an exception is required, the LOS recognizes it and requires approval by an individual with the 
appropriate Exception Authority. E;I(ception Authority for all employees is maintained within the LOS, therefore an 
underwriter without the appropriate authority can not approve tne exception. Tne LOS also requires completion of 
the "UNDEX" (Underwriter Exception) form when an exception is present. This is a system controlled form that must 
be completed when an exception is present however, it is up tothe credit approver to print the UNDEX form and 
place it into the loan file. For non ~standard or ad hoc exceptions, those which are not programmed into the LOS, the 
underwriter must manually complete the same process for exception documentation utilizing the UNDEX form 
within the LOS. As mentioned above in the issue summary, when guidelines change there may be a gap between the 
effective date of the change and the updating of the LOS with the guideline changes. The alternative to allowing this 
gap to occur would be to hold off on implementation of the guideline changes until the system is updated, however, 
this would delay imp lementation of the approved c.hanges. When conditions require immediate changes to 
guidelines, we believe that we are better served by making the guideline change as soon as possible knowing that 
there is the potential for manual errors until the LOS can be updated. 

Management has established the guidelines forthe types of exceptions allowed and the knowledge/experience 
required for approving the exception through policy and the Home Loans Lending Authority Exception Matrix. In 
addition, the Home Loans Lend ing Authority Guidelines manual lists what exceptions are prohibited. The Home 
Loans Credit Authority Exception Matrix was last updated on June 18th, 2007. 

In addition to the systematic controls listed above, on a monthly basis, 25 loans are reviewed for each LFC by Home 
Loans Credit Review (HLCR) . HLCR also reviews an additional410a.ns for each underwriter. These reviews include a 
check to ensure that exceptions were approved by an individual with the appropriate authority. This review process 
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ensures that both the standard, LOS controlled, ilnd ad hoc, non· LOS controlled, exceptions are approved by an 
individual with t he appropriate authority. 

Our existing exception reporting tracks the number and type of exceptions approved at an LFC level, however we do 
not currently have tracking of loan performance specific to loans with approved exceptions. The exception loan 
performance tracking is addressed within the action items below. 

Action Items to be completed : 
Given the recent changes in the mortgage environment, we believe it is in the bank's best interest to significantly limit 
the number of exceptions allowed and limit the number of individuals allowed to grant exceptions toour 
underwriting management team. To accomplish this we will be completing the following actions overthe next 60 
days: 
l. Remove the authority for underwriters to approve exceptions Target date 9/30/ 07 
2. 
date 9 

We have established a threshold for exceptions approved by the site underwriting manager of 50/0 Target 
30/07 

No : 
3 

Rating: Issue Summary: _ Due : Owner : 
High ' (High) Improved processeS'iln.9 controls are needed to 08/31/2007 A. Hyde 

effectively mon itor the integrity of ihe data manually keyed 
into the Loan Origination System (LOS) and automatically 
fed to the Fidelity loan servicing system. 

Audit Issue: 
Throughout the loan origination process, LFC employees manually key data into approximately 95% of the fields in 
the LOS. Once the origination process is complete, data from the LOS populates the Fidelity loan servicing system. 
LBM has quality control checks embedded in the origination process as inputs made by the loan coordinator are 
confirmed by a peer. In addition, a pre and post funding review is performed which is designed, in part, to check the 
integrity of the input data. However, because of the manual nature of the controls and the manual ly intensive 
operating environment, the controls have not been effective in managing the risk of data integrity errors at an 
acceptable level. LBM management does not have a process or reporting in place to effective:ly monitor the results 
and effectiveness of the quality control checks. 

LBM also relies on the work of the Home Loans group's quality review department, National Post Clos ing 
Ope:rations, (NPCO) which reviews a 5% sample of all loans closed monthly for the Retail, Emerging Markets, 
Consumer Direct, Whole and Sub-Prime Lending channels. The NPCO group validates the data popUlated to Fidelity 
back to the physical loan documents and publishes the results in a month ly LFC Feedback Report and on the NPCO 
website. NPCO defines high risk errors by field and at the loan file level. The results of the NPCO data integrity 
review for LBM for Jan through May 2007 showed an average high risk error rate at t he field level of 12.8%. 
Additionally, 98.3% of all loan files reviewed contained some type of high risk data integrity error. The majority of 
the errors were around inaccurate or incomplete data for hazard insurance, loan terms, borrower income, and first 
time homebuyers. Other errors noted included flood coverage amounts, credit scores, note dates, and borrower 
ethnicity, race, sex and address.LBM management was not aware of the results of the NPCO file reviews until May 
2007 . lnJune 2007, NPCO management began submitting the LFC Feedback Report to LMB management . Defining 
a repeatable and sustainable process toadd ress results of the NPCO file reviews includ ing root cause analysis, 
appropriate corrective action, and appropFiate accountability will reduce the risk of data integrity errors. 
Impact: 
Reports generated from the LOS system, such as the Pipeline report, could contain errors and om iss ions resulting in 
the use of inaccu rate information in managing the business. Additionally, loans that are not set up on the servicing 
system in accordance with the supporting loan documentation could result in customer dissatisfaction and non
compliance with servicing agreements in the event that the loan is subsequently securitized and sold. 
Action Plan : 
Management Agrees - Process has been put into place of reporting and notifying the LFC Management Team of the 
data integrity issues . LFC Management and Strategic Support will be attending month ly calls to discussJindings. 
Expectations are to reduce error rates by implementing appropriate actions beginning with the July 2007 conference 
call. 
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No: 
4 

Rating: 
Low 

Audit Issue: 

Issue Summary: 
Improvements are needed in Operations Alerts used to 
communicate changes to-underwriting guidelines to address 
the impact on loans in transit on thffdateof the change. 

Due : 
08/01/2007 

Owner: 
C. Feltgen 

Operations Alerts are used to communicate underwriting changes to the employees. However, the alert does not 
clearly define how to handle loans in process"at the time of the change. During Audit Services review of underwriting 
changes, 31 loans were received by the LFC on the effective date of the underwriting change. Although, LFC 
employees were instructed through email communicat ions to underwrite these loans under the gu idance prior to the 
change, there was no documentation in fi le to support this direction. While emails may ~ an efficient process for 
distributing information to employees, the Operations Alert is the formal communication and the document retained 
overtime. By clearly communicating instructions for loans in transit through the Operations Alerts, a well-defined 
process and audit trail that encompasses all aspects of the underwriting change will be in place. 

Impact: 
Inconsistencies in adherence to underwriting guideline changes for loans in transit could resu lt in the appearance of 
untimely implementation of the changes and result in regulatory criticisms. Additionally, loans in transit could be 
underwritten under the prior guidelines for an unacceptable period of time which would delay the effectiveness of 
tighten ing credit parameters. 
Action Plan : 

As of August 1st 2007, Home Loans Policy and Procedure department will alter the Communication Request form 
(completed by the requestor) to prompt them to indicate the process for pipeline loans on all requests for 
communication, or to specifically state that their communication has no impact to pipeline loans. This is being asked 
for all communications (not only Operations Alerts). 

In addition tothat change we are adjusting the template on the Ops Alert form to have a hard -coded section to clarify 
actions needed for pipeline loans. This change will also be implemented no later than August 1, 2007. 

Operations management will ensure that any follow up communicat ions used to clarify information contained in Ops 
Alerts will be followed up with a revised Ops Alerts to ensure consistency of the communication throughout all of 
operations. 
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Definitions 

Issue and report ratings are based on the auditor's judgme nt. In determining the report rati ng, the 
aud itor will consider the following guidelines. 

Report Ratings 

Satisfactory 

Satisfactory with 
Qualification 

Requires 
Improveme nt 

Unsatisfactory 

Issue Rating 

Impact 

Exposure = 
(ImpactX 
Probability) 

The overall system of risk management and internal control is effective and well-documented. 
Few minor control deficiencies existwitn minimal resulting exposure. Business risk has been 
managed at an acceptable leve l. Repeat findings, if any, are not significant and non-compliance 
with regulatory requirements results in minimal exposure. 

The overall system of risk management and internal control is generally adequate and functions 
effectively; however, isolated control deficiencies require management attention. While these 
isolated deficiencies create some exposure, business risk has been managed at an acceptable 
level. Repeat fi ndings, if any, are not significant and non-compliance with regulatory 
requirements is isolated_ 

The overall system of risk management and internal control has deficiencies related to multiple 
busi ness activities_ Exposure is considerab le and immediate corrective action is essent ial in order 
to limit or avoid considerable losses, reputation da.mage, or fi nancial statement errors. Repeat 
fi ndings are significant or non-compliance with regulatory requirements is substantial. 

The overall system of risk management and internal control has major weaknesses resulting in 
unacceptable level of risk_ Exposure is considerable and immed iate corrective action is essential 
in order to limit or avoid considerable losses, reputation damage, or financial statement errors. 
Repeat findings are significant or non-compliance with regulatory requirements is substantial. 

High Medium 

Affects the overall control Could affect the overa ll control 
environment and the environment and the 
achievement of relevant key achievement of relevant 
business objectives business objectives if left 

uncorrected 

Considerable exposure to Moderate exposure to financial 
financia l statement errors, statement errors, losses, 
losses, reputation damage, reputation damage, fines and 
fines and penalties, or loss of penalties, or loss of business 
busi ness 

Washington Mutual, Confidential 
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Low 

Not severe enough to affect 
th e overall control 
environment or the 
achievement of relevant 
business objectives 

Minimal exposure to financial 
statement errors, losses, 
reputation damage, fines and 
pena Ities, or loss of business 
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From : Melby. Randy <randy.melby@wamu.net> 

Tuesday, August 21,20075'19 PM 

- Redacted by the Permanent 
Subcommittee on lnvestj~ations 

Sent: 

To: 

Subject: 

Attach: 

Snyer. Michele P. <michele.snyer@wamu.net>; Timberlake, Bridget 
<bridget .timberlake@wamu_net> 

Fw: Long Beach Mongage Loan Origination & Underwriting (REQUIRES 
IMPROVEMENT) 

Long Beach Mortgage Loan Origination & Underwriting. pdf 

Please draft talking points for me prior to me meeting with Steve. How would the two of you respond to Steve? 

Randy Melby 

206-500-4131 (w) 

206"' (0) 

- Original Message -

From: Rotella., Steve 

To: Melby, Randy 

Sent: rue Aug 21 14:1 2 :522007 

SUbject: FW: Long Beach Mongage Loan Origination & Underwriting (REQUIRES IMPROVEMENT) 

Randy, 

Maybe when we discuss the ECC offshore audit we can discuss this as well . This seems to me to be the ultimate in bayonetting the 
wounded, if not the dead. Not only do we already have a MRBA from the ors on this, but the business is essentially gone. I question 
what this adds to anyone's knowledge. to the beuennent of the company, or to our ability to fix what we need to foc 

From : GM Audit Services 
Sent : Monday, August 20, 2007 5:03 PM 

To: Schneider. David C.~ Steinmetz, William 1.; Hyde, Arlene M.; Fe:ltgen, Cheryl A . 
Cc: Abercrombie. Cynthia L.; Ballenger, Melissa J.; Cathcart,. Ron; Wagner, Maynard; 'davebo@deloiue.com'; Melby , Randy; 
Rossi, Clifford; Rotella, Steve; Killinger. Kerry K.; Casey, Tom ; Stephenson. Richard 

Subject: Long Beach Mortgage Loan Origination & Underwriting (REQUIRES [MPROVEMENT) 

The attached audit ~l.udes our review of Long Beach Mortgage Loan Origination & UndCIWriting. 
Timberlake at (818)~f you have any comments or questions. T <<. .. » hank you. 

«Long Beach Mortgage Loan Origination & Underwriting. pdf» 
Report Rating: 

Requires Improvement 

Executive Swrunary 

Please contact Bridget 

Long Beach Mortgage (OLBM O) operates as a subsidiary of Washington Mutual Bank and specializes in the origination_ purchase 
and sale of non-prime residential mortgage loans secured by one-to-four family residences. LBM Os borrower base consists of 
individuals who do not qualify for traditional DAD credit and exhibit characteristics indicating a significantly higher rate of default 
than traditional bank lending customers. Loans totaling approximately $5.8 bilJion have been originated by LBM January through 
June 2007_ The majority of loans originated by LBM are securitized and sold in the secondary market. As of June 30, 2007, LBM has 
approximately $4 billion in outstanding loan balances representin g 2% of WaMuOs outstanding home loans portfolio. 
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In response to cballengcs resulling from the softening housing market, rising interest rates, tightening capital markets, poor portfolio 
penonnance and underwriting deficiencies, LBM continually refines their processes and guidelines. While mana.gement has been 
responsive to these chal1enges by identifying and implementing corrective actions, actual underwriting practices have not been 
consistent to achieve the desired levels of improvement. Continued patterns of loans being underwritten outside of established 
Wlderwriting and documentation guidelines have been previously identified by several groups including: Audit Services reports dated 
September 21, 2005 and June 29, 2006; OTS memorandwns issued in March 13, 2006 and May \7 . 2007 Safety and Soundness 
Memos; and Home Loan Credit Review (mn.CR 0 ) reviews. Results of reviews performed by Audit Services and HLCR based on 
loans originated during 2007 have shown improvements in the underwriting.quality as steady progress toward established 
underwriting benchmarks is demonstrated. 

In addition, mUltiple issues resulting from tbe implementation of Palisades including data mapping issues, lack of automated tools to 
scrub the data. inadequate pricing and credit exception controls and missing fields for loan origination channels were noted in the 
Capital Markets 0 WaMu Subprime audit currently in process. 

The manual processing environment has not successfully demonstrated the ability to support the complex processes inherently needed 
to execute efficient and effective subprime origination and underwriting activities. Inadequate exception controls and reporting within 
the Palisades loan origination system (OLOSO) have resulted in the need for additional manual controls and workarounds. 
Management continues to be responsive to challenging market conditions and loan quality by tightening and refming credit 
parameters. However, an increased sense of urgency and intensive oversight is required to sustain the processes necessary to 
effectively execute these actions and ultimately meet and maintain quality levels of underwriting. The Requires Improvement rating 
represents our opinion that the overall system of risk mlUlagement and internal controls has deficiencies related to multiple, critical 
origination and underwriting processes including underwriting quality, data integrity, and the monitoring of loans originated outside of 
established credit parameters individually and in the aggregate. These deficiencies require immediate effective corrective action 10 
limit continued exposure to losses. 

The following issues represent high or medium risk 10 the business unit: 

I . (High) Repeat Issue - Underwriting guidelines established to mitigate the risk of unsound underwriting decisions are not always 
followed and the decisioning methodology is not always fully documented. 

2. (High) · Improvements in controls designed to ensure adherence to Exception Oversight Policy and Procedures is required so 
that loans originated outside established credit parameters are SUbjected to the appropriate levels of review. Additionally. accurate 
reporting and tracking of exceptions to policy docs not exist so that the overall impact on portfolio quality can be measured and 
monitored. 

3. (High). Improved processes and controls arc needed to effectively monitor the integrity of the dala manually keyed into the 
Loan Origination System (LOS) and automatically fed to the Fidelity loan servicing system. 

Management bas provided action plans 10 address the issues listed in the reporllO be completed by 12/31/2007. Audit Services will 
continue to monitor the progress made by LBM in attaining acceptable levels ofpcrfonnance through our ERICs follow up process 
and through review of I-!LCR file review results. 

Additional background, a list of the issues found and a description of the objectives and scope of the audit are included in the 
following sections of the report. 

CONFIDENTIALITY NOTICE: This electronic mail transmission may contain legally privileged, confidential information belonging 
to the sender. Tbe infonnation is intended only for the use of the individual or entity named above. If you are not the intended 
recipient, you are hereby notified that any disclosure, copying, distribution or taking lUly action based on the contents of this electronic 
mail is strictly prohibited. If you have received lhis electronic mail in error, please contact sender and delete all copies. 
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Review Rating: Unsatisfactory - The overall system of credit risk management activities and process has major weaknesses resulting 
in unacceptable level of credit risk. Exposure is considerable and immediate corrective action is essential in order to limit or avoid 
considerable losses, reputation damage, or financial statement errors. Repeat findings, if any, are significant 

EXECUTIVE SUMMARY 

The purpose of this review was to assess the effectiveness of the action plans developed and implemented by Home Loans to address 
previous review findings in the Corporate Credit Review of Wholesale Specialty Lending (WSL) First Payment Default (FPD) from 
2Q2006. Subsequent to the draft report with initial management responses and actions being delivered to the Chief Risk Officer, CCR 
was informed of the Sub Prime Redesign Initiative. As a consequence, it was necessary to reassess the extent to which the findings 
would continue to apply in the new operating structure and what adjustments would be necessary to the actions that were proposed. 
This report reflects all of those considerations. 

The review sample included FPD's from November 06 thru March 07 (see table below), evaluated to determine actual reasons for 
default and any correlation with underwriting deficiencies. Emphasis was placed on validating the implementation of new guidelines and 
processes, and isolating the impact of these changes on the credit quality of the loan originations. 

November FPD's 50 
December FPD's 49 
January FPD's 38 
Februarv FPD's 25 
March FPD's 25 
Total Sample 187 

Many of the action plans developed in response to the previous FPO review were not implemented until January 2007, making it difficult 
to assess their effectiveness. Although they were in place by the end of the time covered by this review, the impact of the actions has 
not yet been fully inculcated into the Home Loans credit culture and risk management processes. Therefore, where applicable we 
compared the guidelines in effect at the time so that the analysis would still be meaningful. The result was the identification of two High 
Risk Issues and one Medium Risk Issue: 
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• (High) Ineffectiveness of fraud detection tools - 132 of the 187 (71 %) files were reviewed by Risk Mitigation for fraud . Risk 
Mitigation confirmed fraud on 115 files and could not confirm on 17 of the fi les, but listed them as "highly suspect". This issue is a 
repeat finding with CCR. 

• (High) Weak credit risk infrastructure impacting credit quality. Credit weakness and underwriting deficiencies is a repeat finding 
with CCR. It was also identified as a repeat finding and Cnticism in the OTS Asset Quality memo 3 issued May 17, 2007. Internal 
Audit in their August 20, 2007 Loan Origination & Underwriting report identified it as a repeat issue. Findings from the CCR FPD 
review in relation to credit quality: 

a 132 of the 187 loans sampled were identified with red flags that were not addressed by the business unit 

a 80 of the 112 (71%) stated income loans were identified for lack of reasonableness of income 

o 87 fi les (47%) exceeded program parameters in place at the time of approval 

o 133 (71%) had credit evaluation or loan decision errors present 

o 25 (13%) had title report issues that were not addressed 

a 28 (14%) had income calculation errors and 35 (19%) had income documentation errors 

o 58 (31%) had appraisal discrepancies or issues that raised concems that the value was not supported 

• (Medium) Insufficient controls around Home Loans Credit Authority (HLCA) -1 14 (61%) of the files reviewed were found to 
contain condition clearing errors. The majority of the time these are cleared by someone other than the undel"lNriter that 
approved the loan. As part of the review, credit authority was tested for compliance. Of the 53 Senior Loan Coordinators (SLC) in 
the Anaheim office, 8 (19%) were identified as clearing conditions without loan authority to do so. This is a CCR repeat finding. 

Although \M1olesale Specialty Lending (WSL) Management has been very responsive in addressing issues, the deficiencies in controls 
and monitoring of adherence was felt to dilute the positive results from those action plans implemented. A summary of the issues and 
recommendations can be found below. 
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Issue: Fraud detection tools such as Dissco, Loan Safe, and HlstoryPro are in place; however, these tools are not being 
utilized effectively by the Underwriters and Loan Coordinators. 

Rating: High Risk The deployment of fraud tools was part of the action plan provided to CCR in response to 
the initial FPD review that was done. The deployment of these tools was verified to have 
taken place, but the current review identified that the effectiveness was diminished due to 
lack of cot:1trols around the process. 132 loans or 71% of the loan sample contained 
information or discrepancies that raised the suspicion of fraud or contained information that 
would have led the underwriterlloan coordinator to request more information that may have 
prevented the loan from closing. Risk Mitigation confirmed that 115 or 62% of the 132 loans 
were fraudulent and 17 others were "Highly Suspicious". 

Recommendation: This area continues to require management's attention. We 
recommend the business unit revisit fraud controls to ensure that the training provided is 
effective and lending personnel are held accountable for non-compliance with processes in 
place. Strong reinforcement is needed in this area. 

Issue: Weak credit risk Infrastructure continues to create credit deciSion and processing errors contributing to loan f ile 
deficiencies Impacting the credit quality of the portfolio. 

Raling: High Risk 

Washington Mutual, Confidential 
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The implementation of new processes and guidelines to mitigate risk continues to be an 
important strategy. This cannot be effective, however, if the credit risk infrastructure is not 
adhering to the established process and controls. The error rates in credit evaluation and 
processing continues to be significant enough that the credit quality of the portfolio has been 
impacted. Only 9 of the 187 (4.81%) files reviewed were found to contain no deficiencies in 
evaluating and processing the loan. 

Recommendation: The Business Unit should enforce controls to evaluate that individuals 
are qualified and trained appropriately to execute their roles, and ensure management as 
well as the individual is accountable for their results. 
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Issue: Home Loans Credit Authority (HLCA) Is not utilized effectively to ensure that loan decisions and conditions are 
being approved by Individuals with the appropriate level of authority, skill set, and consistency needed to ensure 
credit quality. 

Rating: Medium Risk Action Item from Previous Review: The implementation of new HLCA policy and processes. 
HLCA is a critical control that ensures loans are approved by those individuals who have the 
appropriate training, skill sets, and authority to make credit decision for WaMu. While the 
policy transition took place, complete execution and further refinement is still in process. 
HLCR testing results indicated on their July report that 62% of the errors cited under credit 
evaluation were not the fault of the underwriter, but someone else in the process. Team and 
LFC managers as well as Loan Coordinators cleared a majority of the conditions, and were 
responsible for the errors found. The quality control reviews that impact incentives, however. 
only impact the underwriter currently. 

Recommendation : CCR recommends that these critical controls be implemented and 
deployed to ensure adherence to HLCA policies and processes. This should include 
tracking and data management initiatives in order to effectively make decisions around 
appropriate HLCA levels. 

BACKGROUND 

Rising FPD rates were evident in early 2006 and seen as an advance indicator of credi t quality deterioration in originations. Based on 
this. Corporate Credit Review (CCR) had been monitoring the perfonnance deterioration of the Held for Investment (HFI) assets that 
were originated by the then Long Beach Mortgage. In order to gain insight into the substantial increase in non-accrual assets and 
delinquency perfonnance in recent vintages. CCR perfonned a targeted review of the 2Q06 First Payment Defaults (FPD). That review 
was rated MRequires Improvemenf' and noted deficiencies in credit risk management infrastructure, activities and processes requiring 
management attention and immediate corrective action. The current review was performed on 4Q06 and 1 a07 FPD loans to assess the 
effectiveness of manage.ment's action plan implementation. 

V'Vholesale Specialty Lending (VVSL) previously operated as a separate legal entity which was realigned under the VVholesale Channel 
of Home Loans and most of its operations have since been integrated into the Home Loans operating environment. The transition 
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brought several changes to the management structure, many of which took place in the later part of 2006 as the transition to Home 
Loans was effective July 1, 2006. 

In response to challenging market conditions Vv'SL has continued to adjust products and guidelines to meet the demands of external 
environments, These changes have resulted in significant declines in production which have led to the closure of 7 Loan Fulfillment 
Centers operating in 2006. In addition, the real ignment has created a temporary negative impact on processes and consistency. VVith 
delinquency and foreclosure rates rising and homes for sale inventories increasing, credit spreads and investor demand has become 
unfavorable, Thes~ elements create further stress on the Home Loans credit infrastructure and only increase the pressure to originate 
loans with appropriate credit quality and risk~adjusted retums. 

The following chart provides historical data across the period covered by both reviews. 

Month Ma 06 June 06 Ju l 06 Au 06 Se t 06 Dct06 Nov 06 Dec 06 Jan 07 Feb 07 Mar 07 A ril07 
FPD rate 2.46% 2.63% 2.85% 2.73% 2.06% 3.23% 3,38% 2.76% 2.15% 1.68% 1.96% 1.61% 
Fraud loss 50.19M SO.60M SO.83M 52.39M S2.41M 51.23M 52.20M 50.29M 52.36M 52.42M 53.49M 54.38M 
Repurchase $38.7M $34.8M $48.4M $47.0M $49.8M $43.4M $l22.7M $57.9M $16.2M $36.7M S35.4M· $17.8M 
Non Accrual $1 .6BB $1 .BOB 52.08 52.218 $2.488 $2.688 $3.078 $3.388 53.768 $4.188 $4.418 $4 .738 
2&3 PPD 51.618 $1 .898 $2.01B $l .96B $2.18B $2.34B $2.59B $2.80B $2.89B $2.76B $2.57B $2.748 
Volume S1.8B $1.7B 51 .6B 51 .7B 51 .58 $1.5B $1.38 $1.18 SO.98 $0 .68 $V8 $0.68 
Data obtamed from the followmg sources. 200704 Credit Risk ReView, 2007 HL-Front end guidance. Credit Information and Analytlcs database-May 2007 
Portfolio Repurchase pivot. HL-LBM ufXlate-OTS meeting 5/10107, Risk Mgt. Forum analysis and scorecard-7117f07. Data obtained Includes both HFS and 
HFI. '"Reduced $90M to account for a sale that was rolled back and based on !tie way coded incorrectly reflects in the totals on the pivot table used as 
repurchase. 

CCR acknowledges that WSL Management continues to adjust to meet current demands. During the course of this review a 
comprehensive plan to improve credit qual ity was provided which includes changes and action steps that have already taken place, as 
well as additional initiatives that are currently under development or in varying stages of implementation. Below is the list of those items 
implemented within the last 60 days. The additional pending initiatives are incorporated as action plans into the issues that they support, 
beginning on page 7. All of these initiatives are dependent on the reinforcement of the credit risk management infrastructure within 
Home Loans and the success of the control environment and quality assurance measures to generate quality lending product. 

• Effective August 1ft, 2007 reduced the number of loan fulfillment centers processing sub prime wholesale transactions to 2; 
Anaheim, CA and Denver, CO 

• Effective July 20th
, 2007 began requiring escrow accounts for taxes and insurance on all sub prime originations 

• Effective July 20th
, 2007 made the following underwriting guideline changes: 

o Elimination of all stated income transactions and reduced documentation programs for sub prime 
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o Elimination of adjustable products with less than a 5 year initial fixed rate term 
o Minimum credit score of 540 
o Maximum cash out is $100,000 
o Elimination of all piggyback second lien products 
o Maximum CL TV for non-owner occupied transactions is 80% 
o Maximum L TV/CL TV for all owner occupied transactions is 90% 
o Maximum loan amount is $1 ,000,000 

• Effective July 16th
, 2007 implemented a new undelWriter col lateral review checklist to provide additional guidance to our 

UndelWriters as they review appraisals 
• Effective July 1 st. 2007 implemented a standard template for use in completing the underwriter decision summary within the LOS 
• Effective June 28th

, 2007 implemented a monthly sub prime senior management quality call. The purpose of the call is to review 
current progress on underwriting and origination quality and discuss opportunities for continued improvement 

• To help identify and track errors related to condition clearing and rental income calculation, added the following new events to 
the Home Loans Credit Review (HLCR) process on June 29th

, 2007: 
o All set conditions were not cleared properly 
o There was an error in the calculation of rental income 

• To further advance the culture change they are promoting within the sub prime organization and leverage the WaMu brand, they 
have eliminated the name Long Beach Mortgage and renamed the sub prime wholesale business to WaMu® lMlolesale 
Specialty Lending effective August 1, 2007. 
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DETAILED ISSUES AND MANAGEMENT RESPONSE 

The following issues contain management's written response and, where appropriate, a Corrective Action Plan with target completion 
date and name of responsible party. 

ISSUE 

Fraud detection tools such as Oissco, Loan Safe, and HlstoryPro are In place; however, these tools are not being utilized . . 
effectively by the Underwriters and Loan Coordinators. 

The deployment of fraud tools was previously identified in Ihe action plan provided to Corporate Credit Review (CCR) in response to the 
initial FPD review that was done. In March, 2006 Long Beach Mortgage implemented DISSCO screening for loan submissions to 
minimize fraud related to incorrect applicant information and property overvaluation. Beginning January 5, 2007, Core Logic Loan Safe 
was fully deployed and ran on each new ioan submission. Previously it was run only for designated high risk markets. HistoryPro was 
implemented October 2005 and in November 2006 was updated as to what programs it is required for. It is a tool used in the appraisal 
review process which includes the use of an AVM as well as property records to identify potential issues with the collateral. CCR has 
observed that the underwriters and or loan coordinators failed to proper1y review these tools and utilize their results in the loan decision. 

During the course of this review, CCR identified 132 (71 %) loan files that contained information or discrepancies that raised the 
suspicion of fraud or contained information that would have led the underwriter I loan coordinator to request more information that may 
have prevented the loan from closing, many based on information in the DISSCO and or Loan Safe reports . The training for these tools 
clearly indicates the appropriate process to be followed. It appears the user was solely focused on reviewing the final score to ensure 
policy was met rather Ihan review the entire report for red flags that could reveal fraudulent activity when resolved. In addition, alerts 
were cleared to increase the score to acceptable levels with no explanation of how this was done. Of the files reviewed by Risk 
Mitigation they confinmed fraud on 115 (62%) of them, with the other 17 noted as highly suspect even though unable to confinm. It is 
CCR's opinion that had the field proper1y utilized the tools provided, (Loan Safe, DISSCO, and HistoryPro) fraud and a subsequent first 
payment default CQuid have been avoided on many of these files. 

FPD loan reviews were completed by Risk Mitigation and Corporate Credit Review (CCR) that had been previously completed by 
Home Loans Credit Review (HLCR) in their post funding or underwriter credit quality reviews. Of the 187 loans in the FPD review, CCR 
identified that 9 (4.8%) had previously been reviewed by HLCR. Data provided by Risk Mitigation for their April FPD reviews shows that 
11 out of 37 (29.7%) fi les reviewed by them had previously been reviewed by HLCR. The observations on those 20 loans are found 
below: 

• Of the 20 files reviewed 10 were confirmed with fraud and 2 were Identified as suspect by Risk Mitigation. 

------------.-.-,-.---~.---.~,-.... -,--,. __ ._ ......... 
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• Of the 12 files felt to contain fraud, there were 2 referred to Risk Mitigation by HLCR and the additional files were not. The 10 
files not referred were felt to contain red flags that would have warranted being sent to Risk Mitigation. 

• 12 of the 20 files in common did not have any events cited by HLCR. 
The data shows there is inconsistency between how the files are tested in HLCR and Risk Mitigation results and if the groups can 
collaborate in order to eliminate the gap between findings there would be a large benefit to the business unit. 

Recommendation: 

Controls to ensure that training in the use of fraud tools and/or accountability for non-compliance of processes need to be implemented. 
• If reviews reveal that processes are not followed, employees need to be assessed to determine the cause and appropriate 

course of action. This could result in the following actions being taken for habitual offenders: 
o The training provided appears sufficient, but validation that the training was performed and understood may be needed. 

Additional types of training, such as seminars or web casts may be required to further explain processes 
o Review of errors and counseling 
o Verbal or written notice of concern 
o Home Loans Credit Authority (HLCA) suspended or revoked 
o Termination 

• Team managers need to share in the accountability for the actions of their employees. It is their responsibili ty to assess and 
recommend appropriate courses of action to resolve issues. 

• Enhance collaboration between Risk Mitigation and HLCR by communicating fraud findings on all loans that were induded in the 
HLCR test population 

o VVhen HLCR becomes aware of errors or discrepancies on their reviews, that data should be captured in their database in 
order to identity the flaws in the original review if warranted 

o Feedback to HLCR is critical in order for them to performance manage and correct deficiencies present 
o The feedback from Risk Mitigation provides the opportunity to adjust the HLCR test criteria to make sure the correct 

information is being assessed. It would allow level setting to make sure that the results meet the expectations of those utilizing 
the data and provide consistency 

o VVith the amount of reviews in common there is the opportunity to use the HLCR data as an ear1y warning for 
delinquency and fraud detection as well as provide the necessary feedback to the underwriters at a more timely point to 
impact changes. Based on the large percentage of the population confirmed to be misrepresented, this should have the 
benefit of helping to reduce the FPD's by catching the issues prior to fund ing 
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Response - Wholesale Specialty Lending concurs with the finding. 

Action Plan - Removal of HLCA from aU non-underwriting employees. - Effective September 1st, 2007 sub prime employees that are 
not in an underwriting role will no longer have the authority to make underwriting decisions, clear and/or waive underwriting credit 
conditions. 

Target Date: 9/1/07 Responsible Party: Marl< Brown/Ernie Mortensen 

Action Plan - Mandatory Fraud and Red Flag Training/Certification - During the 4" quarter of 2007 all operations employees 
involved in the credit decision process will be required to complete training on red flags and fraud. 

Target Date: 12131/07 Resl!9nslble Parties: Marl< Brown 

Action Plan - Improved fraud detection and management tools - We have decided to implement a new fraud detection tool, Data 
Verify. Our internal testing of several fraud detection tools showed that the most accurate and comprehensive tool available was the 
Data Verify tool. The new tool has a planned release date of October 31,t, 2007. Employees who fail to utilize the tool as instructed 
will be placed on performance improvement plans. 

Target Date: 10131/07 Responsible Parties: Rich McCoppin/Chris Johnson 

ISSUE 

Credit decision and processing errors contribute to loan file deficiencies Impacting the credit quality of the portfOlio. 

The implementation of new guidelines to address specific loan default issues was previously identified in the action plan provided to 
Corporate Credit Review (CCR) in response to the initial FPD review. In the course of this follow up review, credit decision and 
processing errors by Underwriters and Loan Coordinators was identified as a key contributor to the First Payment Defaults that were 
reviewed. The condusion drawn is guideline changes will not be an effective tool to address default rates if there is not corresponding 
adherence and execution to allow these changes to be implemented as intended. 

Training was identified as an action plan on the previous FPD review as well as for many of the issues cited by Home Loans Credit 
Review (HLCR). CCR feels training has not proven to be the solution by itself, as can be seen by some of the issues that have had 
training as their action plan for 6-12 months without reducing the issue below threshold. The root cause is seen to be more systemic 
and appears to be driven by either lack of controls or insufficient skill sets. 

----------.-------."'-,,---.-.-,~~--------_._,,'-
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Post closing reviews performed by Home Loans Credit Review (HLCR) indicate that VVSL credit decision error rates have reduced to 
18.4% in April 2007 from a high of 34.2% in 4Q06. Although this represents positive trending, it is still over the materiality thresholds 
established at 8%. CCR observed during this review of FPD files that these errors occurred at a higher rata in this adverse sample. The 
LBM Deep [)jve Summary and Analysis done on 211/07 FPD files by LBM underwriting supports this. The root cause analysis in this 
report shows that only 10.6% of the time would they do the loan again; and 73.7% of the time there were red flags missed, underwriting 
errors, or condition clearing errors found in the files. The CCR file review found similar errors impacting the overall quality of the 
transaction and potentially whether the loan should have been made. The results of these items tested are: 

• 87 of the 187 files tested (47%) had errors that caused the loan to exceed program parameters or guidelines. 
• Reasonableness of stated income - 112 of the files tested were stated income and 80 (71 %) of those had issues that were not 

addressed which raised the question of the reasonableness of that stated income. 
• Condition clearing - 61 % of the files reflected conditions that were cleared inappropriately or without documentation that met the 

condition. 
• Credit evaluation and loan decision - 72% of the files had credit decision errors and 52% did not have all the appropriate 

conditions set. There were 132 fries found to have risk factors that were not addressed. 
• Red flag detection • Loan Safe results were not evaluated correctly in 32% of the files. Dissco report issues were not 

appropriately addressed in 41 % of the files. Red flags were found in the file and not addressed in 130 files reviewed. 
• Net tangible benefit - It was observed during the FPD review that the Net Tangible Benefit (NTB) was not properly evaluated. From a 

credit perspective the concern was more than Just completing the form correctly, but actually analyzing why the loan would make 
sense to the borrower. In many of these transactions we saw borrowers willing to pay large fees, pre-pay penalties, increased rates 
and many times with no payment reductions. Aside from the legal and reputation risks that come from this, understanding the 
motivation behind some of the transactions or requesting additional information would have helped to make a better loan decision. 
WaMu feels strongly enough to incorporate into their responsible mortgage lending principles the statement that "we do not refinance 
any loan secured by the borrower's home unless the new loan offers a net tangible benefit to the borrower.-

A segment of the sample population was selected to specificall y look at the benefit of the transaction to the borrower. The 187 loan 
FPD population included 52 owner occupied refinances. Within that population there were 12 loans identified where WaMu held the 
underlying loan that was being refinanced. These were selected based on the assumption that data would be readily available in order 
to properly analyze. The results of that review provided the following data: 

o 12 WaMu to WaMu refinances were identified representing 23% of the 52 Owner Occupied (010) refinances within the sample 
o 7 of the 12 transactions were refinancing within 12 months of the previous WaMu transaction 
o 6 had prepays to WaMu ranging from $3166 to $18,000, and of those with prepays 3 were loans opened <12 months 
o 8 were adjustable rate mortgages (arm) refinanced to an arm, 2 fixed to arm, and 1 arm to fixed 

------------------------------------------.-,,-.--.~---,.-"'-,,---------
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o 4 of the 12 (33.3%) transactions reviewed were identified as not having a benefit to the borrower. These were validated by the 
responsible lending group in compliance as failing the net tangible benefit test, which by policy should have resulted in a 
dedine 

o 10 had net payment increases while only 2 had net payment decreases 
o 7 had cash out of <5% while 5 had cash out of >5% 

Although the test for NTB is done by the compliance review group, key to the credit decision is the consideration of the borrower s 
motivation on the transaction and willingness to repay. Separate from whether a form or test was completed correctly, the underwriter 
needs to identify whether the transaction makes sense. The guidelines specify that "a Credit Approver reviewing this type of 
transaction must understand the WaMu Wlolesale Specialty Lending guidelines and also make their own subjective evaluation 
whether a loan presents a benefit to the applicant and an appropriate level of risk to the company.n 

As a result of the findings above, CCR elevated the concerns regarding high cost and NTB calculations of these WaMu to WaMu loans 
to Corporate Compliance to validate that policy sufficiently addresses how these transactions should be handled. 

Recommendation : 

Controls need to be put in place to evaluate that individuals are qualified and trained appropriately to execute their roles, and ensure 
management as well as the individual is accountable for their results. 

• Proper accountability and processes in place to appropriately performance manage is needed. This should include suspension 
or removal of HLCA until appropriate training and verification of adherence to guidelines and processes is found . This would not 
only require feedback on a timely basis, but accountability for the manager andlor person signing behind their worK. 

• An underwriter quality review and scorecard was identified in the action plan on the previous FPD review, and was rolled out at 
the end of 2006. This specifically is designed to performance manage through compensation impacts and coaching/training. It 
should be noted that this would not have had time to impact the results of many of the files CCR reviewed, but this process has 
not eliminated the same types of underwriting and processing errors found in other channels that already had it in place. 
Continuous monitoring of the quality review process to ensure results match the portfolio credit quality needs to be implemented, 
so that timely adjustments can be made as needed. 

• Messaging from management to reinforce the appropriate credit culture and support the controls in place will be crucial to 
effectively bringing focus and impact results . 

• CCR feels that much of the focus around benefit to the borrower is from the regulatory perspective of trying to complete the NTB form 
to pass the test, while analyzing motivation of the borrower in add ition to confirming benefit should be a key component of every credit 
decision. Education regarding the risk impacts and understanding why it is an important part of the credit decision needs to be 
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developed. Since policy already exists that the approver is responsible to assess the benefit and risk of the transaction, Home Loans 
Credit Review (HLCR) testing of the credit approval should include effectiveness of this assessment by the approver within their 
testing criteria to monitor and provide feedback. Collaboration with compliance to eliminate any concerns over duplicative testing will 
be needed. 

Resoonse Wholesale 5Declaltv Lendlno concurs with the findina, 

Action Plan - Sub Prime Redesign Initiative - We have announced the closures of all of our lMlolesale sub prime loan 
fulfillment centers. We will complete a full integration of our sub prime process into our VVholesale prime loan fulfillment centers. 

Taroet Date: 10/09/07 ResDonslble Party: Mark Brown/Bill Steinmetz 

Action Plan - Home Loans Credit Authority (HLCA) Recertification - All employees within sub prime operations will be required 
to retest and pass a recertification test. Any employee that fails to pass the recertification after 2 attempts will have their HLCA 
revoked. Employees in positions which require HLCA who fail to pass the recertification by December 15th

, 2007 may be 
terminated. The recertification process will begin on August 1st

, 2007. Completion of the project has been completed. 

Taraet Date: Como lete ResDonslble Parties: Mark Brown/Ernie Mortensen 

Action Plan - Removal of HLCA from all non-underwriting employees - Effective September 1st
, 2007 sub prime employees 

that are not in an underwriting role will no longer have the authority to make underwriting decisions, clear and/or waive 
underwriting credit conditions. 

Taroet Date: ComDiete ResDonsible Parties: Mark Brown/Ernie Mortensen 

Action Plan - Clarification and consolidation of underwriting guidelines and policy - We are in the process of consolidating our 
multiple manuals, announcements, and job aids into one underwriting guidelines manual. In addition, we will review our sub 
prime underwriting guidelines and wherever possible, we will adopt prime policy in sub prime. This process is scheduled to be 
completed by October 1 'I, 2007. 

Taroet Date: 10/01/07 

Washington Mutual, Confidential 
Last Updated 09/28/2007 
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ISSUE 

Home Loans Credit Authority (HLCA) Is not utilized effectively to ensure that loan decisions and con.dttions are .being 
approved by Individuals with the appropriate skill set and consistency needed to ensure credit quality. 

The implementation of new HLCA, policy and processes was previously identified in the action plan provided to Corporate Credit 
Review (CCR) in response to the initial FPD review that was done. The action plan indicated HLCA would be granted based on 
experience and results of specific non-prime test cases. To date those test cases have not yet been implemented and training required 
as part of the new process was grandfathered on current employees and only applies to new hires or if assigned. 

During the file review done by CCR there were 8 files of the 187 reviewed (4.3%) that did not have the appropriate HLCA on the 
approval or exception. In addition, two LFC's (Anaheim and Denver) were tested to see if conditions were cleared· or waived by 
appropriate HLCA. In Denver there were no Senior Loan Coordinators (SLC) found to be clearing conditions without appropriate HLCA. 
In Anaheim, there were eight SLC's that cleared conditions and either had no HLCA or an inappropriate level. This indicates eilher a 
lack of understanding, or a lack of controls around the HLCA process. HLCA is felt to be a critical control to validate only people with the 
appropriate skill set and training are making decisions and clearing conditions. Without this control in place credit quality is impacted as 
well as increased exposure to rep and warrant violations with investors. 

Recommendation: 
CCR recommends that controls be implemented to ensure adherence to HLCA policy and processes. In addition provide support to 
administrators to allow for effective use as a tool to support credit quality initiatives. 

• System enhancements that block exceptrons, approvals and condition clearing by individuals without the appropriate HLCA. 
• Provide a centralized resource to monitor quality by adding data from the quality reviews that are perfonned into the HLCA 

database. It should also include documentation and trending from additional sources such as delinquency, Risk Mitigation, 
Inlemal Audit, and GGR. 

• Utilization of ali data and resources available should be incorporated into the HLCA decision process along with appropriate 
management support for enforcement 

• Finalization of the test cases used to evaluate HLCA as wel l as training requirements evaluated and updated for approvers not 
meeting quality targets. 

• A control around the quality review testing criteria needs to include a process to match results against actual performance to 
ensure effectiveness. As gaps are found then criteria should be altered. 

Washington Mutual, Confidential 
Last Updated 09/28/2007 
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Response Wholesale Specialty Lending concurs with the finding. 

Action Plan - Home Loans Credit Authority (HLCA) Recertification - AU employees within sub prime operations will be required 
to retest and pass a recertification test. Any employee that fails to pass the recertification after 2 attempts will have their HLCA 
revoked. Employees in positions which require HLCA who fail to pass the recertification by December 15th, 2007 may be 
terminated. The recertification process will begin on August 15t

, 2007. Completion of the project has been completed. 

Target Date: Completed Responsible Party: Mark Brown/Ernie Mortensen 

Action Plan - Removal of HLCA from all non~underwriting employees - Effective September 15t, 2007 sub prime employees 
that are not in an underwriting role wi ll no longer have the authority to make underwriting decisions, clear and/or waive 
underwriting credit conditions 

Target Date: Completed Responsible Parties: Mark Brown/Ernie Mortensen 

Action Plan - Elimination of exceptions to underwriting guidelines for all wholesale transactions- Effective September 16t
, 2007 

no exceptions to underwriting guidelines will be allowed in wholesale by anyone other than a site underwriting manager. In 
addition, we have developed a comprehensive list of exceptions that will not be allowed under any circumstances and 
established a 5% tolerance for exceptions. 

Taraet Date: 09/01/07 Responsible Parties: Mark Brown 

Action Plan - Sub Prime Redesign Initiative - We have announced the closures of all of our Vv'holesale sub prime loan 
fulfillment centers. We will complete a full integration of our sub prime process into our Vv'holesale prime loan fulfillment centers. 

Tarnet Date: 10109/07 

Washington Mutual, ConfidentIal 
Last Updated 09/28/ 2007 
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REVIEW RATING DEFINITIONS 

Satisfactory -- The overall system of credit risk management activities and process is effective and well-documented. Few minor 
deficiencies exist with minimal resulting exposure. Credit risk has been managed at an acceptable level. Repeat findings, if any, are 
not significant. 

Satisfactory with Qualification -- The overall system of credit risk management activities and process is generally adequate and 
functions effectively; however, isolated deficiencies require management attention. VVhile these isolated deficiencies create some 
exposure, credit risk has been managed at an acceptable level. Repeat findings, if any, are not significant. 

Requires Improvement -- The overall system of credit risk management activities and process has deficiencies related to multiple 
business activities. Exposure is considerable and immediate corrective action is essential in order to limit or avoid considerable losses, 
reputation damage, or financial statement errors. Repeat findings, if any, are significant. 

Unsatisfactory -- The overall system of credil risk managemenl activilies and process has major weaknesses resulting in unacceplable 
level of credit risk. Exposure is considerable and immediate corrective action is essential in order to limit or avoid considerable losses, 
reputation damage, or financial statement errors. Repeat findings , if any, are significant 

WashIngton Mutual, Confidential 
Last Updated 09/28/2007 

Page 16 of 19 



7 7 T"I"mwlll":1f:'ij:~~~<m~ffi!m.,,"",,~:'m;K: : ";'; : ~-~ ' ~' 

Corporate Credit Review 

APPENDIX 

Details of WaMu to WaMu transactions with no benefit to the borrower 

Tuavao, Salesi and Wailupe (0729494211) 
• Funded 9/26/06. Paid off existing WAMU loan opened 1/06 (0697403335) 
• 3 incompletelinaccurate NTB forms found in fi le. The 9/11 was the fi nal one 
• Collecled pre-pay penalty of $18,000 
• Paid Ford judgment on title with no payments (Nelson and Kennard are aUy) 
• Paid MaryAnn Salt $31,303 at close per HUD 1. She is listed as processor on credit and per Risk Mitigation owns the submitting 

Broker 
• Payment increase of $100 on new payment vs old payment 
• Borrower brought cash to close of $5241.81 , and besides broker paid current years taxes and insurance and FORD judgment 
• ARM to ARM , 40 yr to 40 yrterm 

Hernandez, Edmundo (0729529024) 
• Funded 10/26/06. Paid off existing WAMU loan opened 1/06 (0697331874 and 0697331858) 
• 3 incompletelinaccurate NTB forms found in file 
• Collected pre-pay penalty of $12,030 between 1st and 2nd WAMU loans paid off 
• Paid 2 accounts with payments totaling $526, current year taxes, and collection accounts with no payments. 
• Payments from $3121 to $3739, but with debt payoff the net increase was $92. 
• Going from a 30 yr to 40 yr term, arm to arm, 8% rate on 1st and 11.69% on 2nd to 9.975% 
• Borrower cash out of $1546 besides debt payoff and current year taxes paid. 

Smolly, Shana (0729851246) 
• Funded 1/8/07. Paid off existing WAMU loan opened 3/06 (0697808145 and 0697808152) 
• 3 NTB forms in file appear accurately completed, but then show as pass 
• Collected pre-pay of $16,028 between 1Bt and 2nd WAMU loans paid off 
• Cash out was $16,968 (2.74%) and paid existing years taxes 
• Payments from $3874 to $5350 
• Going from 30 yr to 40 yr term, 2128 with 3 yr pre-pay, rate from 7% arm and 10.8 fixed to 10.175% arm. 

Belkhouribchia, Khadija (0729805986) 
• Funded 11129/06. Paid off exisling WAMU loan opened 11/05 (0696888833) 
• 1 NTB form found in file 

Washington Mutual, Confidential 
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• No pre-pay on WAMU existing loan and new loan has 2 yr pre-pay 
• Converted from 1st to 1st/2nd Piggy and paid $10,088 fees between 1$t and 2nd

. YSP $10,560. 
• Payments from $3114 to $3761 
• Rate from 8.0% to 9.25% on 1,t and 11.0% on 2nd

, with arm to arm on 1st and fixed to arm for 2nd
. 

Sample Profile-Doc Type 

Sample Month Nov 06 Dec 06 Jan 07 Feb 07 Mar 07 Total % of sample 
Stated · 26 34 23 15 14 112 59.89% 
Standard 24 13 13 6 9 65 34.76% 
Limited a 2 2 4 2 10 5.35% 
Total· 50 49 38 25 25 187 
• The monthly sample was reduced down to 25 at the pomt it was determined the smaller sample would not Impact resutts and action plans could not be 
evaluated for trending based on execution timelines. 

Sample Profile-Occupancy 

Sample Month Nov 06 Dec 06 Jan 07 Feb 07 Mar 07 Total % of sam ole 
Owner occupied 39 39 29 16 21 144 77.01 % 
Investment 10 9 9 9 4 41 21.93% 
2nll Home 1 1 a a a 2 1.07% 
Total 50 49 38 25 25 187 

Sample Profile-Purpose 

Sample Month Nov 06 Dec 06 Jan 07 Feb 07 Mar07 Total % of sample 
Purchase 28 34 27 19 11 119 63.64% 
Refinance 22 15 11 6 14 68 36.36% 
Total 50 49 38 25 25 187 

Review Result data 
• 132 of the 187 (71%) files were reviewed by risk mitigation for fraud. Risk mitigation confirmed fraud on 115 files and could not 

confirm on 17 of the files, but listed them as highly suspect 

WashIngton Mutual, Confidential 
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I 
i Corporate Credit Review 

( • 80 of the 112 (71 %) stated income loans were identified for reasonableness of income 
• 132 of the 187 loans were identified with red flags that were not addressed 
• Bank statement analysis was identified as a key contributor in the risk factors not addressed. This was based on not addressing 

numerous NSF and overdrafts as well as transfers and large deposits that would indicate a discrepancy in the income being used 
to qualify. 

• 87 (47%) files exceeded program parameters in place at the time of approval due to errors 
• 133 (71 %) had credit evaluation or loan decision errors present 
• Only 9 of the 187 files (5%) were found to have no errors 
• 114 (61 %) had condition clearing errors and 96 (51 %) had condition setting errors 
• 19 (10%) were approved at an incorrect credit grade. Usually due to intervening payments not obtained that would have changed 

the grade if it had been, or demands showing delinquency that was not available at iniUal underwrite 
• 25 (13%) had title report issues that were not addressed 
• 28 (15%) had income calculation error and 35 (19%) had income documentation errors 
• Appraisal discrepancies or issues that raised concerns that the value was not supported was found in 58 (31%) files 

--------------------------------_._-----------_._,--,----------",<.---
Washington Mutual, Confldent1dl 
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To: Jim Vanasek, Cheryl Feltgen. Hugh Boyle, Tim Bates 

From: Nancy Gonseth 

Date: November 17,2005 

Subject: So. CA Emerging Markets Targeted Loan Review Results 

Due to a sustained history of confirmed fraud findings over the past three years from the 
Emerging Markets and Retail Broker Program areas, the Home Loans Risk Mitigation 
Team recently conducted a targeted review of loans originated in two Southern California 
Community Fulfillment Centers (CFCs). During August and September 2005, all loan 
production from the Montebello and Downey CFCs was scored with DlSSCO (Data 
Integrity and Search Score), a mortgage industry standard fraud prevention tool that the 
Home Loans Risk Mit team employs in proactive fraud identificat ion act ivities. Loans 
that were flagged as reco mmending investigation were reviewed, along with a random 
sample of the remaining 10% of originations from these eFCs during this time frame. 

The purpose of the review was to establish a factual basis for determination as to whether 
or not a broad~ systemic pattern ofmongage fraud was present in the Emerging Markets 
and Retail Broker loan programs, identify its persistent fOnDS, and determine the 
effectiveness of process and policy execution in these particular areas. 

Based on this targeted review program, an extensive level ofloan fraud exists in the 
Emerging Markets CFCs, virtually all of it stemming from employees in these areas 
circumventing bank policy surrounding loan verification and review. Of the 129 detailed 
loan reviewed that have been conducted to date, 42% of the loans reviewed contained 
suspect activity or fraud, virtually all of it attributable to some sort of employee 
malfeasance or failure to execute company policy. In terms of employee actiJ,ity 
enabling this perpetration of fraud, the following categories of activity appeared most 
frequently: inconsistent application of credit policy, errors or negligence, process 
design J1llWS. intentional circumvention of established processes, and overriding 
automated decisioning recommendations. 

This memorandum outlines a few of the most egregious activities identified based on the 
targeted reviews, with particular documentation of the specific areas of failure to follow 
poli cy by employee. Based on the consistent and pervasive pattern of activity among 
these employees, we are recommending firm action be taken to address these particular 
willful behaviors on the part of the employees named. 

_ _ Rcdllcted by the Pennanen! 

Subcommittee on Investi alions 

Permanent SubcommiHee on Investigations 

EXHIBIT #22a 
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Retail Fraud Risk Overview 

Prepared by Risk Mitigation 
November 16, 2005 

Scope: 

Examination of fraud and loan performance in: 

~ Retail Broker Program 

~ Two Southern CA Emerging Marl<ets 
Community Fulfillment Centers (CFC's) 
• Commerce 
• Downey 

loan review period covers loans produced from 912003 - 812005. 

• 

1I .&"'~oaJibll'" ~_~_ CnditR#s".,.,._t 2 
L ______ _ _ _____________ --l JPM_WM024819J5 

Permanent Subcommittee on Investie:alions 

EXHmlT#22b 



• Fraud findings within the So. CA Retail Emerging Market 
CFC's are preventable with improved processes and 
controls. 

• Fraud findings do not differ between the retail broker and 
retail lending programs and principally relate to 
misrepresentation of loan qualifying data. 

• The Bank's top two relailloan originators based out of two 
So. CA Emerging Market CFC's, produced 67% of all retai l 
broker production YTD by unit volume. 

Forty two percent (42%) of targeled reviews completed on 
loans produced in August and September 2005 contained 
excessive levels of fraud related to loan qualifying data. 

In the earty fall of 2004, the National Retail Broker pro\1sm was shutdown by WaMu 
management. 

Program was reopened effective Oe<;ember " 2004 to the Carr¢eI, Pleasanton, 
Downey and Montebello loan centen>o 

Dt.Rlg period under review, 10,839 loans were produced by 1 ,335 Identified brokers 
and comprise 2.3% of the total relan channel proOOction. 

For the two year period under review, 48% of1he retal broker program production 
was oOginated by two loan consultants In the Downey and Montebelo ~FC's. 

YTD, retail broker production totals 1,893 loans, 1.5% of total YTO 'prodUction. 

YTD, 67% of the total retail broker loan production was originated under the two 
prinapalloan consultants in Downey and Montebello. 

The Downey loan consultant has originated 52% oftne total YTO broker production. 

All VIO production is ClMTently perfocmng. 
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Retail Loan Findings 
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On average. 67% of the retail funded loans reviewed 
contain fra\.!d. however, YTO findings Indicate 8 rising 
trend. 

So. CA. funded emerging mar1o:.et loans comprise 6% of 
the total loans reviewed In the retail lending channel YTO 
and all loans tevi~ have confirmed fraud findings. 

• Fraud findin'gs are similar to those in the retail broker 
channel and consists principally of misrepresentation of 
qualifying data. 
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Twa months funded production, 731 Ioansl was scored for the So. CA emerging markels lenders using Applnte l1~ence'8 
DISSCO (Data Integrity Search and Score, tooL 

The scor. dlstrlbtltlon was 12.3% Investigate, 10.5% high and 77.2% pass. This Is cOmparilble to the results 
experienced in the COfI'espondent lending channel phase I C1f the fr.Iud tooI lmplementatiOfl. 

A total of 180 loans wore selected for review based on the results (8R of the iwestigates and 10% oftha balance). 

To date, reviews have been completed on 129loan5, 72% of the files selected tor review, 

• Retail Broker production comprised 39% of the loans revillW!ld to date and 28% of the total loans scored. 

• Fraud finding levels were excessively high at 46% In DoYmey an1:l 35% In Montebelo for the two months production 
reviewed. . 
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Loan 10694256827 

• Misrepresentation·the borTOwer's identlflcation and qualifying Infom'lation were conlrmed In tNery aspect dthls fiie, 
including: 

• 
PonIbie Strao.titIuy... or Fldltlous ~ 

_ - Redacted by lhe Permanent 
Subcommittee on Investi ations 

The credit package was found to be completely fabricated. Throughout the process, red nags were over-looked, process 
requirements were waived, and exceptions to parle)' were granted. 

AppraIAI ~ w-t_s: ThII CoIIat.enII v.luaUon Repcxt In 1M tie .tatfll • oondIUon for ~ of CoIIattflll -lIiInO tM CU'"hf"It 
use Is Ihpj •• then 1_. ttVd UI"\1IOI'ftIIted lrit on the property. Reported hies price II not alNe NhcIon of the trIIMaclon lSI the sa," 
~ rtpOrts .... buyerillncluclng I house In Mexko I' part f1Ilhe trw1sac:tkIn. {"1lH mIPi ",,!.In way the.., prioII, 12«J11OO It 10 
much IoWarlhln the 'PfnIMd vakJa f1IS4OO,OOO.)ThII contract ~ In the lie dd not refIect."y offhl. Wormallon. I doe. not 1PPdf
the appraI •• 1 Wat R'fefTtd ID ., InIerwr1ter, II the doe manager walwd !he requlrwment for In Inderwlter to rtvIfNI the Ippra/A.t. 

cto./ng Proce.. Fa'Ture:"The file oomIned two ~ICltIon ldentillcetion VeritClI»m. One AN wa. tlgned by the doq agent with the 
borrower'a NlIl'llInd DOB b~ dd not cIoc\meri the fN"'Ce of to. 'The oCher Nllwa •• e.xod I»P1 showing ••• teIO hid been ~ 10 

....tfj F • ,ldtt.nc:_ ,nclit WlS tI.,ed bJ J • 'IItIo appears tobe the 11111 estate agenI ~ In 1he1ranhl:Uon. 

:m Washington Mot •• 1 Confidentlal- limited ~ Credit Risk. Management 10 



Loan #703013763 
.• AppralsaVcollateral misrepresentation 

.Appnllnl report appears w cont.ln flise data r.gardng the ~ PRlP«t)"s tlte and bUklrig tileS. 'ThIs WorTMtion tlgrillcartly 
Influenced the .. st.tement of Ippralsedva~, and the r1I!SUIing rilalllmum loan llnOU"II: on this CIIsh ~ Ahnet'. 
The 'PIOI,a! WII.1Obfec;t to lhe MAomaIed n"I!ew procaSl (Optls) IIMi Wli not reflllTed 10 1llderNrit1ng. 
The bolT'OWefS w.r. I't:lInancing a lint mortgage Ihe~ obIall'IIId t"om WI-MU lwoKimalely one year pOor to the wbject lransaetlon. Ounng 
ItlIs period cftlme,ltMI 1Wied', VlIue Increne neatly iO"A rm" $322.000 to 5010,000. A COlT'4Hlrison of lhehwo appr.liSiIs n!SUled In 
nom; !he di~ancIn iii 1M tit. and IMIdng sizes. 
Opd.lt.m--FtInctIonfiffy I.brIUJtIofn 

The lnch1bl"yers of~k, .. detcrlbed below, do not appelr to h ..... been constdered br their cumUatlw effect on !he 
acceptillblftt\ of !he Ipprlllil Of the cr«al quality of thI. of thI. Io.n. These red 1IiJgs typIca. ), aRt evalu.ted dull"" In undMWritlng 
revlewQfa Ie: 

- Property IpI:ndlfed IiO% In 1 ye .. 
- TranncHon type wn. cash W: miNlI10l 
- ~nc)' type __ invHtmeni property 
- Properly 'n 3-tftt. home 
- "'11M models rded. marl probWIe .... 1ue of $400,000 
- Two of.,. ttw.. _let COII'4NIl'llbies ......... 2 d propertIH, ~ IIroe IdfU$tn'ltnl. IMde for design and ~ 

cltrerenoH. ' 
- Two of the ~IH -relocated 3 - 4 miles 1I'om It'll' 1Ik;ect propert'f 
- Tht C'OmpCtablH' Hies prices cld not brlct;et!he 1U)ject', ina! VlkIe 
- Two of !he ttn. oompar.blet .~.d to Ie. ~ the tIJljed' ..... 1IIe 
- ~ a<tntment. w... made 10 _ch oomp for dlff.,....,..., ~(W Iootage indict sin 

It. •• etInd trlnncfon _. b~ processed b' 1H,1IorroWW,.rId Ito..~, ft"om IhI' rlft,.ncl ........ ","Oed 10 dosIltle othef loan. 

Confidential - Limited Access Credit Risk Management 11 
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Loan"0703013201 
• Misrepresentation of Income 
~ q.,Idtylng InI:cIrMw .. lnflated $1200 per morth, 'tIr1th not" .... 1Ns dedtlon II contIItent 'tIIIh WNIoIJ. cn<it P9kY. 
Credit PoIky ~ 

The initial and 1InaI appleldlons tate the bom:M'tf neceIYes Wi .110 aIcHianc, of S 1200 p« marth. 
The borT'ow&r'.lncome cIooI.mtfUtlon nrfIect:s _ rooeMtIl bee pay, 1M 1'IO.\.to dowIInc: •. 
The lAS oortaIns natesttom tMlI1derwlttert\w1 the $1200 Income I. let" .. ), tom "Inllng co-borroWer InoamI,' and an exception 
....... being INlde 10 conider IN. II qtJ8Rfy1ng Incom.: 

- 'tl!enI h m ~on"loMn; 
- TMN" nO ~ -.iMOIIMr 1fIdMdII .. , ..... oMth fill It-, 
- TM ~ w..... .. ___. ~ .. .w_..tIM 1IIIIJKt~:.:::,.i ... Ir'5 mIon, wNdIli ~ not 

c~""~~lDrelyCll'lInc9lM tom. Mot, I;W""""'. _., .. Io)" .. ot ..... "'Wltofltlls ---
loan 1694258161 
• Misrepresentation of Income 

The to.n apple.tlon I1IpreserOthat tho oo-bOlTOWer'" been ~Y" for '2 Y"" wlttI 2 ~ u. SUpeMtor 
.. ming $10,$00 pII' monltt. The nit 0<II'0Int PlY ttlbt and W-Z. th8t tuppOrt thI'"income. tiowewIr, IMM In:ome document, 'pPelr 10 
be fabrlOII" 
UmlerwrltJrrf1 ~nwOl' ~ 

The PII'/ tl\Dt IMI.._ """" ~ypellod& WI the I'nCIIih or.uy 2005 thoW'tM check dalH .. 7/150V4 and 7131004. The ~ W-l 
rdecb 1!Od.1 ~wageI ofS126,7<42 and .odlil.ecwlty wllN'IOIcIo'G of $7,858. RlskMllgdon boIoId "" the mUnMTI FICA 
...... gH tr 20031nd foI.nj' .... m 10 be S87/JOO with tM mulmum .krnOlt 'MItIIOI*'o of $5,:Jg4. Sln6IIty,Ihe 3lO4 W-2 Nf\edl 
.ocI.1 MCUty-DM dS1:211,36eand mill teCUity ~fthholdlilg 0118,033. Tht nwdmum FICA wagH for 2004 wn S87,m v.th 
tht maximum IOdai ~y wItthoIdln; of$5,4.w. . 
There I. no IIgned <450& brm In the !I!. with which 10 .... lIfy lnoome. 

Op4rft1onfr/ ~. '''''"'-
The IollnoriglMtor w ... bIe 10 ~ IMt iii. linn be w.l"II1ftten by the CFC m.n.gcf, ........ denced by ml!fdngs on the fI"onI 
of the 1\01 folder. 
The LAS COfDIns. not. tom "" Sr. t.o.t COoIcII.-Io( It\IIt the~. ply IbAtt and w-2 fonns had been NOIIwId, andlhll 
0fIIe. Maonaget _. to 1111'1 off on 1M ~n. 

- = Redacted by the Pennant'''' 

Subcommittee 011 In vesri alions 

IW WashlngionMot •• 1 Confidential - Limited Access Credit Risk Management 12 



• Inconsistent appliCation of credit policy 
- Loan 070301320-1 
- Loan 0694256827 

. 
• Errors or negligence 

- Loan 0694256827 

• Process design flaws 
- Loan 694258161 

• Intentional circumvention of established processes 
- Loan 0694256827 

• 

- Loan 694258161 

Overriding automated decisioning recommendations 
- Loan 0694256827 

• Technology (Optis) limitations 
- Loan 703013763 

... 

Confidential - Limited Access Credit Risk Management 13 



-

Delinquency Status as of 8I31120OS ($ Cioo's) - Loans Originated 912003 - 81200S 

Retail Retail Broker Total Channel 

''''''''' , loue3,5tO ~U2'''' , 2.,.s.e~ IIUO!nlo , 101,11D,\1lO W.712to 

30 D ..... , 143.27. O. ,~ , 1.'13 0.'77'110 , l,l.ln 0.141'110 

.. 00.,.. , ~ •• tGe 0.04~ , '.". a.em. , S' .507 .. ...,. 
'''''' , ...... 0._ , S,7315 UU"- , M.732 o.on'll> 
Totlloo , _,2>'3 O.V~ , 18,'. O.88S' , )0:1,411 0.281'110 

""0 , 7.'" 0.110,", , . «7 .- , U91 .. -
TRill .. ..,. ... ,. 10(1.2~.09II m .... , 2.:1$1 •• ....... , IOJ,d,lac ....... 

Delinquency Status as of 813112005 (Unn Volume) - Loans Originated 912003 - 812005 

Rotall Retail Broker Total Channel 

"""" .01,7011 M .• ~ '.'" ........ , .0;,134 .. .or'" m_ ... 0.148110 .. ..,.,. , ." O.I~ m_ n, ""'" .. ..,. , no .. -...... 0' ...... " umlo , 
'" 0.111' 

TlhlDQ ,,,.. ..... ~ •. - , UOI 0.31ft 

ftEO .. 0 ,1)11" O,CJ2I'''' , .. O.1)121l 

T.h ... ..-thllo "112.Go; , ...... '.'" l00,OCIIl'I. , " '.2fl3 , ...... 
- Delinquency is based on OTS methodology 

Delinquency 'toithin the retail broker channel is 252% worse than the retail channel. 
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D.llnquency stauis as of 813112005 (Unit Volume) 
Loans Originated 9I2QQ3 . 812005 

011(1111110. L_"," _.IMI. """" 
Current . 2.712 ".ou"" 5.'" 

300.~ " O.31m1o " 
OOO0Y' 5 0,1$3"" • 
" 0.,. " 0.3&5'110 T 

TotMDQ " 0.013'110 2T 

MO , , .... , 
ToI."~lkt Vl7 100.000'lI0 5.411 

DeMnquency StIltUs as of atl1l2OO5 (VoMne JOOO's) 
loans OrlgI,:*ed 91'2003 .8f2005 

OrIgln"o' Ll utlon Nont .... tto 0-, 

"""" 711.111 IIY.I4ho 1.)5\.321 

3001Y. 2.411 0'"'' .. '" 
toOoY' 1,112 O. ,,~ ... 
IOO0Y' 2,52e 0._ 1,570 

Totaloa e.l09 0.852,", M24 

REO 0 , ..... 0 

Tot.1 PortrOlll 117.n O 100.0001l0 1,357,145 

IIY.S02'lo 

,.-
0.074'111 

O.f2ttlo 

O.4~ 

''''' 
100.0001l0 

".Slow. 

MOt"" 

'''''' 
O.111n11 

0._ 

0 ..... 

IOO.~ 

.. 

Montebello Loan Originator: 

• Volume comprises 99.8% of total open/active 
reported In the Montebello LFC. 

• 3.7% of the open/active volume is not coded to 
a particular LFC. 

• Delinquency performance on this lenders total 
open book of business is 289% worse than the' 
delinquency performance for the entire 
open/active retail channel book of business. 

Downey Loan Originator: 

• A single Originator, 9n061,is responsible for 
99.9% of production volume reported for the 
OowneyLFC. 

• 4.5% of Originator 977061 production volume 
for the period reviewed is not coded to a 
particular LFC . 

• Delinquency performance on this originator's 
lotal open book of business Is 157% worse 
than the delinquency performance for the entire 
open /active retail channel book of business. 

Confiden.tial - Limited Access Credit Risk Management 15 



.. 

• Implement the usage of a fraud solution tool within the front end to better 
detect SSN, occupancy and property value issues and increase 
investment quality confidence. 

• Establish accountability within the sales force by realizing fraud losses 
as operational losses rather than credit losses. 

• Establish front line procedures, processes and training to better verifY 
qualifying data. (employment, income & credit) 

• Modify processes and procedures to ensure loan originator of record is 
documented consistently oJ) MSP and 1003 in order to provide accurate 
data reporting and measurement capabilities. 

• Provide valuable, robust fraud trend data identifYing areas and issues of 
concern to Credit Risk Management and Emerging Markets in order to 
effectiv~ly assess fraud risk. . ' 

Confidential - LImit&d Access Credit Risk Management 16 
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From : 

Sent: 
Feltgen, Cheryl A. <cheryl.feltgen@wamu.net> 
Saturday, November 19, 200512:10 PM 

To: Gonseth, Nancy C. <nancy.gonseth@wamu.net>; Bates, Timothy 
<timothy.bates@wamu.net> 

Subject: Re: Retail Fraud Risk Overview 

Thanks, Nancy. Thai would be great. 

Cheryl 

Sent from my BlackBerry Wireless Handheld 

--Original Mc:ssage---
From: Gonscth. Nancy C. <nancy .gonscth@wamu.nct> 
To: Feltgen. Cheryl A. <chcryl.fellgen@wamu.ncl>;Bates, Timothy <r.imothy .bates@Wamu.net> 
Senl : Sat Nov 1906:51 ' 582005 
SUbject: RE: Retail Fraud Risk Overview 

Cheryl · 
I got your message and I will put together a spreadsheet for you prior to your Monday meeting. I &In glad thai everyone is laking this 
seriously . 

Also, Ihe fraud tool is NOT currently used on a pre-funding basis within wholesale or relAi\. We are working on building OU! the 
strategy to accomplish this and evenrually it will be hooked up with EDE. 

The infonnation that is reviewed is whatever is contained within the credit file. This could include the initial application and various 
versions lip to the final application which is lagged specifically in the file. 

Thanks, 
N~cy 

Nancy Gonseth 
Default Oversight and Risk Mitigation 
Credit Risk Management 
PH: 904-281·3932 
FAX 904-281 -7550 

This message (including any Rttacrunents) is CONFIDENTIAL and may contain SENSITIVE informalion.D DO NOT disseminate 
this infonnation to parties who do 0.01 have the authorization to view this materiat. D If you arc nOI the inlended recipient of this 
information or an employee or agent responsible for delivering this message to the intended recipient(s), please do not read, 
disseminate, distribute or copy Ihis information. If you have received this message in error. please contact the sender immediately . 
Washington Mutual reserves Ihe right to morular all e ·maH. Electronic mail sent through Ihe Internet is not secure. 

--Original Message--. 
From: Fe\lgen. Cheryl A. 
Sent: Friday, November 18, 2005 10:37 PM 
To: Bates, Timothy; Gonscth. Nancy C. 
Subject: RE: Retail Fraud Risk Overview 

Good poinl Just the 42% with fraud. I think I am getting tired and need to go home for the weekend 

Permanent Subcommittee on investigations 

EXHIBIT #23. 
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Cheryl 

----Original Mcssage--
From: Bales, Timothy 
Scm: Friday, November 18, 2005 7:24 PM 
To: Feltgen, Cberyl A.; Gonseth, Nancy C. 
Subject: Re: Relail Fraud Risk Overview 

Cheryl, 

All 129 or just the 42% with freud? 

Thanks for moving on Ihis quickly- I'm glad 10 see this is genmg anenlion. 

Tim 

Sent from my BlaekBeny Wireless Handheld 

·---Original Message- ---
From: Fcltgcn. Cheryl A. <cheryl.fe]tgen@wamu.net> 
To: Gonseth, Nancy C. <nancy.gonseth@wamu.net> 
CC; Bates, Timothy <timothy .bates@wllmu.net> 
Senl: Fri Nov 18 18:30;47 2005 

Subject: Retail Fraud Risk Overview 

Nancy : 

I had a very quick meeting with David Schneider, Tony Meola and SIeve Stein today to review the deck and the memo regarding the 
retail fraud risk review. The good news is that people are laking this very seriously. They requested some additional information thaI 
will aid in making some decisions on the right course of action. 

This is aU infonnation that you already have ... just needs to be displayed in a different way. Creatc a sprcadsheel with all ofthc 129 
loans thaI were reviewed. For each loan show borrower, loan amount. FICO score, auto-approved? and LTV. Also show all the 
people involved in the lransllction: originator, undowriter, CFC munagcr, etc. Then create buckets for wbat the fraud category is. 
You are best able to delcnnine what the right buckets would he. Needs to be detailed enough that we eRn understand the key issues. 
Please feel free 10 add any other columns that you think are relevant. 

I was asked the question about whether these are all final applications that we are looking at. r was told by Tony and Steve that the 
originators commonly use 11I11 bank account, ele, when a property has not been identified. I was also asked the question about 
when in the process the fraud tool is used and in what portion of our business is il used ... all? 

As I mentioned, David Schneider and I have our OweeklyO (we have only had 2 since I have been here) update meetings with Jim 
Vanasek on Monday, November 21 at 8:00 a.m. Nancy, il would be good to have an estimate from you as 10 how long it might take to 
complete the information request before the meeting with Vanasck. Would also be good 10 have answers 10 the questions I posed in 
the paragraph above before the meeting. ThlUlks. 

Cheryl 

Ms. Cheryl A. Fe1tgen 
Senior Vicc President 
ChierCredil Officer, Home Loans Division 
Washington Mutual 
120 1 Third Avenue 
WMT2026 
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From: 
Sent: 

To: 

Parker, Brian D. 
Friday, December 14, 2007 4:43 PM 
Bates, Timothy <timothy.bateS@wamu.net> 

- Redacted by the Permanent 
Subcommi 

Subject: FW: !£ Risk Mit Loan review data "Confidential" 

Regards, 
Brian D Parker 
(w)206-SOO-1263 
(0)206'" 

----Original Message---
From: Tierney, Ann 
Sent: Tuesday, August 30, 2005 6:30 PM 

To: Parker, Brian D.; Bates, Timothy; Vanasek, James G. 
Cc: Hillis, Mark R.; Ludlow, Diane L.; Gonseth, Nancy C.; Simons, Jill 

Subject: RE: - Risk Mit Loan review data "Confidential" 
Sensitivity: Confidential 

His comment was related to fraud - in excluding-.associates from origination of a new program, his comment was that hc "did 
not want to give axcs to the murderers." Bryan in regard to a potential decision docs that refer to~ associates or both? 

Ann Tierney 

Credit Risk Management 
OII: 206-461-4064 

Cell : 206-_ 

Please note the following:This message (including any attachments) is CONFIDENTIAL and may contain SENSITIVE information. 
DO NOT disseminate this infol1l1ation to parties who do not have the authorization to view this material. If you are not the intended 
recipient of this information or an employee or agent responsible for delivering this message to tbe intended recipient(s), please do not 
read, disseminate, distribute or copy this infol1l1ation. If you have received this message in error, please contact the st.-nder 
immediately . Washington Mutual rCSClVes the right to monitor all e-mail. Electronic mail sent through the Internet is not secure. 

-----Original Message---
From: Parker, Brian D. 
Sent: Tue~day, August 30, 2005 6:20 PM 
To: Tierney,.Ann; Bates, Timothy; Vanasek, James O. 

Ce: Hillis, Mark R.; Ludlow, Diane L.; Gonseth, Nancy C.; Simons, Jill 

Subjcct: Re: & Risk Mit Loan review data "Confidential" 
Sensitivity : Confidential 

You're last line is not clear, did Tony state that an investigation is underway? A lot of what I see may not fail under the definition of 
fraud but is most certainly against policy which can/should lcad to the same employment decision. 

Sent from Blackberry, I3rian D. Parker 

- ---Original Message---- Permanent Subcommittee on Investil!ations 

EXHIBIT #23b • 
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From: Tierney, Ann <ann.tiemey@wamu.nct> 

- =- Redacted by the Permanent 
Subcommittee on Investlgations 

To: Bates, Timothy <timothy.batcs@wamu.nct>; Vanasek, James G. <james.vanasck@wamu.nct> 
CC: Hillis, Mark R. <mark.hillis@wamu.net>;Ludlow, DianeL. <diandudlow@wamu.net>;Parker,BrianD. 
<brian.d.parker@wamu.net>;Gonseth,Nancy C. <nancy.gonseth@wamu.nct>;Simons,Jill<jill.simonS@wamu.net> 

Sent: Tue Aug 3018:10:432005 
Subject: RE: & Risk Mit Loan review data "Confidential" 

So that we will be speaking in tenns that production will understand, Tony defined Emerging Markets as Downey, Montebello and the 
IDC offices in a recent production meeting. Also be aware that Tony publicly investigation underway rc fraud concerns related to 
..... ssociates, but no~mself in his last production meeting. 

Ann Tierney 
Credit Risk Management 
Off: 206-461-4064 
C&206 __ 

Please note the following:This message (ineluding any attachments) is CONFD)ENTLAL and may contain SENSITIVE infonnation. 
DO NOT disseminate this infonnation to parties who do not have the authorization to view tbis material. If you are not the intended 
recipient of this infonnation or an employee or agent responsible for delivering this message to the intended recipient(s), please do not 
read, disseminate, distribute or copy this infonnation. lfyou have received this message in error, please contact the sender 
immediately . Washington Mutual reserves the right to monitor all e-mail. Electronic mail sent through the Internet is not secure. 

-----Original Message----
From: Bates, Timothy 
Sent: Tuesday, August 30, 2005 5:27 PM 
To: Vanasek, James G. 

Cc: Hillis, Mark R. ; Ludlow, Diane L.; Tierney, Ann; Parker, Brian D. ; Gonselh, Nancy c. ; Simons, Jill 
Subject: FW 7 Risk Mit Loan review data "Confidential" 
Sensitivity: Confidential 

Jim, 

As you requested in our Enterprise Fraud Committee meeting last Friday, the attached email contains a high-level 
summary of the investigations the Home Loans Risk Mit team has conducted on and ,ver the past year and a half, 
based on loans that were referred to them. The attached documents also contain detailed infonnation on eaeh of the individual cases 
referred. 

As you can see, among the referred cases there is an extremely high incidence of co!lfnmed fraud (58% for j 83% 
for ); however, as Ann pointed out earlier, to most effectively portray the extent of the fraud concerns we have about 
Emerging Markets Production we need to benchmark their referrals as a percentage of overall production, and compare that across 
other producers. This will allow us to to substantially validate what we suspect, which is that the incidence of fraud in this area is 
greater than with other producers, We are in the process of generating this analysis now. 

Since I think we necd to significantly raisc the level of awareness around fraud concerns coming out of emcrging markets, 
1 am implementing the following steps immediately to incrcase visibility and tracking around this problem: 

• To establish a benchmark for potential fraud risk in Emerging Markets production on a fraud prediction tool, we are running the 
last 30 days of their production on Applntell; 

• l3eginning this week, we will begin running all their current production against Applntcll (via our existing hatch process running 
for Correspondent Lending) to proactively monitor for fraud issues out of this area; 

Confidcntial Treatment Requestcd by JPMC 



... To increase visibility around fraud concerns in this area and provide more timely feedback, the Risk Mit team will begin 
producing a monthly Deep Dive report on Emerging Markets fraud- this will include both results from the Appl.ntell process, as well 
as referral cases coming from the LFC and other sources. The report will be distributed to all copied on this email. 

Let's use this infOlmation as background for our meeting next Tuesday to discuss fraud concerns in this area, particularly 
in the Retail Broker program. In the meantime, please do not hesitate to call me with any questions. 

Tim Bates 

Washington Mutual 

Enterprise Modeling and Decisiorring Systems 

206 377 4919 voice 

2064904427 facsimile 

timothy.bates@wamu.net 

Please nOle the following: 

_ .. Redacted by the Permanent 

Subcommittee on investigations 

This message (including any attachments) is CONFIDENTIAL and may contain SENSITIVE information. DO NOT 
disseminate this information to parties who do not have the authorization to view this material. If you are not the intended recipient of 
this information or an employee or agent responsible for delivering this message to the intendeq recipient(s) , please do not read, 
disseminate, distribute or copy this information. If you have received this message in error, please contact the sender immediatcly. 
Washington Mutual reserves the right to monitor all e-mail. Electronic mail sent through the Internet is not secure. 

----·Original Message----

From : Simons, Jill 

Scnt: Monday, August 29, 2005 3:28 PM 
To : Bates, Timothy 

Cc : Gonseth, Nancy C. 

Subject: a &1 •••• Rlsk Mit Loan review data "Confidential" 

Tim: 

"!ilill"''' Attached you will find two spreadsheets containing data relevant 10 the Risk Mitigation referrals completed involving 
~ and the as the i\E ' s. The data results below should provide a better grasp of the ongoing and current situation at 
hand. 

Also attached, you will find an Investigative Summary Report pertaining to 7 of-.Rcalty. She was one 
of 2 '5 brokers that was terminat~ for fraud back in 2004. she was able to originate a loan through the retail 
channel in March of this year. We were only through conversations with the 
borrowers. 

Let me know if there is any other data or info you would Like to see at this point. 

Thanks, 

Jill 

Loans reviewed by Risk Mitigation indicating Account Executive 

'" Reviewed 83 loans consisting of 28 retail loans and 54 retail broker loans. 

'" 58% (48) of total loans reviewed contained confirmed fraud findings.( 6 - crcdit, 14 - employment, 19-
mcume, 2 - occupancy, and 7 - SSNIID) 

• 
• 

40% of all loans reviewed involve employment and/or income misrepresentation 

8% of all loans reviewed contained SSN misrepresentation 

Confidential Treatment Requested by JPMC JPM VVM0402607t 



.... 54% (15) of retail10ans reviewed contain confirmed fraud findings . 
.... 18% (5) or retail loans reviewed contain more than one fraud fmding 

.... 61 % (33) of retail broker loans reviewed contained confirmed fraud findings 

'" 20% (11) ofretai! broker loans reviewed contained more than one fraud finding 

'" 43% of loans reviewed during 2005 contained confIrmed fraud findings (17/40) 

'" 88% of loans reviewed during 2004 contained confirmed fraud findings (30/35) 
.... During time period of 2001 to 2003, 72 loans reviewed contained confirmed fraud fmdings. 

... $15 million represents the total loan amount for loans funded, denied, withdrawn & pending with fraud 
findings. (# excludes Chatsworth loans) 

Loans reviewed by Risk Mitigation indicating as the Account Executive 
.... Reviewed 48 loans consisting of 19 retail loans and 29 retail broker loans. (I retail broker loan pending not 

included) 

... 83% of total loans reviewed contained confirmed fraud findings. (8 - SSN, 8 - employment.. 9- income, 6 
occupancy, 4 - credit. 3 - assets, I - terms, I - other, & 8 - no fraud fmdings 

• 17% of a1110ans reviewed contained SSN misrepresentation 

• 35% of all loans reviewed involve employment and/or income misrepresentation 

... 100% of the retail loans reviewed contain confirmed fraud fmdings 

... 42% (8) of the retail loans reviewed contain more than one fraud finding. 

... 70% of the retail broker loans reviewed contain confirmed fraud findings (21 with confrrmed fraud, 7 - no 
fraud findings, 1- pending review I - unable to confirm) 

• 
• 
• 
• 

40% (12) of the retail broker loans contain more than one fraud finding. 
67% of loans reviewed during 2005 contained confmned fraud findings (20/30) 

88% of loans reviewed during 2004 contained corumned fraud findings (15/17) 
During 200] to 2003, 60 loans reviewed contained confrrmed fraud findings. 

... $8. 7 million represents the total loan amount of loans funded, pending, denied and withdrawn thai contained 
fraud fmdings. (# excludos Chatsworth findings) 

IS.doc » 

Loans reviewed by Risk Mitigation indicating. & as the Account Executive 
* Reviewed 7 loans during 1105 through 6105 consisting of 4 retail loans and 3 retail broker loans. 

• 5 loans reviewed contained no fraud fmdings, 1 with income misrep, and I with asset misrep. 

«File: Copy of" ••••• ru,,~" •••. xls» «File: ••••••••• 122003.xls» «File: 200504lO76 Damian-

__ Redacted by the Permanent . 

subcommittee on Investigations 
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This document is pr~ded solely co the OTS pursuant to 12 O.S.C . 1828(x) aDd does Dot constitute a , . 
..... ive>: of a.cy'privi:tege held. by Washington Mutual Bank, Ioc . • its subsidiaries , affiliatel: or r elated 

companies, and shal l not be c:orz:mnmicat.ed or disclosed to any other agen!:;),. individual or tbird pa.rty 

WaMu· _ ... Redacted by the Pennancnt 

Subcommiuee on Investi23lions 

PRiVILEGED & C9NFIDENTIAl MEMORANDUM 
PRIVU..EGED.AND CONFIDENTIAL A'ITORNEY -CLIENT COMMUNICA.TlON 
A lTORNEY WORK PRODUCT 
DO NOT COPY OR DISTRIBUTE 

To: Stewart Landeteld, Chief Legal Office< (Acting), Legal DepOrtment 
Charley Sledd, General Counsel, Legal Department 
Lynn Du Bey, Associate General Counsel, Legal Department 

From: June thoreson-ROgers, Division Manager, c~ie Fraud Investigations 
Michele Snyer, peputy General Auditor 

Cc: Randy Melby I General Auditor 

Date: April 4, 2008 

Memorandum of Results: AIG/UG and OTS Allegation of Loan Frauds Originated by_ 

Corporate Fraud Investigations (CFI) conducted an investigation at the request ofWaMu 
Legal into anegations made by AJG/UG to WaMu in June 2007, and to the Cafifomia 

of Insurance in September 2007, 'Nhich alleged WaMu employe~ 
originated numerous loans containing misrepresentations or fraudulent 

AIG/UG notified WaMu of their ded9ion to ~tUse mortgage in~rance (Ml) 
coverage for any loans originated b} cue to their findings . . This memorandum 
summarizes the results of our investigation. 

Investigative Background and Conclusions 

In June 2007, AfG notified WaMu's Home Loans (HL) Mortgage Insurance group of their 
findings on 7 insured loans originated b} 7 between 2004 and 2007 that 
contained material misrepresentations. In September'2007, AIG filed a Fraud 
Claim with the California Department of Insurance due to Wat.o1u's failure 
the June 2007 notification. AlG citied a total of 25 loans originated 
(which included the original 7 reported to WaMu in June 2007) containing 
Consequently, the Calffomia Department of Insurance notified the OTS in September 
2007. WaMu Legal requested CFJ Investigate the complaint in November 2007. (See 
Appendix A for details on AIG and CFI findings.) . 

CFI determined tttat none of the 25 loans Identified by AJG were direetJy ainatect by 
b Twenty ·of the 25 loans had been originated by , 
Montebello Community Fulfillment Center's (CFC) originator and brother to" 

The Montebello CFC, like some other WaMu CFC's, operates as a collective 
Originations team under one originator's name. In the Montebello CF.C, the originator 
name is ••••• 

Page 1 of 12 

Permanent Subcommittee on Investi alions 

EXBIBIT#24 



'This 'dbcu~n~ is provided sQle ly to the ors p~.uant to 12 O. S . C .. 182e (x ) and does not constitute a 
, , . 

wdve r of iilJly privilege h e ld by W.u.hington Mutual Bank, lDc., it. subsidiarie s, af filiates or rel.&ted 

conpaoies , ' and sb.all n o t be ==icated or disclosed to any other agenc;:y , i ndivi dual or third party 

F CFI could not substantiate collusion bet\veen 2, . and the 
borrowers or by any WaMu employees resulting in the Intentional falstfication of loan 
apptication related docllments. However, eFI vertfiad that the AlG reported loan fraud 
elements did occur within the Montebello CFC loan origination process. No Susplcious 
Activity Report (SAR) was filed nstin~ or as suspeCts since 
evidence of their direct involvement in the frauds was not found. However, the HL Risk 
Mitigatiqn group did file SAR's on each of the identified loan borrowers. 

Through numerous interviews of past and current employees within Risk Mitigation. 
Horne Loans, Consumer Creert, Credit Risk., Servicing, Insurance Portfo~o Management. 
Employee Relations. Loan Servicing, Legal, along with CFI investigators, Loan 
Consuftants and others, control gaps were identified within the HL origination and risk 
management processes that ·dId not sufficiently mitigate loan fraud exposure. In many 
cases, the gaps Identified led to additional open-ended questions which may require 
additional investigation. SpecificaUy: 

• Untim~ly ActionIResponse: 
A formalized process did not exist to identify, monitor, resolve end escalate third 
party complaints. As demonstrated by this case, AlGI as a third party mortgage 
insurer, notified WaMu of fraud concerns in June 2007. Resolution of this complaint 
was not completed by the HL Mortgage Insurance or Risk Mitigation groups_ WaMu 
Legal and HL senior management had no method of knowing the existence of this 
complaint or its resolution status. As a consequence, A1G escalated the complaint to 
the Califomia Department of Insurance and the OTS in September 2007. The OTS 
inquiry was not acted upon by WaMu Legal until November 2007. two months after 
receipt. If A1G would have received a timely response to therr June 2007 notification, 
it is possibfe that further escalation to the CA Department of Insurahce and the OTS 
may not have occurred_ 

• Inadequate Issue' Escalation arid Management Corrective Action: . 
HL Risk Mitigation generated aferts that identified pattems of fraudulent loan 
practices and provided remediation reCommendations that were not acted upon by 
HL Senior Management EmpkJyee inten1ews conducted during this investigation 
consistently described an environment where production volume rather than quality 
and corporate stewardship were the incented focus. In 2005, til Risk Mitigation 
provided Senior HL Management with an assessment of fraud and loan performance 
in the Retail Broker Program and two Southern California Emerging Markets CFC's 
for the period of September 2003 through August 2005. Thls asseSsment identified 
exCessive levels of fraud related to loan qualifying data within the retail broke( and 
retail lending programs. It also highlighted the Downey aod Montebello CFC's as the 
primary contributors of these fraudulent loan documents based upon volume and 
artic:l:llated strategies to mitigate fraud. The report also stated that delinquency 
performance on these CFC's and }enders were ·'Significantly worse than the 
deITnquency performance for the entire open/active retail channel book of business. 
In 2007. HL Risk Mitigation mirrored their 2005 review wiU1 a smaller sample of loans 
and found that, for the Septembe!" and October 2007 sampled time period, the 
vorume of misrepresentation and suspected loan fraud eo:ntinued to be high for this 
CFC (62% of the sampled loans). Based upon the AIG no~tion, and at the 
request of CFI, HL Risk Mitigation in December 2007 perfonned a r~view of aU in
process pre-funding loans produced by_ for suspected documentation 
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quaJrty. They found 8 loans in process, which were reviewed for fraud and 
misrepresaOtations. Of these 8 pipelirie loans, there were no fraud findings In 6, and 
2 contained misrepresentations (SSN and income). 80th loans with 
misrepresentations were cancelled by WaMu. 

• Sales Focusedllncented Originations with limited Focus on Individual 
AccountablJJty . 
HL origination and fulfillment processes and incentives did not fully support 
production -ownership' or promote front-end loan quarrty consciousness. Loan 
Producers were compensated for volume of loans dosed and Loan Processors y"ere 
compensated for speed of loan closing rather than a more balanced scorecard of 
timeliness and loan quarrty. Systems and processes used to originate loan 
production were designed primarily to support incentive compensation programs 
(e.g., collective otlg!nation team with sales recorded under one originator's name) 
rather than measuring IndividuaI"performance. We were told that the pooling of sales 
activity resulted in receipt of more support staff and eHgibirJty. for higher incentive 
compensation payment brackets. Prior to December 2007, pre-funding fraud 
identification processes were manual and distributed among various individuals 
throughout the loan origination process (e.9., loan processors and underwriters). 
Independent vandalion processes of key customer infonnation appeared fragmented 
and vulnerable due to lack of traceable accountabiHty. 

• Loan Origination Processes Did Not Mitigate Misrepresentation/Fraud 
The loan origination process did not identify potential app6cant misrepresentations 
and ~ulent loan documents. CFI verified that the A1G reported elements of loan 
fraud did occur within the Montebello CFC loan origination process. The majority of 
these A1G loans were fully documented loans rather than stated Income. As a result, 
some level of CFC documentation verifICation should have occurred. Furthermore, as 
note above, HL Risk Mitigation's 2P05 and 2007 reviews found high levels of 
misrepresentation and suspected loan fraud for this CFC (62% of the 2007 sampled 
loans). Utilization of the new Data Vertfy fraud detection tool and manual· review of. 
loan f~es by HL Risk Mitigation to analyze" the 2007 sample identified several fraud 
elements Within these sampled loans. (See Appendix B for details) 

Examples of HL Risk Mitigation identified triggered" fraud elements include: 
a lncomelEmployment issues (includes income documents as confirmed 

falsified, income suspect, confirmed Dverstated and income unreasonable for 
the profession); . . 

o Occupancy issues (appears the borrower is not or has never resided here); 
o Judgment call Issues-(poor judgment in decision making process); 
o Appraisal (inflated value is suSpected) ; 
a Loan did not meet guidelines, exce·ptions made; 
o SSN suspect 
o . Assets, confinned bank statements misrepresented; and 
o Credit (to qualify was not appropriate or falsified) . 

Give,n the high number of triggered indicators, legal advice ts requested to detennine 
if further analysis of either the total originated portfolio of this CFC andJor the broader 
loan population (bank owned and securitized) ts required. In addition, further 
analysis may be needed to determine the impact \0 investor representations and 
warrants associated with serviced loans. 
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ReconunendaUons: 
The foRewing primary recommendations are included in this report other 
recommendations are included at the end of this report. (See AppendiX C for details) 

• Establish a comprehensive, third party complaint process that ensures timely 
,resolution and communication. Determine the appropriate communication plan 
for AlG, the California Department of Insurance. and the OTS. 

• Estabfish an appropriate, credit risk management governance process that 
proactivety identifies and addresses unfavorable patterns of operational and 
employee practices such as those identified by HL Risk Mitigation. 

• Determine appropriate disciplinary actions for employees associated with this 
investigatjon. 

• Enhance Code of Conduct training to stress eadl employee's tole as a corporate 
steward and the consequences for passively facilitating the placement of loans 
into the origination process that couki be suspect.. 

• EnhanCe HL o'rigination and fulfillment incentive programs to support loan quality 
as welf as provide transparency of adual individuals accountable for the loan. 

• Ensure fraud tools "and processes, such as Data Verify, have been fully 
implemented within the HL origination processes to identify applfcant 
misrepresentations and fraudulent loan documents prior to foan closure. 

• Detemine if further analysis of either the total portfono originated by the 
Montebe~o CFC 'anellor the broader loan population' (bank owned and 
securitized) is required and the impact to investors, servicing process, adequate 
reserving, etc for those additional loans identified with potential 
misrepresentations and documentation fraud. 

Remaining Open Issues-

• . eFI to provide Steve Rotena and Stewart Landefeld an ·update ·on the 
investigative findings; 

• Cary Brennan to determine if actions are needed to address put backs or sales to 
investors of loans that contain misrepresentation or .other fraud findings; and 

• Legal and Employee Relations to schedule discussions to address conversations 
with emplo~es regarding corrective action or discipline. 
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Appendix A 
Detailed Investigative Results 

Notification of AJG Concern 
A1G notified WaMu -in June 2007 of their findings on 7 inSured loans, which were 
originated by 2 a and claimed to contain material misrepresentations. IMlen 
WaMu did not respond to the AIG concems to discuss WaMu investigative actions, A1G 
filed a Suspected Fraud Claim with the CA Deparbnent of Insurance citing a total of 25 
loans (Including the original 7 reported to WaMu in June 2007) containing fraud and 

·originated by This led to a complaint filed by the OTS in September 2007, 
which came to CFt for investigation in November 2007. This was not the fIst timetlla 

was the subject of an alleged loan fraud investigations. Between 2004 and 
, Risk Mitigation referred to CFI numerous investigations on mortgage fraud that 

identified 7 as a suspect in the frauds. None of these investigations substantiated 
collusion with and the borrower. During some of the investigations it was 
found that the brother of 7 & i S. worked wit! 'Od originated 
some of the loans in question. 

In June 2007 David Rimmer, Portfolio Manager for Mortgage Insurance (Ml) providers, 
notified Chris Johnson, Richard McCoppin and Kelly Kane-Routier in Risk Mitigation of 
an audit conducteci by A1G that identified 7 WaMu loans originated by one employee 
which contained material misrepresentations. Oetaned information on the suspect: 
employee was shared by Rimmer v.1th Risk Mitigation, identifying as the 

. person AlG had concerns aboul Rimmer asked for a review 10 be done of the files 
identified as suspect by AIG, because the insurer wanted to have a call to discuss 
impHcations on the insurance of the loans in question. Rimmer sent numerous follow up 
emaits to Risk Mitigation asking for updates, and never received information to resolve 
the request . 

In September 2007 the OTS sent a letter to Cindy Modica -in Regulatory Relations at 
WaMu, notifying her of a Suspected Fraudulent Claim ·filed Yvith the California 
Department of Insurance dated August 22, 2007 naming WaMu employee ...... 
Joan officer, as a sus~ Attached to the letter and CA Department of Insurance referral 
form was a spread sheet with investigative resuHs on 25 loans showinb as loan 
officer. InvestortEffective dates on the loans ranged from 2002 to 2006 and aU were 
originated in CA. 

On September 20, 2007 David Rimmer notified David Hiers, Richard McCoppin, Kelly 
Routier-Kane, Peter Struck, and Young Lee that AIG escalated this issue due to lact< of 
response, and were moving to refuse to insure loans originated by_In a lefter 
dated September 27, 2007 from A1G, they stated they would deny future loans by_ 
• By November 19, 2007, David Rimmer learned that stephanie Shaw in Legal 
who was aware of the CTS complaint and Risk MitigaUon had not replied to the crs 
complaint. and had not had a dialog with AIG to QISCUSS this concern. 

On November 8, 2007 a new investigation was forwarded to CFl from Risk Mitigation 
and assigned to Sandy Fujikawa. Sandy received· from Risk M'rtigation an email INith 
attachments of investigative summary reports for 30 loans. Of the 30, 20 were later 
matched to the AJG spreadsheet and the other 10 Sandy did not know the reason behind 
them being sent. AlG induded a spreadsheet listing 25 suspected loans in the CA 
Department of Insurance complaint. There was no mention of the earlier AIG inquiry, the 
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ors .letter, or oomment that legal was Involved when Sandy received this case from 
Risk: M"rtigation. Sandy was contacted by lynn DuBey and Chartie Sledd weeks later and 
learned of the earlier allegations. 

On December 10, 2007 June Thoreson-Rogers, Division Manager of CFI. was briefed 
by Chac1ey Sledd and lynn Du Bey on this matter, and provided a copy of the 
documentation r~ceived and compiled by Legal. In a meeting on December 13, 2007 
with June, Charley, lynn, Randy Melby, Ron Cathcart and steve Rotella, the case was 
discussed and a decision made that CF'I would conduct an investigation. 

CR Investigative Summary of Rndings: 
Investigator Sandy Fujikawa and June Thoreson-Rogers interviewed over '20 employees 
and the AIG investigators who originated the notification to WaMu and the CA 
Department of Insurance. Interviews induded CA investjgators who had prior cases 

Credtt Risk. 

and current managers and employees In Risk Mitigation, the 
;Hlumlan Resources, Employee Relations, MI Claims and Servicing and 

Prior referrals to CFl led to 8 separate investigations from 2004-2007 (2 cases each 
year) witl or listed as persons related to the case. Three separate 
investigators were assigned to these matters, and none interviewed the 5 until 
January 2008. Investigators stated the evidence they received prior to 'November 2007 
efld not provide enough to substantiate collusion by the loan officers and lead to 
interviews. 

It is important to note that Sandy determined that none of the loans A1G reported as 
containing fraud were oliginated by . CFI obtained 29 of the 25 loan 
documents by Risk Mitigation, and aU 20 were originated 'by _ 
!l1!I~.' brother even though the documents refleded the originator as" Five of , 
the loans could not be located based ' on the. limited infonnaoon provided by NG . . Ten 
additional klalis sent to her from Ri~k Mitigation (but not listoo on the AIG spreadsheet) 
had a variety of originatort;, many of whom are no longer employed with WaMu. The use 
of one top performers' name as the originator of all or most loans produced at one CFC 
was a practice at the Montebello site, and found to . occur at other CFCs within the 
company, The method of crediting loa.ns JJtirlzing the name of the top prodl.lCEir In the 
Montebello CFC created the impression 7 originated loans that he had no 
involvement with. This practice 0CClJ'S at other CFCs, making ft cfrfficuH to identify the 
true originators of loans that contain fraud, and difficult to identify fraud related trends 
with originators. The elements of fraud found by AIG were verified by the CF1 review, 
detennining that misrepresentations and fraudulent docUmentation had been p.res~e!ntiedi 
during the loan origination process. No SAR was filed listing either~ or. . 
as a suspect since evidence of Yleir involvement in the frauds was not found. Risk 
Mitigation had indicated on the Investigative Summary Report provided to CFI on all 30 
loans that SARs were filed on each loan. 

In many interviews and through documentation received from .Risk. Mitigation and Legal, 
there was considerable focus and discussion on a presentation titled -Retail Fraud Risk 
Overview dated November 16, ' 2005 that was prepared by Risk Mitigation. This 
presentation was the outcome of a project examining the retail broker program and 2 
Southem CA Community Fulfillment Centers (CFC's) In Commerce and Downey. Risk 
Mitigation conduded loan reviews on loans produced from September 9, 2003 to August 
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8, 2005 and found excessive levels of fraud related to loan qualifying data particularly in 
the retaU broker loans (78%). Fraud findings were excessively high in D~ey (46%) 
and Montebello (35%) for the 2 year review period. The Executive Summary in 2005 
stated: . 

• Fraud findings within the So. CA Retail Emerging Market CFC's are preventable 
with improved processes and controls. 

.• Fraud findings do not differ between the relaD broker and retaU lending programs 
and principallY 'relate to misrepresentation of loan qualifying data. 

• The Bank's top two retail loan originators based out of two So. CA Emerging 
Market CFC's, produced 67% of an retail broker production YTD by unit volume. 

• Forty two· percent (42%) of targeted reviews completed on loans produced in 
August and September 2005 contained excessive levels of fraud related to loan 
qualifying data. 

This overview was utilized to provide training to Loan Futfillment Centers (LFCs) and the 
findings within the document were presented to Tony Meola, Tim Bates, Cheryl Feltgen 
and others. Nancy Gonseth who managed Risk Mitigation at the time stated that-.a 
••• ~aalnd 7 were known to Risk Mitigation as generating high volumes of 
loans with misrepresentation or fraud within their portfolios. Nancy had reported to both 
nm Bates and Chery! Feltgen, and felt both were very aware of high volumes of fraud in 
thei & loans. 

Tim Bates recaHed conversations he had with Jim Vanasek (his manager and former 
Chief Enterprise Risk Officer) in 2005 where they agreed that a comprehensive review of 
the and loans was needed due to fraud allegations. TIm betieved that 
David Schneider was made aware of these findings by Jim. and that David wanted Risk 
Mitigation to 'monitor the situation-. No one interviewed throughout this investigation 
could descnbe what this monitoring was to entail, nor did anyone know of ackfltional 
monitoring that was done, or efforts to bring additional attention to the or 
•• :.Ioans. 

Carol Walker (ER) and Jeff Kusulas (HR) had no record of action taken for perfonnance 
issues with the 01 . 

Three Loan Processors who boarded loans for the £ stated that they were very 
busy during some of the peak production years where AfG had found loans with fraud 
present They stated that if the misrepresentations would be caught, it should have been 
by underwriting. . 

"and were interviewed by CFI on January 7, 2008, and explained 
how they rebeived many loans from brokers and real estate agents throughout the years. 
The • explained that brokers did not provide all documentation up front, so 
other loan processors would be responsible for flTlaiizing document needs VYhne 
underwriting also conducted their reviews. Neither no~lIed any of the 
loans AlG fou~ containing fraud. 

Jim Vanasek and Mark Hillis were Interviewed and, while both recalled the research 
done by Risk Mitigation to confinn high levels of fraud findings in the loans originated by 
CA emerging markets, neither could recan if the final report was shared with David 
Schneider. Both· believed that Tony Meola was charged with addressing the findings. 
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David Sch~ider was intaMewed' and recaJled rrttle al:Sout the 2005 fraud findings or 
actions taken to address them. He was not sure if he saw the 2005 Retail Fraud Risk 
Overview document. He recalled a discussion with Tony Meola about the 2005 findings, 
but thought the matter was handled or resolved. 

One of the comments in the AIG spreadsheet of fraud loans states that ~~~~~ 
has been identified by Investigators to be a real estate agent woJ1cing for this company" 
and klentifies as the company. Determining the status of this 
licensing was important to establish if _ violated the WaMu Code of Conduct. 
Interviews of the AJG investigators found that these comments were made due to 
research conducted months ago into ....... ubliz:ing Mortgage Asset Research 
Institute (MARl) and internet search data. A search of the State of CA Department of 

Real Estate website in January 2008 found tha is a .. ficens.~8~d~sa~le!s 
person, and has been since 1976 7 was not found to be ~censed, ,_ 
~~~~also was a licensed agent in 1980, but his license ' expired in 1988._ 
admitted during an interview ,that he remains legany licensed in real estate, but he has 
never bought or sold propeny, and his license has remained suspended for yeaMi-. This 
is a violation of WaMu's Code of Conduct policy. 

In an effort to determine if eithel? had a high rate of insurance rescissions due to 
fraud detected by other insurers, an examination of MI rescissions was conducted. 
Rescissions reco~ed on the 7 and loans found only 3 loans out of a 
multi-year Ust of loans originated by these parties had rescissions, WaMu had a total of 
375 loan rescissions in 2007 on all prime and sub prime loans, making it appear the 
rescission rate for the) was low. 

Interviews of " a~'r'Jel'a inconclusive related to fraudulent behavior. 
The investigation detennined that various employees collect and evaluate loan 
documentation prior to furiding and that a clear audit trall and accountability lor 
fraudulent actMty is not established. The imp\emEmtation of a friiud deteCtion tool began ' 
in December 2007, but prior to this, detection capabilities were manual. 
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The Risk Mitigation· Fraud "Retan Fraud Risk. Overview" presentation· dated November 
2005 highlighted Significant fraud findings from loans reviewed from September 2003 to 
August 2005, including t~ Downey and Montebello Home Loan Canters (CFC). The 
Executive Summary recommended the need for improved processes and controls, better 
training, the need tor a fraud solution tool, establishing accollltabnity within the sales . 
force, and the need for better fraud trend data and measurement capabmties. Outside of 
training sessions that Risk Mitigation conducted in late 2005, there was HWa evidence 
any of the recommended strategies were followed or that recommendations wars 
operationalized. There were no targeted reviews conducted by Risk Mitigation on the 
Oovmey or Monte~lo loan portfolios between 2005 and the actions taken in December 
2007. . 

At the start of this investigation, Risk Mitigation was asked to review an loans in the 
pipenne for the and 10 address loan issues that could place WaMu at 
risk,. Initial indications were that some of the pipenne loans· had fraud findings prompting 
a manual review of any loans In question. The pipeline volume was smafi (8 loans) of 
which 2 had fraud findings (SSN and income) 
Risk Mitigation examined delinquency rates for loans wttNn the past year for the 

and The Ear1y Payment DefauH (EPD) rates were low, with 
only 1 EPD for-'out of 655 loans. The 3 employees were 96%-97% current on ·aU 
loans in the review. A comparison was. also conducted with loans originated by others 
within the same zip codes, and"'had B loans of 863 (.91) 30 days past due, . 
compared to the sample of 21 ,891 loans with 179 (.86%) that were 30 days past due. 

Risk Mitigation also mirrored the research that was conducted in 2005 wtth a smaller 
sample of loans. Due to time constraints (the 2005 research on 150 loans took 4 months 

·.to ~mplete); the new review was conducted on loans that were funded over a two 
month· period (September and· October 2007) with either "Or listed as 
loan officer. The -Data Verify" detection tool that was not in use as a pre-funded fraud 
detection tool unbl November 2007 was run against 91 loans, foUowed by a manual 
review of 47 loan files . Data Verify screens and var,dates data on the loan application to 
identify falsified infonnation, property value and/or occupancy issues or data input errors 
that need additional review. Data Verify will not detect asset related or income 
discrepandes. Of the 47 loans manually reviewed from the pool of 91, they found many 
contained more than one fraud indicator. 

18 No fraud/no operational issues 
21 IncomelEmployment issues (mcludes income documents as confirmed 

Falsified, income suspect. confirmed overstated and income unreasonable or 
the profession) 

10 Oco..ipancy issues (appears the borrower is not or has never resided here) 
7 Judgment caJl issues (poor judgment in decision making process) 
6 Appraisal (inflated value is suspected) 
5 Loan did not meet guidelines, exceptions made 
4 SSN suspect 
3 Assets, confirmed bank statements misrepresented 
1 Credit (to qualify was not appropriate or faJsified) 
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Due to· ina high number of Occupancy issues, n appears that many loans may be 
fflesIDr loans, with occupants renting from the poo;haser. H was sunnised by Risk 
MItigation that II large portion of the Emerging MarKets portforlO may be Investor related, 
which means loans atU submitted as owner occupied but the 'purpose of the loan was to 
give real estate Investor.> property'to rent or resel. 

Servicing flags were placed on aH loans in the above review found to contain elements of 
fraud, and all of these loans are periorming. The service flag curtails WaMu from seHing 
these loans to lnvestors. 

Risk Mitigation ran MARl, to mirror the actions taken by AlG and determine if additional 
negative data was available on the 3 emp1oyees. MARl is a fraud hformation tool,~usedi~ 
by Mortgage professionals. Queries were run on 2pnd~nd· 'r 

There were no findings on • 7 had two reports in 2005 
shOYilng hit was the loan officei on loans Involving Xtreme Mortgage, a broker in 
Montebello; CA. Both bans were reported to contain false documentation, and to reflect 

took the loans in a face-to-.face Interview when it was reported in MARl that 
these loans were handled by the broker. 

MARl queries on 7 resutted in fIve incidents reported in 200S and 2006 
showing ISaas the loan originator on loans containing false Information, incIlXIing false 
income, false bank statements and false employment information. 

Risk Mitigation conduded that litt1e has changed In loan quaiijy since 2005 for ..... 
and noting that issues found in loans originating from MontebeUo are worse 
than those In other CFCs. Consistent comments \1,9(8 made around loans being 
investor type, though shown to be owner occupied, stated incomes that do not make 
sense, exceptions made by management more than peer sites, and appearing that 
borrowers are coached on how to find ways to work around c:re<'it policy. 
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AppendlxC 
Control Findings and Recommendations: 

1 Estabrrsh a comprehensive third party complaint process that enSures timely 
resolutioo and communication. In addition, ' determine the appropriate 
communication plan for AIG, the Califomia Department of Insurance and the OTS. 

2 Establish an appropriate credit risk ma.nagement governance process that 
proactively identifies and addresses unfavorable patterns of operational and 
employee practices such as those identified by HL Risk Mitigation. Specifically 
detennine the apPropriateness of disciplinary actions the various employees 
associated with this investigation. 

3 Enhance Code of Cqnduct. training to stress each employees role as a corporate 
steward and the consequences for passively facilltating the placement of loans into 
th~ origination process without sufficient due diligence. 

4 Enha'nce HL origination and fulfillment incentive programs to support loan quality as 
wefl as provide transparency of actual individuals accountable for the Joan. 

Currently control environment, by design, has minimal bamers to segregate the 
sales staff and the fulfillment staff. Any control design that allows loan consultants to 
participate in any aspect of the Income, employment or asset verification process 
has an inherent risk that tile sales employee will take actions that benefit their own 
income while at the same tlme Increasing risk for WaMu. A design weakness here is 
that the loan consultants are allowed to communicate mInimal loan requirements 
and obtain various verification documents from the borrower that ~ needed to prove 
income, employment and assets. Since the loan consultant is also more intimately 
familiar with our documentation requ irements and approval criteria, the temptation to 
advise the borrower on means and methods to game the system may occur. Our 
compensation and reward structure is heavily tilted for these employees. toward 
production of closed loans. 

A design recommendation in this area would entail changes to the pro~ that 
exclude the loan consuttant from participation in the income, employment and asset 
validation process. An additional recommendation is to capture for each loan 
processed, who originates, processes and tII1derwrites the loan. This would provide 
more consistent monitoring and identification of issues (including presence of fraud) 
that may require additional training or investigative attention. 

Enhanced fraud recognition training should also be recommended for those loan 
consultants that are engaged in income. employment and asset validation. They 
should understimd that these steps involve critical evaluation of the documentation 
received, and that they are not simple check-points to be cleared upon the 
submission of the documentation without critical examination of the documentation. 

5 Ensure fraud tools and processes, such as Data Verify, have been funy 
implemented within the HL origi~tion processes to identify applicant 
misrepresentations and fraudulent loan documents prior to loan closure. 
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Prior to data verifY implementation, the primarY fraud control over the majority of the 
fraud detection was designed in our current process to occur in the FutfiDmem 
process. The loan coordinator and the fulfillment group in general are charged with 
the responsibifrty to collect and evaluate the various employment, income and asset 
documentation, and they should be picking up on fraudulent documentation to the 
extent that those frauds are readily discoVerabk!:. This failure is a control 
implementation breakdown, as the control that was in place did not function as 
intended. 
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!XAsset Quality I ']Safety and Soundness I IConsumer Compliance 1 jlnfonnation Technology] 

I AQ ! Memo" ; 22 I 
DATE: June 19, 2008 
TO: David Schneider, President Home Loans 

FROM: Ann Hedger, OTS Examiner, Ben Franklin, OTS EIC 

I SUBJECT: loan Fraud Investigation 

cc: 
Cathy Ooperalski, FVP, Regulatory Relations 
John McMurray, Chief Enterprise Risk Officer 

The Internal review disclosed that fraud/misrepresentation did occur at the specific office raised in AIGlUG's allegation. 
Further, the review noted that ·control gaps were identified within the HL origination and risk management processes that 
did not sufficiently mitigate loan fraud exposure." While this review focused on one office In particular. it raised questions as 
to whether similar conditions are systemic throughout the organization, particularly since many of the issues raised have 
either previously been ra ised intemally or have been noted at the current or al prior ors examinations, such as: 

• The Internal Risk Mitigation process identified this specific office (along with the Retail Broker Program and one 
other specific office) as having heightened fraud exposure in 2005 and 2007 reviews. These concerns were not 
acted upon in a timely manner 

• The internal review noted thai a formalized process did not exisl to identify. monitor, resolve, and escalate third 
party complaints similar to the one raised by AJG. Similar issues have been raised In the 2007 OTS compliance 
exam and in the 8anks 2008 internal Investigation into the appraisal process 

• The review raised concerns regarding ·sales focusedlincented originations with limited focus on Individual 
accountability." Essentially, the review defines an origination cullure focused more heavily on production volume 
rather than quality. An example oflhis was a finding that production personnel were allowed to partiCipate in 
aspects of the income, employment, or asset verification process; a clear confl ict of interest The review also 
notes that systems and processes support Incentive compensation programs rather than measuring Individual 
performance (e.g., loans recorded under one originator rather than the person who actually originated the loan. 
This practice was found to occur at other offICes). Prior OTS examinations have raised similar issues including the 
need to implement Incentive compensation programs to place greater emphasis on loan quality. 

• The review noted that loan Origination processes did not mitigate misrepresentationlfraud. Many of the issues 
noted in the internal review such as those related to income reasonableness, overlooking ·red nags·, etc. have 
been raised at this and prior OTS examinations. 

While we recognize thai management has recentry taken a number of actions to improve the quality of originations, th is 
investigation. by raising concems that are reoct:urring In nature or that have not been adequately addressed. highlight the 
need for ongoing vigilance and commitment by management and the board to maintain a production environment in the 
Home Loans Group that Is committed to quality production, 

ors FINAL as of 06120/08 Permanent Subcommittee on Investi ations Saved: 0710812008 10:03 AM 
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AQ MEMO #22 

Topic: Origination controls In Home Loans 

Finding: The internallnvestlgaiion discussed in the background section above, noted a number of origination control 
issues that impacted the Office under review and may be systemic in the origination process. Management 
should address the Issues raised in the investigation including: 

1. The lack of a formalized process to identify, monitor, resolve, and escalate third party complaints. 
2. Inadequate Issue escalation and untimely management response to ·unfavorable patterns of 

operational and employee practices· such as those Identified in the investigation 
3. Incentives based on volume of originations v.fth limited focus on individual accountability, and in 

particular, any processes that allow production personnel to participate In verifying borrower financial 
Information. 

4. Loan Origination processes that do not adequately mitigate misrepresentation/fraud. 

Action: Evaluate and correct any control issues whether isolated or systemic and report the extent of these issues to 
OTS. 

Management Response Requested [!] Yes D No 

WaMu· 

MANAGEMENT RESPONSE: 

, 

are many controls thai have been put into place in Home Loans since this investigation was done, as well as a 
in Home Loans' business strategy that mitigate many of the issues Identified In this memo. These 

but are not limited to: the implementation of a comprehensive pre-funding fraud tool and pre-funding 
process, the elimination of aU third-party lending channels Including retan broker, and post-fund ing file quauty 

held on a weekly basis with senior management and channel leaders to address toan quality issues. 

Home Loans is currently beginning to design compensation plans for 2009. Included in the planning discussions are 
i"""",, .. IIIO<IIO loan quality. 

Formalize the third-party complaint process to ensure that significant issues are escalated 10 Home Loans Operational 
Risk and where appropriate, tlacked in a centralized issues tracki llg system. The process will include the definition of a 
significant issues and clear ownership responsibility. (McCoppin, Wagner, Struck) - September 30, 2008 
Formalize issue escalation process and follow-up procedures and actions that result from findings from Risk Mitigation 
reviews. (McCoppin) - August 31, 2008 
Require fraud tra ining and certification of all fulfillment personnel. (McCoppin, Brown) - December 31 , 2008 

Page 2 01 3 
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Topic: impact on third parties 

Finding : The above investigation raises the question of whether the fraud/misrepresentation noted during this 
investigation is material enough that it creates a potential recourse issue to third party investors. 

Action: Investlgate and determine whether a recourse situation has been created and report the findings to OTS. 

Management Response Requested DYes ON' 

[iJ WaMU' 
I MANAPEMENT.RESPONsE~ : HKlAg~.,. ' 1ET';,.."lIy A .... CJ9 ....... ,· EnU;_f!~:~ D~:, [ 1~112OQ81 

~~~~t R"PQ".~; r~~e;~~)W ~~, part\~~~", 0/ ~~r .. ~; : K ~}~'~; PI~~· ari.: arit~IF~ ,~!gel d~19"~~~t ti:!; 
Pm!MIr:~;": Th. 'ieiPQCl~ shcl\ild~:tt d.fillli'lhal poition_~. 1he findIng' ~ J:~!'dlo.n. diM~eed ~11i:~~~ yj :tIJ!' p¢iQn ,lIIIreed_'1Q,_ 

OI~-c:'!)Iio~ 5hould "~!1Y;~W~Ihcr." ~~ IIMtlindirV:&:~~ aCtiOn. a~'CUtiln. 'l!f!i ,,;~Ci~ncn~ -:"i allbmlol .... OOU ..... ~ aet\i!il1O be-purwed. . ,. , " '" _., . "C, '-'"::r;,,, ~ ~G,:"" 
RESPONSE. SU"lnct res $8 to-findl 11Iction , ",_r -'" " - ------

, , 

Carey Brennan, legal, and Joyce Mizerak, Repurchase & Recovery, are continuing to review and investigate 
the information provided by CFI, To date, their findings are as follows: 

" Repurchase & Recovery determined that a total of 21 • loans had been referred to Repurchase & 
Recovery for a determination of potential repurchase liability. Two of the loans were referred directty by Freddie 
Mac and have been repurchased. Of the remaining 19 loans, all were referred by Risk Mitigation and 
Repu~chase & Recovery determined that (a) 4 loans had been sold to Freddie Mac and the alleged 
misrepresentation has had no adverse impact on the loans and , therefore, the loans are not subject to being 
repurchased, and (b) the remaining 15 loans are held in the company's loan portfolio and were not sold and , 
therefore, the re are no recourse Implications associated with these loans. 

2, Of 91 loans reviewed by Risk Mitigation in November 2007 , the Data Verify tool identified 47 loans as having 
flags of fraud or misrepresentation. These loans were manually reviewed by Risk Mitigation who determined 
that 29 loans contain more than one fraud indicator. Per CFl's report, all of these loans are held in portfoliO, are 
current and have been flagged on the servicing system to prevent them from being sold. Therefore, there are 
no recourse implications associated with these loans. 

CORRECTIVE ACTION rovide ,s ecific action ste S' anned Ihellssi ned-r.es nsiblul'\i!.n e' -'and til! t Clates.IOf'eacb 

" WaMu will finalize its analysis to determine if any add!tional action needs to be taken. (Mizerak) - December 31,2008 
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WaMu~' 

.OTS Exam Summary 
As of July 22, 2008 

Examination Finding Memo Recap 

Asset Ouality 

• OTS AO #1 Home Equity File Review - (3 Criticisms; 1 Recommendation) Owner: Mike 
Zarro/ Arlene Hyde 

o Finding 1 (Criticism) - Overall Target Date 8/30/08 
• Issue: (1) Lack of Income Reasonableness Guidance and Controls; (2) Lack of Income 

Analysis Procedures for Stated Income Loans; and (3) Lack of Documentation for Income. 
Remediation Plan: Management Partially Agrees with parts one and two, and Agrees 
with part three. Income Document Relief programs have been discontinued. Borrower 
application and attestation has been implemented, and an enhanced Home Equity 
application (2993) which mirrors the FNMA 1003 is scheduled for the next technology 
release in 8/08. 

o Finding 2 (Criticism) - Overall Target Date 3/30/09 
• Issue: (1) Measures to address reasonableness of stated income were not implemented 

in home equity originations. (2) Risk in the HEP was not addressed in an expeditious 
manner to enable measures to be taken more promptly. (3) Policies and procedures in the 
HEP were not aligned with the prime portfolio higher requirements, despite the HEP's 
higher risk. 

• Remediation Plan: Management Agrees with part one, Disagrees with part two, and 
Partially Agrees with part three. Additional measures to ensure policies are consistent 
throughout the business include aligning HE with HL Prime in various elements of the 
calculation in the debt to income ratio. These changes will result in more consistent 
qualification of borrowers, regardless of the Home Loans product selected. 

o Finding 3 (Criticism) - Overall Target Date - Completed 
• Issue: WaMu (non appraisal) employees were able to inappropriately influence values of 

appraisals. 
• Remediation Plan: Corrective actions for this finding have been remediated by 

Management - A policy change to discontinue "request for transfer" appraisals was put in 
place in April 2008, and a subsequent HE policy change whereby the lender controls the 
appraisal escalation was implemented in June 2008. 

o Finding 4 (Recommendation) - Overall Target Date - Completed 
• Issue: Update policy for calculating seller concessions - Procedures for determining LTV 

and (LTV ratios state, "For property ownership of less than six months, value is 
established using the lesser of original purchase price or current appraised value". Seller 
concessions offered to the property purchaser were not appropriately addressed in 
determining LTV ratios. For loans to purchase an existing property, the Interagency 
Guidelines for Real Estate Lending (12 CFR Appendix to 560.101) states, "The term 'value' 

1 
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WaMu~' 

.• OTS AO #21 HE Line Management - Credit Line Decrease Program - (1 Observation) Owner: 
·Mike Zarro 
o Finding 1 (Observation) . 

• Issue: The OTS uses the memo to commend our efforts to reduce credit risk and 
contingent liabilities during the current lending environment. They note that many of the 
processes and procedures associated with the program are new and, in some cases, 
unfamiliar concepts to them. The memo lists the following three areas of concern. The 
OTS is working with their policy people to determine if they create regulatory compliance 
or appraisal issues: 1) Whether the valuation (AVM) process for determining equity 
reduction is compliant with applicable appraisal and compliance guidance, 2) Whether the 
use of FICO scores is adequate to determine deterioration in financial capacity sufficient 
to suspend, block, or cancel the line, and 3) Whether the appeal process is fair or does it 
put the borrower at some disadvantage. The OTS will continue to review this program 
with the 2009 Exam. 

• Remediation Plan: Management response is in process, or is drafted and a,waiting OTS 
acceptance. 

• OTS AO #22 Loan Fraud Investigation - (1 Criticism; 1 Recommendation) Owner: Don White 
o Finding 1 (Criticism) - Overall Target Date 12/31/08 

Issue: The internal investigation identified certain control issues that Finding 1 
recommends Management evaluate and correct. The items identified include: (1) Lack of 
formalized process to identify, monitor, resolve, and escalate third party complaints; (2) 
Inadequate issue escalation and untimely management response to "unfavorable patterns 
of operational and employee practices"; (3) Incentives based on volume of originations . 
with limited focus on individual accountability; and (4) Loan origination processes that do 
not adequately mitigate misrepresentation/fraud. -

• Remediation Plan: Management Partially Agrees - Formalize the third-party complaint 
process to ensure that significant issues are escalated to HL Operational Risk and where 
appropriate, tracked in a centralized issues tracking system. The process will include the 
definition of a significant issue and clear ownership responsibility. Formalize issue 
escalation process and follow-up procedures and actions that result from findings from 
Risk Mitigation reviews. Require fraud training and certification of all fulfillment personnel. 

o Finding 2 (Recommendation) - Overall Target Date 12/31/08 
Issue: Finding 2 recommends Management investigate to determine whether the 
misrepresentation/fraud n9ted during the OTS's exam is material enough that it creates a 
potential recourse issue to third party investors. 

• Remediation Plan: Carey Brennan, Legal, and Joyce Mizerak, Repurchase & Recovery, 
are continuing to review and investigate the information provided by CFI. WaMu will 
finalize its analysis to determine if any additional action needs to be taken. 

Safety and Soundness 

• OTS SS Memo #5 Loss Mitigation Models, Spreadsheets, and Documentation - (4 
Recommendations) Owners: John Berens/David Beck/Don White 
o Finding 1 (Recommendation) 

• Issue: Income and Asset Documentation For Loss Mitigation Programs - The Bank's 
forbearance plans, repayment plans, and loan modifications for sub prime, prime, and 
home equity owned loans, are based on stated income and stated assets for borrower in 
first time workouts. Documentation standards for forbearance plans, repayment plans, 
and loan modifications for owned loans should include verification of income and 
verification of assets since this is considered prudent underwriting practices and will 
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From: 
Sent: 

McNerney, Bob <robert.mcnemey@wamu.net> 

Thursday, August 31,20068:25 AM 

To: Steinmetz, William 1. <bill.steinmetz@wamu.net> 

Cc: Jacobs, Kathleen <kathleenjacobs@wamu.net>; Hyde, Arlene M. 
<arlene.hyde@wamu.net> 

SUbject: Re: Hudson 3010598427 Purchase 

I think your statement that the LFs have hit their funding goals is exactly my point. 
Sales has NOT hit oiur funding goals. 

How can we if the LFC already is at capacity. 

I am not trying to be antagonistic. 

But this is where the disconnect is. 

We are revamping our forecast for the remainder of the year. 

We will have it to you mid week next week. 

It will call for significant increase in apps and fundings. 

Our goal in ARea 2 was about 600m for August. 

We caimott get there if the LFC has goals and are staffed for less. 

I am simply attempting to grow. 

And need your help. 
We can bring in more volume. 

B 

Sent from my BlackBerry Wireless Handheld 

-----Original Message----

From: Steiiunetz, William J. 
To: McNerney, Bob 

CC: Jacobs, Kathleen; Hyde, Arlene M. 
Sent: Wed Aug 30 08:33:06 2006 

Subject: RE: Hudson 3010598427 Purchase 

Let's take a broader (and slightly more factual) look at this. 

This month Downers Grove and San Antonio will both have their best funding months of the year. Both will hit (and likely exceed) 
their funding goals for the month. 

These two centers have the BEST turn times in the country. Which is saying something, because turn times have improved by 
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approximately 20% this year. 

Downers Grove will have their best productivity ever, but not quite up to our 4th quarter goal. 

This looks like overall good LFC performance to me. Thatis not to say we are not experiencing issues. 

We have appraisal issues everywhere (due to the vendor change). We have some closing capacity issues in DG due to Stand Alone 
training last week and the normal end of month. push (which is very difficult to staff for). We have some lack of experience issues in 
San Antonio which impact our HE and difficult fIle processing ... 

We cannot afford to maintain excess capacity. We have all agreed that we must drive productivity to ensure we remain profitable. It 
doesn't help us to fund more loans and lose money. This puts a premium on making sure we get the LFC volume forecast correct We 
will staff to the forecast, but will not be able to stretch (in the short run) much more than that. 

-----Original Message----
From: McNerney, Bob 
Sent: Wednesday, August 30, 200611 :02 AM 
To: Steinmetz, William J. 
Cc: Jacobs, Kathleen; Hyde, Arlene M. 
Subject: Re: Hudson 3010598427 Purchase 

Everyone is getting hit right now. Its month end! 
Happens every month. 

I am being asked to commit to covering price hits if we close loans with no cvr 
That's unreasonable 
I am not going to allow great loans to walk out on us or even worse .... our name to get smeared on the streets, becasue we can't get 
our act together. 

But how is anyone culpable for this other than appraisal. They eat the price hits. 
The last few days have been ridiculous. 

Plus .... 
Once again ...... capacity is in play in DG and SA 

We need to build m. more capacity. 
We can't grow like this. 
I sound like a broken record. 

UW is backlogged 
Closing issues everywhere. 
And now appraisal. 

Took me 20 minutes of waiting on hold to speak to an UW yesterday. 

Wonder how long our customers wait? 

If we want the volume .... 
We must perform when we get it. 
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We can flat out do more loans. If you will please add the capacity for us to do so. 

We are capped. 

Capped is an ugly word when we are at 75 percent of plan. 
And we have lots of new AMs who are going to add more volume to the mix. 

I think area 2 can do MUCH more volume. 

But certainly not without the service levels. 

B 

Ps. I will never stop pushing. The day I do.: .... 
Please bury me with a 1003 in my hand. 

I believe so much in us ..... . 

We can dominate out here! 

Sent from my BlackBerry Wireless Handheld 

-----Original Message----

From: Steinmetz, William 1. 
To: McNerney, Bob 
CC: Hyde, Arlene M.; Jacobs, Kathleen; Lorenz, Holly; Stewart, Lorraine; Parres, John; Bull, Sushuma R; Bader, John T. 

Sent: Wed Aug 30 07:39:082006 
Subject: Re: Hudson 3010598427 Purchase 

I know. Everyone is getting hit now. 

We need to keep sending examples to John Bader and John Parres. They are working through the issues with the vendors. 

I'm continuing to escalate and have invited Sushuma Bull (the new head of appraisal) to our next AOMlASM call. 

Sent from my BlackBerry Wireless Handheld 

-----Original Message----
From: McNerney, Bob 

To: Steinmetz, William 1. 
Sent: Wed Aug 30 07:24:352006 
Subject: Fw: Hudson 3010598427 Purchase 

Bill 
We are getting slammed with thiskind of stuff. 

B 

Sent from my BlackBerry Wireless Handheld 
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-----Original Message----

From: Johnstone, Chris 
To: McNerney, Bob 

CC: Miller, Kristen E. 
Sent: Wed Aug 30 07:22:572006 
Subject: FW: Hudson 3010598427 Purchase 

Keeping you in the loop on this issue with one of Chris HartmanDs files 0 the appraisal order got cancelled for no apparent reason in 
OV, this is not an LFC issue, but an OV issue and I have seen several occurrences of this Dyou should ask your OV partner at your 
level why this happens o thanks. 

Chris Johnstone 
Vice President c Wholesale Sales Manager 
Washington Mutual . 
225 Pictoria Drive Suite 300 
Cincinnati, Ohio 45246 
513-551-5318 (w)513-551-5364 (fax) 

From: Hartman, Christopher L. 
Sent: Tuesday, August 29, 2006 6:50 PM 
To: Miller, Kristen E.; Bashem, Bradley E.; Johnstone, Chris 
Subject: FW: Hudson 3010598427 Purchase 

Hey guys this appraisal for this file was delivered with the file through online submission. The appraisal was sent to optis value, but 
had a cancel date in optis value. 

This is the first that Amanda and I have heard of the cancellation. Ire e-mailed the appraisal to Amanda, but I know it is going to go 
into review because it is a 4 unit NOO. The broker is ready to get this purchase closed. 

Is there anyway I can get the appraisal dept to rush this? 
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From: Grabowski, Amanda B. 
Sent: Tue 08129/2006 3:26 PM 

To: Hartman, Christopher L. 

Subject: RE: Hudson 3010598427 

Patricia isnDt here her mom passes away she wont be here for a week or so 

Do you have the appraisal? If so I will reorder it 

Amanda Grabowski 
Senior Loan Coordinator 
(630) 437-8748 Phone 
(630) 437-7752 Fax 

-----Original Message----
From: Hartman, Christopher L. 
Sent: Tuesday, August 29,2006 5:22 PM 
To: Grabowski, Amanda B. 
Subject: Re: Hudson 3010598427 

It shows in Optis Value as cancelled. 
Do you have the arc phone number? 

Can Patricia Eastmen take a look. 

Regards, 
Chris Hartman Washington Mutual Account Manager 
3050 Highland Parkway 3rd Floor Downers Grove IL 60515 
513-551-5321 office 513-505-9282 cell 
Customer Care 866-288 8760 
Loan Coordinator Amanda Grabowski 630-437 -8748 
Conditions 630-437-7752 
Lock Desk 630-437-8393 
Appraisals must be uploaded through wamubroker.com 

-----Ori ginal Message -----
From: Grabowski, Amanda B. 
To: Hartman, Christopher L. 
Sent: Tue Aug 2915:18:062006 
Subject: RE: Hudson 3010598427 

I don Ot know - I don 0 t even have the appraisal or a file 

Amanda Grabowski 
Senior Loan Coordinator 
(630) 437-8748 Phone 
(630) 437-7752 Fax 
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Market Risk Committee (MRC) 
Minutes of the December 12, 2006 Meeting 

The MRC of Washington Mutual, Inc; ("WMI" or the "Company"), Washington Mutual Bank 
(flea Washington Mutual Bank, FA) ("WMB") and Washington Mutual Bank fsb ("WMBfsb") 
and the Asset Liability Committee ("ALCO") ofWMBfsb met concurrently on Tuesday 
December 12, ·2006. 

Members present for the MRC: Ms. McCarthy, Chair, Mr. Brandeberry, Mr. Beck (phone), Mr. 
Casey, Mr. Goldberg, Mr. Griffith, Ms. Krahling (phone), Mr. Maw (phone), Mr. Williams, Ms. 
Novak (phone) and Mr. Hunt. 

Staff: Ms. Berger, Secretary, Mr. Batt, Mr. Stack, Ms. Logan, Ms. Kitsis, Mr. Ellson, Mr. 
Callahan (phone), Mr. Drastal (phone), Mr. Lehmann, Mr. McMullen, Mr. Friedlander and Mr. 
Pihl (phone). 

Summary of items approved at this meeting: 
Approved ALM Standard revisions as follows: 

Replaced references to the Asset Securitization/Sales Oversight Committee ("ASOC") with 
the Market Risk Committee throughout. 
Revised the Authorized Individuals for Intercompany Transactions Standard to permit sale of 
subsidiary stock or preferred stock back to the subsidiary's parent. . 

Approved Authorized Individuals for WaMu Investments Corp subject to: 
- Individuals become Officers of the Company. 

Approved extension of all active 2006 MRC programs due to expire on December 31, 2006 to 
January 31,2006 . 

. E0l78: Open pipeline for 511 and 711 Hybrid loans: Direct all Sill, 711 and 1011 hybrid ARM 
with loan size less than or equal to $3.0 million to Held For Sale (HFS); effective immediately 
and subject to potential delay in system programming time. 

Close program EO 141: WMMSC Conduit: Approval to close program and begin operating under 
delegated authority. This program repeal will remove current dollar size and loan type 
restrictions on the Conduit. WMMSC Conduit activities will be subject to an ongoing risk 
management review with the MRC on a quarterly basis. 

Approved Hybrid/Synthetic CDOICLO investment securities. 

Summary of action items from this meeting: 
None. 

Ms. McCarthy called a special meeting of the MRC to order at 11:00 a.m. 

Approval Items 

Agenda item 1: Meeting Minutes 

Approved at the 21XX107 MRC Meeting Permanent Subcommittee on Investigations 
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Market Risk Committee (MRC) 
Minutes of the December 12, 2006 Meeting 

The ~inutes from the November 14, 2006 and November 28,2006 meetings were reviewed. 
Ms. Logan noted that name for Company 467 had changed to "WaMu" Investments Corp. There 
were no further edits noted. Mr. Brandeberry motioned to approve the minutes. Mr. Griffith 
seconded the motion. The motion was unanimously approved. 

Agenda item 2: Policy Changes 
Ms. McCarthy reported that a technical review of the ALM Standards has been conducted and all 
remaining references to the Asset Securitization/Sales Oversight Committee (ASOC) have been 
replaced with MRC. The ASOC was disbanded at the November 2006 MRC meeting and its 
responsibilities were pulled back into MRC. 

Mr. Brandeberry requested approval to amend the language in the Authorized Individuals for 
Inter Company Transactions Standard to permit the sale of a subsidiaries stock or preferred stock 
back to its parent company. 

Mr. Brandeberry moved to approve both ALM changes as presented. ·Mr. Goldberg seconded 
the motion. The motion was unanimously approved. 

Agenda item 3: Authorized Individuals for WaMu Investments 
Ms. Logan requested 'approval of a number of individuals to effect transactions as part ofMRC 
approved Program E0176: WaMu Investments Corp (Company 467). Approval ofthese 
individuals is also being sought by the Subsidiary's Board of Directors. These individuals will 
also be nominated as Officers of Company 467. In response to a question from Mr. Goldberg, 
Ms. Logan confrrmed that all of the individuals listed for approval are employed in the Treasury 
group. Mr. Goldberg moved to approve the list of authorized individuals for Company 467. Mr. 
Brandeberry seconded the motion. The motion was unanimously approved. 

Agenda item 4: Approved Programs Extension to January MRC Date 
Ms. McCarthy requested an extension of the 2006 approved programs that are due to expire on 
December 31, 2006 out to January 2007. She explained that her team is working to simplify the 
program renewal process andTeduce the number of approved programs for 2007. Mr. Goldberg 
moved to approve the date extension to January 31, 2007. Mr. Beck seconded the motion. The 
motion was unanimously approved. 

Ms. McCarthy requested approval to open the pipeline for 5/1 and 711 hybrid ARMS by 
redirecting all 5/1/, 7/1 and 1011 hybrid ARM with loan size less than or equal to $3.0 million to 
Held For Sale (HFS). Mr. Beck confirmed·that the $3.0 million loan size was correct. Mr. Beck 
moved to approve directing all 511/, 7/1 and 10/1 hybrid ARM with loan size less than or equal 
to $3.0 million to Held For Sale (HFS), effective immediately and subject to potential delay in 
system programming time. Mr. Goldberg seconded the motion. The motion was unanimously 
approved. 

Agenda item 5: Removal of Program Restrictions for Conduit Activities 
Mr. Griffith reviewed a proposal to move Conduit activities current governed under MRC 

. program EO 141 to a delegated authority. This change would effectively remove dollar 
limitations and prohibitions including the purchase/sale of second lien loans. Conduit aCtivities 

Approved at the 2fXXJ07 MRC Meeting 
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Market Risk Committee (MRq 
Minutes of the December 12, 2006 Meeting 

continue to be subject to credit limitations and adherence with the Plan. Under delegated 
authority, Capital Markets will report on activities to the l\.1RC on a quarterly basis. Mr. Griffith 
moved to approve delegated authority for Conduit activities as proposed. Mr. Williams 
seconded the motion. The motion was unanimously approved. 

Agenda item 6: Program Approval- Hybrid CD Os 
Mr. McMullen reviewed a proposal to begin investing in collateralized debt obligations (CDO) 
to include synthetic bonds within the deal structure (such as ABS CDS). This request is an 
extension of the authorization obtained in October 2006 to begin investing in "cash" CDOs. Mr. 
McMullen noted that almost all of the CDO securities coming to market have some synthetic 
element such as credit default or ABS. Treasury does not anticipate the purchase of any hybrid 
CDOs below investment grade. In response toa question from Mr. Beck, Mr. McMullen 
explained that the hybrid CDO security will be investment grade rated however portions of the 
underlying security collateral may be unrated or rated less than investment grade. Mr. McMullen 
also noted that the purchase of hybrid CDOs would be restricted to only those securities that are 
a 'trust' structure versus a 'pass-through' structure because of accounting treatment issues. In 
response to a question from Mr. Goldberg, Mr. McMullen explained that the hybrid CDO 
securities will be modeled on Derivative Solutions: Only hybrid CDO securities that can be 
m9deled on Derivative Solutions will be purchased. Mr. Brandeberry noted that specific ALM 
language would need to be drafted to incorporate this instrument into the ALM Approved 
Instrument Standard. Ms. McCarthy concurred and recommended that l\.1RC approve subject to 
circulating the specific ALM Standard language/edits. In response to a question from Mr. Beck, 
Ms. McCarthy requested that Mr. Griffith ensure that the pre purchase and accounting checklists, 
modeling and ALM language edits are completed. Ms. Novak requested that Mr. Griffith .. 
include Mr. Callahan in any discussions with the business line. Mr. Griffith moved to approve. 
hybrid CDOs as an approved instrument. Mr. Beck seconded the motion. The motion was 
unanimously approved. 

Exceptions 
None. 

Discussion Items 

Agenda item 7: Change to Accrual Book Limits . 
Ms. McCarthy previewed a proposed limit structure for the ALM Policy and Balance Sheet 
Standard accrual book interest rate risk limits. She noted that there has been a compelling need 
over the last six months to replace the existing limits with limits that are more sophisticated, 
actionable and aligned with the strategic decision making process. The new limit structure will 
be proposed for approval at the January 8,2007 Enterprise Risk Management Committee 
meeting and the Finance Committee approval at their January 2007 meeting. Ms. McCarthy 
noted that the proposed limit structure is stochastic based model that is expected to evolve over 
time. The proposed limit structure has been reviewed with the OTS and meets regulatory 
requirements of a 200 basis point a non parallel shift shock analysis. A robust discussion ensued 
on the governance and escalation processes and how the proposed limit structure measures the 
Company's solvency and NIM-at-risk. 

Approved at the 2fXX107 MRC Meeting 
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Market Risk Committee (MRC) 
Minutes of the December 12, 2006 Meeting 

Agenda item 8: Policy Changes to Appendix A and Balance Sheet Standard 
Provided for member review. 

Agenda item 9: Review of Aged Inventory - Home Loans 
Mr. Pihl provided an update on that status of the Home Loans aged inventory. The overall size of 
the Home Loans warehouse is just over $18 billion. Of that, 2.07% ($375 million) of the loans 
in the warehouse are aged greater than 180 days, when the limit is 1.00%, and 0.21 % ($39 
million) of the loans are aged greater than 270 days (360 days in the case of Commercial), when 
the limit is zero. The Capital Markets Group expects these exceptions to be cleared through 
"scratch and dent" sales activities that are taking place this quarter and in the first quarter of 
2007: These sales .are expected to clear the aged inventory to include $40.0 million of sub prime 
second lien and $18.0 million of Commercial loans that will exceed the respective 270 day and 
360 day limit as of 12/31 reporting. The respective population of aged loans will be in 
compliance as a result of the Scratch and Dent sale and Commercial Securitization in the first 
quarter of 2007. 

Required Reports 

Agenda item 10: Securitization Activity Reports 
Ms. McCarthy noted that future securitization activity reports may be directed to the business 
segment risk committees for review. Mr. Potolsky provided an update on Subprime ' .. , ,;:. 
securitization activities. He explained that there is an overall weakness in the subprime Qusiness 
and the exit of investors from this market sector is driving some of the spread widening 
especially in the lower grades. Early WaMu 2006 vintages are on downgrade watch by the. 
ratings agencies. Mr. Lehmann provided an update on Prime securitization activities. He noted 
that performance is generally good however there have been some performance concerns with 
more recent conduit deals. In November the rating agencies reviewed three securities, upgrading 
5 classes and left 11 classis unchanged. Additional performance reports will be sent to members 
via email following the meeting. 

Mr. Lehmann reviewed an error caused by a combination of a manual process and staff transition 
that resulted in the unintentional over -collateralization to the Class B-14 Certificates of the 
WaMu 2006-AR 13 deal. The approximately $327.0 thousand over-collateralization has been 
taken out of the deal's gain-on-sale. This error is to the benefit oftlie certificate holders 
particularly the B holder. 

Mr. Lehmann then alerted the Committee to an analysis in-process whose preliminary results 
show an abnormally high number o(delinquencies in_a number of the 2006 Conduit Program 
securitizations. Mr. Lehmann noted that delinquency behavior was flagged in October for 
further review and analysis when recent securitization deals appeared to have more severe 
delinquency behavior than experienced in past deals. The primary factors contributing to 
increased delinquency appear to be caused by process issues including the sale and securitization 
of delinquent loans, loans not underwritten to standards, lower credit quality loans and seller 
servicers reporting false delinquent payment status. A discussion ensued on next steps. Mr. 
Lehmann will provide another status update at the next MRC meeting. 

Approved at the 2fXXJ07 MRC Meeting 
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Market Risk Committee (MRC) 
Minutes of the December 12, 2006 Meeting 

The Credit Card Securitization activity report was provided for member review. 

Mr. Q'Callahan reported that there were no issues with Commercial group securitization 
activities and provided an activity report for member review. 

Agenda item 11: ALM Report 
The ALM report was provided for member review. 

Other: 

None. 

There being no further matters, the MRC meeting was adjourned at 12:40 p.m. 

Approved at the 2fXXJ07 MRC Meeting 
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Subcommittee on Investi ations 

1.1 Washington 
Mutual 

Date: 

To: 

From: 

Re: 

MEMORANDUM 

September 21, 2007 

Kerry Killinger, Steve Rotella, David Schneider, and Cheryl Feltgen 

Randy Melby, June Thoreson-Rogers, and Debbie Amundson 

Westlake HLC Investigation Update 

Assessment Results: 

1. Fraud Accusation 

Westlake HLC team operates as a collective with Chris O'Brian listed as originating 
officer on all credits. 

All applications were processed through normal underwriting channels which 
induded application platform, credit bureaus, independent appraisal ordering, and 
centralized underwriting approvals. Stated Income approach and Option ARM 
products were utilized in most cases. 

No evidence of fraud on the part ofWaMu employees was found. 

2. WaMu Exposure 

- $13, 725,885 

4 Properties (3 in _ Development). 

Purchased 3/5/2007 for $3.8mm ($2,752m loan). 3/21/07 
eq refinance ($2,956m loan) with same $3.8mm appraisal. 
6119/07 equity extraction refinance ($4.8mm loan) with a new $6mm 
appraisal. Application for owner occupied - property is vacant and for sale. 

_-$2,203,577 

In foredosure and in bankruptcy. 7/23/07 appraised value $3,200,000. 
Original appraised value $2,650,000 as of 3/18/2005. 

_-no relationship with WaMu 

Internal Audit is working together with Home Loans Chief Risk Officer, Cheryl Feltgen 
to address the following Red Flags: 

1. HLC's 
• Brokers and Sales Manager should have been alerted to unususallfrequent 

financing request activity by similar parties with appraisal valuation increases 
during a short duration. 

Permanent Subcommittee on Investigations 

EXHffiIT#29 
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• Loans to enable Bergerano flipping properties. 

o __ Exception Approval Granted to purchase a _ 
property. "Sales Force Arbitrated Exception Approval" 

• Conflict of Interest - originating loans for family member 

2. Underwriting 
• Appraised valuations - dramatic changes in values in short periods of time. 

Appraiser adjustments of comps, use of comps owned by borrower, and subject 
to status. 

• Low DodStated Income Loans - appropriateness and accuracy of application 
information (potential fraud), especially for self employed borrowers and 
unseasoned sources of significant income to quality. 

• Due Dilligence on applications for investment vs owner occupied borrowers 

• Aggregate Liability for Borrowers - lending authorities by entity - Credit 
Approval form doesn't give senior credit approver line of sight into makeup of 
aggregate exposure and should be enhanced. 

2 
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WaMu' 
DATE INCIDENT REPORTED 

t!:4/Q.ln.M& 

Summary: 

SIGNIFICANT INCIDENT NOTIFICATION (SIN) 

,.x-
LOSS TYPE 

REGIONAL MANAGER 

Zavadil 

I .. _ . Rome [Dan Center 

and State) 
CA 

DIVISION EXECUTIVE 

_ = Redacted by the Pennanent 
Subcomminee on Investi ations 

Risk Mitigation referred to Corporate Fraud Investigations twelve early paym~nt default (EPD) home loans and 
one first payment default (FPO) home loan with a total exposure of$14.3?\.1M that aU originated in the Westlake 
Village Home Loan Center with either Loan Consultant or Loan Consultant The 
dates of the loan originations are from February to December 2007. 

• Many of the loans had several fraud findings such as fabricated asset statements, aJtered statements, 
income misrepresentation and one altered statement that is believed to have been used in two separate 
loans. 

• At month-end the team manager at the Loan Fulfillment Center (LFC) in Irwindale assigned exclusively 
to the Westlake loans would instruct his closers to fund loans prior to conditions being met with the 
understanding the Sales Associates would get them the docs within 48 hours so the file could be sent 
keeping in compliance. 

• One Sales Associate admitted that during that crunch time some of the Associates would "manufacture" 
asset statements from previous loan docs and submit them to the LFC. She said the pressure was 
tremendous from the LFC to get them the docs since the loan had already funded and pressure from the 
Loan Consultants to get the loans funded. 

• All the Sales Associates stated that and did not instruct them to falsify documentation 
and just told them to get the loans funded with whatever it took. It is I).ot cleS! that and 
were aware of the cut and paste jobs on the bank statements. 

• The LFC Team Manager's employment was tenninated as was that of the Sales Associate that confessed 
to altering bank statements. It was decided to anow the remaining lfi.,C and LFC employees to leave 
with the closing of their functions. 

• An additional $) OMM' loan was added to the 12 loans originally referred as Early Payment Defaults 
where the property is in Florida and the bank statements were altered. This brought the total exposure to 
$24.3 MM. 

Describe Identified Control Breakdowns (policy, Procedures, Etc): 
SIN report should be completed withIn five (5) business days after Investigator becomes Involved in the Incident. An update will be 
provided upon the completion of the Investigation or earlier If slgnlflcant findings need to be communl~ted. 

Corporate Fraud Investigations 
rev. 2111OB 
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• The Home Loan Center (HLC) process allows the Loan Consultants to assign the tasks of originating the 
loans and acquiring documents to several Sales Associates that are paid a percentage of all the loans 
funded for each month. 

• Underwriting does not verify asset statements. The Processors verify the bank statements by just 
making sure the name on the statement matches that of the borrower and the balance reflects what was 
stated on the loan application. 

• The Processors are incented based on the number of loans they fund each month where the UndeIWTiters 
are incented on the number of loans they see each day and not the number funded. 

• All loans out of the Westlake HLC are under the name of when he may not be the 
originator. Need to assign responsibility for the loans and place under the name of the originating Loan 
Consultant. A Sales Associate does not follow a Joan through from start to fUlish. At month-end they 
work on any loan in the pipeline and no one Associate is responsible. 

COl'pOlClte Fraud Investigations 
rev. ,,17tU8 
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WaMu· 
Do not duplicate or d·ssemlnale unle" the recipient has a need 10 know. 

INTERNAL INVESTIGATIVE REPORT 

CONFfDENTIAL 

Date: May 27,2008 

To: Fi le 

From: Marilyn Harris 
Corporate Fraud Investigations 

Reference: Westlake Home Loan Center, No. 2120 

Summary of Investigation 

~ulfillrn'ent Center - Westlake Team 
Loan Consultant 
Loan Consultant 

LFC Team Manager 
Sales Associate 

Our investigation began on April 1, 2008 folJowing notification by Risk Mitigation regarding 12
ii
E
ii
a.r1.Y .. 

Payment Default loans that were originated out of the Westlake Home Loan Center by the team of 
_ .... and , Loan Consultants. The loans had an exposure of $24.3MM. The dates of 
the originations were between February and December 2007. Risk Mitigation' s review of the 12 loans 
discovered falsified asset statements. income misrepresentation and altered bank statements. The same 
asset statement would be used in loans for two separate borrowers with the name and address cut and 
pasted from the true account holder' s documents. 

Results of Investigation 

• During the time frame in question and had a team of 14 Sales Associates that 
handled the loan throughout the process. The Associates were in contact with the customers, 
with the underwriters and processors at the Loan Fulfillment Center. They were the ones getting 
the conditioned documents to complete the loan package for funding. They also received a 
monetary incentive fo r the total dollar amount of loans funded each month that was equivalent to 
approximately 30% of their salary. 

Permanent Subcommittee on Invest; ations 

EXHIBIT #31 
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Subcommittee on InvCSli lions 

• The Irwindale Loan Fulfillment Center closed at the end of 2007 and the remaining employees 
were transferred to Irvine. There was a special team of Processors, Underwriters and Closers 
that handled the loans. That team was headed by Manager E_ T_ 

• In an interview on April 21, 2008 T~admitted he told his closers to fund loans at the end of 
the month without the conditions stating the Sales Associates promised to gel the conditioned 
documents to the LFC prior to the 48-hour deadline for shipping off the file. He, too, received 
compensation for the total number of loans funded. 

• One Sales Associate, r_ ~ in an interview on April 24, 2008 stated there was 
tremendous pressure from the Loan Consultants and from the LFC Team Manager to get the 
asset documents to the LFC because the loan was already funded. She said it was too late to call 
the borrower, so the Sales Associates would take statements from other files and cut and paste 
the current borrower's name and address. 

· A" stated that and were not aware of the shortcut procedures by the 
Associates and just told them to get the loans funded, no matter what that took She said the 
borrower was unaware of this practice. 

Conclusion and Recommendations 

E"T",S employment was terminated for the violation of the Code of Conduct. T_ ~'s 
employment was terminated for the falsification of bank records. The remaining Sales Associates, 
because no confessions were obtained, were just let go due to the elimination of their positions. T 

and s last day was on April 3D, 2008 as their positions were also eliminated in 
the Bank's reorganization. 

CC: Steve Stein 
Glenn Dekow 
Don Hagan 
Donna Krall 
Mike Provencio 
Carol Walker 
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From: 
Sent: 

To: 

Subject: 

Yes pis. 

Cathcart, Ron 
Tuesday, December 18,200710:09 AM 
Melby. Randy <randy.melby@wamu.net> 
Re: Employee HELOC Fraud 

-- Original Message -
From: Melby, Randy 
To: Cathcart, Ron 
Cc: Thoreson- Rogers, June C.; Snyer, Michele P. 
Sent: Tue Dec 18 06:59:47 2007 
Subject: RE: Employee HELOC Fraud 
Ron, 
You had originally asked to be informed of frauds over $5mm. Do you now want to see 
every1hing over $1 mm? We are revamping our overall reporting process and will ensure that 
you are copied on all large fraud cases. 
Randy 
--Original Message
From: Cathcart, Ron 
Sent: Tuesday, December 18, 20076:51 AM 
To: Melby, Randy 
Subject: Re: Employee HELOC Fraud 
I had asked that I be advised of frauds over $1 m. This is not happenning. 
-- Original Message --
From: Melby, Randy 
To: Cathcart, Ron 
Cc: Thoreson- Rogers, June C.; Snyer, Michele P. 
Sent: Tue Dec 1806:00:162007 
Subject: FW: Employee HELOC Fraud 
Ron , 
We are seeing an increase in HELOC frauds and some large cases in HL. Since we only 
investigate what is reported to us, we will need to work with Cheryl and her team to help with 
this trending. We will try and have a report prepared by early to mid January given the 
upcoming Holidays and the amount of manual trending that needs to be done. 
Randy 
-Original Message
From: Cathcart, Ron 
Sent: Wednesday, November 21 , 2007 11 :40 AM 
To: Melby, Randy 
Cc: Feltgen, Cheryl A. 
Subject: FW: Employee HELOC Fraud 
Are we seeing an escalation of fraud in Home Loans. Pis provide a report showing trends. 
--Original Message-
From: Melby, Randy 
Sent: Wednesday, November 21, 2007 11 :33 AM 
To: Cathcart, Ron 
Subject: Re: Employee HELOC Fraud 
This was an fyi only to let you know that we are working a potential HELOC fraud where the 

Permanent Subcommittee on investigations 
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loss could exceed $3mm. 

Randy Melby 
205-500-4131 (w) 
206-_(c) 
- Original Message -
From: Cathcart, Ron 
To: Melby, Randy 
Sent: Wed Nov 21 11 :29:462007 
Subject: RE: Employee HELOC Fraud 
I cannot read between the lines. 

From: Melby, Randy 
Sent: Wednesday, November 21 , 2007 7:39 AM 
To: Thoreson- Rogers, June C. 

_ = Redacted by the Permanent 
Subcommittee on Investigations 

Cc: Snyer, Michele P.; Dah~Amundson , Debbie D.; Cathcart, Ron 
Subject: RE: Employee HELOC Fraud 
June, 
I realize that this is an ongoing investigation; however, please set up some time with Debbie 
and me next week to discuss the scope of the investigation and what we are finding to date. 
Based on the information below, on what grounds was J_ M_terminated? Was HR 
and ER involved in the termination process? 
Randy Melby 
Audit Services 
206-500-4131 (direct) 
206-_(cell) 
CONFIDENTIALITY NOTICE: This electronic mail transmission may contain legally 
privileged, confidential information belonging to the sender. The information is intended only 
for the use of the individual or entity named above. If you are not the intended recipient, you 
are hereby notified that any disclosure, copying , distribution or taking any action based on the 
contents of this electronic mail is strictly prohibited . If you have received this electronic mail in 
error, please contact sender and delete all copies. 

From: Thoreson- Rogers, June C. 
Sent: Tuesday, November 13, 2007 6:54 AM 
To: Melby, Randy 
Cc: Snyer, Michele P.; Dahl-Amundson, Debbie D. 
Subject: FW: Employee HELOC Fraud 
Importance: High 
FYI on a substantial HELOC fraud we began working on last week. This could get some 
attention since the losses will be in the millions. Gary and his team are working with 
employees in the HELOC area to track down all loans originated by the suspects involved, 
and determine if any are legitimate. I will keep you updated on the findings as they develop. 
June Thoreson-Rogers 
Division Manager 
Corporate Fraud Investigations 
206-377-4556 

From: Zavadil , Gary J. 
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Sent: Sunday, November 11, 20073:29 PM . 
To: Lansdon, Marcia L. 

_ _ Redacled by the Pc:nnancnt 
Subcomminee on Investieations 

Cc: Campbell , Christine A.; Garcia , Maria L. ; Thoreson- Rogers, June C. 
Subject: Employee HELOC Fraud 
Background 
Recently Wamu received a forgery claim from a customer stating that a fraudulent HELOC for 
$250,000 was opened in their name and unauthorized advances were conducted. 
• The HELOC loan was originated at the Encino branch #1579. 
• The HELOC loan file could not be located. 
• The HELOC advances were conducted at the Encino branch #1579 and the funds placed in 
a newly opened checking account. 
Investigation 
Los Felix:#1599 
• Our investigation detenmined that all of the withdrawals from the checking account were 
conducted by Sr. PFR "~_' at the Los Felix branch #1599. 
• Mr. ~would go to different tellers stations and process the withdrawals himself, no 
customer was present. 
• Three additional HELOC suspicious HELOC loans fitting the same pattem were identified. 
• All of the loans were originated at the Encino branch by LPFR "A_ ~ and 
approved/closed by the FCM "J_~" 
• Mr. ~ was interviewed on 11/07/07 and stated that he was doing the withdrawals per the 
request of a person named "rosie" who would send him a text message with the loan number, 
the Wamu account number and instructions 'on how is distribute the money to various parties. 
• Mr. ~claimed that he also opened some HELOC's and checking accounts at "rosie's" 
request over the last 6 months. 
• Mr. R. indicate that he did not know the employees at the Encino branch that originated / 
closed the loans. 
• Mr. RIa claimed that he never actually met "rosie however he did receive $500 for the 
activity, his employment was terminated. 
Encino: #1579 
• LPFR, .--0_ was interviewed on 11108/07 and stated that his Manager "J_ M_' introduced him to a ' 'T_~' who supposedly works for Wells Fargo and the 
loans were for people that did not qualify at Wells Fargo. 
• Borrowers would call him on the phone and provide him with their infonmation for a HELOC 
loan and he would process the loan. 
• Mr. 0_ stated that he would meet the borrowers only at the time of loan clOSing in the 
branch. The borrowers would come to the branch with their own notary. 
• Most of the HELOC's were for property outside of the branch area. 
• Mr. O_claimed that he received no outside compensation for processing the HELOC's. 
• Approx. 30 HELOC's originated at the Encino branch were identified by Mr. ~ as 
having been referrals from T_A_ 
• Mr. 0_ stated that after the loans closed !funded he would give the file to FCM, "J_ 
M_". 
• Mr. O_s employment was suspended, pending termination. 
• FCM, J_ ~ was interviewed on , 11/08/07 and stated that he was not aware of any 
of the fraudulent activity, his employment was tenminated . 
A total of 75 suspect HELOC loans have been identified (approved & in pipeline) and are 
being reviewed with a current outstanding balance of $3,318,101 . 
Gary Zavadil 
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Corporate Fraud Investigations Subcommitt~ on Investi~ations 

Washington Mutual Bank 
626.291.5829 direct -818~ell 
gary.zavadil@wamu.net 
This communication may contain privileged or other confidential information. If you have 
received rt in error, please advise the sender by reply email and immediately delete the 
message and any attachments wrthout copying or disclosing the contents. Thank you. 
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1!!!9 WaMu' 
DATE INCIDENT REPORTED 
05/01/2008 

LOSS 
$8,538,600.00 

DATE SIN COMPLETED 
05/15/08 

HOME EQUITY 

Summary: 

SIGNIFICANT INCIDENT NOTIFICATION (SIN) 

INVESTIGATOR 
Wakefield 

lOSS l'YPE 

HELOC Fraud 

CASE NUMBER 

2007004428 

REGIONAL MANAGER 

CA REGIONAL MANAGER 

Bill Donnellan 

FIe OR DEPARTMENT 

HLC 1769 

LOCATION (City and State) 

Sunnyvale, CA 

DIVISION EXECUTlVE 

by the Permanent 

On 05/1/2008 CFI was referred information from Risk Mitigation related to suspect HELOC loans originated 
at the Sunnyvale HLC by Loan Originator (LO) ~ Risk Mitigation was contacted by Sr. Loan Coordinator 
Sean Gaskin when he noted similarities in loan applications from this originator. Loans in Lam's pipeline and two recenlly 
funded loans were reviewed. Risk Mitigations review indicated that on each application the borrower stated they owned 
the property free and clear. The loans also contained a comment from the orlginator that only he could contact the 
borrower. ~.was part of the recent reduction in force . His last day employed was 04/3012008. 

• Risk Mitigation reviewed 25 HELOC loans originated between 216/08 and 4/19/08 by Lam with a total exposure of 
$8,538,600.00. The review found that the borrowers indicated they owned the property free and clear when in 
fact existing liens were noted on the properties. The properties are located in California , Arizona and Washington. 

• As of 511512008 22 of the 25 loan applications have been terminated or declined. Two (2) of the applications were 
terminated by Lam when he was informed the files were sent to Risk Mitigation for review. One (1) application Is 
pending further underwriting review and two (2) loans funded . 

• Two loans were funded resulting in an loss potential of $500,000.00 

Borrower 

Borrower 

Ln# 792730699 obtained a $250,000 HELOC on property in CA valued at 
;,cis;;;;g liens were located totaling S555.116.00 placing WaMu in 3rd position . 

7927n625 obtained a S250 ,000 HELOC on property in AZ. valued at 
were located totaling $599.760.00 placing WaMu in 3rd position with liens 

• Both _ and _ssued checks to ~ T .from the proceeds of their loans. R_va,as four 
(4) 1st Mortgage loans and two (2) HELOC's with WaMu with a total outstanding debt $1 ,350,190.00. Three (3) of 
these loans were originated by ~ Risk Mitigation is beginning a review of the 7 loans held by vi All loans are 
currently performing. 

Describe Identified Control Breakdowns (Policy, Procedures, Etc): 

WaMu used vendor Servicelink to obtain Abbreviated TiUe reports. These documents do not provide existing lien 
information on the subject property. On both funded loans when the originator was asked to verify debt on the borrowers 
credit report the originator indicated the debt was not linked to the subject properties. The loans were ultimately approved 
and funded. 

Update : 

SIN report should be completed within five (5) business days after Investigator bacomes Involved in the inddent. Art update will be 
provided upon the completion of the Investigation or earl ier If significant findings need to be communicated. 

Corporate FraUd InvesUgatlollS 
rev. 2Jlf08 
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RADlAN 
Washington Mutual Bank 
Group # 00918 
12th Delegated Lender Underwriting Review 
Review Period: Apri l I , 2006 through June 30, 2007 
Review Conducted: August 13,2007 - September 28, 2007 
Exit Meeting Conducted: February 7, 2008 
Updated Exit Meeting Conducted : TBD 

Loans Loans Loans 
Reason for Selection Reoucstcd Deleted Deferred 

Random 138 4 

Delinquent ·EPD 13 2 

lSI 6 

DLUR Objective: 

I 

2 

Good High ComlllisDce Misrep Total 
Risk Risk (nclieible Inclieible Reviewed 

119 0 II 3 133 

4 0 , 10 

123 0 12 8 143 

• The objective of the review is to detennine lender compliance with Radian's underwriting guidelines and eligible 
loan criteria, to assess the quality of the lender's underwriting decisions, to rate the risk of the individual10ans 
insured, and to identify eITors in the loan data transmitted to Radian. The review will help to ensure that risks that 
effect the quality of Radian's portfolio of insured loans are identified and communicated so that informed 
decisions about mitigation, corrective action, and/or pricing can be made. 

DLUR Possible Ratings and Scores: 

• Possible file ratings are "Good", "High Risk", "Compliance Ineligible", and "Misrepresentation Ineligible". Only 
the randomly selected loans file ratings are included when scoring a review. The randomly selected loans are the 
best indicator of the average risk profile of loans accepted in our delegated relationship with the lender. A score of 
85 or higher is rated "Good" , 70 - 84 is rated "Fair", and a score of69 or below is rated "Unacceptable". 

Washington MUluai Bank - 12th DLUR Page I 
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RADV\N 
DLURScope: 

• A total of 151 loan files were requested for review - 138 in the Random selection and 13 in the Delinquent (EPO) 
selection. Six (6) of the loans were deleted from the review due to the fact the MI Certificates were canceled. Two 
(2) of the loans files were unavailable for review and have been deferred at this time but Radian reserves the right 
to review a complete copy of a deferred loan fi le if the loan should go to claim. 

• Al l Random loans were from business generated from 04/01/06 through 06/30/07. 

• An EPO for this review is defined as a loan that becomes 90+ days delinquent within the first 12 months of 
origination. It should be noted that 20 ( 15%) of the loans reviewed in the Random Selection were also reported as 
an EPD. 

• The review was completed in two parts - some of the original loan files were available for review and were 
reviewed on-site at the Jacksonville, FL office of Washington Mutual and the remaining imaged loan files were 
reviewed from Washington Mutual's internet portal. 

Random Results: 

• A total of 133 loans were reviewed in the Random selection - 119 of the loans were rated "Good", II loans were 
rated "Compli ancellneligible" and three (3) were rated "MisreplIneligible" . This results in an overall 
"Unacceptable" rating with a score of 68. 

• The primary reasons for the "Compliance/Ineligible" ratings are insufficient documents to support the income 
used to qualify the borrower and exceptions to approved guidelines. A complete write-up for each 
"Compliance/Inel igib le" rated loan is attached as Exhibit "A". 

• The primary reasons for the "MisreplIneligible" ratings are property value concerns and questionable income 
documented used to qualify the borrower. A complete write-up for each "Misrep/lneligible" rated loan is attached 
as Exhibit "8". 
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RAD1AN 
Early Payment Defau lts (EPD) Resul ts: 

• Ten ( 10) Delinquent (EPO) loan files were reviewed - four (4) of the loans were determi ned to be an acceptable 
risk at the time of origination and were rated "Good", one (J) of the loans was rated "CompliancelIneligiblc" and 
five (5) of the loans were rated "Misrep/lneiigible" . 

• The primary reason for the "CompliancelInel igiblc" rating was excessive seller contributions. A complete write
up far the loan is attached as Exhibit "C". 

• The primary reasons for the "M.isrep/ineligiblc" ratings were questionable property values, occupancy and 
possible strawbuyers. A complete write-up for each loan is attached as Exhib it "0". 

It should be tloled thaI 17 afthe 20 loans rated less than "Good" were originated by mortgage brokers - only three (3) of 
the loans rated less than "Good" were retail originations. 

Data Issues: 

• After the review was complete the data from the loan files was checked against Rad ian system data for any 
discrepancies that would affect pricing on the loan. All data discrepancies are addressed on Exhibit E-I through 
E-4 . The breakdown is as fo llows: 

» E- I - Possible Pricing issues - 43 loans reported - 38 loans require additional premium differential and 
five (5) loans are due a refu nd to the current servicer - in add ition to the pricing issues shown on Exhibit 
E-I general data issues are also addressed on the 45 loans reported . 

./ 15 A Minus loans were priced as Prime 

./ 18 Alt-A loans were priced as Prime 

./ Four (4) loans were not reported as Neg Am 

./ One ( I) loan was reporting an incorrect LTV due to incorrect sales price 

./ One ( I) loan was reported as a purchase when it was a Cash-Out Refinance 

./ One ( I) loan was reported as a Neg Am when it was not 

./ One ( I) Prime loans was priced as an A M inus 

./ One (I) A Minus loan was priced as an Alt-A 
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RAOV\N 
./ Two (2) Prime loans were priced as A1t~A 

);> E-2 - General Data Issues - 32 loans reported with one or more data issues 

./ Nine (9) loans reported an incorrect or incomplete property address 

./ Eight (8) loans did not report va or If 0 tenn 

./ Seven (7) loans reported an incorrect appraised value 

./ Six (6) loans reported the borrower's name incorrectly 

./ Two (2) loans reported and incorrect sales price 

./ Two (2) loans reported an incorrect loan type 

./ Two (2) toans reported the incorrect number of property units 

./ Two (2) loans reported the incorrect total income 

./ One (1) loan reported an incorrect loan term 

);> E-3 - Originator Name - 17 loans report 

./ The loan originator was not reported correctly on 17 loans submitted through MI OnLine 

);> E-4 - PITI variance ofZOOIo or > ~ 36 loans reported 

,/ The actual PITI for 28 of the loans was 20% or > than the PITl submitted 
,/ . On eight (8) of the loans the actual PITI was 20% or > less than the PITI submitted 

Washington Mutual Bank - lZIh DLUR 

Confidential Treatment Requested by JPMC 

Page 4 



EXhibit A - Random - Compliance/Ineligible 

Loan Number: 3017774500 

Cert 10: 99672508 

Borrower: 

Property Address: 

Originated By: Parklane Mortgage Group 

Loan Officer: -Submitted By: Washington Mutual Bank FA (49461482) 

Insured: Washington Mutual Bank FA (4946 1-482) 

Serviccr; Washington Mutual Bank FA (4946 1-359) 

Ovcrall rated Compliancd lneligible - 100% LTV, Purchase, Primary, 30-Year Fixed Rate, Flex lOa, DU EA-I, Full Doc, Detached 
Single Fami ly, Loan Amount S98,000, Closed 611107, FICO Score 609, Borrower Paid MI 

Compliance/lneligible raLCd due to borrower's employment, income and source of gift funds are not sufficiently documented. Based on 
the gift letter and Verifica~loyment the borrower is employed by her mother _. The verbal verification of 
employment was from a ~ same last name as borrower's mother. Complete copies of the borrower 's 2005 and 2006 tax 
returns, W2s and year-to-date pay history are needed to support the income used to quali fy. 

TIle gift. letter for $9,000 stales the funds were paid in the form of cash - satisfactory evidence that the mother had the funds to give and 
satisfactory evidence that borrower received the funds is needed to support the gift funds. (A bank statement, which is shown as a 
business account was in the fite but the statement docs not identify the owner of the account - the statement shows severallargc 
deposits from Medicare.) 

Note - WaMu agrees with write-up. 
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Exhibit A - Random - Compliance/lneligible 

Loan Number: 3063 151850 

Cert 10; 99620129 

Borrower: 

Property Address: 

Originated By: WaMu - Bethel Park, PA 

Loan Officer: -Submitted By: Washington Mutual Bank FA (4946I M 388) 

Insured: Washington Mutual Bank FA (4946 IM388) 

Serviccr: Washington Mutual Bank FA (49461-359) 

Ovcrall rated Compliance/lneligible M 100% LTV, Purchase, Prima!)" Flex 100, DU Approve/Eligible, Full Doc, Detached Single 
Family, 30-Year Fixed Rate, Loan Amount $330,000, Closed 312107, FICO Scores 652170 1, Borrower Paid MI 

Complianeellneligible rated due to borrower's income used to qualify is not supported. Based on the verbal verification of employment 
it appears the borrower is employed by a family member, which was not Based on the 1003lhe borrower h."\S been 
employed at Keystone Printing for 10 years - verbal VOE was provided of KeyslOne Printing. The 
borrower's payMstub for the period ending 1117/07 shows salary 0[$975, a monthly income ofS2,1 12.50. The 2006 
W2 shows a monthly income of $4,23 I . There is a letter in the file from the employer stating the borrower receives a car allowance of 
$1 ,095 per month. Borrower is in sales - complete copies of2oo5 and 2006 tax returns are needed to support the borrower's actual 
income less any nonMreimbursed business expenses. 

Note - WaMu agrees with write-up. 
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Exhi bit A - Random - Compliance/Ineligib le 

Loan Number: 3013666304 

Cert 10: 99670022 

Borrower: 

Property Address: 

Originated By: State Financial Serviees 

Loan Officer: 

Submitted By: Washington Mutual Bank FA (49461 -482) 

Insured: Washington Mutual Bank FA (4946 1-482) 

Servicer: Washington Mutual Bank FA (49461~359) 

Overall rated Complianccllneligible ~ 85% LTV, Investment, Cash-Out Refinance, 12-Month Option ARM with Potential Neg AM , 
srv A Loan Program, Detached Single Family, Loan Amount $187,000, Closed 5116/01, FICO Score 123, Borrower Paid MI 

CompliancclIneligible rated due to Investor SIVA Cash-Out Refinance not allowed on an Option ARM. Loan was priced as Prime not 
Alt-A with Neg Am ARM - loan is not eligible for Radian MI. 

Note - Rating of "Compliance/Ineligible" will remain - Radian's commitment letter dated 12/20/06 excludes AIt-A investor 
loans. 
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Exhibit A - Random - Compliancellneligible 

Loan Number: 3013 170000 

Cert 10: 995972 18 

Borrower: 

Property Address: 

Originated By: Net Financial 

Loan Officer: -Submitted By: Washington Mutual Bank FA (49461-221) 

Insured: Washington Mutual Bank FA (4946 1-221) 

Servicer: Washington Mutual Bank FA (49461-359) 

Overall rated Compliance!Ineligible - 85% LTV, Invesbnent, Cash·Out Refinance, 7/ 1 ARM, SIVA Loan Program, Detached Single 
Family, Loan Amount $484500, Closed 1116/07, FICO Score 689, Borrower Paid MI 

Complianccl1 nelig ible rated due to Cash-Out Refinance to investors has not been approved by Radian for a STVA Loan Program. 

Additional concerns are the appraised value of$575,000 - audit manager obtained an InterThinx ValVerify report, which gave a most 
probable value of$32 1,000 with a confidence score ofn. Borrower's stated monthly income of $34,000 does not appear reasonable 
for a "Sign Designer" - the underwriting approval states "income does not pass reasonable test". 

It should be noted that the appraiser stated the subject had recently been listed for sale. Borrower stated that he built the subject to sell 
but due to declining market he has decided to kecp it The file did not contain a fmal HUD-l; however, the estimated HUD-J shows the 
borrower received $203,500 at closing. 

Note - Rating of "Compliance/Ineligible" will rem ain - Radian ' s General Terms and Conditions Lender Specific Agreements 
da ted 111106 does not allow an I nvestor Cash-Ol,lt Refinance under a SIVA Joan program. 
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Exhibit A - Random - CompliancelInel igib le 

Loon Number: 3017725551 

Cert ID: 99687 169 

Borrower: 

Property Address: 
Los Angeles, CA 90044 

Originated By: WaMu - Downey, CA 

Loan Officer: Fragoso, Luis 

Submitted By: Washington Mutual Bank FA (49461-080) 

Insured: Washington Mutual Bank FA (4946 1·080) 

Servicer: Washington Mutual Bank FA (49461-3.59) 

Overall rated Compliance/Ineligible - First Payment Default - closed 6/12/07 wilh first payment due 811 107 - no payments have been 
made· 97% LTV, Purchase, Primary, First T imc Homebuyer, Affordable 97 Community Loan Program, 30-Year Fixed Rate, Octached 
Single Family, Loan Amount $4 17,000, FICO Score 000, Borrower Paid M1 

CompliancclInelig ible ratcd due to fil e does not contain satisfactory evidence of all acceptable non-traditional credit history. The only 
non-traditional credit was from a home furniture store, JS lnsu rance and a prior auto loan - no rental history or credit refercnce from a 
util ity company were provided. The 1003 docs show the borrowcr pays $1 ,750 in rent. 

Note - WaMu cleared thc prior income issue but did not clear the insufficient non-traditional credit iss ue. 
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Exhibit A - Random - Compliance/ineligible 

Loan Number: 30 1149341 2 

Cert 10; 99569574 

Borrower: 

Property Address: 

Originated By: WaMu - Bethel Park, PA 

Loan Officer: 

Submitted By: Washington Mutual Bank FA (4946 1·388) 

Insured: Washington Mutual Bank FA (49461·388) 

Serviccr: Washington Mutual Bank FA (4946 1-359) 

Overall rated Compliancc/lneligible - 86% LTV, Purchase, Primary, DU EA-ll, Full Doc, 30-Year Fixed Rate, First Time Homebuycr, 
Condo, Loan Amount $ 199,700, Closed 11115/06, FICO Score 650, Borrower Paid MI 

Complianccllncligible rated due to verifi cation of assets nccded to close th is transaction was not verified in thc loan filc . The borrower 
needed $38,970 to close the transaction and less than $9,000 was verified in the loan fil e. 

Note - WaMu agrees with write·up - is attempt ing to obtain asset docs 
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Loan Number: 

Cert lD: 

Borrower: 

Property Address: 

Originated By: 

Loan Officer: 

Submitted By: 

Insured: 

Servicer: 

Exhibit A - Random - Compliancellneligible 

3013282201 

99612732 

Century Mortgage Co. 

Washington Mutual Bank FA (49461·192) 

Washington Mutual Bank FA (4946 1·192) 

Washington Mutual Bank FA (4946 1-359) 

Overall rated CompliancclIneligible - EPO - closed 217/07 wilh first paymcnt duc 4/01107 now due for 1211107 but loan has been in 
default since the 811/07 payment - reason for default is shown as excessive obligations and curtailment of income - 100% LTV, 
Purchase, Primary, DU EA·ll, Full Doc, First Time Homebuyer, Detached Single Family, Loan Amount $47,000, FICO Score 549, 
Borrower Paid MI 

Compl inncc1lneligihle rated due to the income ofS I,022 per month used to qua lify is not supported. Based on the 2006 W2 and the 
year-to-date pay-stub the income is not supported. In addition, the borrower needed S 1,114 to close, per the attachment to the 
Verification of Deposit the borrower's average funds avai lable were SIO.22 with SI,360 currently avai lable - source of the increased 
funds was not addressed. 

Note - WaM u agrees with wri te· up. 
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EXECUTIVE SUMMARY 

Risk Mitigation and Mortgage Fraud 

2008 Ri sk Review 

Credit Risk Management: Rating - Requires Improvement - The overall system of credit risk management activities and 
processes exhibits weakness and/or has deficiencies related to multiple business activities. Exposure is considerable and 
immediate corrective action is essential in order to limit or avoid considerable losses, reputation damage, or financial statement 
errors. Repeat findings, if any, are significant. 

Corporate Credit Review (CCR) has performed a review of Risk Mitigation and mortgage fraud. The objective of the review was to 
evaluate specific components of credit risk management and to identify emerging risk issues. Mortgage fraud, as defined by The 
Office of Federal Housing Enterprise Oversight (OFHEO), means a material misstatement, misrepresentation, or omission relied 
upon by an Enterprise to fund or purchase or not to fund or purchase a mortgage, including a mortgage associated with a 
mortgage backed security or sim ilar financial instrument issued or guaranteed by an Enterprise. 

Risk Mitigation is responsible for investigating suspicious activity that may occur during the loan origination and fulfillment process 
by conducting pre-funding and post-funding reviews. The pre-funding reviews have assisted in averting over $358MM in potential 
fraud losses through July 2008 (includes first and second liens)'. In addition to perform ing investigative work, fi ling Suspicious 
Activity Reports and reporting the results, Risk Mitigation is also the subject matter expert and support function for DataVerify. 
DataVerify is a fraud detection tool utilized within the loan fulfillment process beginning in the fourth quarter of 2007. 

The primary rev iew purposes included the assessment and validat ion of the processes being performed to protect the bank from 
mortgage fraud through: 

• Detection during underwriting 
• Investigation of suspected fraud 
• Initiatives to raise awareness of mortgage fraud 
• Activities to address fraud that has been identified including pursuing consequences for perpetrators and the completion of 

internal and external reporting 
• The dissemination of the investigation results to the appropriate parties to ensure the appropriate action is taken 

CCR interviewed Risk Mitigation management, Home Loans management personnel with in Operations, Underwriting, Home 
Equity Strategic Support and Coliatera l and Salability Management. 

I HL Risk Managemenl Forum - Risk Analysis and Scorecard - August 2008 Repon - p. 3 
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Corporate Credit Review Risk Mitigation and Mortgage Fraud 

2008 Risk Review 
Five issues, more fully explained on subsequent pages of this report, were identified during this review: 

• The controls that are intended to prevent the sale of loans that have been confi rmed by Risk Mitigation to contain 
misrepresentations or fraud are not currently effective. There is not a systematic process to prevent a loan in the Risk 
Mitigation Inventory andlor confirmed to conta in suspicious activity from being sold to an investor, The coding of the user 
defined "Risk Mit" field in Fidelity does not directly affect the salability of the loans. A review was completed of a sample of 
25 loans closed in 2008 with the appropriate cod ing in the "Risk Mit" fie ld in Fidelity. Of the 25 loans tested, 11 reflected a 
sale date after the completion of the investigation which confirmed fraud. There is evidence that this control weakness has 
ex isted for some time. As of the report issuance date, Risk Mitigation has advised CCR the action steps have taken place 
to resolve th is issue. 

• There are inconsistencies in the coding of loans in Fidelity by Risk Mitigation. A weakness was identified in the manual 
control process that is intended to ensure the " ~isk Mit" field in Fidelity is coded correctly. This includes both at the initial 
referra l and at the conclusion of the investigation. Incorrect coding does not allow for the internal communication of the 
investigation status and results. Without this control point the bank is not able to properly identify, investigate and complete 
internal and external reporting. It also lim its the bank's ability to raise awareness of mortgage fraud and pursue 
consequences for perpetrators. As of the report issuance date, Risk Mitigation has advised CCR the action steps have 
taken place to resolve th is issue. 

• Risk Mitigation's process to communicate to Home Equity Strategic Support their find ings of confirmed fraud and/or 
misrepresentations found in HELOCs is not comprehensive as it is very manual and excludes some types of relevant 
findings. Risk Mitigation is interpreting their own findings at the loan level and rendering a judgment regarding whether or 
not the HELOC should be suspended from further draws. The criteria that they are using is based on direction that they 
received from the Legal Department to only refer for line suspension or blockage those accounts that have a confirmed 
misrepresentation of collateral. However, this selective communication does not give Home Equity StrategiC Support the 
data in order to monitor the type of misrepresentation that is occurring and to assess what strategies should be deployed to 
manage the risks associated with lines that were approved based on fraudulent information. As of the report issuance date, 
Risk Mitigation has advised CCR the action steps have taken place to reso lve this issue. 

• Based on the current process flow, the resources allocated to HL Risk Mitigation are not sufficient to provide coverage for 
the workload to be completed timely. Risk Mitigation Management prioritizes the work by load balancing between their 
teams daily. Even with this attention to pipeline management, they are not able to provide the coverage needed to address 
the growing number of demands for investigative work. At the time of the review the "Regular Path" team had a pipeline of 
716 loans dating back as far as January. Resources used to file SAR's from referral sources in Home Loans are not 
independently investigating the loans. The capacity issue has also limited the number of Early Payment Default reviews 
and targeted reviews that can be completed. 
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Corporate Credit Review 

• : •• : l 
Risk Mitigation and Mortgage Fraud 

2008 Risk Review 

• There is a lack of training in Home Loans focused on fraud awareness and prevention. This issue was identified based on 
the review of current train ing material and feedback from business partners within Home Loans Operations and 
Underwriting. The recently updated training requirements for the Bank Loan Consultants, Call Center, and Personal 
Financial Representative who originate Home Equity products in the Financial Center does not include Suspicious Activity 
or fraud awareness train ing. The current training is focused on product kncwledge and sales. In addition there is no in
depth training available on DataVerify. 

CCR would like to acknowledge the Risk Mit igation management team for their level of cooperation and responsiveness to the 
issues. Risk Mitigation recognized the significance of the review issues and took immediate action. As of the report issuance 
date, Risk Mitigation has advised CCR that the action plans for the first three issues have been implemented. 

Background: 
Fraud losses for Home Loans Prime and Subprime as of July 2008 are $121.2MM'. While an established 2008 loss plan for 
Prime and Subprime fraud in Home Loans does not exist3, this does represent a year over year increase of $80.SMM4. 
Residential Prime year to date losses are $68.2MM and Residential Subprime are $53.0MM'. Misrepresentation and Appraisal I 
Collateral fraud are the main contributors to the fraud losses for both Prime and Subprime. Loans originated in 2007 account for 
45% of the 2008 Prime fraud losses while the 2006 vintage represents 63% of the 2008 fraud losses for Subprime'. This 
coincides with the strong reliance on low documentation and stated income transactions in 2006 and 2007 as well as inefficient 
tools to aid in the identification of red flags in the origination process. 

Home Equity fraud experienced the largest increase from $8.2MM in June 2007 to $52.2MM in June 2008'. It should be ncted 
that 54% of Home Equity fraud losses are attributed to line re-advancement fraud and account takeover fraud'. This type of fraud 
is the result of operational deficiencies within the servicing of HELOCs that have been exploited. Since the focus of Risk 
Mitigation is on the detection and prevention of mortgage origination fraud the focus and scope of this review focused on 
mortgage origination fraud. 

Risk Mitigation, located in Jacksonville, Florida, provides mortgage origination fraud support for the Home Loans Division by 
performing the following functions: 

• Pre-funding and post- funding mortgage fraud investigations 

1 HL Risk Managcmcnt Forulll - Risk Analysis and Scorecard - AugusIZ008 Rcport- pp. 5-6 
3 Enterprise Fraud Rcvicw-June 2008 Report-.p. 3 
~ HL Risk Managcment Forum - Risk Analysis and Scorecard - August 2008 Report- pp. 5-6 
5 ibid 
6 ibid 
1 Entcrprise Fraud Review-June 2008 Report-.p. 9 
I ibid 
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Corporate Credit Review Risk Mitigation and Mortgage Fraud 

2008 Risk Review 
• Communicate investigation results to the referral source 
• Notifying both internal and external business partners who have an interest in the transaction 
• Filing a Suspicious Activity Report (SAR) on all suspects 
• Training on the utilization of DataVerify 
• Make recomt'!lendations with the origination branch that will help prevent recurrences of fraud 
• Fraud prevention training and support 

To provide the necessary support for the Home Loans Division, Risk Mitigation segments their department into the following 
teams: 

• Fast Path - performs reviews on active loan files prior to funding. These loan files are identified as suspicious by the 
fulfillment center. The identification of suspicious activity is prim arily detected by DataVerify. DataVerify is a fraud 
detection tool that was implemented into production for Home Loans beginning in 4Q 2007. DataVerify has enhanced the 
fulfillment operation's ability to detect mortgage fraud. In addition to DataVerify the fulfillment operations staff may detect 
fraud9through their validation of clearing of conditions such as identifying altered income documents. Once identified, the 
staff refers the loan to Risk Mitigation via email. Risk Mitigation responds within 48 hours and informs the fulfillment staff if 
they can proceed. Year-to-date this process has helped to prevent over $358MM in potential fraud losses9

. 

• One Touch - performs reviews on all First Payment Defaults (FPD) and a sample of Early Payment Defaults (EPD). The 
reviews are completed on a monthly cycle and the results are shared with Home Loans Operations and UndelWriting 
management. In addition, weekly meetings are held with David Schneider and key members of the Home Loan 
Executive Team which include Credit Policy, Operations, Channel Management, UndelWriting and Appra isal. This control 
paint allows operational and policy decisions to be made and acted upon summarily. 

• Regular Path - performs post~funding reviews on referrals from sources such as Home Loans Credit Review, Default, 
Home Loans Operations and Corporate Fraud Investigations. These reviews are prioritized based on service level 
agreements established with the business units and the urgency of the request. 

• Special Loan Review is a team that investigates fraud schemes that may involve multiple loans. 

In addition to the teams mentioned above Risk Mitigation also has a team dedicated to conduct quality reviews for the analysts 
within Risk Mit igation. They are also responsible for the filing of SARs for the Home Loans Division. 

OataVerify was implemented in a phased approach beginning 4Q 2007 and was fully implemented within all origination channels 
during 1 Q 2008. Risk Mitigation was responsible for the initial training and is also tasked with providing all support, new release 
communication and additional training for this fraud tool. 

9 HL Risk Management Forum - Risk Analysis and Scorecard - August 2008 Report p. 3 
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OPTION ARM Focus GROUPS - PHASE II 
WAMU OPTION ARM CUSTOMERS 

Section 1 Introduction and Objectives 

Home Loans & Insurance Services wanted to explore ways to increase sales of Option 
ARMs, Washington Mutual's most profitable mortgage loan products. To date, Strategic 
Market Research has completed two phases of this study, with more to follow: 

• Phase I of the research inyolved four focus groups held among Washington Mutual 
Loan Consultants and external Mortgage Brokers to understand their perceptions of 
Option ARM sales. The results of Phase I of the research are summarized in a 
separate report (a video summary of the groups is also available). 

• For Phase II of the Option ARM study - which is the focus of this report, Strategic 
Market Research conducted four focus groups among current Washington Mutual 

. Option ARM customers to better understand how they felt about their loans. The 
specific purposes of Phase II were to: 

• Determine what makes Option ARMs appealing/unappealing for consumers 

• Understand how Washington Mutual could better position, market, or enhance 
this product line to increase demand 

• Discover customers' hot buttons for this product line 

• Identify any other issues relevant to the sales and marketing of Option ARM 
products 

The key learnings from Phases.1 and II will be used to develop concepts and positioning 
statements to be used in Phase III of this project, which will consist of 8 focus groups to 
be held among general mortgage borrowers, who mayor may not be WaMu customers. 
The report for Phase III will be available by 9/10. 

Methodology 

Four focus groups were held August 1ih and 13th, 2003. Two groups were held in 
Schaumburg, IL and two were held in Orange County, CA. There was a total of 31 
partiCipants (17 males/14 females), and all groups were moderated by Kevin Jenne from 
WaMu's Strategic Market Research group. The schedule of groups is shown below. 

Date Partici~ants 1# ~artici~nts) Place 

August 12, 2003 Option ARM customers (8) Schaumburg,IL 
August 12,2003 Option ARM customers (8) Schaumburg, IL 
August 13, 2003 Option ARM customers (8) Orange County, CA 
August 13, 2003 Option ARM customers (7) Orange County, CA 

Data from qualitative methods such as focus groups are based on small samples, and 
are descriptive in nature, without attempting to provide a statistical or quantitative 
assessment of the prevalence of opinions expressed. These data are best used to give 
a detailed snapshot of why people feel the way they do, rather than the number of 
people who feel that way. 
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Section 2 Conclusions & Rec:ommendations 

• In general, people do not seem to have a good understanding of their mortgage and 
its terms. What understanding they do have is framed by the context of a 3D-year 
fixed mortgage. Option ARMs are very complicated and need to be explained in 
simple, easy to understand terms. Prospective borrowers need to be educated 
about the loan ~ this is not a product that sells itself. 

Providing salespeople with more training and simple sales tools that help illustrate 
the important points of the Option ARM will make it easier for them to educate 
prospective borrowers and sell the loan. 

• Customers tend to view their Option ARM as a loan of last resort. Whether explicit or 
implicit, loan consultants and brokers need to move away from positioning these 
loans as "the only one you can qualify for." 

• Borrowers want peace of mind with respect to their mortgage. Helping prospective 
borrowers understand payment and interest rate caps may mitigate fears of wild 
monthly payment swings 

Similarly, fears about negative amortization, a concept also not very well 
understood by participants, could be reduced or eliminated by showing how 
much residential properties in the local market have appr~ciated over time. 

• Many borrowers do not understand that Option ARMs are 3D-year mortgages - and 
names like Flex 3 or Flex 5 do nothing to help foster that understanding. The 
mindset of Option ARMs as short-term fixed-rate mortgages needs to shift to one of 
Option ARMs as a long-term financial tool, whose rate will automatically shift 
downward in falling rate environment and save thousands in refinancing costs over 
time. Borrowers also do not seem to understand the costs of continually refinancing 
their existing mortgage to a new 3D-year term. . 

• Self-employed. individuals and individuals undergoing a significant life change, such 
as divorce or retirement. may represent an underserved mortgage niche. 

For these individuals, low doc and payment flexibility are key selling points 

• Having the ability to make payments online may help solidify relationship between 
the borrower and Washington Mutual 
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Section 3 Executive Summary of Findings 

The following summary lists the main findings from the research. 

• Few participants fully understood the Option ARM and its key benefits. A number of 
them were not familiar with the payment options or how they could be used. 

Additionally, most did not understand how their interest rate was derived, how often 
their payments would change, and what, if any, were the interest and/or payment 
caps. 

• Participants generally chose an Option ARM because it was recommended to them 
by their Loan Consultant or Mortgage Broker, rather than actively having actively 
sought it out. This finding confirms some of the learning from focus groups and 
underscores the importance of the loan consultant/broker in the process. 

• Perhaps the best selling point for the Option ARM loan was being shown how much 
lower their monthly payment would be by choosing an Option ARM versus a fixed
rate loan. 

The second-most important selling point was payment options. For loan consultants 
and brokers, discussing payment options is particularly important when speaking 
with people whose monthly income fluctuates, those who may be less stable 
financially, or retired people who want to keep their house and need to increase their 
monthly disposable income. Many participants considered having payment choices 
a very appealing and important benefit. 

Interestingly, those familiar with the payment options liked having the payment 
flexibility, even though some always made the full principal and interest payment. 
Individuals whose incomes fluctuated from time to time seemed to be the ones most 
likely to take advantage of the various payment options. 

• Many participants did not know what happened to their loan at the end of the fixed 
interest rate period. Most of them assumed they would have to sell or refinance 
because of a potential balloon payment or a steep jump in their payments. Because 

. of these misperceptions, most participants expect to refinance their loans within the 
next three to five years. 

• Despite their lack of understanding about these loans, participants were almost 
universally happy with their loan choice as the Option ARM gave them lower 
payments, more cash in their pockets, and helped some of them keep their homes 
during periods of financial difficulties. 

• The lower interest rate, ability to qualify, and length of time they expected to keep the 
loan were the primary drivers of the participants' Option ARM purchase decision. 

• For some, the Option ARM was a loan of last resort - they were unable to qualify for 
a fixed-rate purchase or refinance mortgage. 
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• For almost all of the participants, the fixed-rate mortgage is still the mortgage of 
choice - the "gold standard" so to speak - for people who are going to stay in their 
homes. 

• Low doc was an attractive aspect of the Option ARM product for a few of the 
participants, especially those who were self-employed. 

• Suggested names for the Option ARM: Several suggestions were made, and most 
contained the word "flexibility." They felt this word described the loan and its 
payment options. 

• Suggested improvements for the Option ARM: Bi-weekly payments, allowing online 
payments, and having a skip payment option were all briefly discussed and had 
moderate appeal. 
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Section 4 General Analysis 

Reasons for Selecting an Option ARM 

Option ARMs can be an appealing mortgage alternative for many different types of 
people with different life situations. During the groups, participants discussed factors 
that contributed to their decision to obtain an Option ARM. Listed below are some of the 
life situations that contributed to participants' choice of an Option ARM: 

• First-time homebuyers who planned to be in their home for a short time 

• Individuals who were not concerned about paying down their principal 

• People with significant life changes such as divorce or unemployment 

• Commission-based employees whose income fluctuated from month to month 

• Older homeowners who wanted to access some of the equity in their home 

• Individuals who couldn't qualify for a fixed-rate loan 

• People who were aggressively seeking the best rate and payment, and were 
willing to refinance often to get them 

• Multiple property owners who consolidated two mortgages into one with a lower 
payment 

• People who experienced temporary difficulty in meeting their monthly obligations. 

UI could either get this loan or sell the house. " 

- WAMU Option ARM Customer 

When partiCipants initially went to talk to a loan consultant or mortgage broker. most 
knew little. if anything. about Option ARMs. Most of the participants chose an Option 
ARM based on a recommendation by a loan consultant or broker, after he/she had 
reviewed their personal financial situation. One of the keys to selling more Option ARMs 
seems to be having the loan consultant or broker develop a good understanding of the 
financial needs and objectives of prospective borrowers to determine the best mortgage 
fit. The bottom line is that most customers choose an Option ARM because someone 
has taken the time to understand their personal situation and has determined that the 
Option ARM is the best choice. 

"Need to Know" Information for Choosing an Option ARM 

The Option ARM is a complex financial product with many facets. Focusing on the right 
"need to know" information is critical to developing more Option ARM sales. Participants 
seemed easily overwhelmed by the product details. 

UMy broker told me it was the best rate out there and to take it since I 
wasn't planning to be there that long" 

- WAMU Option ARM Customer 
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The three critical pieces of information borrowers understood about their loan seemed to 
be: 

(1) It is an adjustable rate mortgage with a fixed interest rate for some period 
of time and a pre-payment penalty - however, borrowers did not 
necessarily understand that it is a 30 year loan 

(2) The interest rate and payments are less than those for a fixed-rate 
mortgage 

(3) These loans don't require lot of paperwork if they choose the low doc 
option 

Many participants mentioned that, if they planned to be in a home for a long time, they 
would prefer a fixed-rate loan. Perhaps then. the most important question to ask a 
prospective borrower is "How long do you plan to be in your home?" In many cases, if 
the answer to this question is less than five years, the Option ARM may be easier to sell " 
than if the answer is more than five years. 

"Fixed is the only way to go if you are not planning on refinancing or moving at any time. 
You want to lock it in and have a great rate." 

- WAMU Option ARM Customer 

Because of its appeal among self-employed individuals and others whose income is 
subject to fluctuation, a key follow-up question might be ':Are your income and expenses 
fairly stable or does they fluctuate from month-to-month? 

Participants lacked clarity on what happens to their loan after the fixed period ends. 
After this period, nearly everyone had the perception they would either have to refinance 
their loan, make a balloon payment, or sell their house. Some participants thought that 
their interest rate would increase significantly at the end of the fixed period. Others 
thought the whole loan had to be paid off in five years. In particular, participants who 
had a Flex 5 considered their loan to be a 5-year fixed-rate loan. Many had no idea they 
would simply have an ARM after 5 years. Regardless of their perceptions, however, 
nearly all participants planned to payoff this loan by sometime within the next two to five 
years - either by selling or refinancing, 

"It's really scary to me what's going to happen in 5 years." 

- WAMU Option ARM Customer 

·Something terrible happens in 3 years. It 

- WAMU Option ARM Customer 

Beyond understanding the toan was good for short-term needs, understanding the rate 
and payment was very important to these individuals. In particular, understanding how 
the initial low interest rate afforded by the Option ARM saved them money vis-a-vis 
those for a fixed-rate loan, was a critical selling point for these loans. 

Many participants also seemed to appreciate the flexibility and safety the payment 
options afforded them. Interestingly, even though they had different.payment choices 
each month, many chose to consistently make the same payment. Some chose to 
always make the 30 year payment; others added a few hundred dollars to the interest 
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only payment. Most mentioned that they felt good being able to pay a portion of the 
principal each month because it seemed to be the right thing to do. The following 
paragraphs describe how the Option ARM and payment options were explained and sold 
to some of the participants. 

• Among those who planned to be in their home for only a year or two, choosing a Flex 
3 or Flex 5 was almost a "no brainer" once it was explained to them, although none 
of them knew these product names. Most considered these to be short-term fixed
rate loans, and currently the interest rates for these loans are significantly less than 
3D year fixed-rate loans. 

• People who weren't planning to payoff their loan liked the interest-only payment 
option as this was considerably less than the full principal and interest payment for a 
3D-year fixed-rate loan. This option gave them more cash in their pockets each 
month and allowed them to payoff bills or use the extra cash for other things. They 
also liked having the ability to choose to pay some of the principal if they wanted, but 
it was not required. 

• Participants whose monthly income fluctuated or who were not in a stable financial 
situation liked the payment flexibility. If something catastrophic happened (lost their 
job, etc.), they could make the minimum or interest only payment and not have to 
worry about losing their home. They understood that reducing payments when times 
were tough was not an option with 3D-year fixed-rate loans and the penalties for 
doing so are high. 

Participants also stressed the importance of explaining things in easy-ta-understand 
terms. This point was also made by the Mortgage Brokers and Loan Consultants during 
Phase I of the research. 

"Try and make it understandable in layman's terms" 

- WAMU Option ARM Customer 

Secondary Loan Details - Not Part of the Purchase Decision 

While all participants felt that they understood the rate and payment terms, they were 
less diligent about understanding some of the other aspects of their Option ARM loan. 
Some of the specific terms and conditions that these customers had little or no 
awareness of included rate/payment caps, the index from which their interest rates are 
derived, and negative amortization. 

How much information the mortgage brokers and loan consultants provided to these 
customers cannot be objectively determined but enough was given so that the borrowers 
were able to reach an acceptable comfort level for the Option ARM loan. After 
discussing these topics, many participants seemed to realize how little they really knew 
about these loans and wanted more education about less the familiar aspects and terms. 

"I'm a little nervous about it. I have this feeling of impending doom .. .it's almost too good 
to be true." 

- WAMU Option ARM Customer 
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Rate/Payment Caps: Many participants knew there was a lifetime interest rate cap on 
their loan but most could only guess as to how much. Some thought it was around 8% 
and others thought it was about 12%. Several people mentioned an annual rate cap, but 
once again, most really didn't know how much this was. Most guessed that it was one or 
two percent. 

Nobodyin the groups mentioned annual payment caps. When they were asked directly 
about this, a few said the payment increase was limited by the amount the rate can go 
up. No one seemed to understand that the payment cap and the interest rate cap are 
different. For some consumers, understanding the payment cap may be an important 
way to mitigate some of the concerns and misperceptions about the periodic adjusts in 
payments. 

In general, the participants seemed relieved to know they were somehow protected from 
potentially skyrocketing interest rates, even if they weren't sure exactly how high the 
rates could go, or how their protection worked. 

Additionally. most participants did not seem to be aware that their payments were only 
adjusted annually - not when the interest changed. This lack of awareness about 
payment changes also indicated that they probably did not know that an increase in 
interest rates could also result in some negative amortization. 

Index: Only a couple of people had any idea how the interest rate on their loan was 
determined. Most either had no idea, or simply speculated as to how they thought it was 
calculated - one woman was convinced her mortgage interest rate was tied to the Nikkei 
index. But for the most part, there were a lot of blank looks from participants when this 
topic was introduced. When the moderator described how the rate was calculated, they 
were able to understand that it was based on a moving average, which made the rate 
less volatile. 

Showing prospective borrowers how the index has historically performed, and its 
stability, may be an important key to raising the acceptance of this type of ARM and 
reassuring them that the interest rate is not historically volatile and does not change 
quickly. 

Pre-Payment Penalties: Many of the participants had one-year pre-payment penalties 
on their loans and seemed to have little concern about it. Those borrowers who had 
three-year penalties were a little nervous about the penalty should they need to sell or 
refinance sooner than expected. 

Negative Amortization: Several partiCipants mentioned negative amortization during 
the groups, but most were not very clear on what it was. One or two called it "reverse 
amortization." Some thought that if they made interest-only payments, the balance of 
their loan would go up. They often referred to this as "tacking it on at the end." They 
generally thought that negative amortization was a moderately or very bad concept. The 
idea of making minimum or interest only payments made many people a bit nervous and 
they didn't like the feeling of "falling behind." Most felt that "falling behind" was 
something to avoid. No one mentioned that price appreciation would likely overcome 
any negative amortization - particularly in Southern California where real estate prices 
have increased substantially over the past several years. 
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Drawbacks To The Loan 

Participants were almost universally happy with their loan choice as the Option ARM 
gave them lower payments, more cash in their pockets, and in two cases let divorced 
women save their homes. When asked about drawbacks to the Option ARM. few were 
mentioned. Most concerns centered around the possibility of interest rate increases and 
subsequent increases in their monthly payment. A few mentioned that the interest rate 
could go higher than fixed-rates; some didn't like that payments could increase after five 
years. And for others, a misperception that the payment could change every month was 
unnerving. Some participants stated outright that the loan was not good for the long
term. 

Suggestions for Improving the Option ARM 

Biweekly Payments: Some borrowers thought we currently offer this option and they 
weren't necessarily clear on whether a fee is charged for this payment structure. They 
understood the benefits once they were explained by other participants, but someone 
pOinted out in each group that if fees are charged, they would be better off just paying 
that additional amount directly themselves. 

Online Payments: At least one person in each group indicated they'd like to be able to 
make their payments online each month. Because Option ARM customers can choose 
their payment amount each month, having an automatic recurring withdrawal doesn't 
necessarily work well for them. They contrasted Washington Mutual with their utilities 
and other companies, with whom they can pay bills directly. This proposal had 
moderate appeal. To some, it sounded like something Washington Mutual should simply 
offer, as everyone else already does. They viewed this not a competitive advantage, but 
just keeping up with the times. 

Skip Payment Option: Initially, participants were very skeptical about this feature. 
After a good deal of discussion and drawing on life illustrations such as their experience 
with credit cards, they began to understand where they might benefit from such a skip 
option, but they would be very cautious about using it. Again, they talked about money 
being "tacked on at the end," and thought this option would really cost them in the long 
run. Having an option like this could potentially be "nice to have" but no one was really 
clamoring for it, and many had considerable misgivings about this option. It could be a 
tie-breaker between two identical loans,but isn't likely to serve as a major selling point. 

Other Suggestions: A few other suggestions were voiced but not discussed much due 
to time constraints. One suggestion was to have the option to convert the loan to a 
fixed-rate loan after three years. Another idea was to have a referral program for 
customers where they get money for referring friends who get loans. Finally, the last 
suggestion was to offer a discount on loans for being a return customer. 

Suggested Names for the Option ARM 

At the conclusion of each group, participants were asked to brainstorm for new names 
for the Option ARM loan. For the most part, relatively few ideas emerged, but the one 
word that consistently surfaced during the discussion was "flexible." Many people liked 
the idea of this word being part of the name because they felt it accurately described the 
loan and its payment options. Several of the suggestions incorporated this word or a 

17 SEPTEMBER 2003 OpnON ARM Focus GROUPS - PHASE If, WAMU OpnoN ARM CUSTOMERS 

Confidential Treatment Reolle~ted hv JPMf: 

PAGE 11 

TPM WM01?111R"· 



variation of this word into the name. The suggestions mentioned (listed in alphabetical 
order) were: 

• Chinese Menu Loan (because you 
can choose what you want) 

• Easy Flexible Adjustable 

• Flex ARM 

• Flex-ability 

• Flexipay 

• Flex Plan 

• Less Stress Loan (based on being 
able to choose to make a lower 
payment if a difficult financial 
situation came up) 

• Variable Option Loan 

One clever participant came up with a potential slogan for the loan: 

"We at Washington Mutual flex our ARMs for you." 

- Washington Mutual Option ARM Customer 
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Section 1 

OPTION ARM Focus GROUPS - PHASE I 
W AMU LOAN CONSULTANTS AND MORTGAGE BROKERS 

David Teal 
August 14, 2003 

Introduction and Objectives 

Strategic Market Research conducted four focus groups to explore what Washington Mutual could do to 
increase sales of Option ARMs, our most profitable mortgage loan. All participants had sold Washington 
Mutual Option ARMs, and were either Washington Mutual Loan Consultants, or external Mortgage 
Brokers. These groups will be followed by customer focus groups (Phase II), and supplemented with 
more research as needed. The specific purposes of Phase I of the research were to: 

• Determine ways Washington Mutual could increase sales of Option ARMs 

• Understand what types of people are most likely to get these types of loans 

• Discover how successful salespeople position these. loans 

• Identify obstacles to selling these types ofloans 

Methodology 

Four focus groups were held July 22nd and 23rd
, 2003 in the Los Angeles area. Two groups were among 

Washington Mutual loan consultants and two were among external Mortgage Brokers. There were a total 
of 19 participants (15 males/4 females), and all groups were moderated by Kevin Jenne. The schedule of 
groups is shown below. 

Date Partici~ants {# ~rtici~ants} Place 

July 22, 2003 WAMU Loan Consultants (6) Los Angeles 
July 22, 2003 Mortgage Brokers (4) Los Angeles 

July 23, 2003 WAMU Loan Consultants (6) Los Angeles 
July 23, 2003 Mortgage Brokers (3) Los Angeles 

Data from qualitative methods such as focus groups are based on small samples, and are descriptive in 
nature, without attempting to provide a statistical or quantitative assessment of the prevalence of opinions 
expressed. These data are best used to give a detailed snapshot of why people feel the way they do, rather 
than the number of people who feel that way. . 
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Section 2 Executive Summary 

The following summary lists the main findings from the research. 

• Option ARMs are sold to customers and few walk through the door and ask for them. People selling 
these types ofloans must be able to: 

(1) Understand the features and benefits of Option ARM loans 

(2) Identify people who can benefit from the flexibility offered by the product features 

(3) Have the desire to sell the product 

(4) Be able to effectively communicate how the Option ARM can benefit customers, given each 
customer's unique financial situation 

• If salespeople don't understand Option ARMs, they won't sell them. Many felt that more training 
would be needed to better educate salespeople about this type of loan, and to change the mindset of 
current Loan Consultants. Some felt there were many within Washington Mutual who simply felt 
these loans were "bad" for customers, probably from a lack of understanding the product and how it 
could benefit customers 

• It is critical that salespeople fully understand a customer's financial situation and motivation for the 
loan. By taking into account these factors, they can recommend the loan that will best fit their 
customers' needs. Given today's low interest rate environment, it can be challenging to get 
salespeople do take the time to do this. Currently, it is easier for them to give customers what they 
ask for (a 30 year fixed loan) than to sell them an Option ARM. They can take 20 minutes and sell a 
30 year fixed-rate loan, of spend an hour trying to sell an Option ARM. 

• Commission caps make it unappealing for Mortgage Brokers to sell Washington Mutual Option 
ARMs. Most would not sell loans to customers with prepayment penalties, and given the low 
commission rate for selling them without the prepayment penalty, many simply go to another 
company or product where they can make more money. 

• Slow ARM processing times (up to 90 days) can cause Mortgage Brokers to take business elsewhere. 
They would rather not expose their customers to the risk of missing a closing date, especially since a 
lot of their customers provide them with repeat business. 

• Improving collateral would help salespeople better explain Option ARMs to customers and take away 
some of the mystery. This could be in the form of Excel worksheets which show how ARMs and 
fixed-rate loans compare. They also wouid like improved brochures which talk to the customer in 
simple, easy to understand terms about features and benefits. They liked the current sample 
statements they are provided. 
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Section 3 General Analysis 

How to Successfully Sell Option ARMs 

Most participants felt that Option ARMs are sold to customers and that very few people simply walk 
through the door and ask for them. Customers typically choose an Option ARM because the mortgage 
broker or loan consultant takes the time to understahd their financial situation, understands the products 
they sell, then communicates to the customer how an Option ARM might be a good choice for them. This 
being said, it is important for people selling these types of loans to be able do the following things: 

(1) Understand the features and benefits of Option ARM loans 

(2) Identify people who can benefit from the flexibility offered by the product features 

(3) Have the desire to sell the product 

(4) Be able to effectively communicate how the Option ARM can benefit customers, given each 
customer's unique financial situation 

Training Issues 

All of the focus group participants demonstrated success selling Option ARM loans. It was apparent as 
the groups progressed that these people understood the complex facets of the loans, and understood how 
to identify customers who could best make use of them, particularly Loan Consultants who came from 
Home Savings. Universally. everyone felt that if salespeople didn't understand Option ARMs. they 
wouldn't sell them. 

Many participants said they knew co-workers who didn't believe in Option ARM loans, and who 
wouldn't sell this type of product because they deemed it to be "bad" for customers. Their co-workers 
just couldn't understand why someone would ever want to purchase a loan which could yield negative 
amortization. Simply put, these people don't understand the benefits of this type ofloan, and don't 
understand how this could be a good thing for a customer. Improving training for Washington Mutual 
Loan Consultants is a must to increase sales of the product through this channel. Training for external 
brokers could also be improved, however, compensation seemed to be a larger issue with this group 
(compensation for brokers is discussed later in this report). 

"A lot of (Loan) Consultants don't believe in it (Option ARMs) and don't think its good for the customer. 
You're going to have to change the mindset for a lot of the consultants that are on board. " 

- WAMU Loan Consultant 
, 

When asked how they would like to receive training regarding Option ARMs, Loan Consultants 
mentioned they would like to have a trainer come visit their Home Loan Center from time-to-time to give, 
half-day seminars. They also mentioned that this type of training might work well for all types of things. 
They felt that ongoing training in the HLC would be more convenient than if they had to travel to a 
central location for training. They also liked this idea because it would allow them to spend the other half 
of their day in the office tending to their business. Besides the improved convenience for them, they felt 
this could be more cost-effective for the company. 

Specifically regarding Option ARMs, many felt that during training, not only should the features and 
benefits of the products be talked about, but they want the trainer to provide real-world examples of 
reasons people would want to get an Option ARM. They indicated that too many times, trainers simply 
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tell them about product features, without giving them additional real-world examples that can help them 
"sell" the product. One Loan Consultant suggested that to identify employees who could use more 
training on Option ARMs, they could be given a test which asked questions such as the following: 

"An elderly lady with a low, fixed income needs to choose a mortgage loan that will best meet her needs. 
She could get aflXed-rate loan with a monthly payment 0/$},400, or an adjustable rate loan with a 
payment 0/$1,} 00. Which loan should you sell her? " 

While this is a simplistic example, a similar approach could be used to identify employees that could use 
training on a particular topic. 

Another separate but related issue mentioned was that some of the loan consultants don't know when or 
where training is taking place. Several wanted to know how to find out what training Washington Mutual 
offered, and where it was located. This topic was not discussed in depth. A few also mentioned that 
while they were aware of computer-based training that was available, only a couple had used it and they 
thought it was too long. 

Identifying Potential Option ARM Customers 

Loan Consultants stated that Option ARMs are not for everyone. Specifically, they mentioned that ARMs 
are not necessarily the best choice for people who are planning to be in their home for a long time. For 
these people, being subjected to interest rate fluctuations for a long time can prove to be risky. That being 
said, identifying potential customers who could benefit from Option ARMs is critical to sales success. 

From a customer's point of view, the two primary benefits they can realize by choosing an Option ARM 
are: (1) the multiple monthly payment options allow for minimum and interest-only payments, and (2) 
they are able to qualify for a larger loan than if they used a fixed-rate mortgage. Participants indicated 
that slightly more of their customers tend to choose an Option ARM because of the payment options, 
rather than to qualify for the loan. 

In order to successfully sell Option ARMs, it is critical that a Loan Consultant understands a customers 
financial situation and motivation for the loan. They said that understanding the following types of things 
will help them make good product recommendations: 

Does their monthly income fluctuate? 

Age 

Monthly bills 

Outstanding debt 

Is the loan for rental or investment property? 

Do they have a business? 

Will they qualify for a fixed-rate loan for the amount they need? 

Are they concerned with paying off their loan? 

How long are they going to be in their home? 

"If the Loan Consultant doesn't ask the right questions, you'll never know what that person (the customer) 
is willing to do. " 

- WAM U Loan Consultant 

During the groups, many examples of reasons customers choose an Option ARM were mentioned. While 
not all inclusive, the following is a list of the most commonly given examples: 

• People who have monthly income fluctuations such as seasonal workers or those who are paid on 
commission can make minimum or interest-only payments in the months where they have less 
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income. Then they can make larger payments in months where they have higher income. This 
payment flexibility can be a real benefit, whereas with fixed-rate loans they would have to make 
the same monthly payment regardless of their income, causing serious cash flow problems. 

• If someone is buying investment property and knows they will resell it within a few years, being 
able to make minimum or interest-only payments can be a real advantage. Using the Option 
ARM for this purpose means they will not have to pay down the principal which would be 
required using a fixed rate loan. To the buyer this gives two benefits: (1) they can keep more 
money in their pocket each month while the property appreciates, and (2) since the loan is only 
for a few years, they will have a lower interest rate compared to a fixed-rate loan which will save 
them money. 

• If someone is buying rental property, having the option to make minimum or interest-only 
payments can be beneficial as vacancy rates fluctuate. In months where vacancies may be higher, 
they can choose to make minimum or interest-only payments. Then when vacancy rates decline, 
they have the option to additionally make principal payments. 

• Option ARMs can be good choices for elderly people who want to have more money to live on 
each month. Many people past retirement age have a fixed income. By refinancing with an 
Option ARM and making minimum or interest-only payments, they can have more money 
available to live on, because they are not having to make principal payments as they would have 
to do with a fixed-n~.te loan. The net result is that while they are not paying down the principal on 
their residence, they have more money to live on. Since these homes have generally appreciated 
over the years and have partially paid-down loan balances, older homeowners can still leave 
substantial value to their heirs. 

• People who have a large amount of debt (such as credit card debt) can benefit from Option ARM 
loans as they can choose to make minimum or interest-only payments, which also can allow them 
to pay down their other debt at the same time. If they were using a fixed-rate loan, they would 
not be as able to do this because they would be required to make principal payments each month. 
Washington Mutual also has more flexibility on underwriting standards for these portfolio loans 
than they would on fixed-rate loans, which are sold on the secondary market. 

• By using an Option ARM, borrowers can qualify for a larger amount than they could using a 
fixed-rate mortgage. This allows people to "buy more house" than they could using a fixed-rate 
loan, and also can benefit people with credit challenges. Also of note, it was mentioned that 
credit requirements are less stringent on Option ARMs compared to fixed-rate loans, because they 
are retained in portfolio. 

• For people who are not concerned with paying off their loan, Option ARMs can be a good choice. 
Many participants mentioned that making minimum or interest-only payments is appealing for 
those who know they will refinance, or who will only be in a house for a few years. Even if they 
are making full principal & interest payments, their interest rate will be considerably better than a 
comparable fixed-rate mortgage. 

Salespeople Must Have the Desire to Sell Option ARMs 

The third requirement for selling Option ARMs is that salespeople must have the desire to sell the 
product. This is a multi-faceted issue that includes compensation, getting salespeople to "sell" loans 
rather than just take orders, turnaround time on loan processing is slow, and salesperson training (which 
has already been discussed). 
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Mortgage Brok"er Compensation 

Mortgage brokers indicated they would sell products that met their customers' needs, and that would 
maximize their personal income. Most would not sell products to customers with prepayment penalties 
because they were concerned about their own image, and because they get so much repeat business that 
they will not see the customer again during the prepayment penalty timeframe. A few mentioned they get 
repeat business as often as once or twice each year from the same customer. Of note, prepayment 
penalties seemed to be of lesser concern among Loan Consultants. 

Considering that the mortgage brokers said they were reluctant to sell loans with prepayment penalties, 
they also complained that when they sell WAMU Option ARMs without a prepayment penalty, there is a 
commission cap of 50 basis points. If they sell the loan with a prepayment penalty, their commission rate 
would be higher, but nearly everyone indicated they were not willing to do this. The net result of this is 
that (1) given the low commission rate for selling without the prepayment penalty, and (2) their 
unwillingness to sell the product with a prepayment penalty, many brokers simply go to another company 
to get a loan where they can make more money. 

Loan Consultant Compensation 

Loan Consultants indicated they were paid the same amount whether they sold a fixed-rate loan or an 
ARM. When asked if we should compensate them more for selling Option ARMs than 30 year fixed-rate 
loans, there was some concern that this could cause salespeople to "steer" customers into whichever 
product they were best compensated for. The current compensation model, coupled with the low interest 
rate environment and the relative ease of selling a customer a 30 year fixed-rate loan (discussed below) 
adds to the challenges of selling Option ARMs. 

SeLL Loans, Don't Just Take Orders 

"You're not selling like you used to. You are an order-taker. " 

- WAMU Loan Consultant 

It is easier to give customers what they ask for (a 30 year fixed loan) than to sell them an Option ARM. 
Many participants noted that given today's low rates on fixed-rate loans, when customers walk in the door 
and want a 30 year fixed-rate loan, they can spend 20 minutes with them and give them what they want, 
or spend an hour with them trying to sell them an Option ARM. Since Loan Consultant compensation is 
the same for both loans, and they have more business than they can handle, it is easier for them to simply 
sell the customer what they ask for. 

"Our position is to educate the borrowers ... so many people just give the customer what they ask for. " 

- WAMU Loan Consultant 

Improving Turn-Around Time for Loan Processing 

Mortgage brokers in particular were unhappy with Washington Mutual's tum-around time for processing 
ARMs. While this waS secondary in importance to the compensation issue, they indicated that turn
around did contribute to their decision to send business elsewhere. While not just limited to Washington 
Mutual, they said that because of the lock-in period for rates on fixed-rate loans, these were processed 
before adjustable-rate mortgages. This caused processing for ARMs to lag and take up to 90 days at 
WAMU. 

The result of slow processing was that. they were less likely to take a chance using Washington Mutual for 
ARMs because they felt we may not be able to meet some closing dates. They also mentioned that this 
was typically more of a problem for new purchases than for refmances. They would rather take the 
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business elsewhere and not expose their customer to the risk of missing the closing date. Their amount of 
repeat business also contributed to their concerns regarding this issue. 

Image Concerns 

Mortgage brokers voiced slight concerns that when selling ARMs, if they recommend one to customers 
and interest rates increase significantly, this could reflect poorly on them and they would probably lose 
future business from that customer. While this topic was not discussed much, it could be something to 
think about when producing training programs or collateral materials. Providing training regarding this 
may help them address this issue, ensuring that customers understand the choices they are making, so they 
don't lose face with the customer who feels they were guided into something they didn't understand. 

Effective Communication With Potential Customers 

An important facet to selling Option ARMs is to effectively communicate to the customer why an Option 
ARM would be a good loan choice for them, and to overcome objections they may have to this type of 
loan. This can be done through training and the use of collateral materials. 

"The mind set of individuals that come in to see you is ... My parents had a fixed rate loan, [ have to have a 
fixed rate loan, and that's it, no further discussion. " 

- WAMU Loan Consultant 

Overcoming Objections to Option ARMs 

Participants mentioned many objections customers have to getting adjustable-rate mortgages. However, 
based upon their success selling the product, they obviously have found ways to overcome many of these. 
The first objection they typically encounter is that most people walk through the door and say they want a 
30 year fixed-rate mortgage because that's what their parents had, and that's what they want. Many 
mentioned that some customers are simply not willing to discuss an adjustable-rate mortgage in today's 
rate environment. Others just have the perception that ARMs in general are "bad." This is most likely a 
result of not understanding the product, how the loan works, and when it can benefit them. 

"Everybody comes in and says, What ijinterest rates go to 12% tomorrow and [lose my house? 
Everybody has these extreme unrealistic scenarios that they think can happen ... There is a lot of paranoia 

out there. " 

- WAMU Loan Consultant 

Some Loan Consultants mentioned that helping salespeople overcome customers' objections and fears 
can be addressed through training. They can learn how to work with customers to make them feel more 
comfortable with this type of product, and effectively communicate the product benefits. They also 
mentioned that advertising could help consumers understand the benefits of adjustable-rate mortgages, as 
well as providing salespeople with tools (Excel worksheets and brochures) that customers can easily 
understand (sales tools are discussed in the following section). 
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Helping Customers Understand the Product Will Make Them More Likely to Consider It 

The complexity of the Option ARM is a big obstacle to overcome. It is hard to get people to purchase a 
mortgage, the biggest loan they will ever have, if they don't understand it. Increasing customers' 
understanding of the product through employee training and providing collateral which explains things 
will help alleviate some of these objections. 

Regarding collateral, there were a few things mentioned they would like to have which could help them 
better explain Option ARMs. First, some liked the idea of Excel spreadsheets where they could show 
how fixed-rate loans would compare to Option ARMs over time. They felt that showing customers how 
adjustable-rate versus fixed-rate payments compared over time would help alleviate some of their 
objections, and might give customers a better understanding of what they could expect with ARMs. The 
graphs below are basic examples of what some of these tools could look like. Another example, created 
by Washington Mutual Loan Consultant Charles Miller is included in Appendix A. 

Historical Monthly Payments -
Fixed vs ARM (1999-2000) Historical Data - Total Money Paid (ARM vs. Fixed) 

$2.000 ,..---r===:=::~====::,==c==;----~ $100.000 ,--------,--------,-------, 
-ARM' Fixed I I -ARM .. , .. Fixed I 

$1,800 .----_ $90,000 +-___ ~ ______ d.-____ /__.I 
::::: ' •••• ' ••• ' •••• ' •••• ' •• " ••• ' ••••• ' ••• ' •.•••••• > ••• '.;:;~~.,.-<.~~." .... , .. " ... , ... " ... , ... " :::: t---------------L----..,.,...x-,.,::,-I._·, 

.....,-/.-.- Break-Even Point /. .. , .. , ... , ... /: .. ,. 
$1,200 ~ $60,000 t---------+--~---,h.y.,.,..' "'--__j 

$~: :::: :=============.,.=.~=, .. ,~.y .. :, .. ~ .. =/,,= .... ~ .. ':' '''='''''=''''=' ======: 
$800 $30,000 t-------~?.,,/ .. ':.5 ;.0::.:---+--------1 

:: :::: :~=, ,_.-.".""'-..... ,~, ..... "-,~c./'-,-' .. .,,..'-... ' .. ~ .. ' .... -••. '-;.-' .. ======:~============: 
~ ~ 

Jan-99 Apr-99 Jul-99 Ocl-99 Jan-OO Apr-OO Jul-OO Oct-oo Jan-99 JUI-99 Jan-oo Jul-OO Jan-01 Jul-01 Jan-02 Jul-02 Jan-03 

Participants also mentioned that some of the current collateral material is too complicated for customers 
and that simplifying some if it would be helpful. Other things salespeople felt were difficult to explain 
included the life cap and the index. They felt that that having brochures with bulleted lists and high-level 
information would be good, as opposed to providing too much detail where customers can get bogged 
down and confused_ Perhaps the most helpful piece of collateral they currently have are sample 
statements. This helped them show customers how the various payment options worked and compared 
with each other, and led to conversations about how they could use the payment flexibility to their 
advantage. 

"It would be nice if Marketing put something together in plain English. " 

- WAMU Loan Consultant 
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.... ... . .... .... . ................................... ... .. .... ... .... . . .................................................... . 

.... :: :::·::;:::::.:: .. :<:::»::::::·i::f.;~~qQ~iV~: :$iJmmary 

.... :qp.tii):~ :~~~: ~~~~gi;~~Il~i::::::::::::::::.::::::::::::::::::::··· 

.... : ~::: : Pm!9n: ARM: !Q~n~ :P.:re~'-~f~fr:Qw.~~:wlth flexible payment options on a monthly basis and tangible economic 

. . . . : : .. :::: I)e.r;t~f!~: (!~e.f: :c~~t.l: fl.~w.c;>~II.9Il~q!'lsand reduced initial Interest costs) in return for greater interest rate risk. 

.... : ~::: :optid,;: ARMS :are:str:ociurekhb :niitlgate the potential effect of negative amortization. Stable minimum payments for 
:::.:.:. ~.2..;m~ntt:l: pe(fodso,: ~nnu~1 :pa~ent adiustment caps, slow moving indexes, and a lifetime interest rate cap can 

•••• :: •• :::: r1'1~Q~~t~ pr:~~~t m~:risks of Option ARM loans over time. 
: ... :: .. :Alriiostall:Optton:ARM borrowers select the minimum payment every month with very high persistency, regardless of 
::.:::: :chaiiges:in: tRe :iiiterest rates or payment adjustments. However, the selecting the minimum payment option does not 
: : : : : : ~[~~ :re~<:I tt;:the deferral of accrued interest or increased negative amortization. 

.... :Wa:Mu ~o.ptron 'ARM Performance and Risk Management: 
: ~::: :W~M~: h~s many years of experience originating Option ARMs primarily through the Retail and Wholesale channels. 

.... : ~::: :Since'199~ more than 60% of all aggregate Option ARM payments led to interest-only or positive amortization. As a 

... ::::::: :t~$Ult, the uption ARM portfolio currently has positive net amortization. 
:~::::~ess than 1% of all loans originated since 1999 exceeded 105% negative amortization. Very few loans reached the 
: :. .::. 5th year payme'nt recast period and usually had better credit performance after recast 
~::: Option ARM origination quality has been consistent or improving since 2005, regardless of channel, documentation, 
: : . . or category risk. . 
~ Recently implemented policy changes has mitigated the credit risk of recent Option ARM originations. 
... Risk-Based Pricing, implemented in June 2005, has the effect of limiting Teaser Rate "depth" for higher risk 

borrowers and transactions. 
... The credit risk of Option ARM originations in 2006 and beyond is further mitigated byWaMu's Enterprise Decision 

Engine and other practices. . 
... Expected credit-losses and capital charges for unexpected credit losses have been quantified and are incorporated in 

risk-based pricing adjustments at the loan level. This approach enables competitive risk-adjusted pricing across the 
credit spectrum within the prime market segment. 
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............................. ........ ...... ......... . " ............ . ........ ............. .. 
... 

:: iJ:: l3~yrn$niti·f:TIi~~tyr~:~ 9f the Option ARM 
....................................................................... 

:r=: :~. *7 .. ~: :M.: 1l.-...!O:!!P~t~io~n~A~R~M~s::.!a~re~u~n~iq;CU!!e:"'-J[F::=:: :=:. =" '=F"""""''''''''''''''' Borrower Payment Options 1 ....... """""~ 
· . . . . . . . . . . . 
:: Qpt,;,;,i:i. ARM.~ ~(j:~W,;e.i:i.i: #oin any other 

:: : '7@1i1~g~ pr9(j4#::: ::::: : : : . 
:: ,~, ,e.Qff~~ h~~~('J:iI~Y.~!:i seleel one of up to 4 payment 

, ppt~rei ~iI.<il'1)lio;;tlj,oy$i'"the life of the loan. 
'. :::~, ,interest Is'i.ccru8d:monthly according to the: 

. :,:,,:,~ Inliliit start Rate for a short-term period, or 
• : : : : : .~ F:.;.irY.·~)~dexed Rate for the remainder of the loan, or 

.. ,,:,,: ~ p~~r.ne Interest Cap. 
,", :9.PtfQ~ ARM minimum monthly payments adjust annually 

: ,Whlle:the Interest rate adjusts monthly according to changes 
'liI,tbiilndex. 

: : ';:Opilon ARMs are ava/lable with a 4G-year term. 
:;: :in contrast, Hybrld.ARM payment amounts and Interest 
,rates periodically adjust at the same tIme. 

The Borrower has up to 4 payment options each 
month, although not al/ options are available every 
month: 
• 15-yr Pmt - amortizes the loan within a 15-year term 
• 3G-yr Pmt - amortizes the loan within a 3G-year term 
• I~erest Only - prlnclpa.1 balance remains unchanged 
• Minimum Payment -lowest payment necessary to remain current 
on loan obligation 
• A Payment Option Is not available In any month when the 
minimum payment amount is a greater than the amount of 
another payment option. 

"""""---I: Amortization :I---~I====~~ Minimum Payment Adjustment :1===1 
Option ARMs can Incur negative or accelerated 
amortization depending on changes In the Index The MInimum Payment undergoes annual adjustments 
value and the Borrower's payment selectIon: . and Is recast every 5'" year or when the neg am cap is 
• The mInImum payment for the first year Is set according to the reached: 
Initial start rate. • The minimum payment can Increase or decrease by a maldmum of 
• That Initial payment typIcally does nol cover accrued Interest 7-112% each year untif It reaches the P&I amount based on current 
when the fufly-lndexed rate becomes effective. terms. 
• Negative amortization can occur for a few years if the • The minimum payment becomes the P&I payment amount every 5111 

minimum payment option Is consistently selected. year or If the negative amortization cap Is reached. 
• Negative amortIzation Is less nkely to occur aller the lIrst 5111 • Payment shock at tha time of the IIrst recast can be substantial If the 
year recast because the minimum payment becomes an borrower has consistently selected the minimum payment. 
amortizing payment unless the fuDy-lndexed rate rls8s enough • The mlnlmum'payment becomes the P&I payment amount Ifthe 
to cause negative amortization. borrower becomes sarlously delinquent. 
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Newly originated Option ARMs with base pricing are projected to reach the negative 
amortization cap in the 37th month after origination if the borrower always selects the minimum 
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Each bar represents the aggregate of all monthly payments made since origination 
for each vintage. More than 950/0 of those payments were minimum payments 
and less than 40% of those minimum payments led to negative amortization. 
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thus significant levels of negative amortization do not occur until 3 months after origination. 
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The recent rise in the incidence of negative amortization at the portfolio level 
is similar to the 2001-2002 experience. 
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The serviced Option ARM 
portfolio as of 12131105 had a 

high incidence of balances with 
negative amortization, heavily 
influenced by recent vintages. 
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However, the amount of 
cumUlative negative amortization 
as a % of outstanding balances 

was very small, less than 0.60%. 

Magnitude of Negative AmortizatiOn by Vintage 
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Incidence of Negative Amortization by FICO 
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However, the amount of 
cumulative negative amortization 
as a % of outstanding balances 
was very small and lowest in the 

740+ FICO score category. 
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The serviced Option ARM 
portfolio as of 12131105 had a' 

high incidence of balances with 
negative amortization, 

dominated by the 740+ FICO 
score category. 

Magnitude of Negative Amortization by FICO 

I_UPB ($bll) -Magnitude I 
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The serviced Option ARM 
portfolio as of 12/31/05 had a 

high incidence of balances with 
negative amortization, 

dominated by the low LTV 
categories. 
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However, the amount of 
cumulative negative amortization 
as a % of outstanding balances is 
small and declines in higher LTV 

categories, a result of smaller start 
rate discounts from risk-based 

pricing. 
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at 5~h Year Recast 
...... . .... . ... ... 

Less than 1 % of all loans originated since 1999 exceeded 105% neg-am. The 
maximum payment adjustment from the original payment was small and. very few 

loans reached the 5th year payment recast period. 
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: :O'-:::p:::::t':"I':o:::::n::::A::"::R"::-:M":::" :O':::'::r::I;':g:::: :n::::a:::::t':-I:o:::::n:::s by Channel .... ", ...... " .. " .. . ... ..... .. " ... . 

:::::::::::.:::::::::::::::::::::::::::::::::::::: ::::::::::::.::. ::::::.:::: ... 
. " ..... ........................................ ........... 

: ¥~~~ge: : ~~~i:,~::~~~~~:::::~ ~~: : ...... FICO c 020 LTV"' 9O~serlO~ DQ REO % WAFICO WALTV WADn 
..... , .... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ALL CHANNELS .............. . .......................... 
··overail " ·::$371700: ..... 33.3"Ao 894 n% 311% 9.70% 3.011% D.118% 0.07% 

" .. " 
T:hru:1B99 :$151.739: . 0.8% 882 74% 39% 14.84% 6.07% 0.30% 0.04% 
:::2110(>::: : :$~l,2ea 7.8% 899 73% 29% 8.62% 3.07% 2.66% 0.32% 
:::2II0F :::$1;659 10.3% 893 . 71% 34% 9.14% 1.31% 3.07% 0.32% 
:::21)02:: :'$17,2n 19.8% 895 71% 34% 9:37% 2.09% 1.94% 0.23% 
:::2II0F 529,899 39.4% 701 70% 33% 7.45% 1.71% 1.24% 0.09% 
:::2ll~:': . $88,888 57.0% 700 71% 38% 7.08% 1.89% 0.67% 0.04% 
:: :20OS:· $82,206 86.2% 709 71% 38% 4.14% 1.10% 0.28% . 0.02% 
:::2008 $14905 95.2% 716 71% 37% 1.41% 0.88% 0.01% 0.00% ..... 

WHOLESALE CHANNEL ", 

:'O'Iel1llll $ 181,II4lI JJ.4% 1192 11% ~% 9.U8% 2.41% U.811% U.W% 
Thru 1999 $74,029 0.8% 680 74·" 37% 13.86% 3.98% 0.29".4 0.05% 

2000 $12,857 8.8% 899 73% 27% 7.31% 2.24% 2.67% 0.37% 
2001 $4,318 8.8% 883 71% 34% 8.06% 1.36% 3.23% 0.35% 
2002 $8,483 19.8".4 894 71% 34% 8.18% 1.91% 2.31% 0.24% 
2003 $14,232 40.9% 897 71·" . 33% 7.20% 1.70% 1.81% 0.18% 
2004 $30,693 60.8% 898 72% 35% 0.62% 1.67% 0.81% 0.07% 
2005 529,830 88.1% 7011 71% 35% 3.93% o.n% 0.28% 0.02% 
2008 $7422 " 98.2".4 718 71% 38% 0.98% 0.74% 0.02% 0.00% 

RETAIL CHANNEL 
Ovel"8ll $1(1,893 JJ.2% 8911 11% 37% 10.:18% J.66% U.:llI'lI> .0.05% 

Thru 1999 $n,715 1.1% 884 75% 41% 15.75% 6.18% 0.33% 0.04% 
2000 $8,430 9.5% 699 74".4 32% 10.28% 4.26% 2.40% 0.25% 
2001 $3,032 10.8% 891 71% 35% 11.00",(, 1.20% 2.84% 0.27% 
2002 $8,068 19.3% 695 71·" 34% 1 (12".4 2.29% 1.42% . 0.17% 
2003 $14,633 35.9% 703 70% 34% 7.98% 1.n% 0.91% 0.04% 
2004 $33,781 53.8% 702 71% 38% 7.89% 2.10% 0.54% 0.02% 
2005 530,388 84.9% 710 71".4 37% 4.48% 1.38% 0.24% 0.01% 
2006 $8846 94.9% 712 71% 38% 2.04% 0.97% 0.00% 0.00% 

The quality of originations has been improving since 2000. 
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:N' ::' '0":: >0'; ::': : :a:: :::n::: :0.::: TiL.':: :0::: :W::::::: :[)':: ":0:>0:::: O"::>p::::t":"I':o:::::n:::: :A: '" RM 0 rl"g I" n at"1 0 n 5 .. . .. . ... . . . '" ... . . . .. ... .. ... . .. . .. . .. . .. . . . .. ... . 

::::::::::.::::: .. ::':::.:::::::: .. :::::::::: .. :::::::: :::::::::.:::.:: :::.::: :.:::.::: ...... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ................ ........... 
.............. 

: Qi'IJiJi'iit:O:Oh:V.~{ljm 
................ 

FICO c LTV·" 
: : \,i~tag~:: ::::::: :(riilJliiiiis):::::: ::::~:Up.if' WA PICO WA LTV, WA DTI 

020 '0% .............. .. .... 
" 
" . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . " LOW DOC " ................... ................. .... , .. . ..... ....... .... .... .. ..... 

':Overall' , ''''':':' :SaT',aCl:4:'" 93.4% T14 CI9'l1t 3'% 3% 0% 
:: Jun.OS: :: $4:.588 88.4% 712 69% 33% ,4% 0% 
:: :jiji-riS: :: s301j04 81.8% 712 69% 33% 3% 0% 
::~~:g~~S: ::$4.233 92.2% 713 69% 34% 3% 0% 
::~!l:j)~~~: $3,856 92.9% 712 69% 34% 3% 0% 

: :: O:ct~05: $3,276 84.2% 710 89% 34% 3% 0% 
::Nov"OS: $2,969 94.9% 709 69% 35% 3% 0% 
::08':"OS' $2,852 94.3% 706 69% 36% 3% 0% 
::;iilii'06 $2,045 94.4% 708 69% 36% 3% 0% 
::F.e'b-08 $1,813 95.5% 715 89% 38% 1% 0% 

: ::Mar-06 $2,067 98.0% 719 71% 38% 1% 0% 
: Apr-08 $1,732 98.4% 722 70% 38% 1% 0% 

May-08 $2,283 99.6% 724 70% 36% 0% 0% 
Jun-08 $2,456 ,99.1% 726 70% 36% 0% 0% 

NON-OWNER OCCUPIED 
Overall $6,171 92.11% 719 10% 34% 0.95% 0.3Ci% 

Jun-05 $872 88.6% 720 70% 33% 1% 0% 
Jul-05 S723 91.7% 720 70% 36% 1% 0% 

Aug-OS $773 92.0% 719 70% 33% 1% 0% 
SliP-OS SS7S 92.7% 720 70% 34% 1% 0% 
Oct-06 S673 94.2% 718 70% 33% 1% 0% 
Nov-OS S483 93.2% 712 69% 33% 1% 0% 
Dec-OS $383 93.1% 711 69% 34% 1% 0% 
Jan-08 S293 93.5% 713 70% 34% 2% 0% 
Feb-08 $224 95.4% 716 89% 34% 0% 0% 
M ar-08 S278 98.8% 718 71% 38% 0% 2% 
Apr-OS S234 99.2% 723 70% 32% 0% 1% 
May-OS, S317 99.9% 72S 70% 33% 0% 1% 
Jun-06 S363 85.8% 726 69% 33% 0% 0% 

The volume of layered-risk originations has been consistently low while 
the credit risk of these originations has been consistently high. 
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::::::: :.::::::::: iihi"stration of odds that an Option ARM borrower with a specific 

~t~:~:~o~:~:~~~~~~~I: characteristic will become 90+ days delinquent (relative to other 
~t borrowers) . 

FICO < 620" 

Methodology: Multivariate stepwise logistic regression analysis of WaMu 
historical Option ARM performance data (1999 - 2006 originations) 

LTV> 80% Loan Size> 
$600K 

011 >= 55% Income <= 
$55K' 

III Washington Mutual 
17 JP~ ~00212656 

Confidential 

~----------------------------------------------------------~--------------~ 



.... .......... ........................ ............. · ...................,. .... 
. . . . . . . . . .. ..... ................................. . . . . . . . . . . . . . ............................................................. . 
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:: :tllSt~tIlJtlo~:of; ~e]~tlve ()(j~s:Ratlos of Serious Delinquency by Al-Orlglnatlon FICO 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . ............................... 
: : . : ~ :26: : : : ::: :::::::: Methodology: Multivariate & univariate logistic regression analysis of 
::: .. ~::::::::::::... WaMu historical Option ARM performance data (June 1999 -June 

::: :: : : :: : 2004 originations) 

300-130 140-170 110-710 720+ 

At.ortglnaUon 'ICO ftang_ 

A borrower's At-Origination FICO Score is the most powerful indicator of future 
. performance. A change in FICO score after origination also influence the 

probability of default. 

4.5 
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At-Orlglnatlon LTV Rang. 

The at-origination loan-to-value ratio is the 2nd most powerful indicator of future loan 
performance. Changes in borrower home equity after origination Influence the 

probability of default more than changes in minimum payments. 
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'm'::::>n :e::::)m:;::>e::::::n:>t:e:::::~ q:o:::::I:·I:c::::y:: Changes 
::::::::~::::::::::::::::::::::::::::::~ fL ..... 

.... ............. . ........... . .. ............ . 

Risk-Based Pricing I 

• • :: :: :;~?~~~~~~:;!i@i:ig :~as 'Implemented In June 
: : :: :: 2006:iiiith addltlOiiiJrenhancements In 
: : :: : ii(;ii.tiiiJb~t:: : : : : : : : : : : . 
· • :: : ~~ ~ $.ii(~e; fyjirgins and Lifetime Interest Caps are 
: : :: : :~~J!.!$!~~ ~!l~rdlng to FICO, LTV, Loan Amount, and Loan 
· . :: : :f.eatiJ:r~ lVi'llts, Co-ops, documentation, secondary financing, 
: . :: : :occupancy, LTV and FICO) 
• . :: ::~ kicremental start Rate adjustments further. reduce the 
:::: : :potentlal for negatlve amortlzatlon for higher risk borrowers. 
: : :: ::. :p;iirameter exception Pricing adjustments properly 
': :: : :¢ompensate fOr risk according to FICO, LTV, loan amount, 

.. : 'and layered risk . 

I I Qualifying Rates 
I 

Option ARM qualifying rates are determined 
according to a risk-based formula Imbedded In an 
automated mechanism that Incorporates market 
dynamics: 
• QRs are equal to the fully-Indexed rate 
• QRs Include risk-based margin adjustments and parameter 
exception pricing adjustments 
• QRs win automalicaDy adjust with monthly index value changes 

1 __ ---4~ Negative Amortization Limit ~t----+-----I:,-_N_O_O_L_i_m_it_s_p_e_r_B_o_rr_o_w_e_r ...... : 

The Negative Amortization Limit for Option 
ARMs was reduced to 110% from 125% : 
• The neg am limit protects against payment shock regardless 
of future interest rate environments and start rate pricing. 

Borrowers with portfolios of Non-owner Occupied 
properties are constrained: 
• The maximum number of Investor properties available for financing, 
regardless of the lender, will be constrained to 10 NOO loans per borrower, 
up to a maximum of $5 miiDon. 
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". mp~:¢~· qf·Ri:$~Ha~:$$:qJAti¢~ng - Teaser Depth 
. . . . . . . . . . . . . . . . . . .. .... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..................... ...... ....................................... .. .. .... .... '" ...................................................... . 

: :::: .::::::: i~jik*'~~~ :~H~iijg for ¢1t/~~ :ARMs was 
.. .. :.::::::: @p'leiJ7ei'n~tt Iii. m!Ci!J.urle: start rates and 

..•.•.. ::::::: iriii.tgln.s: Were. ~tqiisted from "base pricing" 
:::::: :::::::: aeCfJ"f!Ilng: rO:LTVIFICO combinations, loan 
:::::::::::::: amo.U.ri.(end:;oan feature (NOO, COR, Low 
::::::.::: :::::p'iii;;:~#i#::· 

................ . . . . . . . . . . . . . . . . . . . . . . . . 
: : :::: : : ::::::: :fhi,: effect was a narrowing of the margin-start 
:::::::::::::::r.are·"depth", as Indicated by the change in 
:::::: : : : :::::: $tBrt rates and margins between May 2005 and 
::::::::::::::: June 2006 orIgInations. . 

.... ...... ... 

I Margin-Start Rate Depth (May 2005) ~f!!!=!!!!!!!!!!!!" 

Teaser Rate "depth" by FICO and LTV 
combinations (May 2005 Originations) was 
wider before risk-based pricing became 
effective In June 2005: 

Owner
Occupied 
300- <620 
620- <680 
680- <720 

720+ 

_Margln-Rate Depth (May 20(5) 
1-10 >10-80 >80-90 >90 
1~ 1~ Q~ QOO 
1.66 1.76 0.12 -0.97 
1.57 1.60 0.17 -0.25 
1.36 1.22 0.02 -0.66 

....... /'-. ------------------,. m Margin-Start Rate Depth (June 2006) il===+==oo=~r.lhange in Depth (May-05 - Jun-06~~,11====I 

One year later, teaser Rate "depth" by 
FICO and L TV combinations narrowed 
considerably, as seen in the June 2006 
originations. 

Owner
Occupied 
300 <620 
6.20- <680 
680- <720 

720+ 

MargIn-Rate Depth (.Iune 20061 
1 - 70 >70 - 80 >80 - 90 >90 
0.45 0.67 -0.84 -H3 
1:261.41 0.56 -0.49 
1.78 1.89 0.65 0.47 
1.46 1.82 1.00 0.21 

Confidential 

Teaser "depth" narrowed for higher risk categories 
and widened in lower risk categories or when start 
rate discounts did not exist: 

Owner
Occupied 
300- <620 
620- <680 
680- <720 

720+ 

BPS change In Margin-Rate Depth (May~un) 
1 - 70 > 70 - 80 >80 - 90 >90 
(125) (108) (108) (143) 
(41) (35) 45 48 
21 29 47 72 
10 60 98 87 
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............................................................................................... ................... .................. .................... .................. . ................... ................. . .................. ................... . ................. . ................... . .. 
................. , .................... , ............................. , ......................... . 

:VfJ::::: ·e·:::::I~·g::::::h·:::t:e:::::d·:: :::~:: ':::v::::'e::::::r:::a:::::g:::::'e':::: S: ::::t::a:::::rt·::: Rate & Margl-n 
.:: ,:. : .. :.:: :::: : ... :: ~' ... : .... ::: ... : .. :."::.::' .. :::' 

::::::::::::::::::.::.:::::::::::::::::::::::::::::::::::::::::::::::.::.:::::::: :: ..... 

:.::.:::.~;~%:: .. ::::::::;:;;;;;;:;::.:::::::::.::::::::: .. 
....... " ........... " ......... , .... " ........ .. . ............... .. ............ .. 

.... '" ., 

::::~ :. 
.. :: DC: 

2.0% 

1.5% 

Welghted-Average 
M .. gln 

Welghted-Average 
start Rate 

~ Risk-based pricing was 
implemented in June 2005 and 

has Influenced both Option ARM i margins and start rates. 

~~~~~-:~~~, ,~~ ~~~~;:'O;~,!~~~~~~~'O~,!~' ~~'O>::~ 
Origination Month 
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................................................................ ... ................................ ................ ........... ....... ..................... . 
..... ...... ......... ........... ........... .. ......... . .................. ................ ..... , ................ , .... """'" ................. . 

.. :Additl-dhafPoUcies: ~tnd: $ystem!sJnat Miti ate Credit Risk 
::: .... :::.;;:;;;;.;;;;;; EDE Decisioning ::.:::::::::: .................... EDE Decisioning 

580· BI9 760. 

... 
... 1-.----4 Third Party Due Diligence ... '" ....... , ... 

... .... ... .... 
Third Party Relationships are constantly 
evaluated for compliance to polley: 
o YTD 2006 broker terminations were primarily due 
to delinquency, fraud and churning. 

::::::::::: ;+:::::: 

Option ARM auto-approvals shows 8 strong 
correlatIon by requested LTV: 

100% 

90% 

80% 
.; 70% 
111: 
'li6O% 

e 50% 
.It 
'" 40% 
~ 30% 
~ 

20% 

10% 

-o.c.os 
-Jo..oo 
_F.~ 

-M.,-a; 

-M.y..()6 

--Q;.M" 

O%~--~----------~--------~~--
~ -50'1\ > SO'l\ -60% > 60'1\ -70'1\ 

Anti-Fraud Tool 

WaMu Is evaluating Its strategy for employing a fraud 
tool that will be applied In the Enterprise DeCision Engine 
(EDE) and In manual underWriting processes: 
o The fraud tool will evaluate 1003 data integrity and reveal 
risk-related inconsistencies through separate borrower- and 
property-related scores. 
o "Red Flags" will explain transaction level scores and rules
based criteria will determine subsequent actions or decisions. 
o Third party performance or compliance can also be 
evaluated within the fraud tool. 
• The fraud tool is likely to be applied to risk-based products 
(ex: Option ARMs, Interest Only ARMs, Alt-A and Sub-Prime). 

II Washington Mutual 
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0.:45%' 

0.15% 

0.10% 
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....................................................... " .............. .. . . . . . . . . . . . . . . . . . .. ..................,. ...... ........... ............ .... . ................ ......... ........... ........... ...... '" 

............................................................... ............ . ........................................................ . 

:()'::: :p::: :t': ·1:0< :n:: ::::A::" TR': <M':::': :C'::: :r:: :e::' :0:':: "I:t':: :lillT ::O::SS Fore cast . ........... .. ... .. . . .. '" ............... .. 
:':::::: ~.::: ~:::::::::: ~:: ~ ~:: ~ ~ ~::: ~ ~:: :: ~: ~:: ~ ~ ~::::: ~: ~ ~:.::::.:::::.: ; .. . 

:~: W.aMu :ALtL';Ciaiili>mti:icl tcia~: Petformance Risk Model v3.1 (Prime SFR) 
~ : $.t:Qq~~t(c?: h~~~~gj#ice :simulation with 5.8% average annual housing price appreciation (California). 
'~ : $im~ratE;(f iiitEiresfrate paths. 
.. : B% :discoti htrate . ................. 

Confidential 

Option ARM OA1% 

3O·Yr FRM 0.18% 

II Washington Mutual 
26 



. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. ................... . . . .. . . ................................................................. . 

.. :: '.: :::::::Y::::: itxn:n'uaUzec[ ilRisk Premia 
..................................................................... ..... ... . , .......................................................... . 

:: THT THH ::QptiC:;i(Af{IYFH:::::::··:" 
I;.Q~n:PQQ!:a~!~nq~:::::::::.::::::::$65;066,743,334 
Loan:Courii::::::::::::::::::::::::···· 195,861 
W~i:·hi~d~i,;~~:·~~:F.icO' 698 ....... g .................. g ....... . 
Welghied~av.erage~ t TV 76.5% 
~w.~~!m~:~9~~)~~t·e 0.41% 
ProbabliitY:o{Oefault 2.16% 
LQ~~~G.iv~n Default 18.80% 
Annuaiized Loss Rate 0.13% 
:B.~~~111 Economic Capital 0.70% 
Capital Charge . 15.0% 

• .• weighted by at-origination balance 

30-Yr FRM 
Loan Pool Balance** $20,426,355,708 
Loan Count.. 126,314 
Weighted-average* FICO 682 
Weighted-average* LTV 71.1 % 
Lifetime Loss Rate 0.16% 
Probability of Default 1.76% 
Loss Given Default 8.99% 
Annualized Loss Rate 0.05% 
Sasell! Economic Capital 0.34% 
Capital Charge 15.0% 

:JMt~P.~1It~~J?r~mlYrr():<Q4.Qo/~:·««:}\U 
Weighted by at-onglnation balance 

- 10% random s.ample of an FRM 30 production since 2003 

METHODOLOGY 
• WaMu ALLL-calibrated Loan Performance Risk Model v3.1 (Prime SFR) 
• Stoci:1astic housing price simulation with 5.8% average annual housing price 

. appreciation (California). 
• Simulated interest rate paths. 
• 8% discount rate. 
• 3.24 years average loan life (Option ARM). 
• Premium = Annualized Loss Rate + (Economic Capital x 15% capital charge). 

Confidential II Washington Mutual 
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........................................................... . ............................ . ............ . .................. .................................. . . .......... ............ . ............ '''' ....................................................... . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . .. ......... . 

.................................................................. . . ... 
: :;; ::: ::;:<;fP1i9 h: A~M: :Qw n~i::Q;~~~P.iE;~r: ::. 

::::: L-oan: Pool: Balance::::::::··::::: $4:8;15:4;549,953 ::;: ~~;~:~~:~~;a~"<F;!b*:.:::: J:~:,895 
Option ARM Full Doc 

Loan Pool Balance $19,897,108,578 
Loan Count 70,603 
Welghted-average* FICO 700 

...... W$liihled.~ai,ie:r:aii~"(;(.lV:·· 72.1% 
..... CiiriiiihiltlvEd..ife:tlm:e:loss $181,098,975 

i..ife~mEd):efiiuit:::::· $1,117,584,368 
· .... ~if~~~:~: 4~~~ :~:aie 0.38% 

Welghted-average* LTV 76.4% 
Cumulative Lifetime Loss $84,429,524 
Lifetime Default $389,808,625 
Llfetlm e Loss Rate 0.42%· 

..... P.tobabJllty:orOefaull 2.32% 
Loss:Olv.enOefault . 16.20% 
Anniiidized Loss Rate 0.13% 

· ... Ba:set.ii Economic Capital 0.63% 
..... C~~iial Charge 15.0% 
..... 

Probability of Default 1.96% 
Loss Given Default 21.66% 
Annualized Loss Rate 0.12% 
Basel II Economic Caplt.al 0.76% 
Capital Charae 15.0% 

An:i:i:~:1iIn;i:~~::P:t~:tlH~:":(::::::::Q::~~~k::::::::::::::::::::::::: A:nn:u.all~"d:::Pt~nnum::::::::::():;24%:::::;::::::::::::::::::: 
· . , •. lit· weighted by at-originalion balance * weighted by at-origlnation balance 

Option ARM Non.owner Occupied Option ARM Low Doc 
Loan Pool Balance $13,010,494,176 Loan Pool Balance $43,515,545,998 
Loan Count 59,641 Loan Count 106,146 
Weighted-average· FICO 712 Weighted-average· FICO 697 
Welghted-average* LTV 70.4% Welghted-average*L TV .68.1% 
Lifetime Loss Rate 0.50% Lifetime Loss Rate 0.41% 
Probability of Default 1.4~ Probability of Default 2.31% 
Loss Given Default 33.96% Loss Given Default 17.81% 
Annualized Loss Rate 0.13% Annualized Loss Rate 0.12% 
Basel II Economic Capital 0.97% Basel II Economic Capital 0.70% 
Capital Charge 15.0% Capital Charge 15.0% 

AI'l:o~#m;t~(l::P:rem.h~n'(});~~z.a%\»»>: A:"P.~~,,~~~::Pf:~ml~m:::::<:Q.~~~%::::«::::::::::: 
* weighted by at-origination balance • weighted by at-origination balance 
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WaMu Option ARM Positioning 

David Schneider's comment on the Guidance for Non Traditional Mortgages 

"WaMu Is committed to offering a range of products to our customers 
to meet their individual needs. The Option ARM Is an attractive product 
for many of our customers. We have a great deal of experience in 
underwriting and originating Option ARM loans through many market cycles. 
We've offered this product for more than 20 years. We know the best 
mortgage customer is a well-informed borrower. That's whywe focus on 
providing clear, understandable disclosures for our customers and ongoing 
training for our sales force. 

We're still analyzing the Guidance so we don't want to speculate. on what, if 
any, impact the new guidelines may have on our business practices. 
However, we believe that all mortgage originators should be held to the 
same standards. As a result, we encourage the state regulatory authorities 
to follow suit and issue the same guidelines so that consumers receive 
consistent disclosures and lenders have an even· playing field." 

Business Wire - Friday, September 29, 2006 

Option ARM Discussion October 8, 2008 

.. 
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Option ARM Overview • 
Product Characteristics Product Mechanics 

,. Characteristics· Four Monthly Payment Options • Introductory Rate and Equity Access 
• Minimum payment • Introductory rate lasts for 1-3 months 
• , Interest only • Introductory rate used to calculate first 12 
• Full principal and interest "minimum payments" 
• Full principal and interest (15-year amortization) • Minimum paymentis "recast" each 5th year (or 

• Product Types when negative amortization reaches cap) 
• 1 or 3 month introductory start rate periods (12- • Negative amortization is deferred interest and is 

MT A or COFI index), 30-year or 40-year terms added to unpaid principal balance 
, • Features 

• The accrual interest rate resets 1 sl day of each • Change Caps and Recast 

month following the introductory period • The current negative amortization cap Is 110% 
of original loan balance 

WaMu Option ARM Quick Facts • Negative amortization cap scheduled to change 

@ 
to 115% by end of 2006 (new originations only) 

• If negatiVe amortization cap is reached prior to 
Ion) 51h year anniversary, loan is recast to fully 

Inolde""e Dr Ie ... 1m -.&1'lIl amortizing payment over remaining term f::: ~ude ~ec Am~ --.!! O. 1.111 0.11% 
IAviI rv: A ~ !'It 71% '2% • Minimum payments can adjust by a maximum of 
IAIIlI rv: .Curren I (3) ~ 

7.5% each year until reaching a fully-amortizing IAIIlI co: AI till ~'~l 7071 716 
lAva CO: Curren! (4) payment; annual payment cap does not apply 
1% wnn FICO <6110 & LTV >110 _4% ~ ...!'Ihl 3%1 1% 

when recast occurs I(~) Incillence Is t .. p.~ent ... UD'D, .. d ec11V81y dllfem~ merest8srl 8131106 
1(2) MlJlJ1ftude Is clJplllllzed deferrecllrtersl as 8 percent d ouIslandng balances 
1(3) Esllmaled cUlTen! LTV ba.ed on OFHEO repeal .8Ie.lndex .. of lsi Qlr 2006 
l(4) FICO score rertesned as or 6130/06 

Market Share 2005 Q12008 Q2 2008 
WaMu 20.4% 12.1% 14.6% 

Option ARM Discussion October 6, 2006 Page 2 



Industry Product Misconceptions - Option ARM 

Concerns 

• Introductory rate (negatively referred to as 
a "Teaser" rate) 

• Negative amortization results in growing 
principal balance 

• Accrual accounting requires recognizing 
income prior to cash receipt on a minimum 
payment (,Banks can claim future revenue, 
inflating earnings per share .• Business Week) 

• Higher loss rates than traditional prime fixed 
rate mortgage loans 

• . Customer disclosures are inadequate 

Option ARM Discussion 

WaMu Mitigating Procedures 

• Qualified at a fully indexed rate and P&I payment 
• FICO score limitations (no subprime borrowe~) 
• Loan to value !imitations 
• R.isk-based pricing reduces start rate discount for 

higher risk transactions 

• Annual caps on payment increases (except recast) 
• Lifetime caps on negative amortization 
• Recast every 5 yearS or when negative amortization 

cap reached 

• Non-accrual policy 
• Allowance for loan losses 

• GAAP 

• 8etter risk-adjusted returns than prime FRMs 
• Risk-based pricing compensates for losses in 

higher risk transactions 
• Loss rates comparable to prime amortizing ARMs 
• Periodic non performing asset sales to manage 

credit risk 

• 8est-in-class disclosures 
• Fed ·charm book" utilized WaMu disclosures as 

baseline for example for other lenders 

October 6, 2006 Page 3 JP~ ~02549028 



Executive Summary- Guidance on Non Traditional 'Mortgages .= 
AlternatIve Products - (Include OptIon ARMs) 

• The recently promulgated Interagency Guidance on Non-Traditional Mortgages recommends 
that borrowers are qualified for Option ARMs assuming that minimum payments are 
commonly selected and negative amortization is accumulated. 

• ·Initial impact analysis has been performed on WaMu Option ARMs originated in 2006 to 
estimate the percent of volume that might not have been approved if the new guidance had 
been in effect. As the guidance recognizes that companies may develop reasonable tolerance 
ranges and underwriting is based upon multiple factors, this initial analysis was targeted at 
borrowers of Option ARM loans with a FICO of less than 680 and an original LTV greater than 
80% (thereby excluding implicitly lower risk borrowers). 

• Results from this preliminary analysis indicates a very small « 5%) impact on Option 
ARM volume based on qualification changes recommended in the new guidelines. 

• It is im.portant to note that as much of the guidance is open to interpretation, impact may vary 
dependent 'on how the OTS chooses to apply the standards to WaMu. Currently in active 
discussions with the OTS to obtain further clarity on expectations. 

Option ARM Discussion October 6, 2006 Page 4 



Summary of Guidance - Operational & Strategic Impact 

Loan Terms and Underwriting Standards 
Should reflect the effect of a substantial payment increase on borrower's capacity to repay when 
'amortization begins. Institutions are strongly cautioned against ceding underwriting standards to 

: third parties that have different risk tolerances. Includes guidance on qualifying borrowers, risk 
. 'Iayering, and documentation. 

-~----.-------.--------------------------------------- ---------------------------------------------------------------._--_ .. 

Portfolio and Risk Management Practices' 
Should keep pace with the growth and changing risk profile of their NTM loan portfolios and 
changes in the market Includes guidance on poliCies and procedures and third party originations . 

. "Consumer Protection Issues 
Agencies are concemed that consumers may enter into these transactions without fully 
understanding the product terms. WaMu should not only apprise consumers of the benefits of 
NTMs, but also take appropriate steps to alert consumers to the risks of these products, 
including the likelihood of increased future payment obligations. Includes guidance on customer 
disclosures and communication. 

StrategiC Summary 
• Based on preliminary analysis of the guidance to date, wtiile there are some operational changes forthcoming, the 

impact to Home Loans with regards to the origination of the Option ARM product appearslim~ed. 

• WaMu Home Loans is well positioned to continue offering the Option ARM product to our customers. 

• We do not see any fundamental reason to change our approach on how the Option ARM product is offered to our 
customers other than the operational changes necessary per the guidance. 

• We believe there will be continued healthy demand for this product if positioned appropriately with our customers 

. Option ARM Discussion October B. 2006 Page 5 IP~ ~02549030 



Option ARM Accounting 

Income Recognition Policy 

•:::::;: ", .: 
.' ........•.....•.....•.... : 

• The press suggested recognizing income on cash receipt might be a preferable accounting 
policy. It is not GAAP. 
• Accrual accounting recognizes int~rest income at contractual rate when it is earned, not 

when collected. 
• If borrower pays minimum payment, unpaid interest must be booked when collectability is 

reasonably assured. 
• If interest deemed uncollectible, accrual of interest must stop when the loan becomes 90 days 

past due. 
• loan losses recognized when probable & reasonably estimable. 
• Only losses that have been deemed to be incurred as of th,e balance sheet date may be 

reserved. 

Allowance for Lease Losses on Option ARMS 

• loan balances reviewed under the Alll process include capitalized negative amortization. 
• Separate calibration dial for Option ARMs in Alll calculation. 

ALLL by Product Type (bps) 

o 20 40 60 80 100 120 140 160 

Option ARM Discussion October B, 200B Page B 



Option ARM Accounting 

Observations and Conclusions 

• Observations 
- Annual and lifetime interest rate and negative amortization caps protect borrower. 
- Current 'underwriting at fully-indexed rate, high FICO, and LTV limitations protect WaMu 

and borrower. 
- As a result of an SEC release in 2005, WaMu enhanced its financial statement 

disclosures. 
• Conclusions 

- WaMu accounting policy and disclosures comply with GAAP and SEC requirements. 

Option ARM Discussion October 6. 2006 Page 7 
JPM WM02549032 



From: 

Sent: 
To: 

Subject: 

Guys, 

Killinger, Kerry K. <keny.killinger@wamu.net> 

Tuesday, April 3, 2007 12:42 PM 

Rotella, Steve <steve.rotella@wamu.net>; Casey, Tom <tom.casey@wamu.net>; 
Magleby, Alan F. <a1an.magleby@wamu.net> 

FW: Option ARM's 

Craig was President of our money management company for a few years. His concerns expressed here might mirror 
what our investors will focus on at the first quarter conference call. I think we better be well prepared to defend the option 
ARM portfolio. 

Kerry 

Confidential Notice: This communication may contain confidential and/or privileged information of Washington Mutual, 
Inc. and/or its subsidiaries. If you have received this communication in error, please advise the sender by reply email and 
immediately delete this message and any attachments without copying or disclosing the contents. Thank you. 

From: Craig Hobbs [mailto:chobbsbi@msn.com] 
Sent: Monday, April 02, 20073:44 PM 
To: Killinger, Kerry K. 
Subject: Option ARM's 

Kerry, 

I'd like to call your attention to the risks in Option ARM's in this nasty credit cycle, just in you're not 
hearing a contrary viewpoint internally. For reasons described below, I believe it remains timely to 
have a thorough review of potential credit/recasting risks within WAMU's Option ARM portfolio -
particularly (a) loans generated in 2004/2005 and (b) loans made in areas of speculative/problem 
markets over the past few years. 

The collapse of the sub-prime market is, of course, all over the news. The next phase of this market 
sector will likely be played out in the banks and S&L's repQrting increasing problem loans and 
reserves for loan losses. BUT, in this dicey environment, investors will likely soon focus their 
attention on Option ARM's (including WAMU's portfolio) for the following reasons: 

(1) the product is untested in a residential real estate downturn; 
(2) the major recasting of WAMU's Option ARM portfolio doesn't really kick in until 2008, when 12.1 % 
of WAMU's Option ARM's will be recast. By its very nature, loan problems within the Option ARM 
portfolio will be postponed until recasting occurs; . 
(3) the 2004 and 2005 production of Option ARM's is particularly problematic, since many of these 
loans were qualified based on an "administratively set rate", which was below the fully-indexed rate; 
(4) the Option ARM's create significant Captitalized Interest over time, and this line item is likely to get 
increasing focus by investors over the next 12-18 months; and, 
(5) 68% of WAMU's Option ARM portfolio is in Negative Amortization, and this feature of Option ARM 
loans is also likely to receive increasing investor focus over the next 12-18 months. 

As you know, Capitalized Interest in 2006 amounted to 23.1 % of reported net income, and by its very 
nature, this percentage will likely increase in 2007 and 2008. Also, on a long term policy basis, what 

Permanent Subcommittee on Investigations 

EXHIBIT #39 
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maximum percentage of net income should WAMU's Capitalized Interest be allowed to rise to? 

For all the above reasons, a thorough scrubbing of WAMU's Option ARM portfolio is warranted at this 
time - particularly the 2004/2005 production and loans made in areas of speculative/problem markets 
over the past few years. As investors focus increased scrutiny on the the structure of the Option 
ARM's and WAMU's Option ARM portfolio over the next 12-18 months, a strong Option ARM portfolio 
will likely pay large dividends in investor confidence in the future. 

Craig Hobbs 

Confidential Treatment Requested by JPMC JPM_~05646707 



From: Fortunato, Steve 

Sent: Thursday, September 14, 2006 7:41 PM 

To: 
Subjt.,l: 

Schneider, David C. <david.schneider@wamu.net> 

Fw: Tom Casey visit 

We need to look at any accounting of a sale from HFI. 

---Original Message---
From: Chen, Youyi 
To: ForlUnalo, Steve 
Sent: T.1U Sep 14 15:37:162006 
Subject: FW: Tom Casey visit 

From: J'otolsky, Doug 
Sent: Tiuusday . September 14, 2006 4:34 PM 

To: Dn!stal.. John; Beck. David 
Cc: Cbm, Youyi 
Subject RE: Tom Casey visit 

We will be showing out the residual off LBML T 2006-08 tonight (pre NIM)O.getting bids baclc next Tuesday . Will do the same with 
the coruluit HE3 deal this month.. A seasoned IXlst NIM. LB deal .. .m.ost likely 2006-01 will be shown out as well. Other strategy 
ruscussions need to becontinuedO. 

Doug P)toisky 
Capital Markets 
Washington Mutual 
623 Fifih Ave. 17 Fl. 
NY, NY 10022 
212-70; ~-6961 

201-24(J-7417(ccU) 

douglas potolsky@Wamu.ne1 

From: Drastal, Johri 
Sent: 1l lursday. September 14, 2006 3:54 PM 

To: Beck. David 
Cc: Chen, Youyi ; Potolsky, Doug 
Subject Tom Casey visit 
Importance: High 

David, 

Tom jwt stopped by after the Lehman investor conference. He says equity investors are totally freaking about housing now. He 
asked h,)w we could prepare for this. A few items: 

I. He aiked about the ability to offload some Long Beach production forward. I mentioned that volume was down and the collaten.l 

Permanent Subcomminu on Invt5tie:ations 

EXHIBIT #40a 



profile was improving but said that we would discuss forward whole loan sales for the remainder of the year if the execution looked 
good. 

2. On the portfolio side, he asked about exposure on option ARMs. We talked about looking to potentially sell '06 production Option 
ARMs :.n portfolio. He even said looking at this quarter. r don't think. that this is possible but we should look at what the credit 
compo~itiOD of this product is and see if we can sel1 quickly if itOs the right thing to do (see Nagle's message). He does:nDt fonec: a 
tainting issue if we are doing it for credit issues. Youyi, can you get me a collateral strat from the portfolio? 

3. On l~ MSR side, he asked about mortgage spreads being tight I agreed that they are and expalined the current decrease in P&L 
vol. Hf was willi.ng to take some short term vol because he thinks mortgage spreads will widen in a future credit event There is abo 
buzz ab i)ut BofA being close to their LOCOM mark. and that may impact spreads. 

I am ou: Friday but available via email if you need me. 

JOhn 
John E. Drastal 
Senior J.1anaging Director 
WaMu ':apital Corp 
212·70~-6945 

206-20<: -3959 (cell) 

WaMu ':apital Corp. is a registered broker dealer, member NASD and SIPC, and a wholly owned subsidiary of Washington Mutual 
Bonk. 

This message (including any attachments) is CONFIDENTIAL. If you are not the intended recipient of this information. or an 
employt:e or agent responsible for delivering this message to the intended recipient(s), please do not rearL disseminate, distribute, or 
copy this information. !fyou bave received this message in error, please contact the sender immediately . WaMu Capital Corp. 
reserves the right to monitor all e-mail. Electronic mail sent through the Internet is not secure. 

In the UK, this communication is directed at persons baving professional experience in maners relating to investments. Any 
investm':nt or investment activity to which this communication relates is only available to or will be engaged in only with persons 
having IofOfessional experience in maners relating to investments. Persons who do not have sucb experience should not rely on this 
comrnur ication or any aspect of it 
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From: 
Sent: 
To: 

Cc: 
Subj,:ct: 

Feltgen, Cheryl A. <cheryl.feltgen@wamu.net> 

Tuesday, February 20, 2007 12:49 PM 
Shaw, Robert H. <ul64181@wamu.com>; Haines, Troy L. <u239117@wamu.com>; 
Parker, :Michael <u601400@wamu.com> 

Tryon, Diane M. <u229593@wamu.com> 

URGENT NEED TO GET SOME WORK DONE IN NEXT COUPLE OF DAYS: 
Option ARM MTA and Option ARM MT A Delinquency 

Bob, ··roy and Mike: 

See the attached string of emails. We are contemplating selling a larger portion of our Option ARMs than we 
have in the recent past. Gain on sale is attractive and this could be a way to address California concentration, 
rising delinquencies, falling house prices in California with a favorable arbitrage given that the market seems 
not to be yet discounting a lot for those factors. David Schneider has set a meeting for Friday morning with 
David Beck and me to hear our conclusions and recommendations. See the comments below about the 
infonT ation that we need to provide for this analysis. We will get the pools by tomorrow at the latest. We will 
need ':0 coordinate with Joe Maltey and get input from him in order to make a judgment regarding the ALLL 
impact. 

Troy, I don't think your team is yet equipped to undertake this exercise, so 1 will ask Bob to lead the effort. 
TherE ~ are a number of other items that Bob's team is working on right now. Scott Gordon is also out this week 
so an:1 assistance, Troy, that your team could provide would be much appreciated. 

In adc ition to the specific information that David Beck asks for, I would like your input on portions of the Option 
ARM portfolio that we should be considering selling. We may have a different view than David Beck's team as 
to the most desirable to sell and we should provide that input. Our suggestion, for instance, might include 
loans in California markets where housing prices are declining. There may be other factors . 

I will reed to get from you by Thursday, February 22 end of day a summary of our conclusions and 
recorr mendations. We should plan to meet at the end of the day on Thursday to discuss the findings . [wilt 
have Diane set something up. 

Pleas.! let me know your thoughts on this approach. Thanks. 

Cheryl 

From: Beck, David 
Sent: Tuesday, February 20, 2007 7: 17 AM 
To: Schneider, David c.; Feltgen, Cheryl A. 
Cc: Richards, Alison 
Subje:t: RE: Option ARM MTA and Option ARM MTA Delinquency 

Here:s how 1 see this going. 

From the MBR, my notes indicate two portfolios we discussed for sale; The 2007 high 
margin production (Jan and Feb so far) and the seasoned COFI book. 

I will supply to Cheryl the loan level detail on both pools and the pricing assumption for 
losses. Cheryl, you need to run scenario analysis and on losses versus priCing AND 
reserlJ"ing assumption. I can supply pricing assumptions but would like you to pull the 
ALLL against these pools. 

Mear..time, I'll coordinate buy sell analysis with finance . Cheryl, we'll send you the pools 
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tomC'ITOW latest . 

.............. - ......... ..... .. .... . .... . ..... .. .......... ~ ...... ... . ... - .... ..... . ........ . .......... .. ..... .... . . .. . .. " ••• y •• • •• • ~ •• ~ .... ~ .... ... ..... . ......... ..... ... . .... . --

From: Schneider, David C. 
Sent: Sunday, February 18, 2007 10:52 PM 
To: FE:ltgen, Oleryl A.i Beck, David 
Cc: Ri:hards, Alison 
Subject: RE: Option ARM MTA and Option ARM MfA Delinquency 

Lets d J the following: 

1. db .. please select the potential sample portfolios - along the lines we discussed at the mbr 
2. cf · please run credit scenarios 
3 db - coordinate with finance on buyfseJi analysis 
4 dbld .. recommendation 

From: Feltgen, Cheryl A. 
Sent: Sun 02/18/2007 5:48 PM 
To: Schneider, David C.i Beck, David 
Cc: Ri :hards, Alison 
Subject: RE: Option ARM MfA and Option ARM MfA Delinquency 

The msults described below are sim ilar to what my team has been observing. Califomia, Option ARMs, large 
loan !: ize (S1 to $2.5 million) have been the fastest increaSing delinquency rates in the SFR portfolio. Although 
the 10'N FICO loans have a higher absolute delinquency rates, the higher FICOs have been increasing at a 
faster pace than the low FICOs. Our Califomia concentration is getti ng close to 50% and many submarkets 
within California actually have declining house prices according to the most recent OFH EO data from third 
quartnr of 2006. There is a meltdown in the subprime market which is creating a ~fl ight to quality". I was 
talkinn to Robert Williams just after his retum from the Asia trip where he and Alan Magteby talked to potential 
inveslors for upcoming covered bond deals backed by our mortgages. There is still strong interest around the 
wor1d in USA residential mortgages. Gain on sale margins for Option ARMs are attractive. This see'ms to me 
to be 3 great time to sell as many Option ARMs as we possibly can . Kerry Killinger was certainly encouraging 
us to ':hink seriously about it at the MBR last week. What can I do to help? David, would your team like any 
help ( ,n determin ing the impact of selling certain groupings of Option ARMs on overall delinquencies? Let me 
know where we can help. Thanks. 

Cher)I 

From: Schneider, David C. 
Sent: Sunday, February 18, 2007 3:16 PM 
To: BEd, David; Feltgen, Cheryl A. 
Cc: Ridlards, Alison 
Subject: RE : Option ARM MTA and Option ARM MTA Delinquency 

Cheryl, your thoughts? 

AMR - please print and send and set up 30 minutes with this group to discuss (th iS week). 
ds 

From: Beck, David 
Sent: Wed 02/ 14/2007 2:08 PM 
To: Schneider, David c.; Feltgen, Cheryl A. 
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Subje ct: FW: Option ARM MTA and Option ARM MfA Delinquency 

Plea:;e review. The performance of newly minted option arm loans is causing us problems. 
Cheryl can validate but my view is our alt a (high margin) option arms is not performing 
well. 

We should address selling 10 as soon as we can before we loose the 0PPty. 
We should have a figure out how to get this feedback to underwriting and fu lfillment. 

The I)ther document is the GOS analysis and NIM impact. 

Lets discuss. 

From : Chen, Youyi 
Sent: Wednesday, February 14, 2007 2:59 PM 
To: Bt~k, David 
Cc: Elson, Richard W.; Lash, Michael 
Subject: FW: Option ARM MTA and Option ARM MfA Delinquency 

David, 

This answers partially Schneider's questions on break down of the option arm delinquencies. 

The dlltails (1 PPD tab) shows low fico, low doc, and newer vintages are where most of the delinquency comes from, not 
a surprise. 

Yes, we (Rick, lash) are reevaluating our risk based pricing add on 's. As a related project , Risk is currently circulating and 
discussing a super jumbo pricing revision wI Michael Parker et. al. 

Youyi 

From: Elison, Richard W. 
Sent : Wednesday, February 14, 2007 12:56 PM 
To: Cllen, Youyi 
Cc: li lJ, Michael; Chan, Susan 
Subject: FW: Option ARM MTA and Option ARM MTA Delinquency 

Youyi •• attached is a description of the Option ARMs that were delinquent in the 2006q4. You can see that it is very much 
a fundon of FICOs and low Doc loans. We are in the process of updating the optimum pricing matrix. Mike did the 
work. Your comments are appreciated. 

Rick 

Richard Elison, Ph.D; Senior Vice President 
SFR Fortfolio Management 
Washington Mutual 
623 51, Avenue 
18th Floor-5092WMNY 
NewYor1c, NY 10022 
212-702-6972 
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From: Uu, Michael 
Sent : Wednesday, February 14, 2007 12:51 PM 
To: Elison, R.ichard W. 
Cc: Chan, Susan 
Subj,~ct: Option ARM MTA and Option ARM MTA Delinquency 

Hi Ri(;k. 

Attached is the spreadsheet with the total Option ARM MTA (yesterday's spreadsheet included a few loans that weren't 
MTA) and Option ARM MTA >=1 PPD summary. Some points for the Option ARM MTA 
>=1 F'PD: 

• $105mm in Nonaccrual is between FICO 501 -540. 
• $ 222mm in Nonaccrual between LTV 61-BO. 
• CA represents the greatest amount of Delinquency (1 PPD, 2PPD,3PPD, nonaccrua~ 
• Loans originated in 2004 and 2005 represent the highest amount of 3 PPD and nonaccrual 

Please let me know if you have any questions. Thanks. 

Mich~ el Liu 
Washington Mutual 
Portfclio AnalystITrader 
(206) 554-8580 

This cllmmunication may contain privileged or other confidential information. I f you have received It in error, please advise the 
sender by reply email and Immediately delete the message and any attachments without copying or disclosing the contents. Thank 
you. 
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From: 
Sent: 

Feltgen, Cheryl A. <cheryLfeltgen@wamu.net> 

Tuesday, February 20, 20073:50 PM 

- = Redacted by the Permanent 

SubcOmmittee on Investi ations 

To: Beck, David <ul72571@wamu.com>; Chen, Youyi <u206428@wamu.com>;Ellson, 
Richard W. <u212931@wamu.com> 

Cc: Shaw, Robert H. <u164181@wamu.com>; Haines, Troy L. <u239117@wamu.com>; 
Parker, Michael <u601400@wamu.com> 

SUbject: Some thoughts on targeted population for potential Option ARM MTA loan saJe 

David, Youyi and Rick: 

My team and I look forward to receiving the loan level detail on the pools of Option ARMs we are considering for 
sale. I thought it might be helpful insight to see the information Bob Shaw provides below about the components 
of the portfolio that have been the largest contributors to delinquency in recent times. I know this is mostly an 
exercise about gain on sale, but we 'might also be able to accomplish the other purpose of reducing risk and 
delinquency at the same time. Talk to you soon. 

Cheryl 

From: Shaw, Robert H. 
Sent: Tuesday, February 20, 2007 11:52 AM 
To: Feltgen, Cheryl A.; Haines, Troy L.; Parker, Michael 
Cc: Tryon, Diane M. 
Subject: RE: URGENT NEED TO GET SOME WORK DONE IN NEXT COUPLE OF DAYS: Option ARM MTA and Option ARM 

. MTA Delinquency 

Cheryl, 

I reviewed the HFI prime loan characteristics that contributed to rising 60+ delinquency rates between 1106 -1/07. The 
results of this analysis show that seven combined factors contain $8.3 billion HFI Option ARM balances which experienced 
above-average increases in the 60+ delinquency rate during the last 12 months (a 821 % increase, or 10 times faster than 
the average increase of 79%). I recommend that we select loans with some or all of these characteristics to develop a HFS 
pool. . 

Below, I have listed the factors (layered), their percent change in 60+ delinquency rate over the last 12 months, and HFI 
balances as of January 2007. 

1) HFI Option ARMs - 79% increase (.56% to 1.0%), $60.6 billion 
2) Above + Vintages 2004-2007- 179% increase (.33% to .92%), $47.8 billion 
3) Above + CA - 312% increase (.16% to .66%), $23.7 billion 
4) Above + NY/NJ/CT - 254% increase (.21 to .76%), $29.3 billion 
5) Above + $351 k-1 mil - 460% increase (.12 to .70%), $17.2 billion 
6)'Above + FICO 700-739 -1197% increase (.03% to .40%), $4.2 billion 
7) Above + FICO 780+ - 1484% increase (.02% to .38%), $5.2 billion 
8) Above + FICO 620-659 - 821 % increase (.07 to .67%), $8.3 billion 

Robert H. Shaw 
Home Loans Risk Management 
WaMu 
206-500-1407 (office) 

509-_ (mobile) 
robert.shaw@wamu.net 

:Onfidential Treatment Requested by JPMC 
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From: 
Sent 
To: 
CC: 

Subject: 

Chen, YouyI 
Tuesday, February 27, 2007 221 :33 PM 
McCarthy, Michelle 
Beck. David; Feltgen, Cheryl A.; Fortunato. Steve; Grifftlh. David; Murray , Wiffiam; stack, Fergal; 
Wiliams, Robert J .; Shaw, Robert H. ; Mattey. Joseph; Drastal. John 

HA selection criteria cha~ 

Attac ments: HAaiteria.:ds 

MkheU~. 

After careful review with Dillvfd and the teams. David suggested me to make following recommendations to MRC on the 
existing prime HA / HFS selection criteria 

1. Effective March rtt. 2007, modify the portfolio option ARM. and COA ARM retention aite-ria (see attached 
"existing HA descriptions·, "section 1.01 to 1.11 and section 2.01 to 2.08") to include only following loans for 
the portfoUo (HFl) . 

a. Super jumbo of size greater or equal to S 3 MM (Risk based pricing applied, but dtffkult to sale) 
b. Advantage 90 (high LTV loans wfthout MI, very ltttle production as 80/10/10 gets popularity) 
c. Foreign NaUonals (Risk based pricing applied, but dtfficult to sale dl,je to ~ICO problems) 
d. ACO less than 620, ~xc~pt employee loans in which case FlCO can be r~·stated after dosing. 
e. 3·4 units (excesstv~ S & P level hit calls for portfolio execution) 

2 . Further more, we would like tD request, transferring from HA to HFS, a ll the MTA option ARMs and COA ARMS, 
funded or locked between JanUMY 1St, 2007 to Mach J"h, 2007, and DO HOT fft the criteria listed above, 
and DO NOT fit the criteria section 3.02 to 4.07 in the attached "existl~ HA desoiptions·) 

As iIIl"eSult of this change, we expected to securittze and settle about S 2 bfillon more option/COA ARMs in QHJ7 
(mostly margin greater than 295) , and goin~ forward S 1 billion per month potential lncrem~ntal volume into HfS. For 
your Information, thI! Impact to gain on sale for the year is estimated to be about $180 MM pretax based on current 
mark~t, and the impacts to 2007 portfolio Nil is estimated to be about· $ 80 MM pretax. 

Also included in the attachment, Is a pool of $1.3 blUion optionlCOFl ARMs fun~ to portfolio betWeen January 1st and 
February llrd that wfll b4! re-classff"\@d as HFS based on the above recommendaUons . We understand that this 

population of loans will be growing from now to March 7th until the portfolio selection criteria are officially modtned. 

We expect@dtostart.marketing the deal on March -12th, your prompt response will be ireatly appreciated as the TSG 
and QRM teams also need tlm~ to Implement the coding changes . 

Regards, 

Youy! 

!~ 
Iflc-ter\a.xk 

(1","') 
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From : 

Sent: 

Bal lenger, Melissa 1. <melissa.ballenger@wamu.net> 
Tuesday, February 27, 2007 4:41 PM 

_ ,. Redacted by the Permanent 
Subcomminee on lnvestiutions 

To: Ell er, Greg <gregory.eUer@wamu.net>; Stack, Fergal <fergal .stack@wamu.net>; 
Woods, John F. <john.woodS@wamu.net> 

Subject: Re: HFI Option Anns redirected to HFS 

Thanks Greg. I would support the idea of a governance approval for HFS to HFI transfers. 
Please let me know if I can help. 

Senl from my BlackBerry Wireless Handheld 
- Original Message -
From: Eller, Greg 
To: Ballenger, Melissa J. ; Stack, Fergal ; Woods, John F. 
Sent: Tue Feb 27 10:31:312007 
Subject: RE: HFI Option Arms redirected to HFS 
Gory can you send Melissa a copy of the draft memo and the si1ua1ion-specific memo on the 
$17 billion transfer? 
Melissa: 
For the reclass policy, we've provisionally drafted ALGa for the job, but are trying to verify 
whet.her MRG makes the decision under delegated authori1y or whether it makes a 
recommendation to ALGa. 
Gory & I were talking yesterday about adding to our draft policy guidance on re-designating 
HFS to HFI , since the latter is not the default under the literature. We were kicking around the 
same idea of identifying whose intent within the company matters from an accounting 
perspective. Moving HFS to HFI seems to involve a different management group than ALGa 
(as" general ru le) . We were planning to follow up with Fergal on that point soon as we bring 
the (Irafting to a close . 
GEE 
206/_ 
-Original Message--
From: Ballenger, Melissa J. 
Sent: Tuesday, February 27, 2007 9:18 AM 
To: mack, Fergal; Woods , John F. ; Eller, Greg 
Subject: Re: HFI Option Arms redirected to HFS 
Greg, may I please have a copy .of the 17B policy paper to get up to speed? Thank you. 
Fergal - is i1 ALGa or MRG? 
All - question for you: would we ALSO want to seek governance approval for transfers the 
othe r way (that is, from HFS to HFI)? A good example might be the email chain this week 
talking about "disposition" of subprime 2nd lien mortgages by moving from warehouse to 
portfolio. For significant transfers, would i1 not make sense to also have the formali1y of a 
corporate approval of the "intent to hold for foreseeable future"? 
Fina Iy, on the option ARMs transfer from HFI to HFS - pis confirm that the committee 
approval will discuss what business/market circumstances have changed (since last balance 
sheEt date) justifying the chg in intent? 

Sent from my BlackBerry Wireless Handheld 
- Original Message -
From: Stack, Fergal 
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To: Woods , John F.; Eller, Greg; Ballenger, Melissa J. 
Sent: Mon Feb 2610:32:222007 
Subject: RE: HFI Option Arms redirected to HFS 
Hi John 
I am working on the premise that the Policy paper from Greg relating to the 17B is still 
applicable for this and future transfers. I read Gregs memo again this moming and wanted to 
summarize a few key pOints to ensure we are all on same page. 
1) intent is a state of mind that will be changed on ALCO approval (we need to reconcile this 
to when David Schneider approves the transfer) 
2) no tainting of hfi portfolio ... the issue would be if not designated to hfs timely 
3) the population to be sold need to be sufficiently defined and marketing plan created 
(including expected method of sale) 
So wrth the above if the loans are identified, marketing plan created , ALCO approval obtained 
then the transfer cantake place wrth no tainting consequences on the remaining portfolio. 
One question I do have is if a loan characteristic is defined as a requirement to sell, say 
FICO, and there are 100 loans over a FICO score, and we only want to transfer 40 to 
hfs .. .. the loan characteristic could be indentified and approved prior to actual 40 loans being 
idemified .... want to make sure pur policy doesn't require HL to transfer the 100 loans. And 
them is probably timing variances in these events occurring (but final ALCO approval may 
take care of this as the population would be defined) 
Grell , please confirm. 
Thanks 
-Original Message
From: Woods, John F. 
Sent: Sunday, February 25, 2007 11:45 PM 
To: Stack, Fergal; Eller, Greg; Ballenger, Melissa J. 
Subject: Fw: HFI Option Arms redirected to HFS 
Fergal, 
I assume you are up to speed on this but if not here's David's email describing a sale 
tram;action that is being contemplated . I can't tell from the message whether these loans are 
alre"dy in hfi or were just destined for hfi but have not yet been acquired . Please get back to 
me on this after you guys have had a chance to discuss any issues. 
Thanks. 
-- Original Message -
From: Beck, David 
To: Beck, David; Schneider, David C.; Rotella, Steve; Cathcart, Ron; Casey, Tom; Fe~gen , 
Chefyl A.; Boyle, Hugh F.; Maltey, Joseph; Fortunato, Steve; Hyde, Arlene M.; Woods, John 
F.; Williams, Robert J.; McCarthy, Michelle 
Cc: Potolsky, Doug; Drastal, John 
Sent: Sun Feb 25 17:50:00 2007 
Subject: HFI Option Arms redirected to HFS 
David and I spoke today. He's instructed me to take actions to sell all marketable Option Arms 
that we intend to transfer to portfolio in lQ, 2007. That amounts to roughly 3B option arms 
availabe for sale. I would like to get these loans into HFS immediately so that i can sell as 
many as possible in Q 1. 
John , we are only targeting to sell Option Arms destined for portfolio since year end at this 
point. I'll need direction from you on any special accounting concerns or documentation you 
will need to get these loans in the warehouse wrthout tainting the HFI book. 
Michelle, I believe this action requires MRC approval. Please advise. 
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This week I'll work to get the necessary govemance sign ofts in place. Cheryl, please direct 
me on what form the approval request should take and what committees should review and 
authorize the request. I can pull all the data. 
We continue to work wrth Cheryl and the credrt risk team to analyze emerging credrt risks in 
our prime portfolio and recommend actions to mrtigate them. 
Thanks for you help, 
DJB 
Thanks in advance for your help. 
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Market Risk Committee (MRq 
Minutes of the March 9, 2007 Meeting 

The MRC of Washington Mutual, Inc. ("WMI" or the "Company"), Washington Mutual Bank 
(flea Washington Mutual Bank, FA) ("WMB") and Washington Mutual Bank fsb ("WMBfsb") 
and the Asset Liability Committee ("ALCO") ofWMBfsb met concurrently on Friday, March 9, 
2007. . 

Members present for the MRC: Ms. McCarthy, Chair, Mr. Brandeberry, Mr. Griffith, Mr. 
Woods, Mr. Hunt, Ms. Krahling and Ms. Novak. 

Members present for WMBfsb ALCO: Ms. McCarthy, Chair, Mr. Brandeberry, Mr. Hunt, Mr. 
Griffith, Mr. Woods and Ms. Novak. 

Staff: Ms. Berger, Secretary, Mr. Potolsky (phone), Mr. Callahan (phone), Mr. Stewart (phone), 
Mr. Dlugosz, Mr. Lehmann (phone), Mr. Riley (phone), Mr. Fisher (phone), and Mr. Cathcart. 

Summary of items approved at this meeting: 
Approved changes to the ALM Authorized Individual Standard and related approval of 
Authorized Individuals for BOll as follows: 

Added a Transaction Type 22 for BOll investment activities. Authorization would 
include approval to execute purchases or sales/cancellation of Bank-Owned and 
Company-Owned life insurance policies. 
Established a related Documentation aut.hority for BOLL 
Established Mr. Casey and Mr. Williams with Authority Level B. 

2007-01 Securitization and Whole Loan Master Program: Modify the program as proposed 
subject to ALCO review and approval: 
- Change the Held for Investment (HFI) ARM and COFI ARM retention criteria to include only 
the following loans for HFI effective March 12, 2007; Super jumbo 2: $3.0 million, Advantage 
90, Foreign Nationals, FICO < 620 except employee loans in which case FICO can be re-stated 
after closing, and 3 to 4 units. 
- Increase Prime Option ARM's (including Second Liens) from $26.0 billion to $37.0 billion. 
- Transfer up to $3.0 billion of saleable Option ARM and COFI ARM loans originated between 
January 1, 2007 and March 12, 200Tfrom HFI to HFS (excluding HFI loans described above). 

Summary of action items from this meeting: 
None. 

Ms. McCarthy called the MRC meeting to order at 10:00 a.m. 

Approval Items 

Agenda item 1: Meeting Minutes 
The minutes from the February 9,2007 meetings were reviewed. Mr. Brandeberry moved to 
approve the minutes. Ms. Krahling seconded the motion. The motion was unanimously 
approved. 

Approved at the 4fXX107 MRC Meeting Permanent Subcommittee on Investigations 
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Market Risk Committee (MRC) 
Minutes of the March 9, 2007 Meeting 

Agenda item 2: Authorized Individuals Standard Changes (BOLl) 
Ms. McCarthy reviewed a proposal to establish a separate Transaction Type for Bank Owned 
Life Insurance (BOLl). Currently BOLl activities are conducted under the Investments 
Transaction Type. Separation will provide crisper distinction of authority for BOLl activities. In 
addition, Mr. Casey and Mr. Williams would be established as having Level B authority. Ms. 
McCarthy explained that Level B authority is sufficient given the current program size. Mr. 
Brandeberry moved to approve establishing the BOLl Transaction Type and the Authorized 
Individuals as proposed. Ms. Novak seconded the motion. The motion was unanimously 
approved. 

Agenda item 3: HFIJHFS Designations Changes and Amendments to Program 2007-01 
Ms. McCarthy reviewed a proposal to modify the Held For Investment (HFI) portfolio criteria 
for ARM and COFI ARM production. This change represents a modification of program 2007-
01 by increasing the program's size by an additional $11.0 billion in loans to a total program size 
of$37.0 billion. This proposal will also require ALCO strategy approval and Credit Policy 
Committee approval in addition to MRC approval. A second part of the proposal requests 
approval to transfer up to $3.0 billion of saleable Option ARM and COFI ARM loans originated 
since January 1, 2007 from HFI to Held For Sale (HFS). In response to a question from Mr. 
Woods, Ms. McCarthy explained that there are other Option ARMloans not included in the 
criteria that we are retaining in portfolio. Ms. McCarthy noted that Ms. Feltgen has reviewed 
and approved this proposal. Mr. Woods noted that Deloitte has reviewed the proposal as well. 
A discussion then ensued on the impact of this proposal to Net Interest Margin (NIM). Mr. 

Griffith moved to approve modification of program 2007-01 and the one-time transfer of 
identified loans originated since January 1, 2007 as proposed subject to ALCO review and 
approval. Ms. Krahling seconded the motion. The motion was unanimously approved. 

Exceptions 

Agenda item 4: WMI Credit Default Swap Spread Trigger 
Ms. McCarthy reviewed a Liquidity Management early warning trigger that was breached. She 
explained that market conditions have caused WaMu's one-year credit default swap (CDS) 
spread to increase from 6.6 to 19.7 basis points. The increase in spread exceeded the two 
standard deviation trigger threshold. The Liquidity Management Working Group has reviewed 
the factors surrounding the spread widening and determined that a negative liquidity event for 
WaMu is unlikely at this time. 

Discussion Items 

None. 

Required Reports 

Agenda item 5: Securitization Reports 

Approved at the 4fXXJ07 MRC Meeting 
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Market Risk Committee (MRC) 
Minutes of the March 9, 2007 Meeting 

Subprime (LBM and Conduit) 
Mr. Potolsky provided an update on subprime securitization activities. The market continues to 
have concerns around subprime mortgage delinquencies. Investors are making general concern 
inquiries rather than loan specific inquiries. First payment default repurchases declined in 
February: 2006 delinquencies have been higher than expected however credit changes 
implemented on January 8th should result in improved loan performance going forward. Credit 
spreads continue to widen in the bottom tranches with the result being that it is unlikely that 
lower rated/unrated tranches will be saleable and WCC will continue t9 hold positions longer 
than in the past as they continue to market these bonds. Ms. McCarthy noted that analysis is 
underway to determine whether there are additional shifts of originated product needed from the 
HFS portfolio to the HFI portfolio. Operational risks have increased however Mr. Potolsky 
reported that approximately half of the loan fulfillment centers have been closed in a right-sizing 
exercise and the transition of Master Servicing continues to be on target for completion by the 
end of March. Delinquency triggers continue to.be closely monitored from a servicing and 
valuation standpoint. During February there were no rating agency actions nor were there any 
securities or whole loan sales in the subprime channel. 

Prime Alt A (Bank and Conduit) 
Mr. Lehmann reported that 4 mortgage-backed securitizations totaling $6.4 billion and 15 whole 
loan sales totaling $2.5 billion and 17 agency deliveries totaling $4.2 billion were executed 
during February 2007. Approximately 80% of the whole loan sales were to Bank of America. 
During the February reporting period there were no rating agency actions. The total portfolio 
delinquency rate went up from 2.31 to 2.58 and remains below the industry average rate of 
2.88%. Out of203 groups tested (177 deals), 12 failed the Loss Severity Trigger ("LST") test. 
One of the 13 groups is failing for the first time. In response to a question from Mr. Woods, Mr. 
Lehmann described the LST test in detail. Repurchases declined during February to 308 
outstanding investor demands. Mr. Lehmann then provided updates on the conduit program 
improvement initiative and the conduit repurchase program noting steady progress on both 
initiatives. Mr. Lehmann then informed the Committee of incidents of non-compliance with 
Regulation AB requirements related to delayed reconciliations, erroneous repurchase of 
seventeen loans and miscellaneous investor distribution errors. A discussion ensued on' 
remediation efforts. 

Commercial 
Mr. Fisher reported that there were no commercial securitization or loan sales activities in 
February. As previously reported there are a number of commercial loans in the aged pipeline. 
Approximately $1.4 billion ofloans are scheduled to be sold in two deals in March. Mr. Fisher 
confirmed that these loan sales remain on target for completion by the end of first quarter. There 
have been no mortgage bond rating changes since December. Mr. Fisher then provided an 
update on the Standard & Poor's primary servicer rating process. 

Credit Card 
Mr. Riley reported that January excess spread increased to 10.32%. A healthy excess spread 
ranges from 8% to 10%. Charge-off rates that rose in December to 10.05% have since declined 
to 9.69%. in response to a question from Ms. McCarthy, Mr. Riley explained that the December 
charge-off of 10.05% increase is attributed to the new minimum payment rules implemented last 
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Market Risk Committee (MRq 
Minutes of the March 9, 2007 Meeting 

year. Management expects charge-off rates to decline and stabilize at the 8% to 10% range in 
2007. There have been no rating agency actions and there were no securitization activities 
however a transaction is planned and will be reported on at the next meeting. 

Agenda item 6: MRC Action Items Update 
Ms. Novak reported that the WCC, WMMSC and Capital Markets Conflict of Interest Policy are 
moving forward. She has reviewed a draft of the Policy with Mr. Cathcart. In addition internal 
Legal Counsel and others have been identified to help with scenario development and 
determination of where we need to develop information walls within the Company. In response 
to a question from Mr. Cathcart, Ms. Novak explained that there is not a due date for 
implementation of the Policy. Mr. Griffith summarized efforts accomplished to-date at the 
operational process levels. Mr. Cathcart noted that without a clearly defined policy on 
information sharing the Company is vulnerable to potential mishandling of information. He 
requested that Ms. Novak return to MRC with a set deliverable date for completion of the 
Information Sharing Policy. 

The HFIIHFS pipeline status report was provided for member review. 

Agenda item 7: HFIIHFS Diagram for Pipeline 
Diagram provided for member review. 

Agenda item 8: ALM Reports Package 
Summary provided for member review. 

Other: 

None. 

There being no further matters, the MRC meeting was adjourned at 11 :05 p.m. 
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July 11, 2008 

Market Risk Committee 

MINUTES 

A meeting of the Market Risk Committee ("MRC'') of Washington Mutual, Inc. (''WMI'' or the "Company',), 
Washington Mutual Bank ("WMB'') and Washington Mutual Bank fsb (''WMBfsb'') and the Asset Liability 

Committee ("ALCO'') of WMB fsb was held 
on July H, 2008 in SoDa Conference room of WMC 15 from 10:00 a.m. to Noon 

MRC Voting Members 

X Michelle McCarthy, Chair 
Carey Brennan 

X David Beck (phone) 
X Diane Novak (phone) 
X Don White 

Sandy Boa* 
John McMurray 

* Commercial matters only. 

WMB fsb Voting Members 

X Michelle McCarthy, Chair 
Carey Brennan 

X Jim Hunt (phone) 
X Diane Novak (phone) 
X Robert Williams 

Non Voting Members 

Attendees 

Monica Berger, secretary 
Steve Stearns 
Dave Coultas 
Bob Batt 

·To~it 

Tom Casey 
X Cathy Doperalski 
X Robert Williams (phone) 
X John Woods 
X Jim Hunt (phone) 
X David Gilhooley 

Melissa Ballenger 

Tom Casey 
X Cathy Doperalski 
X David Gilhooley 
X John Woods 

Suzanne Krahling 

Dick Fisher 
Bill Rice (phone) 
Lisa Shepherd (phone) 
Rolly Jurgens 

Suzanne Krahling 
Scott Maw 

X Michelle Grau-Iversen (phone) 

John McMurray 
Melissa Ballenger 

Jim Callahan 
Sam Crocker 

: .• O~ti~iijil· •• ··: ••.••...... 
AI. None - See 04 below for MRC Open Action Items 

A2. Market Risk Review . Gilhooley, Crocker, Gilhooley N/A 
Coultas 

Mr. Crocker reviewed current market conditions and their impact on the Company's market risk profile. Ms. McCarthy then led a 

discussion on GSE Agency exposure. Mr. Woods described the likely outcome of nationalization of the GSE's. Mr. Coultas 
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July 11, 2008 

Market Risk Committee 

- Removed narrow definition of retail deposits, defined wholesale funding and other asset based funding; 

MINUTES 

- Changed approval oversight of changes to the base case and stress scenarios from the Chair of MRC to the LMWG. 

WMI Liquidity Management Standard: 

- Added a section outlining LMWG responsibilities. 

Appendix SoB Banking Affiliates & WMI Liquidity Contingency Plans: 

- Added section describing the process to decrease levels as the Liquidity Event Threat subsides; 

- Added ability of Task Force representatives to appoint delegates; 
- Added section outlining LMWG responsibilities . 

. Liquidity Management Working Group Charter: 

- Updated section outlining LMWG responsibilities; 

- Added clarification that the Chair of LMWG while a senior Treasury manager, mayor may not hold an SVP officer title; 
- Placeholders on LMWG membership for Credit Card and AFS Portfolio manager positions . 

. Liquidity Management Working Group Operating Practices: 
- Added clarification that the Chair of LMWG while a senior Treasury manager, mayor may not hold an SVP officer title. 

Mr. Gilhooley moved to approve the revisions as presented. 
approved. 

Mr. Woods seconded the motion. The motion was unanimously 

Follow Up Items: None Assigned: N/A Due: N/A 

1. 

2. 

··."~pi~ 
. ... ..... ..... ...... "' .......... '" ........... . 

pr.~~.;t~C···· .• :. L~p~J)~~~ .. P~!iic>" .•... 

84. NPA HFI HELOC Loan Sales Shepherd Woods Declined 
Ms. Shepherd reviewed a program to delegate authority to Ms. Krahling, Commercial CFO and Sandy Boa, Commercial Chief 
Risk Officer, to declare a change in intent and the subsequent sale of up to $100.0 million of currently classified HFI non 
performing HELOC loans during 2008. Ms. Shepherd explained that the loans would be sold with no risk retention or recourse 
beyond normal representations and warranties. In response to a question from Mr. White, Ms. Shepherd confirmed that these 
loans are second liens and loans sales are contemplated within the next 30 days. In response to a question from Mr. Gilhooley, 
Ms. Shepherd explained that the Company has only sold charged-off or REO loans up to now and does not have any historic data 
on pricing for HELOC NPA loans. Mr. Beck summarized the equity analysis that had been performed supporting this sales 
program, noting that it is in our best interest to let some one else assume the risk of these loans. Ms. Shepherd summarized 
counterparty due diligence to protect the Bank against aggressive collection tactics and related reputation risks. A discussion on 
managemeni intent ensued. In response to accounting process questions from Mr. Woods, approval was tabled pending 
resolution of a defined transaction and accounting process. 

Follow Up Items: Assigned: Due: N/A 

1. Ms. Shepherd and Mr. Jurgens to determine the accounting process for this 

transaction. 

2 . 
. ... . .... . . .... .. ' .... 
. .... • ··Topi#.> .. 

Ms. Shepherd/ Mr. TBD 

Jurgens 

85. Execution Authority Callahan Novak Approved 
Mr. Callahan reviewed proposed changes in execution authorities for Treasury staff as follows:: 
Dave Coultas: TT2 Investments Level A at WMB, WMI, WMBfsb; 
Ed O'Brien: TT2 Investments Level Bat WMB, WMI, WMBfsb; 
Dave Coultas: TT11 Derivatives Level A at WMB, WMI, WMBfsb; 
Ed O'Brien: TT11 Derivatives Level B at WMB, WMI, WMBfsb; 
Dave Coultas: TT 20 HFI SFR Loans Level B at WMB, WMI, WMBfsb; 
Steve Steams: TT 21 Credit Card Level Bat WMB; 
Kenley Ngai: TT 21 Credit Card Level C at WMB. 

Mr. Woods moved to approve the execution authorities as proposed. Mr. White seconded the motion. The motion was 

unanimously approved. 

Follow Up Items: None 

1. 

Assigned: N/A Due:N/A 

2. 
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LBMC 2005-2 Structure 

Public Certiflcms: 
Clssse (o.wcobt~l $55,002.632 
Clau P(prepayment.......,...) 100 
Class R (ReIiIUI) 
Cla.ss R.cX (Rssi<t.AII) 
Class R.pX (Rui'*>al) 

foUl ,",1)(12,712 

LBAHC 
NIMTrust CI ,.,., 

(OSPE) 

0 ....... 
Balil.H ...... 

Trust Co. , ...... 
Trustee) 

Lang Beach SecuiIies Corp. -
-

,,'0''''',. 

Ctp NotIonlt.: 
Class I $1.160,5611, 
CillSs li 680,681, 
MW8 §!D751 
Total 12,,",,000,000 

000 
000 
roo 

....... --'" (Guarantor) 

UBOR Cap 
Cap National: 
TobII $2.417 ,961,555 

"""-'" c.rtIficatn: 

Class"""' 
C1aa H~ 

a... N. 
CI.ssN~ , .. 

$ 109,12;5.000 
8,443.,000 
3,862,000 
39C6 DOQ 

$121,S:sa,OOO 

Permanent Subcommittee on Investigations 

EXHIBIT #47a 

PuIMIo~: 
Quo ... , St ,04C,511,OOOAM. 

"'~ "" 116,OS1,OOOAM 
Class a .... ' .t37,Il68,OOOAAA 
CL;lIIs l l-A2 182,i21.000AAA -...., . • 18.m,OOOAM 
Quo .. , 137,!oOO,OOOM+ 
Cl3ss Mo2 12S,750,OOOM 

""'M-l <40,ooo,ooo/lA-

"'~ .... 66.250,000"+ 
Class u.s 0 .7SO,OOO" 
c.§ ... 30,000.000"" 
Class Mol 42.501,000 BB8+ 
Class M-8 27 ,499.000868 
Class M-e 30,000,000 BBB-

PI1v_~ 

Class B-1 
Class B-2 

, .... 
I 

32,500,000 B8<-
25.001.000 BB 

$2.,4U,DOO,ODO 

.. '. C 8$/'), '"' UN{ fee 
& Deal Costs ' 



LBMC 2005-2 cash Flow Waterfall 

/ AI Available Funds 

~ I 
Servicing Fees TfUstee Fee 

Prepaymenl Chilrges to Class P 
(0.5% + modiI\cation fees, extension 

0.0008% lee., ~e ~lI'Ieflt dlaIges. NSF lees, 
other ~neillary fees) 

I 
I I _L 

I Group llntete.! Group II Interest I I Groupl~ I 
(Sequential DistrilU1lOnl I Grnup II PrindpaI I (S8qllential Distribution) 

.....- '\. .....- "- I -
CIa$$ hM I Clast '.Al l Class 11·M Clau Jl-AZ Class ll-A3 J IC1aSS I-Al Class I-,t,2 CIa" II."" 

I 
I I 

C181111-Al Class II-A2 

Classll-Al Class U-A2 Clas. n·A) Cia" 14.1 Cia .. ,.1\2 

I I I I I Clau 11-A2 I Class U-AJ I 

j Classll-AJ I Clast '-AI \ Class 1-A2. 
C\assM-l I I J 
Class 1.4·2 

ClassM-l 
Class M-J 

Class M-2 

Cia" M-4 I 
Class M-3 

CIaIlS M~ I Class M-4 
CIII"M-6 

ClassM-5 

Class 1.4-71 "'"u .... 
Clau M-B 

Class ..... 7 
Cll$s M-9 

CIassM-3 I 
CII" B-1 

Class M-B 

Class 8·2 
_8-1 

Clau8-2 I 

- I 
I . Grol,lp I & 11 PrI/ldpal Due liS Oulliried Above J 
I 

I Class A Unpild Interest Shortta' Pn:l RaUl 

I 
I Classu M & B unpaid Interut Shortfall as 0u1lirHtd AboVe I 

I ReS«V1! Fund I 

I Class P Principal8a1ance (Aller Prepaymenl Penally Period) I 

I 
I Class C Interest Plus Ally Ovet-CollaterarlZltion Release I . 
I ,",uR I 

FDIC_WAMU_DOODl 23S9 
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Permanent Subcommittee on InYnti alions 

EXHIBIT #47b 

List ofWaMu - Goldman LQans Sales and SecuritjzatiQns 
(Document title added by Permanent Subcommiltee on Investigations) 

, , ., 
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FHANA 
Position 

IWAM.FHA FEB282006 FIXARM 

Second LIens 
Position 

ILB2NDS Jan2S2006 COLLAT 

Scratch & Dent 

Prime Fixed 
Position 

W ole Loan Pure ases 

Count 
! 1,255! 

Count 
! 3,504 ! 

Balance 
$110,043,525,55! 

Balance 
$200,695,896,18! 

Note: the whole loan sizes do not match up to securitization balances as loans purchased In 2005 were securitized In 2006 
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June 11, 2007 
3:00 - 5:00 

FDIC Seidman Center, Ar1irgton, VA 

DavId Beck, Executive Vice President 
WaMu capital MarKets 

Permanent Subcommittee on Investigations 

EXHIBIT #47c 
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NY Se<:ulities Investor May 2007 

Capital Markets Division Growth 

Current Offices 
ApO< I 2006 

New York, Florence, SC, Clnd Seattle 
March Conduit 

r==+--,2~006~J Program 
February : First 

2005 Integrated; Subprlme 
r.:-_,---l--""'~lOflg Beach Deal 

December Conduit : Mortgage 

_-,--c-+--""2004:::'--e Program aMi 
.- Commercial 

April Initiated the: First A1t..A 

.---cc-t-::""';:::-=:! Conduit : Deal 
July iNCC first leildi Program 
2002 managed: 

1~--l--"''---.J:secUritization : 
February Formed ! 
L~200~1~ WaMu 

Ac;quired 
WaMu 

Mortgage 
Se<;urities 

Corp., 
a Maslef 
Servleer 

Capital 
Corp., the ; 

Broker 
o..l~ 

__ .. ... .. __ K~ _ __ ~ __ U. _ 

• 

• In 2001, we began acquiring the building blocks to become a world class 
capital markets organization. 

• First, we acquired Washington Mutual Mortgage SecuriUes Corp. (formerly 
known as PNC Mortgage Securities Corp.) from PNC Bank, adding: 1) bulk 
purchase loan processing capabilities, 2) resources offering mortgage
backed securities and 3) a seasoned master servicing group. 

• In 2002, we began operating WaMu capital Corp., allowing WaMu to 
distribute MBS backed by its own loan originabons directly to investors and 
retain distribution fees formerly paid to the Street. 

• In 2004, WaMu capital Corp. first acted as a lead manager on a 
securitization. In the same year we also initiated our Conduit Program. 

• The Conduit Program led to our first Alt-A deal in 2005 and our first 
subprime deal in 2006. 

• Also in 2006, we reorganized WaMu's capital markets structure, bringing all 
capital markets activity into a single, unified division under the banner of the 
Home Loans Group. 

Confidential Treatment Requested by JPMC 
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m S«uritIn ~ ~ M.y 

Origination Through Distribution 2«II 

WaMu OriglUled ]IWaMu Purt:hUed ] 

Home !.ofns Credit Cards Commeniltl ~ 
. -- . -_ Program 
• _ • c-'IioI • _ '-- "' '--. c:--_ . _ ....... . -.... 

. --t< 
il _ J:I Whole Loan SaJes Private Label 5.eurltlutlon Agency 5ecurHlz,atlon 

h 

• .... ,.,1\00 eo."",_ Wl/Ih . 
. _ FundS I'ot#_ 
' ~ F""III ·_u 

w .. s~ 

-_._ .. _-_ ... - .... -_ ... . _ ... - • 

• Wamu has built a vertically integrated Capital Mari<ets business model. We 
now participate In the entire mortgage process-from origination, pooling, 
structuring to distribution. 

• We can opportunistically acquire products and strategically distribute them 
through the most profitable channels. 

• By managing the distribution process we have access to information that 
allows us to refine our origination efforts and improve execution. 

:onfidcntial Treatment Requested by JPMC 
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Rate of Growth Exceeds the Industry 

Top Non Agency MBS Issuers 

"""'" ""'" ""'" .. 
~--

.111.3 .. 
~--

,'11,5 .. -- ..... 
L IMoWl.., SrOCl'otrf ... , 12- -, "'.8 
•• Am.riqu .. SM.l ,. L"'man BrCMht .. ..U 
• kat_amt ~. .. GMAC~fC - ., 

G~AC.ftfC 154;.' , Bur StJoemt .... , , Ameriqllnt 1$.1..' • Well. Fargo "OA ,. CS FI .. Il0st0n ~. , W, '10 Fargo &oIU ,. Go4dman s.cn. ~ .. 
• WlilS h'll0 ~ .. • CSl'lm80R0n ~ . •• . -~ .., .. •. .,. ..... ." AIMtka W .• .. Gold .... n Sa<: III ..... • _Ce",...., ~., 

". UBS ..... 'D .. II = .. RBS G ... nwlch ... , '0. JPIIloI'9m Chase ~ .. 

---'--
____ .. ______ .-_11."'" 

• 

• In just 3 years, we've become the #2 ranked Non-Agency MBS issuer in 2006 . 

• Our rapid rise in the rankings is fueled by our Conduit Program (2004), which 
focuses on high margin products. 

Confidential Treatment Requested by JPMC 
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NY Serorities InvestJx MeotIng May 

WaMu Capital Corp Sole/Lead Underwrite(''' 

January 1, 2006 - December 31,2006 
OPB of Publicly Offered Certificates 

($~ $9.0 IJ"'DuIl 

Alt-A FlxId V 

A/t-AARM 10 -- " Tolal 5e 

-_ .. _"'--------".- • 

• WaMu's capability as a Sole/Lead 
Underwriter has developed significantly, 
with 56 deals totaling $58B n 2006. 

CoDfidenlial Treatment Requested by JPMC 
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Industly c:c.rm-Pr~ SoI«e: Subc>rimo I'Iicroi 

Non-Agency Pricing - Common Practices 

il-=-
l ~Ilne W~rflIou" I Securitization I l.aletal CoIlil teraJ 

~l ij~ §l i~ I:i I 
• 

Miocn._ 
Current~'" Pricing Warehou .. 

Guide ~ Profit;obility WI>.C Adj. M<lrk to Market 

-~ 

---_ .. _-"'---_ .... ".- " 

• Non-agency pricing is a dynamic process 
• Rates are set to Gain on Sale targets, balanced with competitive positions and 
production targets 

• Market Rates: 

• The 2 year swap rate approximates the cost of funds, and is 
monitored daily. 

• Weighted Average Coupon (WAC) must move parallel to this 
rate to earn steady GOS. 

• One month Libor is also monitored daily because it impacts 
the valuation of the Securitization Residual. 

• Execution Forecast/GOS: 
• Warehouse GOS forecast based on the composition of the warehouse, 

underlying interest rates, and execution into a securitization. 

• 5-day average of our new Submissions GOS forecast is derived from the 
Warehouse mark and the underiying interest rates. 

• Credit Spreads - s&P and Loan Performance are used regularly to 
determine the execution impact of changes to the product mix. 

• Investor Feedback - Investors in Sub Prime ABS are regularly 
communicated with, to shape pricing and to tailor products to secondary 
market appetite. 

Confidential Treatment Requested by lPMC 
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~14iiit DOOdf"_ .:t:'I """;' . , -? Jlilcb _ - - ,. ;¥-W ,I.'Iill4t 

" ... WU M·' M ,., M NR 

M·' M · "" M · NR 

MA M A> M NR 

M·5 A '" A NR 
M. A· '" A· NR 
M·' 8BS'" ,-, SB8+ NR 

M·' '" 
,.., '" NR 

M·' BBO· e", '" NR 
;,.., ~~~ 

M·' NR Ro' M· NR 
M·' NR "" M· NR 
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M' NR "" M MR 

M·' MR '" "'" MR 
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Cu> cee NR 
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From: 
Sent: 
To: 

Johnson, Keith <k.johnson@wamu.net> 

Wednesday, August 11,20044:05 PM 

Lehrmann, Kurt E. <k:urt.lehrmann@wamu.net>; Fisher, Richard 
<richard.fisher@wamu.net>; Rothenberg, Glenn <glenn.rothenberg@wamll;.net> 

SUbject: .RE: Interesting Friedman Billings piece re: Mortgage Brokers 

1. Where do we line up with the competition on pricing today? 
2. Are we still 5 or 6? 
3. How far out in basis points? 
4. I am not complaining, if we are within 25 bpts from 1 st or 2nd then GAME ON. LETS SEE SOME SALES IF we are 

70 bpts on from 3rd we have an issue. 

5. WHICH PRODUCT SHOULD CAPTIAL MARKETS BEING PUSHING? 

Executive Vice President and Chief Operating Officer 
Washington Mutual Commercial Group 
Tel: 206.377.3965 I Fax: 206.490.5656 

This message (including attachments) is CONFIDENTIAL. If you are not the intended recipient of this information, or an employee 
or agent responsible for delivering this message to the intended recipient(s), please do not read, disseminate, distribute, or copy this 
information. If you have received this message in error, please contact the sender immediately. 

-----Orig ina I Message----
From: Lehnnann, Kurt E. 
Sent: Wednesday, August 11, 2004 12:47 PM 
To: Fisher, Richard; Johnson, Keith; Rothenberg, Glenn 
Subject: RE: Interesting Friedman Billings piece re: Mortgage Brokers 

Dick/Keith, 

Just to clarify ... 

Goning this coming Monday we have: 

* Removal of the SObps rate add-on for Arm products in states with No Prepay -
Depending on volumes expected GOS impact 8.9 to 12.5Bps -

* Improved rates below 80% ltv and FICO < 600 
- Depending on volumes expected GOS impact 4.6 to 5.1Bps -

Also I have attached a copy of the report showing performance of the following 
specials we are currently running: 

Page 1 "DC Re-entry Special - 50bps in Rate Off u 

Page 2 "New century - 25Bps YSp u 

Page 3 "Resmae Special - 50Bps u 

These should definitely help boost production. Please clarify that you are looking 
for an impact in addition to these, going this corning Monday. 

Kurt 
Permanent Subcommittee on Investigations 

EXHIBIT #49 
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-----original Message--~-
From: Fisher, Richard 
Sent: wednesday, August 11, 2004 11:11 AM 
To: Johnson, Keith; Rothenberg, Glenn; Lehrmann, Kurt E. 
Subject: RE: Interesting Friedman Billings piece re: Mortgage Brokers 

Great circulation - generally, 10bp gos price = 6-7bp coupon, all else same. 

Kurt, Glen - corne up with couple of suggestions, run through levels and Moody's 
capital structure tools and corne back this afternoon or tomorrow AM with couple of 
ideas. 80/20 rule and moving towards more true sub-prime instead of Alt A are the 
directions we want to gO.Thanks. 

Dick 

-----Original Message----
From: Johnson, Keith 
Sent: Wednesday, August 11, 2004 10:44 AM 
To: Fisher, Richard; Rothenberg, Glenn; Lehrmann, Kurt E. 
Subject: Fw: Interesting Friedman Billings piece re: Mortgage Brokers 

Guys read the string. 

Are there any pricing specials we can go after to increase volume? Say we drop gain 
on sale 10 bpts but crank volume to offset. 

D. Keith Johnson 
Executive Vice President & 
Chief operating Officer 
Commercial Group 

phone 
fax 

206.377.3965 
206.490.5656 

k.johnson@wamu.net 

Sent from my BlackBerry Wireless. Handheld 

-----Original Message-----
From: Chapman, Craig J. <craig.chapman@wamu.net> 
To: Johnson, Keith <k.johnson@wamu.net>; Mango, Tony <tony.mango@wamu.net>; 
Gotschall, Troy A. <troy.gotschall@wamu.net>; Giampaolo, Michael J. 
<michael.giampaolo@wamu.net>; Weisbrod, Jay A. <jay.weisbrod@wamu.net>; Condensa, 
Delphie M. <delphie.condensa@wamu.net>; Stringham-Madrid, Darcy L. 
<darcy.stringham-madrid@wamu.net>; Marcussen, Amy <amy.marcussen@wamu.net>; Owens, 
Dave <dave.owens@wamu.net> 
CC: Williams, Collette <collette.williams@wamu.net> 
Sent: Wed Aug 11 10:33:35 2004 
Subject: RE: Interesting Friedman Billings piece re: Mortgage Brokers 

EXCELLENT!!!! Bring it on!!!!! 

Craig Chapman 

-----Original Message----
From: Johnson, Keith 
Sent: Wednesday, August 11, 2004 10:15 AM 
To: Chapman, Craig J.; Mango, Tony; Gotschall, Troy A.; Giampaolo, Michael J.; 
Weisbrod, Jay A.; Condensa, Delphie M.; Stringham-Madrid, Darcy L.; Marcussen, Amy; 
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Owens. Dave 
Cc: Williams, Collette 
Subject: Re: Interesting Friedman Billings piece re: Mortgage Brokers 

Its time! 

Next week when we are all together ITS GAME ON. 

D. Keith Johnson 
Executive Vice President & 
Chief Operating Officer 
Commercial Group 

phone 206.377.3965 
fax 206.490.5656 
k.johnson@wamu.net 

Sent from my BlackBerry Wireless Handheld 

-----Original Message-----
From: Chapman, Craig J. <craig.chapman@wamu.net> 
To: Mango, Tony <tony.mango@wamu.net>i Johnson, Keith <k.johnson@wamu.net>i 
Gotschall, Troy A. <troy.gotschall@wamu.net>i Giampaolo, Michael J. 
<michael.giampaolo@wamu.net>i Weisbrod, Jay A. <jay.weisbrod@wamu.net>i Condensa, 
Delphie M. <delphie.condensa@wamu.net>i Stringham-Madrid, Darcy L. 
<darcy.stringham-madrid@wamu.net>i Marcussen, Amy <amy.marcussen@wamu.net> 
Sent: Wed Aug 11 09:48:13 2004 
Subj ect: RE: Interesting Friedman Billings pi.ece re: Mortgage Brokers 

So when will we see a recommendation on what "GOING ON THE OFFENSIVE" looks like. 
We will have invested $30 million into building the franchise, we are poised and 
ready to make the investments in "GOING ON THE OFFENSIVE". 

Craig 

-----Original Message----
From: Mango, Tony 
Sent: Wednesday, August 11, 2004 9:45 AM 
To: Johnson, Keithi Gotschall, Troy A.i Giampaolo, Michael J.i Weisbrod, Jay A.i 
Condensa, Delphie M.i Stringham-Madrid, Darcy L.i Marcussen, Amy 
Cc: Chapman, Craig J. 
Subject: RE: Interesting Friedman Billings piece re: Mortgage Brokers 

We have already vastly improved in this area, and these surveys reflect some 
"dated" sentiment, however it is time that we should come up with a focused sales 
strategy on what we should tell and commit to our customers. All of our focus to 
this point has been on process improvement and customer service improvement and·we 
can prove now that we can do it. 

We need to to come up with a precise commitment that we want to sell, and make sure 
we are operationally excellent to support that. 
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As Troy always says, it is time to take offense, instead of defense. 

Brokers usually only remember the last deal they did with someone. We can change 
this reputation very fast, very time we deliver on this commitment. 

-----original Message----
From: Johnson, Keith 
Sent: Wed 08/11/2004 8:01 AM 
To: Gotschall, Troy A.; Giampaolo, Michael J.; Weisbrod, Jay A.; Mango, Tony; 
Condensa, Delphie M.; Stringham-Madrid, Darcy L.; Marcussen, Amy 
Cc: Chapman, Craig J. 
Subject: FW: Interesting Friedman Billings piece re: Mortgage Brokers 

Another survey on Mortgage Brokers and what they value and why the leave a lender. 
WaMu and Long Beach score low and are highlighted as troubled institutions. 

This is just another data point that says we have to focus on customer service. 

I -think we have corne a long way on increasing speed to decesion and close. Have we 
pushed our sales managers and LFC support to make sure they are communicating with 
their brokers? Note that Long Beach is singled out in this survey for failing to 
follow-up on broker calls and email. 

What are you all doing to make this better? Share your ideas with the group. 

-----Original Message----
From: Terpstra, Brian J. 
Sent: Wed 8/11/2004 7-: 41 AM 
To: Fisher, Richard; Gotschall, Troy A.; Johnson, Keith 
Cc: 
Subject: Interesting Friedman Billings piece re: Mortgage Brokers 

Commentary on the Campbell Communications & Inside Mtg Finance survey on Mortgage 
Banker relationships with lenders. 

Interesting comments on service quality & propensity of mortgage 
bankers/correspondents to switch to other lenders. 

Both Long Beach and WM are noted. 

BT 
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Brian Terpstra, CFA 
Sr. Vic~ president 
Washington Mutual commercial capital Markets 

1301 Fifth Ave. 
RBB1310 
seattle, WA 98101 

Office: 20~9 
Cell: 206.~ 
brian.terpstra@wamu.net 
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From: 
Sent: 

Beck, David <david.beck@wamu.net> 

Tuesday, November 7, 2006 2:18 PM 

To: Schneider, David C. <david.schneider@wamu.net>; Hyde, ArleneM. 
<arlene.hyde@wamu.net> 

Subject: Fw: Goldman Sachs New Issue Home Eq Commentary (External) 

Please read the write up below to get a good view of the subprime secondary market. 

I am at ABS east and have personally met with 8 investors. Overall will will have one on one meeting with 50-60 investors. 

Doug Potolsky, Alex Park Dave Coultas and Henry Engelken have been telling the LB story. There remains good interest in our paper 
down thru BBB. Non investment grade buyers are quite concerned. LBMC paper is among the worst performing paper in the mkt in 
2006. Subordinate buyers want answers. 

The team did a nice job of preparing our story and communicating how we intend to improve performance. I cannot stress how crucial 
it is for us to follow thru on these committments or face significantly worse prices. 

AH and DH, I'll have a pitch book sent to you for your review. AH at the end of jan, assuming performance continues to improve, I'd 
love to get you to a big investor conf in Vegas. Over 4000 attendees. Finally, I'll set up the meeting on spoilage plan. 

See u next week. If you want more color on investor meeting let me know. 

----- Original Message ----

From: Potolsky, Doug 
To: Davie, George J.; Richmond, Kevin M.; Park, Roy K.; Park, Alex; Beck, David; Nagle, David; Drastal, John; Hyde, Arlene M.; 
Sinn, Susan M.; Dooley, James 

Sent: Fri Nov 03 05:58:12 2006 
Subject: FW: Goldman Sachs New Issue Home Eq Commentary (External) 

Good write upO. 

Doug Potolsky 
Capital Markets 
Washington Mutual 
623 Fifth Ave. 17 Fl. 
NY, NY 10022 
212-702-6961 
201-240-7417(cell) 
douglas.potolsky@wamu.net 

From: Nichols, Matthew [mailto:matthew.nichols@gs.coml 
Sent: Friday, November 03,20068:23 AM 

To: Nichols, Matthew 

Subject: Goldman Sachs New Issue Home Eq Commentary (External) 

Permanent Subcommittee on Investigations 

EXHmIT#50 
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Thoughts ahead of ABS East: 

The much anticipated collapse in loan premiums has failed to materialize 0 loans are still trading in the 1020 s: 

* Better pricing discipline - loan prices had a relatively rational first half of the year avoiding the need for a major reprice 

* A forgiving rate market - originators have received a much-needed reprieve in the form of a 70 bp rally in 2y swap rates 
since the end of June (consider the same period last year 0 an 80bp sell-off) 

* Volume 0 supply remains tight despite the rally 

Despite the reprieve (including a lot of high 1020 s sales in September) the originator community still faces a challenging 
envirortment: 

* EPD Os 0 the topic of the year continues to hit hard. Compared to last year average frequencies are up four-fold from 1% 
to 4% and the reprice discount has moved from 5-10 points to 15-20 points given the worse housing environment. At the end of the 
day, EPDOs have cost originators as much as 500 100 bps in gain on sale and driven some of the lesser-capitalized companies out of 
business completely. 

* Volume 0 down across the board for the third quarter and the outJookOs not better as we move into the dry season. We 
continue to see an interesting duration component to volume moves in the sUbprime market due to the longer lag in passing rate moves 
through to the rate sheet. As Alt-A rate sheets adjust down in rate faster some of the higher FICO subprime borrowers drift back up to 
the Alt-A pipeline. We saw the opposite through much of last year and temporarily in June of this year where many of the liminal 
borrowers took out subprime loans at more competitive rates than were available in Alt-A space and kept sUbprime volumes robust. 

* Competitive Pressures 0 with excess capacity still impacting cost to produce, it feels like the lean right now is still 
towards dropping rates further to stem declining volumes. That move without further rally in the rate market, or inaction in the event 
of an uptick in rates could push loan prices back below 102. That might tilt the balance back towards securitization and away from 
loan sales for some larger originators. 

On the}oan credit front we continue to see guideline improvements driven by the drive to eradicate EPDOs: 

* No smoking gun 0 there have been some obvious trends among lower FI<::O, higher CL TV borrowers (especially first 
time home buyers), but other correlations have been frustratingly weak on the EPD front. The hard matrix tightening (FICO/CL TV) 
from earlier in the year has been reinforced with additional soft guideline improvements including further restrictions on credit depth, 
payment shock, verification of rental history, and disposable income. Heightened focus on appraisal, income, and occupancy fraud 
will help as well. Overall the EPD scalpel has had to be much blunter than anticipated, but the economics continue to force the cuts 
despite the hit to volume. 

* Due diligence credit drops remain steady 0 while our pull through rates have fallen to the 90% area, the uptick in drops 
continues to be driven by property value fails. We remain focused on appraisals with aged comps, condos, and properties listed for 
sale. On the credit side we see more of our drops concentrated in overstated incomes. 

* Rating agencies continue to demand more credit support 0 enhancement levels continue to rise in step with more 
conservative views on housing prices. 
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Trends across securitizations: 

* Program tiering 0 performance disparities between programs have lead to more name tiering at the lower end of the 
capital structure. More attention is focused on hard credit enhancement levels as derivative sizing has varied across shelves. Servicer 
focus has increased as well as investors look to potentially tougher reset environments. 

* Spreads 0 demand technicals remain strong across the capital structure. AAA spreads have held firm as demand remains 
strong for both passthrough and sequential executions. AA sequentials have picked up steam driven by money managers on the front 
end and CDODs on the back. BBB cash spreads have widened and become more sensitive to synthetics as CDOs have become more 
indifferen~ to cash vs. synthetics and investors have become more ~ensitive to deal triggers. 

* Equity interest 0 a number of new equity participants have entered the market as the street has looked to share some of 
their accumulated risk. Liquidity has been encouraging as recent bid lists have been well supported. 

Disclaimer: 
(C) Copyright 2006 The Goldman Sachs Group, Inc. All rights reserved. 
See http://www.gs.comldisclaimer/email-salesandtrading.html for important risk disclosure, conflicts of interest and other terms 

and conditions relating to this e-mail andyourrelian.ceon information contained in it. This message may contain confidential or 
privileged information. If you are not the intended recipient, please advise us immediately and delete this message. See 
http://www.gs.comldisclaimer/emaillforfurther information on confidentiality and the risks of non-secure electronic communication. 
If you cannot access these links, please notify us by reply message and we will send the contents to you. 
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From: Schneider, David C. 

Sent: Tuesday, February 26, 20083:18 PM 

To: Beck, David <david.beck@wamu.net>; Berens, John <john.berens@wamu.net> 

Cc: 
SUbject: 

Gulick, Alan K. <alan.gulick@wamu.net>; Potolsky, Doug <doug.potolsky@wamu.net> 

RE: Screen shot 

Ok - thanks 

ds 

Are we sure there isn't a reporting issue? 

From: Beck, David 
Sent: Tuesday,· February 26, 2008 12:17 PM 
To: Schneider, David c.; Berens, John 
Cc: Gulick, Alan K.; Potolsky, Doug 
Su bject: RE: Screen shot 

Yes (ughh!) we are doing some peer group performance and looking at the servicing data with 
Tim Lynch's help and putting together an analysis. The author "Mish" Mishkin is a part 
time photographer·and self proclaimed investment guru. He's got a blog and therefore a 
public podium and therefore credibility? 

The collateral is full of limited doc layered risk alt a paper and at least half is TPO. The 
performance is not great but my opinion is not a WaMu specific issue. 

From: Schneider, David C. 
Sent: Tuesday, February 26, 2008 3:01 PM 
To: Beck, David; Berens, John 
Cc: Gulick, Alan K. 
Subject: FW: Screen shot 

Thoughts? 

From: Corcoran, James 
Sent: Tuesday, February 26,2008 11:53 AM 
To: Schneider, David c.; cathcart, Ron 
Subject: FW: Screen shot 

FYI> This is something you will want to track down if legitimate. James 

From: Alexander, David L. 
Sent: Tuesday, February 26, 2008 11 :08 AM 
To: Corcoran, James; Eccles, Colin; Brandeberry, Mike E. 
Subject: Screen shot 

I dori't know how authentic this is or if it is truly WaMu internal screen shot. 

David L. Alexander 

Permanent Subcommittee on Investigations 

EXHmIT#51 
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SVP, Human Resources & Brand Zealot 
Retail Bank I WaMu 
David.L.Alexander@wamu:net 
206500-2001 \ 206377-3017 Fax 
206500-2001 \ 206 377-3017 Fax 

Evidence of "Walking Away" In WaMu Mortgage Pool 
HoweStreet.com - Vancouver,British Columbia,Canada 
A friend of mine who goes by name .. CS .. sent me this screen shot of a particular Washington Mutual 
(WM) AIt-A mortgage pool known as WMAL T 2007 -OC 1 ..•• 
See all stories on this topic 
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vfish's Global Economic Trend Analysis: Evidence of "Walking Away"... http://globaleconomicanalysis.blogspot.coml2008/02/evidence-of-wal... 

t 
I. Saturday, Februal}' 23, 2008 

1-~~d~nceof 'Walking Awa;"-I:waMu MO~g~g: Pool 

A friend of mine who goes by name "CS" sent me this screen shot of a particular Washington Mutual (WM) Alt-A 

. I mortgage pool known as WMAL T 2007-0C1. Let's take a look to see what we can see. 

Click on chart for sharper image. 

You might want to open it up in a new window to follow along with the discussion below. 

The chart shows performance by month since July, 2007. Rows 2-6 are delinquencies through REO (Real Estate 

Owned). In theory, this should work like an assembly line: Mortgages enter 30 days delinquent, the next month th 

subset goes into 60 days, then 90 days, then foreclosure, then REO. It's a process that takes time. 

Look at this most recent jump from Dec~m~r, 2007 ~o January, 2008. Foreclosures increased a whopping 4.921 

yet in December, 2007 the 90 days delinquent bucket was only 3.79% (If every 90 day delinquent loan went to 

foreclosure, the jump would only have been 3.79%) How could this happen? The evidence suggests that people 

are walking away 30 days or 60 days delinquent without even waiting for foreclosure. 

Other Interesting Aspects Of This Cesspool 

Note the credit score line. The FICO score for this ·mortgage pool is 705. Those interested in what makes up a 

FICO score can find out at myFICO. Bankrate.Com notes offers diverse opinions on what a good FICO scorE 

is. 

While 705 is not sterling, it's not exactly swiss cheese either. Yet in a mere six months (since July), in spite of 

reasonable FICO scores, foreclosures have gone from 0% to a whopping 13.17% of the entire pool. Has the FIC 

model gone haywire or is something else happening (such as walking away). Most likely it is a combination of boo 

http://globaleconomicanalysis.blogspot.coml2008/02/evidence-of-walking-away-in-wamu .... 

}·of3 
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This is a relatively new pool. The issue date was a May, 2007. Common wisdom suggests that it is mortgage 

vintages from 2004-2006 from those buying near the real estate peak that are most in trouble. This pool is blowir 

sky high in 8 months flat. 

Inquiring minds may be asking about lines 7 and 8 as well as the GEO lines at the bottom of the screen shot. 

• Line 7 is the sum of lines 3 through 6 (anything 60 days late or greater plus all previous foreclosures and 
REOs) 

• Line 8 is the sum of lines 4 through 6 (anything 90 days late or greater plus all previous foreclosures and 
. REOs). 

• The GEO lines (geographic distribution) show this pool is 48% California and 14% Florida. 
WMALT 2007-0C1 A1 is a securitized mortgage-backed security issued in May, 2007. Following are the 

breakdowns and ratings from the prospectus. 

Initial Principle Balances By Class 

Approximate 
Initin) Class Annual 

Principal Certificate 
Class Balance Intuest Rule Type 

A-I $250,000,000 Varlable( I) SeniorJU BOR 
A·2 89,064,000 Varlabk(2) SeniorlLlBOR 
A·3 42,(:191,000 Varlabk(3) SeniorlLI.BOR 
A4 33,571;000 Variable( 4) SeniodLl BOR 
A·S 60,741,000 Varlabte(5) SrlMezzJUBOR 
M·I 8,307.000 Varlable(6) Suboroinal.elLlBOR 
M·l 7,268,000 Varlable(7) S ubordinal.elLmOR 
M·3 4,413,000 Varlabte(8) Subordinal.elLIBOR 
M4- 3,894.000 Variable(9) SubordinateIL1BOR 
M·S 3,634,000 Vnriable(lO) SubordinatcfLmOR 
M-6 2,596.000 Vnriable{1 J) SubordinalelLlBOR 
8-1 2,596,000 Variable(1'2) Subordinal.elLJBOR 
8~2 2,596,000 Variable{l3) S ubordinalcfLlBOR 
8-3 2596.000 Variable(J4) SubordinalelL1BOR 
R 100 (I5) SeniorlR.esidual 

click on chart for sharper image 

Class Ratings 
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Rating Agency 

Oass S&P Moody's 

A-I ................. . AAA Aaa 
A-2 ................. . AAA Aaa 
A~3 ................. . AAA . Aaa 
A-4 ................. . AAA Aaa 
A-S .................. . 'AAA Aaa 
M-I ........... , ..... . AA+ Aal 
M-2 .. , .............. . AA Aal 
M-3 ................. . AA Aa3 
M-4 ................. . AA- At 
M-S ........... , ...... . A+ A2 
M-6 ................. . A A3 
B-1 ................. . A- Baal 
B-2 ................. . BBB Baa2 
B-3 .. , .............. . BBB- Baa3 
R ...... , .............. , ..... . AAA Aaa 

click on chart for sharper image 

Let' do the math. 

• The total pool size is $513,969,100. 
• $476,069,000 was rated AAA 
• 92.6% of this cesspool was rated AAA 
• Yet 15% of the whole pool is in foreclosure or REO after a mere 8 months! 

In addition, the data suggests that people are not even bothering to wait for delinquencies to hit 90 days. Insteac 

they are handing over the keys right now. 

Washington Mutual was the underwriter. If you bought a slice of this cesspool from WaMu, are you going to buy 

their next offering? One final question: Does anyone have any reason to trust any rating from Moody's, Fitch, ano 

the S&P? 

Mike "Mish" Shedlock 

http://globaleconomicanalysis.blogspot.com 

Click Here To Scroll Thru My Recent Post List 
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From: Baker, Todd 
Sent: Tuesday, March 27, 2007 3:51 :22 PM 
To: Killinger, Kerry K.; Roteila, Steve; Casey, Tom; Magleby, Alan F.; Rodriguez, Adrian; Schneider, David 

C. . 
Subject: re our discussion yesterday and what the street perception will be 

WaMu subprime ABS delinquencies top ABX components 

NEWYORK, March 27 (Reuters) - Washington Mutuallnc.'s subprime bonds are suffering from some of the 
worst rates of delinquency among securities in benchmark indexes, according to JPMorgan Chase & Co. 
research. 

Delinquencies of 60 days or more on loans supporting WaMu's Long Beach Mortgage LBMLT 2006-1 issue 
jumped 1.78 percentage points according to monthly reports published this week, to 19.44 percent, 

.JPMorgan data shows. The delinquency rate was the highest among the 20 bonds in the widely watched 
ABX-HE 06-2 index of bonds backed by residential loans to risky borrowers. 

The average rise in delinquencies that have sparked a crisis in subprime lending since last year slowed in 
the March "remittance" reports, JPMorgan said. The average rate for the ABX-HE 06-2 index rose 1.07 
percentage points to 11.91 percent, the smallest increase since September, it said. 

Values of some bonds in the $575 billion market have dropped sharply since November as delinquencies 
exceeded expectations and prompted investors to sell bad loans back to lenders. The repurchases have 
overwhelmed lenders, leading Wall Street banks to sever credit lines and forcing more than two dozen 
companies to shutter or sell businesses. 

Washington Mutual in January said it was voluntarily cutting back on its subprime business after its 
mortgage unit posted a $122 million fourth-quarter loss. Like other lenders, it has since last year been 
tightening underwriting standards to bolster the quality of the loans, Chief Executive Kerry Killinger said in a 
January conference call. 

WaMu originated $26.6 billion in subprime mortgage loans last year, making it the 11th largest lender in the 
sector topped by HSBC Finance, New Century Financial Corp. and Countrywide Financial Corp., according 
to UBS AG research. 

A spokesman for Seattle-based Washington Mutual declined to comment. 

Long Beach's LBML T 2006-6 bond also had the most delinquencies in the newer, ABX-HE 07-1 index, at 
11.11 percent. In the ABX 06-1 index, delinquencies on Long Beach's LBMLT 2005-WL2 bond reached 
15.19 percent, second to the 15.82 percent on Bear Stearns Cos.' BSABS 2005-HE11. 

In the ABX-06-2 index, JPMorgan's JPMAC 2006-FRE1 subprime bond had the second-highest delinquency 
rate of 17.34 percent. It was followed by the 16.49 percent rate on Bear Stearns's BSABS 2006-HE3. 

((Reporting by AI Yoon; editing by Andrea Ricci; Reuters Messaging: albert.yoon.reuters.com@reuters.net; 
Email: albert.yoon@reuters.com; +1 646-223-6347)) 

Todd Baker 
. Executive Vice President -- Corporate Strategy & Development 
Washington Mutual Inc. 
1301 Second Avenue, WMC 3301 
Seattle, WA 98101 
(206) 500-4191 (phone) 
(206) 377-2496 (fax) 
todd. baker@wamu.net 

**Note my contact information is updated as of September 5, 2006. Please update your contact 
information so we don't lose touch. 

Permanent Subcommittee on Investigations 
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THE WALL STBERl' JOURNAL. 
Corporate Focus 
WaMu Leads in Risky Type of Lending --- Analysis Shows Thrift Makes Frequent Loans For Investment 
~m~ , 
By James R. Hagerty and Ann Carrns 
618 words 
17 April 2007 
The Wall Street Journal 
J 
A8 
English 
(Copyright (c) 2007, Dow Jones & Company, Inc.) 

Among the top five U.S. home-mortgage lenders, ,~,9.~b,!n,9,~.o.,Q.,M.,:!~.!J.,~,!}ns,:. last year made the highest percentage 
of loans to investors or second-home buyers, according to a Wall Street Journal analysis of data filed with banking 
regulators. Such loans are generally considered riskier than those to owner occupants. 

The analysis also showed ,q.~!9D?,~.P.J~,~:. and ~~,~,~, had the highest concentrations of loans with high interest 
rates, which are generally subprime mortgages, or home loans made to those with weak credit records or high 
debt in relation to income. . 

The data show 15% of the loans WaMu originated last year were backed by homes that weren't the borrower's 
principal residence. That compare's"w'ii:h' 13% at ,~.o.,!J.n,~ry,~!.~~ ... f.!.n.~.n.~,i,9..I...~gr.p.:.' 11 % at ,~,~!,!~ .. f.~.~9..o., .. ~~.o..:.' 9% at L~: ... 
. ~,9..r.9.9.D ... ~,h~.s..~ ... B.t,~.o.,:, and 5% at Citigroup. 

Loans for investment properties carry more risk because borrowers are more likely to abandon an unsuccessful 
investment than stop meeting payments on their primary homes. Many loans to investors are option adjustable
rate mortgages, which give borrowers the choice of payment levels each month, including one that covers only 
part of the interest and no principal. 

Such minimal payments can be "perfect for speculators," who hope to sell the home quickly and so aren't 
concerned about paying down the loan balance, said Robert Lacoursiere, an analyst at Banc ot'America Securities 
in New York. A WaMu spokesman said the company's lending standards "are tighter for investor properties and 
second homes. ,; ................ .. 

It is unclear how many of these loans the lenders kept on their books or instead sold to other financial investors. 
In any case, a lender can be hurt by a bad loan even if it has been sold. For one thing, the investor can sometimes 
force the lender to repurchase it. Also, if a lender develops a reputation for making lots of bad loans, the lender 
gets lower bids for future loans it wants to sell. 

More clues on Washington Mutual's mortgage business will come today when the Seattle thrift reports first-quarter 
results after the market closes. Some analysts have lowered their expectations. Credit Suisse analyst Moshe 
Orenbuch, who slashed his 2007 projections for WaMu to $3 a share from $3.70, noted in an April 5 report that 
rising defaults on subprime loans will have "seriou's"ra'mifications" for some lenders. He rates WaMu shares 
"neutral." .................. . 

Nineteen analysts surveyed by Thomson Financial project WaMu to rePQrt first-quarter profit of 84 cents a share, 
down from 98 cents a year earlier. WaMu shares are down"iOo;~' since the beginning of the year, compared with a 
3% decline in the Dow Jones Wilsh(re"U:'S': Banks Index. 

The loan data are filed by lenders annually under the Home Mortgage Disclosure Act, known as HMDA. Lenders are 
required to report which of their loans carried interest rates exceeding certain thresholds. For first-lien loans, the 
lenders must note which loans carry interest rates that exceed the yield on comparable Treasury securities by at 
least three percentage pOints. For subordinate-lien loans, the threshold is five percentage pOints over Treasurys. 
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As of mid-December, a 30-year, first-lien mortgage with an annual percentage rate of 7.72% or higher would fall 
into this high-cost category. At Citigroup, 32% of loans made in 2006 exceeded the interest-rate thresholds. That 
compares with 29% at .~.a..~ .. ~ .. 25% at Countrywide, and 19% at both Chase and Wells Fargo. 

Alison Van Camp contributed to this article. 
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From: 
Sent: 
To: 
Subject: 

Morris, Loren <Loren.Morris@gs.com> 

Saturday, March 31, 2007 9:48 AM 

Potolsky, Doug <doug.potolsky@wamu.net> 

Re: Long Beach branch break down 

Thank you Doug, we will send out the fIrst resposes next week and copy you. 

---- Original Message -----
From: Potolsky, Doug <doug.potolsky@wamu.net> 
To: Morris, Loren 
Cc: Potolsky@gs.com <Potolsky@gs.com> 
Sent: Fri Mar 30 15:27:502007 
Subject: RE: Long Beach branch break down 

- - Redacted by the Permanent 

Subcommittee on Investi ations 

Loren, I look forward to receiving the results of your "deeper dive". Upon receipt we will review and respond. Thanks ... Doug. 

Doug Potolsky 
Capital Markets 
Washington Mutual 
623FifthAve.17Fl. 
NY, NY 10022 

212.-
201 (cell) 
doug as. po sky@wamu.net 

From: Morris, Loren [mailto~_l!s.com] 
Sent: Thursday, Marc~ 
To: Morris, Loren; Potolsky, Doug 
Subject: RE: Long Beach branch break down 

Doug, any update on your review of this branch office information? 

Also, we are reviewing your responses and documentation sent pursuant to Goldman's repurchase claim of 10/30/07. In im effort to 
adequately respond to Long Beach's denial of all claims, we are compelled to do a deeper review. We are seeing cases of serious and 
material misrepresentations, sometimes called mortgage fraud. As we have a number to get through, we will be reasserting the 
repurchase demands with the additional information on a flow basis as completed, Thank you, Loren 

From: Morris, Loren 
Sent: Tuesday, February 27, 2007 4:49 PM 
To: 'Potolsky, Doug' 
Subject: FW: Long Beach branch break down 

Doug, per my previous conversations and email, attached is a branch break down of loans. In the Gsamp06S3 deal, we have 1,534 
delinquent Long Beach loans, of which we have the branch code on 645 loans. Of the 645 delinquent loans, 57 loans are from branch 
#7891 (9% of the total). 327 or 50% of the delinquent loans came from II offices. These 11 offices represent 18% of the 60 offices 
listed. This is something you may wish to review. I look forward to your thoughts. Thanks 

From: Carter, Lauren 
Sent: Tuesday, February 27, 2007 3:30 PM 
To: Morris, Loren 
Subject: Long Beach branch break down 

ConfIdential Treatment Requested by JPMC 
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Attached is the branch level break down, 645 loans 

Let me know if you need more information 

Lauren 

«File: Long beach branch breakdown.xls» 
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From: Morris, Loren ~@gs.com> 
Tuesday, May 29,20075:00 PM 

- = Redacted by the Permanent 

Subcommittee on Investi ations Sent: 
To: Potolsky, Doug <doug.potolsky@wamu.net> 

Subject: FW: Repurchase Requests - initially denied WaMu 

Sorry, I misspelled your name. Here is the email. Thanks 

From: Morris, Loren 
Sent: Friday, May 25, 2007 12:55 PM 
To: 'GM Recourse & Recovery'; Hernandez, Sarah; 'dawn.lehrrnann@wamu.net' 
Cc: Liepold, Christina; Murray, Kelli; Herrera, Lina M.; Parkinson, David; 'doug.potowsky@wamu.com' 
Subject: RE: Repurchase Requests - initially denied WaMu 

Dawn, we appreciate your groups' involvement in the repurchase process on behalf of WaMu and Long Beach. We 
look forward to working closely with you and your group to satisfactorily resolve all repurchase claims. 

As discussed with Doug Potowsky, we wish to lay the foundation for collaboration between Goldman and WaMu to 
facilitate the repurchase process. 

With that goal, let me respond to your email with the scope of activity we are addressing: 

1. We have received and reviewed the documents forwarded by WaMu in response to our October 30, 2006 
repurchase demand (consisting of 77 loans). 
We have found 28 of the original population to contain material misrepresentations and remain subject to 
repurchase. We will be sending the rebuttal letter with additional documentation on 24 of those loans shortly. You 
should have our rebuttal letter on 4 of those loans by letter dated April 19, 2007. . 

2. We have another population of 25 second lien loans that have been charged off and that contain material 
misrepresentations.They too will be the subject of a repurchase letter. 

3. We will be reviewing approximately 600 loans that have been charged off. Further, we will be reviewing the 
approximately 100 second lien loans per month that continue to roll to charge off . 

. 4. We are in the process of reviewing approximately 2000 second lien loans (pre-charge off). We anticipate that 
approximately 40% ofthis population will have material issues subjectto repurchase. 

Generally, the issues we see that are deemed material misrepresentations consist of straw buyers and undisclosed 
real estate liens and other debts. To a lesser degree, we see material guideline variances, such as less than the 
required trade lines. 

We believe it will benefit both organizations to work together to create a "flow" frame work to direct the review and 
vetting process. For example, we would like to discuss the type of issues that are material, the type of 
documentation required to evidence the issue and the vetting process. We suggest that our team works directly 
with your group in your offices in Jacksonville, FL to facilitate the vetting process. 

I will be your primary contact and can bl;! reached at: 727_1 look forward to working with Doug and your 
group. 

Thank you, Loren Morris 

From: GM Recourse & Recovery [mailto:recourse.recovery@wamu.net] 
Sent: Friday, May 25, 2007 9:33 AM 
To: Hernandez, Sarah 
Cc: Liepold, Christina; MorriS, Loren; Murray, Kelli; Herrera, Lina M. 
Subject: RE: Repurchase Requests - initially denied 
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Sarah. 

_ = Redacted by the Permanent 

Subcommittee on lnvesti ations 

Thank you for the letter that was provided to GS. Many of the requests were due, in part, to missing 
documents. We were advised that the Anaheim group had forwarded all of the missing documents to 
Goldman Sachs. Did GS receive the missing docs? If so, are the missing doc portions of the demands 
cleared? . 

Dawn Lehrmann 

Repurchase & Recourse Administration 

Mailstop JAXA1090 

904.886.1504 direct, 904.886.1502 fax 

dawn.lehrmann@wamu.net 

From: Hernandez, Sarah [mailto:"-"@gs.com] 
Sent: Thursday, May 24, 2007 5:~ 
To: GM Recourse & Recovery 
Cc: Liepold, Christina; Morris, Loren; Murray, Kelli; Herrera, Lina M. 
Subject: FW: Repurchase Requests - initially denied 

Hi Dawn, 

Christina has forwarded your e-mail to me for response as she is currently out of the office. 

Please find attached the letter that WaMu provided in response to the repurchase request letter dated 
October 30,2006. Let me know if you are looking for something in addition to what is attached. 

Best regards, 
Sarah 

«66359_02282007 _165218_GSFXCDP29AS_8.tif» 
Sarah Hernandez 

.com 

© Copyright 2007 The Goldman Sachs Group, Inc. All rights reserved. See 
http://www.gs.comldisclaimer/email-salesandtrading.htmlfor important risk disclosure, conflicts of interest 
and other terms and conditions relating to this e-mail and your reliance on information contained in it. This 
message may contain confidential or privileged information. If you are not the intended recipient, please 
advise us immediately and delete this message. See http://www.gs.comldisclaimer/emaiV for further 
information on confidentiality and the risks of non-secure electronic communication. If you cannot access 
these links, please notify us by reply message and we will send the contents to you. 

-- Original Message--
From: GM Recourse & Recovery <> 

To: Liepold, Christina 
Sent: Thu May 2416:12:522007 
Subject: RE: Repurchase Requests - initially denied 
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_ = Redacted by the Pennanent 

Christina. ---- - . - -_._- ---- -. ---- - ---- -

I am sending this e-mail as a follow-up to the voicemaill left for you today. Per the e-mail below dated 
05/14/07, please advise as to what the WaMu Anaheim group had provided to Goldman Sachs as a denial. 
Where the demand reflected a missing doc, WaMu provided it. Did Goldman receive the documents? Also, 
for the non-documents demands, we have detailed descriptions for the denials, and would like to ensure that 
Goldman Sachs reviews the loan level denials. Please let me know what Goldman Sachs has received thus 
far. 

If you are not the correct person for this communication please let me know, as we would like to get these 
issues resolved as soon as possible. 

Thank you, 

Dawn Lehrmann 

Repurchase & Recourse Administration 

Mailstop JAXA 1090 

904.886.1504 direct, 904.886.1502 fax 

dawn.lehrmann@wamu.net 

From: Lehrmann, Dawn M. 
Sent: Monday, May 14, 200711 :49 AM 
To: christina.liepOld@_ 
Subject: Repurchase Requests - initially denied 

Christina, 

Washington Mutual received your letter dated 04/19/07 reflecting a list of loans that Goldman Sachs states 
is outstanding with Washington Mutual. These demands transitioned from the Anaheim, CA office to the 
Jacksonville, FL office. We are trying to determine where both companies deem these requests. In your 
letter you state: "After further reviewing our purchased Mortgage Loans from Seller pursuant to said 
Agreement, and in light of your response declining our repurchase demand ... " Did Washington Mutual 
provide Goldman Sachs with a "collective" denial with no specific loan-level reason for the denial? If so, 
WaMu will provide the specific loan-level reasons as to why we denied the demand .. Please let me know 
either way. 

Thank you, 

Dawn Lehrmann, Officer 

Spec III-Credit Services 

Repurchase & Recourse Administration 

Washington Mutual 

7255 Baymeadows Way, Mailstop JAXA1090 

Jacksonville, FL 32256 

Confidential Treatment Requested by JPMC 



904.886.1504 direct, 904.886.1502 fax 

dawn.lehrmann@wamu.net 

This communication may contain privileged or other confidential information. If you have received it in error, 
please advise the sender by reply email and immediately delete the message and any attachments without· 
copying or disclosing the contents. Thank you. 

Confidential Treatment Requested by JPMC 



From: 
Sent: 
To: 

Morris, Loren ~gs.com> 
Tuesday, July 10,20073:40 PM 

Kelley, Sandy L. <sandy.kelley@wamu.net> 

_ = Redacted by the Permanent 

Cc: Lehrmann, Dawn M. <dawn.lehrmann@wamu.net>; Potolsky, Doug 
<doug.potolsky@wamu.net> 

Subject: RE:Goldman Repurchase demands- Samuel,Fardales,Williams, Oilter 

Does 10:30 or 11 :00 tomorrow work for you? We will send you comments back. 

However, more importantly, we need to have a broader conversation regarding the allegations in the claims and WaMu's 
responses. 

Generally, these 4 loans represent documented and material misrepresentations. The supporting information includes 
such things as bankruptcy petitions that cover the time frame of the origination of the loan, borrower affidavits and other 
supporting documents evidence that, among other things, indicate undisclosed properties and fabricated jobs and 
income. 

Further, the DTI is materially affected as well as the entire underwriting process. It is impossible to underwrite untrue 
statements. 

All of these things have an adverse and material affect on the loan. Had these issues been been truthfully disclosed, they 
may have affected the purchase and at the very least, the price of the loan. Whether payments were made on a loan is 
irrelevant. The timing ofthe claims is always within a reasonable time after discovery. No other duty is owed. 

Moreover, to the extent that you believe that the supporting documentation is not sufficient to prove the misrepresentation, 
we welcome your new supporting information to indicate that we are incorrect. 

We need to discuss the approach. As we discussed early on, we need to communicate effectively and in good faith. If 
loans such as these four are rejected, I don't see the need to wait for 100 more rejections before we talk. 

Thank you. 

From: Kelley, Sandy L. [mailto:sandy,kelley@wamu,net] 
Sent: Tuesday, July 10, 2007 2:59 PM 
To: MorriS, Loren 
Subject: RE: New demand from Goldman - Torres 
Importance: High 

Loren, I haven't had the opportunity to call you back yet today but it would be helpful to me if we could set up the 
call for tomorrow. Let me know what time is convenient for you. In the interim, it would be appreciated if you could 
provide me with your written comments/concerns (via email) regarding the rebuttals recently sent so that I can 
review prior to the call. Thank you. 

Sandy Kelley, Claim Specialist III 

Repurchase & Recourse Administration 

Washington Mutual 

7255 Baymeadows Way, Mail Stop JAXA 1090 

Jacksonville, FL 32256 

(904) 886-1503 direct, (904) 886-1502 fax 

sandy.kelley@wamu.net 
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From: Morris, Loren [mailto:~gs.com] 
Sent: Monday, July 09, 2007 4:37 PM 
To: Lehrmann, Dawn M.; Kelley, Sandy L. 
Cc:Goitia, Jason 
Subject: RE: New demand from Goldman - Torres 

_ = Redacted by the Permanent 

Left message for Sandy. I look forward to discussing the specifics as well as WaMu's approach to common 
allegations and prove generally. Your approach on these material allegations is concerning. Thanks 

From: Lehrmann, Dawn M. [mailto:dawn.lehrmann@wamu.net] 
Sent: Monday, July 09, 20073:16 PM 
To: Morris, Loren; Kelley, Sandy L. 
Cc: Goitia, Jason 
Subject: RE: New demand from Goldman - Torres 

Thanks, Loren. I will wait for Jason's response on the Torres loan. 

As far as the 4 rebuttals that you received from Sandy, please contact her directly to discuss. 

Dawn Lehrmann 

Repurchase & Recourse Administration 

Mailstop JAXA1090 

904.886.1504 direct, 904.886.1502 fax 

dawn.lehrmann@wamu.net 

From: Morris, Loren [mailto~gs.com] 
Sent: Monday, July 09, 2007 2:41 PM 
To: Lehrmann, Dawn M. 
Cc: Goitia, Jason 
Subject: RE: New demand from Goldman - Torres 

Dawn, Jason will assist on this. Also, I would like to have a call with you to discuss the 4 rebuttals we 
recently received. What is a good time? They are all from Sandy Kelly, but wish to discuss the approach of 
certain issues and the support provided. 

Thanks 

From: Lehrmann, Dawn M. [mailto:dawn,lehrmann@wamu.net] 
Sent: Monday, July 09, 2007 12:54 PM 
To: Morris, Loren 
Subject: New demand from Goldman - Torres 

Hi Loren, 

information 
Schedule A 
Please advise 

Confidential Treatment Requested by JPMC 
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Dawn Lehrmann, Officer 

Spec III-Credit Services 

Repurchase & Recourse Administration 

Washington Mutual 

7255 Baymeadows Way, Mailstop JAXA1090 

Jacksonville, FL 32256 

904.886.1504 direct, 904.886.1502 fax 

dawn.lehrmann@wamu.net 

This communication may contain privileged or other confidential information. If you have received it in error, please 
advise the sender by reply email and immediately delete the message and any attachments without copying or 
disclosing the contents. Thank you. 
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From: 
Sent: 
To: 

Chen, Youyi 
Friday, August 03, 2007 5:37:52 PM 
Rossi, Clifford; Haines, Troy L.; Boyle, Hugh F.; Mattey, Joseph; Bates, TImothy; Fratantoni, Michael 
C.; Dlugosz, Maciek; Feltgen, Cheryl A.; Williams, Robert J.; Beck, David; Potolsky, Doug; Shaw, 
Robert H.; Jaske, Andrew 

Subject: Scenarios 

Attachments: 09-2006 portfolio_review_HPScenarios_a.ppt 

As we are brainstorming the scenarios, this may be useful information as a starting point. 

We did this last year, right at the dawn of credit storm. A few highlights 

1. Page 8 shows the most Sevier HPI in modern history. A 20% down in HPA. From today's meeting, I understand 
that we don't have the courage to evaluate this scenario. 

2. Page 10 show the packground on our '"local recession scenario'" presented on ALCD. About 13% cumulative 
down. 

3. Page 21 shows potential impacts and offset of prepayment and credit. We are evaluating the speeds used in MSR 
valuation this quarter. It was a scenario back then. It's a real thing now. 

4. Page 28 shows the impact to a large portion of WMI balance sheet. History will tell us how much we were off in 
that report. But, I am going down to Jacksonville Monday with an army - trying to change the history! 

Regards, 

Youyi 

. 09-2006 
portfolioJeview_HPScenarios_a.ppt 

(589 kB) 

Confidential Treatment Requested by JPMC 

Permanent Subcommittee on Investigations 

EXHIBIT #55 



From: Beck, David 

Sent: Thursday, May 29, 2008 9:10 AM 

To: 

Cc: 

Schneider, David C. <david.schneider@wamu.net>; Baker, Todd 
<todd.baker@wamu.net>; Magleby, Alan F. <alan.magleby@wamu.net>; Woods, John 
F. <john.woods@wamu.net>; White, Don <don.white@wamu.net> 

McMurray, John <john.mcmurray@wamu.net>; Brennan, Carey 
<carey.brennan@wamu.net>; Casey, Tom <tom.casey@wamu.net>; Rotella, Steve 
<steve.rotella@wamu.net>; Killinger, Kerry K. <kerry.killinger@wamu.net>; 
Rodriguez, Adrian <adrian.rodrigueZ@wamu.net>; Kipkalov, Sasha V. 
<alexander.kipkalov@wamu.net> 

Subject: RE: WSJ on repurchases--Ilikely will lead to some IR questions although we are not 
mentioned 

Below please find an executive summary of WaMu's repurchase history and process. Repurchase requests 
are cyclical and we expect they will remain elevated for another year. 

Doug Potolsky oversees the Repurchase and Recovery team as part of his Capital Markerts responsibilities. 
He was the lead developer of the 7 -step process outlined below and is the main business contact for Rolly 
Jurgens when establishing and updating quarterly the Repurchase Reserve. Joyce Mizerak works for Doug 
and is responsible for the day to day management of the repurchase and recovery team described below. To 
the extent you cannot reach me with questions and need immediate help, please contact Doug or Joyce. 

FINANCIAL OVERVIEW 

Repurchases' result from both internal and external requests. Externally, repurchase requests come from 
private investors, trustees and the GSEs. Internally, repurchase requests come from risk mitigation findings 
and proactive Quality Control (7 Step process). Requests are from Subprime, Prime and Conduit securitization 
and whole loan sale transactions. In 2007 WAMU repurchased $344MM in loans (37% repurchase rate), and 
YTD 2008 WAMU repurchased $193MM (42% repurchase rate). The chart below provides further detail on 
channel composition and P&L impact: 

*Year 2007 contains EPD 

** GSE related 

PROCESS OVERVIEW 

Repurchases are processed through the 7 step process and standard procedures as follows: 

• 7 Step process - developed (Q1 2007) in response to increasing levels of investor inquiries and 
repurchase requests with respect to the subprime (LB) securitizations. The process was developed to 
be proactive, consistent and scalable and to provide for QC on an adverse population of defaulted 
loans. Loans are reviewed for repurchase pursuant to the covenants of the Purchase and Sale 
Agreement (PSA) including materiality of breach and adverse impact to the loan. WAMU has reviewed 
the process and the results with our Investors and our Trustee and feedback has been positive. The 

Permanent Subcommittee on Investigations 
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majority of sub prime repurchases are the result of this process. 

• Standard Procedure -jndividual repurchase requests come from external sources and internal 
referrais(fraud findings by the Risk Mitigation group). Loans are reviewed for repurchase pursuant to 
the covenants of the relevant Purchase and Sale Agreements (PSA) according to the standards of 
materiality and adverse impact. The GSE seller contracts do not contain a materiality standard to 
require repurchase and rebuttals are limited. 

• Recoveries -_recoveries against third parties (conduit sellers and correspondents) are pursued as a 
result of indemnifications or rep and warranties. 2008 YTD recoveries are slightly over $7 million. 

REPURCHASE RESERVE OVERVIEW 

Reserve Process - Reserves are held on sold loans; reviewed monthly and trued up on a quarterly basis. 

• Subprime Loans: Reserves are based on historical repurchase rate and age of loans. Reserve 
calculations are specific to transaction type, i.e., securities, whole loans or non-performing assets. 
Current reserve for subprime as of April, 2008 stands at $ 94.2 million. 

• Prime Loans: Reserves on prime loans are calculated as 1.4% of outstandings. Current reserve for 
Prime as of April, 2008 stands at $79.6 million. Process is underway to align the Prime loss model 
calculations to be consistent to subprime model. 

• 
RESOURCES AND CURRENT PIPELINE DATA 

Resources 

• Repurchase and Recovery Group is located in Jacksonville, FL 
• There are 25 FTE in the group 
• Direct Expenses for 2008 Plan are $2.6 million 

Trends and Pipeline 

• PRIME: 

• SUBPRIME: 
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Repurchase Reasons YTD 2008 

!;Epurc has e & Ma<ew hole by !;Eas on - 2008 YTD 

12% 

----Original Message----
From: Schneider, David C. 
Sent: Tuesday, May 27, 2008 9:27 PM 

BM isrepresentation 

mUndisclo sed D ebl 

[]A ppraisal 

mp ro gram eligibility 

BO eHnquencytrigger 

Blncome 

mUnnsured 

mOther 

To:.Baker, Todd; Beck, David; Magleby, Alan F.; Woods, John F. 
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Cc: McMurray, John; Brennan, Carey; Casey, Tom; Rotella, Steve; Killinger, Kerry K.; Rodriguez, Adrian; 
Kipkalov, Sasha V. 
Subject: Re: WSJ on repurchases--lIikely will lead to some IR questions although we are not mentioned 

Beck is best able to provide an overview. We look at the reserve each quarter feel like we have a solid 
process. ds 

----- Original Message --
From: Baker, Todd 
To: Beck, David; Magleby, Alan F. 
Cc: Schneider, David C.; McMurray, John; Brennan, Carey; Casey, Tom; Rotella, Steve; Killinger, Kerry K.; 
Rodriguez, Adrian; Kipkalov, Sasha V. 
Sent: Tue May 27 17:22:402008 
Subject: WSJ on repurchases--lIikely will lead to some IR questions although we are not mentioned 

Investors Press Lenders on Bad Loans 
Buyers Seek to Force Repurchase by Banks; 
Potential Liability Could Reach Billions 
By RUTH SIMON 
May 28,2008 
Already burned by bad mortgages on th~ir books, lenders now are feeling rising heat from loans they sold to 
investors. 
Unhappy buyers of subprime mortgages, home-equity loans and other real-estate loans are trying to force 
banks and mortgage companies to repurchase a growing pile of troubled loans. The pressure is the result of 
provisions in many loan sales that require lenders to take back loans that default unusually fast or contained 
mistakes or fraud. 

The potential liability from the growing number of disputed loans could reach billions of dollars, says Paul J. 
Miller Jr., an analyst with Friedman, Billings, Ramsey & Co. Some major lenders are setting aside large 
reserves to cover potential repurchases. 
Countrywide Financial Corp., the largest mortgage lender in the U.S., said in a securities filing this month that 
its estimated liability for such claims climbed to $935 million as of March 31 from $365 million a year earlier. 
Countrywide also took a first-quarter charge of $133 million for claims that already have been paid. 
The fight over mortgages that lenders thought they had largely offloaded is another reminder of the 
deterioration of lending standards that helped contribute to the worst housing bust in decades. 
Such disputes began to emerge publicly in 2006 as large numbers of subprime mortgages began going bad 
shortly after origination. In recent months, these skirmishes have expanded to include home-equity loans and 
mortgages made to borrowers with relatively good credit, as well as subprime loans that went bad after 
borrowers made several payments. 
Many recent loan disputes involve allegations of bogus appraisals, inflated borrower incomes and other . 
misrepresentations made at the time the loans were originated. Some of the disputes are spilling into the 
courtroom, and the potential liability is likely to hang over lenders for years. 
Repurchase demands are coming from a wide variety of loan buyers. In a recent cQnference call with analysts, 
Fannie Mae <http://online.wsj.com/quotes/main.html?type=djn&symbol=FNM> said it is reviewing every loan 
that defaults -- and seeking to force lenders to buy back loans that failed to meet promised quality standards. 
Freddie Mac <http://online.wsj.com/quotes/main.html?type=djn&symbol=FRE> also has seen an increase in 
such claims, a spokeswoman says, adding that most are resolved easily. 
Many of the repurchase requests involve errors in judgment or underwriting rather than outright fraud, says 
Morgan Snyder, a consultant in Fairfax, Va., who works with lenders. 
Additional pressure is coming from bond insurers such as Ambac Financial Group 
<http://online.wsj.com/quotes/main.html?type=djn&symbol=ABK> Inc. and M BIA 
<http://online.wsj.com/quotes/main.html?type=djn&symbol=MBI> Inc., which guaranteed investment-grade 
securities backed by pools of home-equity loans and lines of credit. In January, Armonk, N.Y.-based MBIA 
began working with forensic experts to scrutinize pools it insured that contained home-equity loans and credit 
lines to borrowers with good credit. "There are a significant number of loans that should not have been in these 
pools to begin with," says Mitch Sonkin, MBIA's head of insured portfoliO management. 
Ambac is analyzing 17 home-equity-Ioan deals to see whether it has grounds to demand that banks 
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repurchase loans in those pools, according to an Ambac spokeswoman . 
. Redwood' Trust Inc., a mortgage real-estate investment trust in Mill Valley, Calif., said in a recent securities 
filing that it plans to pursue mortgage originators and others "to the extent it is appropriate to do so" in an effort 
to reduce credit losses. 
Repurchase claims often are resolved by negotiation or through arbitration, but a growing number of disputes 
are ending up in court. Since the start of 2007, roughly 20 such lawsuits involving repurchase requests of $4 
million or more have been filed in federal courts, according to Navigant Consulting, a management and 
litigation consulting firm. The figures don't include claims filed in state courts and smaller disputes involving a 
single loan or a handful of mortgages. 
In a lawsuit filed in December in Superior Court in Los Angeles, units of PMI Group 
<http://online.wsj.com/quotes/main.html?type=djn&symbol=PMI> Inc. alleged that WMC Mortgage Corp. 
breached the "representations and warranties" it made for a pool of subprime loans that were insured by PMI 
in 2007. Within eight.months, the delinquency rate for the pool of loans had climbed to ~O%, according to the 
suit. The suit also alleges that detailed scrutiny of 120 loans that PMI asked WMC to repurchase found 
evidence of "fraud, errors [and] misrepresentations." 
PMI wants WMC, which was General Electric <http://online.wsj.com/quotes/main.html?type=djn&symbol=GE> 
Co.'s subprime-mortgage unit, to buy back the loans or pay damages. Both companies declined to comment 
on the pending suit. 
Lenders may feel pressure to boost reserves for such claims because of the fear they could be sued for not 
properly accounting for potential repurchases, says Laurence Platt, an attorney in Washington. At least three 
lawsuits have been filed by investors who allege that New Century Financial 
<http://online.wsj.com/quotes/main.html?type=djn&symbol=NEW> Corp. and other mortgage lenders 
understated their repurchase reserves, according to Navigant. 

Todd H. Baker 
Executive Vice President -- Corporate Strategy & Development 
Washington Mutual Inc. 
1301 Second Avenue, WMC 3301 
Seattle, WA 98101 
(206) 500-4191 (phone) 
(206) 377-2496 (fax) 
todd.baker@wamu.net 
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· From: Beck, David 

Sent: Wednesday, June 25, 2008 6:36 PM 

To: Schneider, David C. <david.schneider@wamu.net>; White, Don 
<don.white@wamu.net>; Woods, John F. <john.woods@wamu.net> 

Cc: Brennan, Carey <carey.brennan@wamu.net> 

Subject: Re: Repurchase Recommendations W IE 6/20108 

Lucy and team in jax. 
--- Original Message ---
From: Schneider, David C. 
To: Beck, David; White, Don; Woods, John F. 
Cc: Brennan, Carey 
Sent: Wed Jun 25 15:34:28 2008 
Subject: RE: Repurchase Recommendations W/E 6/20108 
Hard for me to tell these are "stinkers" based on the attached. I'd like to review the process 
with this group during the visit in August. Are· they in Flo or Jax? 
ds 
-----Original Message----
From: Beck, David 
Sent: Wednesday, June 25, 2008 3:30 PM 
To: White, Don; Schneider, David C.; Woods, John F. 
Cc: Brennan, Carey 
Subject: Fw: Repurchase Recommendations W/E 6/20108 
Here's the batch I got for approval from Lucy this week. Just take 5 minutes to review to get a 
flavor for the type of loans that are making through to actual repurchase. As I said, prime 
delinq and foreclosure are increasing rapidly driving the increased reserve. We deny about 
1/2 the requests we get from GSE. The actual loans we do buy back are real stinkers. 
I will definetly be on the Casey call. 
Don and I will find a forum for review of repurchased loans. 
----- Original Message -----
From: Snyder, Lucy 
To: Beck, David; Brennan, Carey; Hyde, Arlene M. 
Cc: Potolsky, Doug; Mizerak, Joyce; Conolly, Marc; Young, Tammy L.; Willard, Donna M. 
Sent: Tue Jun 24 13:49:52 2008 
Subject: Repurchase Recommendations W/E 6/20108 
The loans on the attached spreadsheets have been approved for repurchase by Joyce 
Mizerak and me. Please review the fin"dings and authorize the R&R group to process these 
transactions. If you do not have any additional questions or comments, we will initiate 
repurchase next Tuesday, July 1,2008. 
We are presenting 33 Prime loans and 1 WMMSC loan for your consideration. Thank you. 
Lucy Snyder, Vice President 
Manager, Repurchase & Recourse Administration 
Washington Mutual 
7255 Baymeadows Way, Mail Stop JAXA 2090 
Jacksonville, FI32256 
904-462-1798 direct, 904-462-1803 fax 
lucy. snyder@wamu.net 
«Prime Repurchase 06202008.xls» «WMMSC Repurchase 06202008.xls» 
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Worst Ten in the Worst Ten 

• The table below sets forth the ten metropolitan areas experiencing the highest rates of 
foreclosure as reported by RealtyTrac (the "Worst Ten" MSAs). Foreclosure rates for sub
prime and Alt-A mortgages originated from 2005 through 2007 in these MSAs were computed 
using data from Loan Performance. 

Detroit 22.9% 

2 Cleveland 21.6% 

3 21.5% 

Sacramento 18.0% 4 

5 
. -----._ .. _--_ ... _---_ .. _. ---- .. __ .... --_._.j 

6 

7 

8 

9 

10 

Riverside/San Bernardino 

Memphis 

Miami/Fort Lauderdale 

Bakersfield 

Denver 

Las Vegas 

16.1% 

15.6% 

14.3% 

14.3% 

14.0% 

13.9% 

• For each of these metro areas, the "Worst Ten" originators were identified: the ten originators 
in each MSA with the largest number of non-prime mortgage foreclosures in the Loan 
Performance database for 2005-2007 originations. 

• Only 21 companies in various combinations (see attached tables for MSA-Ievel details) 
occupy the Worst Ten slots in the Worst Ten metro areas: 

AEGIS FUNDING CORPORATION 

AMERICAN HOME MORTGAGE CORP. 

AMERIQUEST MORTGAGE COMPANY 

ARGENT MORTGAGE COMPANY 

BNC MORTGAGE 

COUNTRYWIDE 

DECISION ONE MORTGAGE 

DELTA FUNDING CORPORATION 

FIELDSTONE MORTGAGE COMPANY 

FIRST FRANKLIN CORPORATION 

FREMONT INVESTMENT & LOAN 

GREENPOINT MORTGAGE FUNDING 

INDYMAC BANK, F.S.B. 

LONG BEACH MORTGAGE CO. 

NEW CENTURY MORTGAGE 

OPTION ONE MORTGAGE CORP 

.OWNIT MORTGAGE SOLUTIONS INC. 

PEOPLE'S CHOICE FINANCIAL CORP 

RES MAE MORTGAGE CORPORATION 

WELLS FARGO 

WMC MORTGAGE CORP. 

• Of these 21 firms, 12 were exclusively supervised by the states; overall, such originators 
accounted for nearly 60 percent of non-prime mortgage loans and foreclosures in the Worst 
Ten metro areas in 2005-2007. 

• Only three firms on the list were subject to OCC supervision during 2005-2007, and those 
three accounted for fewer than 12 percent of foreclosures in the Worst Ten metro areas. 

• Results for the U.S. as a whole are similar to those for the Worst Ten metropolitan areas. 
OCC-supervised institutions accounted for approximately 12 to 14 percent of the non-prime 
originations; moreover, foreclosure rates for OCC-supervised institutions were markedly lower 
on average than for other types of originators. 
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Worst Ten in the Worst Ten: 
Results for individual metropolitan areas 

Bakersfield 

Denver Riverside 

Detroit Sacramento 

ARGENT MORTGAGE COMPANY 1093 4598 23.8% 

WMC MORTGAGE CORP. 999 4886 20.4% 

4 COUNTRYWIDE 957 9638 9.9% 

5 FIRST FRANKLIN CORPORATION 945 4743 . 19.9% 

FREMONT INVESTMENT & LOAN 879 4174 21.1% 

OPTION ONE MORTGAGE CORP 696 3710 18.8% 

AMERICAN HOME MORTGAGE CORP. 489 4904 10.0% 

9 GREEN POINT MORTGAGE FUNDING 468 4963 9.4% 
10 INDYMAC BANK, F.S.B. 423 4288 9.9% 
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Index to the Worst Subprime Originators 

Foreclosures in Worst 10 
Metro Areas, based on 

Originator Supervisor 2005-07 Originations 

New Century Mortgage Corp. 
State supervised. Subsidiary of publicly-traded REIT, filed 

14,120 
for bankruptcy in early 2007. 

State and OTS supervised.· Affiliate of WAMU, became a 
Long Beach Mortgage Co. subsidiary of thrift in early 2006; closed in late 2007 I early 11,736 

2008. 

State supervised until Citigroup acquired certain assets of 
Argent Mortgage Co. Argent in 08/07. Merged into CitiMortgage (NB opsub) 10,728 

shortly thereafter. 

WMC Mortgage Corp. 
State supervised. Subidiary of General Electric, closed in 

10,283 
late 2007. 

FDIC supervised. California state chartered industrial 
Fremont Investment & Loan bank. Liquidated, terminated deposit insurance, and 8,635 

surrendered charter in 2008. 

Option One Mortgage Corp. 
State supervised. Subsidiary of H&R Block, closed in late 

8,344 
2007. 

First Franklin Corp. 
OCC supervised. Subsidiary of National City Bank until 

8,037 
12106. Sold to Merrill Lynch, closed in 2008. 

Data includes loans originated by (1) Countrywide Home 
Loans, an FRB supervised entity until 03/07, and an OTS 

Countrywide supervised entity after 03/07; and (2) Countrywide Bank, 4,736 
an OCC supervised entity until 03/07, and an OTS 
supervised entity after 03/07. 

State supervised. Citigroup acquired certain assets of 
Ameriquest Mortgage Co. Ameriquest in 08/07. Merged into CitiMortgage (NB 4,126 

opsub) shortly thereafter. 

ResMae Mortgage Corp. State supervised. Filed for bankruptcy in late 2007. 3,558 

American Home Mortgage Corp. State supervised. Filed for bankruptcy in 2007; 2,954· 

IndyMac Bank, FSB OTS supervised thrift. Closed in July 2008. . 2,882 

FDIC supervised. Acquired by Capital One, NA, in mid 
Greenpoint Mortgage Funding 2007 as part of conversion and merger with North Fork, a 2,815 

state bank. Closed immediately thereafter in 08/07. 

Data includes loans originated by (1) Wells Fargo 
Wells Fargo Financial, Inc., an FRB supervised entity, and (2) Wells 2,697 

Fargo Bank, an OCC supervised entity. 

Ownit Mortgage Solutions, Inc. State supervised. Closed in late 2006. 2,533 

Aegis Funding Corp. State supervised. Filed for bankruptcy in late 2007. 2,058 

People's Choice Financial Corp. State supervised. Filed for bankruptcy in early 2008. 1,783 

BNC Mortgage 
State and OTS supervised. Subsidiary of Lehman 

1,769 
Brothers (S&L holding company), closed in August 2007. 

Fieldstone Mortgage Co. State supervised. Filed for bankruptcy in late 2007. 1,561 

Decision One Mortgage 
State and FRB supervised. Subsidiary of HSBC Finance 

1,267 
Corp. Closed in late 2007. 

Delta Funding Corp. State supervised. Filed for bankruptcy in late 2007. 598 

Thursday, November 13, 2008 
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2004 PAYOUT MATRIX 

• • 
Per Unit 

Basi. Point Basis Point 
TIer Toer Commission Comrrission Commission 

Number Description Broker Sourced Loan. Broker Sourced Correspondent 
Loans Sourced Loans 

1-6 units 
1 or $0 40 0 

$1· 5899999 
7 -12unls 

2 or $30 50 0 
$900,000· 
$2,499,999 
13- 26 units 

3 or $30 55 35 
$2,500,000 • 
$4,999,999 
27+ units 

4 or $30 60 35 
$5,000,000 + 

5 
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2004 Account Executive Incentive Plan Changes 

BUSINESS EXPENSE ALLOWANCE 
• New for 2004, paid semi-monthly, in arrears (same as commissions) 
• All employees receive an allowance - higher producers receive a higher business expense allowance 
• The allowance, based on the previous quarter's average tier achievemen~ is as follows (per semi-monthly payout): 

Tier I $100 
Tier 2 $150 
Tier 3 $200 
Tier 4 $250 

• Tier achievement equals last quarter's average. In determining the average, 0.49 is rounded down, 0.50 or greater is 
rounded up. E,,";'ple follows: 

OUARTERI 
Month I =tier 4 
Month 2;tier 4 
Month 3~ier 3 

II divided by 3;3.67, rounds up to tier 4 average achievement for QI .. 
• Quarter 2 semi-monthly business expense allowance; $250 per semi-monthly payout. 
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CONTINGENT COMPENSATION 
Key Changes 
- New program for 2004 - "Long Term Cash Incenlive Program" - replaces restricted stock program. 
- Award recipients receive units thai conver! to cash over a three year period 
- Value of the un~s lied to the value ofWAMU stock 
- Award pays out 1/3 each year for 3 years similar to the previous restricted slock vesting schedule 
-Taxes are similar 10 the restricted stock program - employee is responsible for taxes at the lime of the 
payouts (vmh restricted stock it was at the time of vesting) 
-The Contingent Compensation Replacement Option (CCRO) program will be discontinued 

2004 Contingent Compensation Qualification levels: 

-Gold Tier: AE's who are ranked in either the top 5% in volume or units will receive 
10 basis points (0.0010) on 2004 Total Volume 
'Silver Tier: AE's who are ranked in either the top 15% in volume or units (excluding those 
who qualified in the Gold Tier) will receive 7.5 basis pts (0.00075) on 2004 Total Volume 
'Bronze Tier: AE's who are ranked in either the top 25% in volume or units (excluding those 
who qualified in the Gold or Silver Tiers) will receive 5 basis pts (0.0005) on 2004 Total Volume 

-AE's who qualify in both volume and units only receive one award" The AE will be eligible for the 
highest tier they qualify for. . 

'~K Washington MutlUll 
_"" ..... ~!~ ... _(~tCicco;.9 
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CONTINGENT COMPENSATION, continued 

Example 
• If the Account Executive's 2004 volume is $72 million, ranking himlher in the top 25% in 
volume, helshe would be eligible for a contingent compensation award of $36,000 ($72M times 5 
bps). 
• An average stock price for a period prior to award date is used to convert the award amount into 
units. For example, if the average is $40, the number of units would be 900. 
• The 900 units would be paid out in thirds over three years. 
• The units are converted back to cash at the time of the payout based on the average stock price at 
time of payout. For example if the average stock price at the time of the fIrst payout is $41, the 
fIrst award payout = 300 x $41 = $12,300. 

:~w wllsbingti>l\ Mut ... 1 
~...:_o(:~ ... _~~ct~ 
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2004 Account Executive Incentive Plan Changes 

PRESIDENT'S CLUB 
Key Changes: 
• Top 40 Account Executives based on points will attend 
• Earn points, as follows: 

• 3 points will be awarded for each unit funded (for first mortgages only) 
• 2 points will be awarded for each purchase unit funded (for first mortgages only) 
• 2 points will be awarded for each $100,000 funded (for all funded volume) 

• Additional 3 AE spots based on manager discretion 

:w.:: WasblngtonMutliii1 
.... ........... ~_"'·~ •• ,.~.u~.(, .... ~ 
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2004 Account Executive Incentive Plan Changes 

SALES ASSISTANTS / ASSOCIATES 

Key Changes: 
• The title of Sales Associate or Sr. Sales Associate will be used for full-production qualified 
• The title of Sales Assistant will be used for non-production qualified 
• The company pays for the base salary, overtime and benefits for Sales Associates 

AEs can elect to share their basis point commission with their Sales Associate(s)-can be 0 
• The company pays for the base salary, overtime, benefits and incentive for Sales Assistants 

Sales Assistants earn 0.5 basis points on their AE's production 
AEs that elect to have a Sales Assistant on a non-production qualified basis will have a 

modified commission that is 6.0 basis points lower than standard 
• AEs can have a maximum of one Sales Assistant, but as many Sales. Associates as they qualify for 

What Has Not Changed: 
• All Sales Assistants/Associates must be full time employees 
• The qualification requirements remain the same 
• The mid-year qualification requirements remain the same . 

'1~( wa$hlogton MutiW 
:.oL, ...... .:,,_"'".,.,oIO~"~ ... r' .... '" 
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June 6, 2007 

TO: Home Loans Account Executive Plan Participants 

FROM: Home Loans Compensation 

RE: Amended andRestated 2007 Long Beach Mortgage Account Executive Plan, Amended and Restated Sales 
Associate Program, and Amended and Restated Partnership Program. 

The 2007 Long Beach Mortgage Account Executive Plan, Sales Associate Program and Partnership Program have been 
amended effective June 1, 2007 in the following respects: 

• The Tier Descriptions in the Incentive Tier Table have changed. 
• Prime Broker Sourced loans funded will be paid the same bps rate as Sub-Prime Broker Sourced loans. 
• Incentive statements will not reflect all changes until October 1st, 2007. 
• Alt-A products have been added to the incentive plan 
• Sales Associates are not eligible for incentives for AIt-A products 

Long Be.ach Mortgage Account Executive Plan Update: 

Incentive Tier Table 

The Volume Incentives eamed each Funding Period are based on the total Tier-Qualified volume and Tier-Qualified 
Units Funded during the period. To determine which incentive tier applies; add the total number of Tier-Qualified 
Units Funded and total Tier-Qualified doll~r volume of loans Funded. Locate the tier range within which each total 
falls. If the total Units and the total dollar volume of loans Funded fall into different tiers, the higher tier applies. 

2 30. 25 $10 

3 40 25 25 $10 

50 25 25 $10 

Yes Yes Yes Yes 

Yes Yes Yes Yes No 

Incentive Statements: 
The incentive statements for June have not been updated to reflect the category changes yet. The update is planned 
for October 1st. Until updated, the above categories will have the following labels. 

Current Category 
Broker Sourced - Sub-Prime & Prime 
Correspondent Sourced 
Counter Offer Program 
AltA 
HEL Equity 

Current Statement Label 
First Mortgages - Broker Sourced 
First Mortgages - Correspondent Sourced 
First Mortgages - Counter Offer Program 
Prime Loans 
Equity 

Permanent Subcommittee on Investigations 
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Partnership Program Update: 
-~~ 

2 30 25 $10 

3 
20-52 Qualified Units or 

40 25 25 $10 $3,600,000 - $8,999,999 

4 
53+ Qualified Units or 

50 25 25 $10 $9,000,000+ 

Sales Associate Program Update: 

Sales Associate Incentives for Alt-A production: 
Sales Associates are not eligible to share Basis Point incentives with the Account Executive on Alt A production. 

Loan Originators Electing a Structure II Sales Associate 

A Loan Originator who elects the support of a Structure II Sales Associate will earn incentives in accordance with the 
tier tables below instead of the tier tables in their respective Incentive Plan. For each position there is one table 
specifically for Loan Originators not in a Partnership and one table for those in a Partnership. 

To encourage Loan Originators to effectively utilize their Structure II Sales Associates, a Monthly Bonus Opportunity 
is provided on Funded loan volume in excess of a Monthly Volume Threshold. The details of the amount of the Bonus 
Opportunity are detailed below. 

A Loan Originator electing a Structure II Sales Associate will continue to partiCipate on the alternative tier table if the 
Structure II Sales Associate is out of the office on vacation or other form of paid time off (illness, holidays, funeral 
leave, jury duty, etc.) accrued, with the exception of a formally approved, paid leave of absence as described above. 

Alternative Tier Tables for Long Beach Mortgage Account Executives not in a Partnership 

0 

2 
10-13 Qualified Units or 

25 20 $10 $1,500,000 - 2,399,999 

3 
14-35 Qualified Units or 

35 20 20 $10 $2,400,000 - 5,999,999 

4 
36+ Qualified Units or 

45 20 20 $10 
$6,000,000+ 
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Alternative Tier Tables for Long Beach Mortgage Account Executives in a Partnership 

20 0 

2 25 20 $10 

3 
20-52 Qualified Units or 

35 20 20 $10 
$3,600,000 - $8,999,999 

4 
53+ ified Units or 

45 20 20 $10 
000,000+ 

This is only a general summary description of changes - please review the amended and restated plan and programs 
which will be available on your dashboard June 6th for full details. If there is a conflict between this summary and the plan 
or program, the plan or program will control. 

If you have any questions, please contact your manager. 
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2007 Product Strategy 
Product strategy designed to drive profitability and growth 

• Driving growth in higher margin products (Option ARM, Alt A, Home 
Equity, Subprime) 

• Recognize and address competitive threats 

• Modify and develop new products to increase profitability and 
competitiveness 

• Recruit and leverage seasoned Option ARM sales force, refresh 
existing training including top performer peer guidance 

• Maintain a compensation structure that supports the high margin 
product strategy 



Market Share 
Option ARM market share 16% in 2006; ranked #2; Q4 WaMu 
gained market share, Countrywide lost share 

Option ARM AltA 

Sin billions 1QO' - 2Q06 3QOI .... PYU FVIf Sol'! tiIJ/oIII ,." , ... 3QOm "QOG fY05 FYOS 

WIMu sa.8 ' $11.3' $11.6 In $63.3 $41.2 CFC - #1 W"', $5.1 w.' $1.3 "., $12.g m.' 
qtr·qtrclHH1fle -'''' , .. ~ · '95 WaMu -#2 ~,,,,nv- -'" ... .. .15" 
c".~ from pule ~,. 

UI·~e GDW- #3 
chlrl<}llt'ompH/c -15" 

0::'" .~ ~'h.,. 14."" 14.", ".~ 20, ,,, mll1lflt J_- 'ft .,,, .. "" .. '" 
EMC - #"1 

Cou'*Y'Md• $11.6 SIU $1 .. , .... $93.1 $63.9 NDE - #5 CounIryvoldt $'4.0 Sf9.0 31!1.0 $2o.a "'. ..... 
r;p.qtrt~ -''''' .. -"" ·U" -"""" -,,. ... ·%l1f "" 'h.~(tQmpHk ••• ~-,. 

chlf191/ /I'om pH/c -'''' 
m,rDt,t>_ u.~ 25."" ttl.S" "'-'" 25.'" mmflt',*,- .. '" liS.Hi 111.6" ro."" '1(f.~ 17.0" 

-
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Home Equity Subprime 

rJ 61 b/llt,)ro;) "'" ,." "'" FVOI (1 tJ bl/Hon,' IQOI 2QO. , ... 4QOI no, FY" 
WoM, S7." ,,_. $8.8 $39.\1 w .... .. .. "., S7.8 ,,-, $3&.2 $26.6 

q/Hjlf entmo" -19" "" '" q/,..qr chflng. -"" "" .'" -~fmmfJfNJ~ ·21" ,hflngf ))om"..k --nwrl<et$h..e 6.1" ,.'" '''' .. '" m.rht~h'" ... .. " ... ._'" .... "" 
eolJl\trywlde $12.3 $12.3 $11.1 $42.7 CourVy¥l4d, "., 511.2 $10.1 $10.1 $44.& "'., 
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Wachovia Overview 
With the acquisition of Golden West Wachovia experiencing 
growing pains in becoming a la(!le financial institution 

• Wachovia acquired Golden West in 2006 

• Originations totaled $110 million during the fourth quarter of 2006 

• Wachovia seeks to exceed more than $44 billion in Option ARMs originated by 
Golden West in 2006 

- Wachovia provides special training to their "Option Army", training 1,000 
branch employees and adding another 800 mortgage consultants to the 
200 already working In branches 

- Wachovia has initiated radio advertising in the Southern California market 

• In geographies where Wachovia is considered a threat (such as 
California), it is primarily tied to the Fixed Rate Pick-A-Payment loan 
they are aggressively promoting 

, JP~ ~03097206 



Wachovia's Key Products 
Wachovia's product set includes a Hybrid Option ARM and Fixed 
Option ARM; potential threats to WaMu 

I Parameter WaMu Option ARM 

Product/Indices • 1·3 Mo MTA, COF! 
• 60 Me MTA, "Flex 5" 

Pricing Pilckage • l -Mo MTA - 1 Mo start rate Is 1.00% 

• WaMu Margin at 1.12Spts, 3-year PPP Is 
2.600, 7.661% fuUy Indexed 

. 9.95% lifecap 

.7.5% annual payment cap 

Payment Options • Up to 4 payment options for the first 5 
years 

Recast • Recast at year 5 or when balance 
exceeds Initial prlnclpal ba lance by 115% 

LoaR Terms .30 and 40 year 

Wachovia/World 

• Pick-A-Payment ARM, COF! and 
proprietary COOl a nd COSl Indices . 

• 30-year Fixed Pick-A-Payment 

• Min. payment rate Is 1.95% Fixed, 1.5% 
for Plck-A-Payment ARM 

• World's Fixed Plck-A-Payment 6.95% for 
30 years, Plck-A-Payment ARM 7.2% Fully 
Indexed 

• Same annual payment caps 

• Guaranteed up to 4 payment options for 
the first 10 years 

• Recast at year 10 or when balance 
exceeds Initial principal balance by 125% 

• World metrlcs Ind icate a "worst case" 
neg·am scenario of 117% at year 10 so 
" loans have never recast due to NegAm." 

• 30 year 
CA Rates III or ]/9/2001 

" 



Wachovia/World Analysis 
What does a top performer at World look like? 

• Highly skilled in selling the Option ARMs 
- Option ARMs have a higher commission rate then other products (between 65 and 

80bps depending upon fundings per month · interviews with former LCs revealed 
compensation variances across regions) 

- World has successfully sold the Option ARM in all market cycles 
- 92% of GDW's business in 2005 was Option ARM 

• Likely a "Combo rep" -- sources broker business as well as retail sales 
- Attractive to LC because it adds volume with minimal time and effort 
- Wholesale volume is almost a necessity in order to qualify for an SA (Reports varied 

on how many loans needed to qualify -between 12 and 25 per quarter-and 
different standards may exist in different states) 

- Compensation is much lower on brokered loans (~10 bps) 
- Brokered loans through LCs are reported under the Retail channel so it is 

impossible to tell precisely the volume or number of partidpants - ranking info, 
therefore, clouded by inclusion of wholesale production 

• Strongly aligned with culture and mission of Golden West 
- Due to the stability of their business over time, Golden West appears to maintain 

employees with long tenures and strong loyalty to the business 

W""" Preent"tIoo Tltlu a-e edited n!fle foote< " 
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Wachovia/World Analysis 
Golden West underwriting approach and Wachovia fit 

• More "relaxed" underwriting documentation standards 
- World has traditionally required less verification of assets and income 

from its customers; reportedly this has started to change in the last 
several years but is still more lenient than WaMu 

- World has much more lenient documentation requirements than WaMu, 
however, LTVs are typically <70% 

- Several of the LCs WaMu has hired from World have had difficulty 
meeting WaMu's documentation standards, further emphasizing 
differences 

• Integration to alter standards? 
- Wachovia is known for being more score-driven in its approval process 

and maintaining stringent credit standards 
- Although, management has announced they will operate Golden West as 

a stand-alone, there is likely much fear that Wachovia will adjust credit 
policy when the two do fully integrate 
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World/Wachovia Analysis 
How does Golden West compensate? How does this compare to WaMu? 

• Compensation varies by product and type 
- In addition to increasing compensation on Option ARMs, World has 

lowered commission on Fixed-rate products as a deterrent to LCs (~$300 
(loan for conforming fixed, $350 for jumbo fixed) 

- Several of the LCs lamented how often the compensation structure 
seemed to change, particularly for brokered loans 

- Intercompany or "World-to-World" refis have a lower commission rate as 
well (this was the key factor in our hiring one of their top LCs a few years 
ago) . 

• WaMu commission structure favorable to World's 
- LCs supported the assertion that WaMu pays more commission than 

World (WaMu averages around 80bps in the retail channel, well above 
even what World pays for Option ARMs-67bps) 

• Equity not a key factor 
- All 3 LCs agreed that equity is not a key part of the compensation 

package at World and thus, World LCs would not need to wait until the 
Wachovia deal closes in order to cash in options 

JP~ VV1103097213 



Retail Loan Consultant 2007 Incentive Plan 
Focus on High Margin Products 

Four main product categories place primary emphasis on high margin "W Products" 

PRODUCT CATEGORIES 
The ir. cf;finvt'!~ ~dfied in tha incentive tier !oole v"J!',' by product wt.e!}')r{ . Thl3re are four lrein product 
('.$tegolies: "\JIi" Froduc\S. 'A~ Proout1s, ·M~ PrO(:u::1S and ~IY P;-OOllClb. MO$\ V'faM;'l ~ome Loons products fAil 
into 0:)6 C'lf these four cate:Jories: . 

Hom. Eq\;iy LO<llS 'oEls) 
H)t"i<j. {Net 
,~lt·A (~~t Ne'N) 
Fixed (Net New) 

:r.cre3~ 
WilMu 
MMgt-:ga Plus 

" 
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Retail Loan Consultant 2007 Incentive Plan 
Focus on High Margin Products 
• Incentive Tiers reward high margin products, 'W Products", such as the Option ARM, 

Non-Prime referrals and Home Equity Loans (HELs) 
• WaMu Mortgage Plus currently includes a 35 bps "kicker", which Is assessed quarterly, 

brinlng compensation up to the "W Products" level for Mortgage Plus. 
• WaMu also provides a 15 bps "kicker" for selling 3 year prepayment penalties; 

something that Wachovia/World does not. 

The 2007 Inc.entiv~ Tier Ttltt;~ is t1~ fOUO\"i~ · 

Ctor.(l:E/ 
t.!; !oons or 40 32 2'5 35 12 S1. $14$.~!I 

Sih;.r 6.111')lUl. ~ 55 ;:.., 3,13 ;?,5 12 S7SO,l)OO • S"I ,~'}, !199 ~'''' 

13{1j(] ~. ~{ J_ 58 48 35 '12 

F1~1tl'r.~~ 
17 "' k~rlo) Q{ 70 154 52 ~15 L! $2,125,.000'" 

w ...... ""_tb> lidos ... ..ttact tt II.- foot.< 

1 ~ 

1 ::. 

'15 

'15 
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Retail Loan Consultant 2007 I ncentive Plan 
Special Referral Program - Retail to Non-Prime Referral 

• 

• 

• 

Retail Loan Consultants can refer a Non-Prime borrower to a Long Beach 
Mortgage Account Executive and earn a referral incentive if the referred loan 
funds 
To earn compensation for the referral, the following must occur: 
- The Retail Loan Consultant must 

• Make Initial contact with the customer, and 
• Communicate the referral to a Long Beach Mortgage Account Executive by completion of 

the required documentation. 
- The loan funds; and 
- Incentive Administration is notified that the Funded, as recorded in the system of 

record. 
Partnerships are eligible to refer Non-Prime borrowers to Long Beach and 
earn referral compensation. Any referral compensation earnea will be 
calculated as follows: 
- The eamed compensation on a given referral is calculated. 
- The compensation Is then split according to the basis points Incentive split specific 

to the particular Partnership. 
- Note: Non-prime 2nd liens are not part of this program. 

JP~ ~030972 18 



Internal Forces ... Overages 

• Opportunity 
, Channel 

• Incremental Revenue Growth 

• Enhanced Retention and Recruitment of Loan Consultants 

• Savings; provides opportunity to lower incentive grid 
compensation 

, Loan Consultant 
• Ability to increase compensation 

, Enhance compensationlincentlve for Sales 
Management 
• leverage tool fOf HLC profitability 

, Pricing 

· Pricing nelCibility and control pushed 10 the market level 

• 

Permanent Subcommittee on Investieations 
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Internal Forces . .. Overage Proposal 

• Financials 
--[~ ~ __ ...,(-...l.tolT.ua~1 

,,-,,_ .. _-
K~ 

Projected 2007 Volume with 

Revenue @ 2Cbps (with 50150) 

Comp Plan Reduction 

TIItII Ber>efitOppot1u1ity 

NPV: TBD 
Payback:.2 Yaars 

Yew 1 

S 8.6 8 

S 8.6M 

S 4.3 M 

112.9 

InvesIment ReqWed: $ 1.5 million (lrdldlni" FTE costs) 
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Internal Forces ... Overage Proposal 

• Major national competitors have a similar 
plan in place in the market 

2005 Retail 

~ .... Spilt ~v."",,· L""nVOI" 

Well FalVO -- """ 
, ;)5.5 M , ~. , 

Bank~~ 
_m_ 

""" 
, ~'M , t3H , 

~.- ~- """ 
, 26.2M , t S..4 , 

Chase ~mo """ 
, 14.4 M , &<=5 B 

~u.rnu.ua_ 1~" ___ 20""_""20\10,,,,,, __ 
- S<ve.: _...,.,_ Fftnoo:lOOl! -. .... 

WaMu IeI'l 511 .3 ~ ooll>e toble booe<j on $53 B ohol< ..... in = 

Confidential Treatment Requested by JPMC 
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_ - Redacted by the Permanent 

Subcommittee on InvC$li ions 

ADDENDUM TO CLOSING INSTRUCTIONS 
{Brok., Loansl 

--""-
s.ru."..-.t ~ to p..- 8AOItER FaS (in ,..;cor~ wid! lIrol .... ~ nol 10 •• ~ 1M 
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riI n-. I ..... _ boo ~ .. 1M'dIr'. '* ~ _ s.a.-~ ....... ~ ..... 
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From: 
Sent: 
To: 

SUbject: 
Attach: 

McDiarmid, Jim 

Monday, September 27, 2004 8:57 PM 

*LFC DUBLIN <PLEASANTON@lbfc.com> 

Daily Productivity - Dublin 

Tracking Log.09.27.04.xls 

Less than 1 week and we have a long way to go.to hit our 440M! Including today, we have 4 days offundings to 

end the Quarter with a bang! With all the new UW changes, we will be swamped next month, so don't hold any backl 

4 days .... .it's time for the mad dash to the finish line! Who is in the running •....• 

Loan Set Up - Phuong is pulling away with another 18 files set up yesterday for 275 MTD! 2nd place is held by Jean with 
243 ... can you catch Phuong? Get ready Set Up - come October, it's going to get a little crazy! 

Underwriting - Michelle did it! She broke the 200 mark with 4 days left to go! Nice job Michelle! 2nd place is held by 
Andre with 176 for the month! Way to go Andre! Four other UW's had solid performances for the day as well including 
Mikhail with 151 Jason and Chioke with 11 and June with 10 - The double digit club! 

SLC - This one is still tight with Sandy holding onto the 151 place slot! Sandy funded 4 more on Friday for a MTD total of 
46! 2nd place is John Ngo with 4 fundings on Friday and 44 MTD - only 2 back! 3rd place is tied between Jason and Raj, 
both with 44 for the month ...... and the rest of the filed is right behind! 

CLC - Scott is out front with 8 fundings Friday and 79 MTD - Looks like he'll make the 100 Club! Cyndi is currently in 2nd 

with 6 on Friday and 65 MTD, followed by Maureen who funded 7 on Friday and has 60 MTD. This one might get a little 
crazy before 2pm on Thursday! A few other big days included Julie with 8, Elena with 7 and Oscar and Yolanda both with 
6! Let's see who can fund daily double digits this week! 

Post Closing - Casey held the lead with 12 more files shipped on Friday for a MTD total of 1971 2nd place is Angel with 
177 ...... With a huge month end, you still have time to get up there with your numbers! We need to make sure the CLC's 
get the files to Post Closing the same day it records! 

Remember the words of Jerry Brown, 

"Inaction may be the biggest form of action. " 
Let's act! 

Permanent Subcommittee on Investigations 
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_ - Redacted by the Permanent 

Subcorruniftee on Investiwions 

Washington Mutual-Home Loans 

It? ~, 
~PR[SID[NT'S~ 
~ CLUB ~ - -

November 2006 

President's Club - Take the Lead! 
I attended WaMu's President's Club 
last year for the first time and had an 
awesome time getting to 
know the stars of our sales 
force . You work hard, but 
you know how to have a 
good time too-as seen in 
t his Austin Powers Party 
photo! 

you to believe you have the potential 
to achieve this great reward . 

Now Is the time to really 
kick It Into high gear and 

for attending this 
•• ,.sorr,. eventl Rankings 
are updated and posted 
monthly on the DashBoards 
(under Reports) and on 
WaMu.net: er.tSJ~1u.b. 
BoniJi!l!l •. Where do you 

At the first-class awards 
dinner, I looked around the 
room and felt honored to be 
with so many talented peo
ple. Congratulations to 
those of you who were re
peat President's Club honor
ees. To those of you who 

John (Consumer-Direct 
sales manager) and 

Malody Janda 

. What can you do to 
take you r business to the 
next level? Your manage
ment team is here to help. 

have not yet reached President's 
Oub, I want each and every one of 

,,, 

As yo u know, growth is a 
key area of focus for WaMu and Home 
Loans. I am extremely proud of the 
achievements in Production so far this 

-

year-and I know It's been tough. I'm 
especially pleased with your ability to 
change with the market and responsi
bly sell more higher-margin prod 
ucts-Option ARM, Home Equity, Non
prime, and Alt A. I also know that 
you- truly the best sales team In the 
industry-are up to the challenge of 
doing even more by year-end. 

I, along with everyone else In Home 
Loans, realize that what you do, day 
In and day out, forms the backbone of 
Home Loans . Thank you for your 
dedication. 

I hope to see you In Kaual! 

What Does President's Club Mean to These Repeat Honorees? 
Four top-producing loan consultants share their impressions of President's Club. 

Honoree; Medford, Ore. 
Here's a tip for getting to President's Club: Make It once 
and bring your wife. She will make sure you never miss 
it again I But seriously, It allows me to hear from the top 
people In our co mpany in a personal way and to really 
feel the culture of Washington Mutual. 

Hono,.,.; North Wales, Pa. 
For me, President's Club is time with my husband with 
out my child ren . Time to see friends, creative people I 
only see once a year. We share ideas, which is eaSier to 
do when you're in different markets . I extend my stay 
and really enjoy myself-the fun index is very high I 

9-Yr Pres Club Honoreei Westlake Village, Calif. 
Each year, President's Club is as special to me as the 
first time I went. It's an amazing feeling to look around 
the room and realize that this handful of people made it. 
You feel like Michael Jordan at the top of your game. I 
enjoy seeing old friends. 

17-Yr Pres Club Legacy Group; Westlake Village, 
Calif. 
President's Club Is a time to be recognized by being at 
the top of your game, and to interact with others who 
are at the top. It's such a great feeling of pride and mu
tua l respect. 

Yes You Can! 

Permanent Subcommittee on Inyerti2ations 
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6:15 PM - DOORS OPEN 
(30 MINUTES) 

GRAPHICS 
PRESIDENT'S CLUB LOGO 

GRAPHICS 
DAVID SCHNEIDER TITLE 

I 
REMARKS (5 MINUTES) 

HURFORD doni! COMPANY 

Washington Mutual 
Home Loans Group 

President's Club 2005 - Maui 
Awards Night Show Script 

VOICE-OVER ANNOUNCER 

Good evening ladies and gentlemen and welcome to your 

President's Club 200S Awards Night programl 

Please welcome the host of President's Club, the 

President of the Washington Mutual Home Loans Group, 

Mr. David Schneider! 

WALK-UP MUSIC 
FOR DAVID SCHNEIDER 

DAVID SCHNEIDER 

Thank you ladies and gentlemen, and welcome to this very 

special Awards Evening. 

Wow, could you feel the energy and excitement tonight out 

on the Red Carpet?! Talk about star powerl 

And it was great fun to leam so much more about some of 

you during the interviews .. . and at the bar. 

But don't worry. I'm told that the age-old tradition here at 

Washington Mutual is, "What happens at President's Club 

\l ~ , ; 4 ~ 'j ',~il~, 

! ;) ,, \1 ~~ " " , " . 
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GRAPHICS 
PRESIDENTS CLUB LOGO 

GRAPHICS 
ELITE GROUP LOGO 

GRAPHICS 
LEGACY GROUP PHOTO 

stays at President's Club: And who am I to mess with 

tradition? 

Tonight we are gathered together to pay the highest 

respects and honors to those who deserve them the most, 

the President's Club Class of 2005. 

And it is our great pleasure this evening to recognize and 

salute the special guests sitting at your sides who helped 

make this tribute to you possible. A victory shared is a 

victory magnified, and we are so glad you could be here 

together. Let's have a warm round of applause for our 

special guests. 

Tonight I'm very excited to welcome the members of the 

Elite Group, who we met this morning, here attending their 

inaugural President's Club awards gala. 

Along with the thrill of the new, is the legendary energy of 

our Legacy Group members who have been attending for 

as many as 25 years! 

We held a special pre-reception gathering of these greats 

among us, and here's their class pidure for this year's 

President's Club. Let's ask them to stand for a big round 

of applause. 

This morning we also initiated the first timers at 

President's Club, and I am right there with them tonight in 

feeling at once both overwhelmed and overjoyed at being 

here. Welcome to all of you fellow President's Club 

2123106 WaMu Home Loans Group President's Club 2005 Awards Night Show Script \/7 Hurford and Company 2 
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rookies. Congratulations on your remarkable 

achievement. 

And of course I want to pay special homage to all of you 

astonishing retuming champions of President's Club. 

You multiple award-winning superstars clearl y lead our 

entire industry as the standard others can only attempt to 

match. You folks really do make this feel like the 

Academy Awards tonight because everywhere I turn I see 

another star of another box office sensation. 

And so to you, the greatest collection of talent I've ever 

had the good fortune to address, I promise an evening of 

fast-moving fun, celebration and tribute in ways old and 

new. 

And above all I promise you dinner at a record early time 

tonight - by popular request! 

Now, also by popular request, let's take a look at your 

2005 President's Club award. It was created exclusively 

for Washington Mutual, and for you, just for this occasion. 

It is a Simply gorgeous work of art by highly gifted artists, 

Dehanna Jones and Jacqueline Mendelson. The unique 

glass pieces they create together have been displayed in 

prestigious galleries all across the U.S., and it's no wonder 

why. 

Your 2005 award, titled "Blue Vessel : clearly shows the 

Art Nouveau influences of Ms. Jones' best work and the 

use of glass to control and transmit light that is the 

hallmark of Ms. Mendelson's art. 

2123106 WaMu Home loans Group Presldenfs Club 2005 Awards Night Show Script 117 Hurford and Company 3 
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GRAPHICS 
KERRY KILLINGER TITLE 

(15 MINUTES) 

GRAPHICS 
PRESIDENT'S CLUB LOGO 

Each of you President's Club winners will receive your 

personally inscribed award after your retum to the 

mainland - when it will be shipped directly to you in perfect 

condition. 

1 hope this award reminds you not only of your superb 

2005 accomplishments but also of the time we all spent 

together here on Maui. Speaking of which, the best is still 

yet to come ... 

So, it is now my pleasure to introduce a top performer's 

top performer. The man whose own standards of 

excellence are reflected in every aspect of President's 

Club, Washington Mutual's Chairman and CEO, 

Mr. Kerry Killinger! 

WALK-UP MUSIC 
FOR KERRY KILLINGER 

KERRY KILLINGER 

[SEE SEPARATE DOCUMENT FOR COMMENTS.] 

(AT THE END OF HIS COMMENTS, KERRY 
REINTRODUCES DA VID:) 

And now, here's our host for the evening ... once again, 

David Schneider. 

WALK-UP MUSIC 
FOR DAVID SCHNEIDER 

DAVID SCHNEIDER 

Thank you Kerry. We're very glad you could be with us 

tonight. 

2123106 WaMu Home Loans Group President's Club 2005 Awards Night Show Script 117 Hurford and Company 4 
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GRAPHICS 
EARVIN "MAGIC" JOHNSON 

7:05 PM EARVIN "MAGIC" 
JOHNSON 
SETS UP THE AWARDS 
PRESENTATION (4 MINUTES) 

GRAPHICS 
PRESIDENT'S CLUB LOGO 

GRAPHICS 
OUTSTANDING ACHIEVEMENT 
AWARDS 

And what could make a night like this more special than 

having one of the most recognizable, accomplished and 

beloved celebrities on the planet emcee it? 

I can't think of anyone more perfectly suited than Earvin 

"Magic· Johnson. He embodies this year's President's 

Club theme, ~ Dare to Dream: 

Ladies and gentlemen, here he is - the one, the only ... 

Magie! 

WALK-UP MUSIC 
FOR EARVIN "MAGIC" JOHNSON 

EARVIN '"MAGIC'" JOHNSON 

Thank you, David and thank you, Kerry. 

Good evening everyone, it's great to see you ali again 

looking so fine and impressive everywhere I turn. 

President's Club ... it's kind of like the NBA All-Star game. 

Everyone there is an ali-star, so you all start out as the top 

people at what you do. 

But somebody's going to win the MVP award, somebody 

else wins the slam dunk contest, another person wins the 

three-point competition. Even the rookies have their own 

awards. 

Tonight, for the first time ever, I'm proud to introduce the 

President's Club Outstanding Achievement Awards to be 

given in seven distinct new categories. 

2123106 WaMu Home Loans Group President's Club 2005 Awards Night Show Script 117 Hurford and Company 5 
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GRAPHICS 
FIRST TIME ACHIEVEMENT 
EMERGING MARKETS 
TOP UNIT PRODUCER 
MARKET SHARE IMPROVEMENT 
CONSUMER DIRECT SALES 
MANAGER OF THE YEAR 
WHOLESALE SALES MANAGER 
OF THE YEAR 
AND RETAIL SALES MANAGER OF 
THE YEAR 

STAGING 
KERRY. STEVE, DAVID AND TONY 
ENTER FROM BACKSTAGE TO 
FORM THE EXECUTIVE 
RECEIVING LINE 

It's very exciting to be recognizing outstanding 

achievements in the following categories: 

• First Time Achievement 

• Emerging Markets 

• Top Unit Producer 

• Market Share Improvement 

• Consumer Direct Sales Manager of the Year 

• Wholesale Sales Manager of the Year 

• And Retail Sales Manager of the Year 

To make it even more exciting, I'd like to now invite Kerry, 

David, Steve Rotella and Tony Meola to join me here up 

on stage. 

These new Outstanding Achievement Awards are not 

open to this y~ar's Sales Excellence Award winners, who 

we will be recognizing later in the show. So you'll be 

seeing many people receiving special awards for the first 

time. 

And because you will , let me explain exactly how it's going 

to work. 

Just like they do at the Oscars, a pair of presenters will 

come on stage, announce the category for the award they 

are giving out, and then reveal the names of each 

nominee for that award. 

If you hear your name announced as a nominee, just 

stand right up. Please stay standing until that star 

2123106 WaMu Home Loans Group President's Club 2005 Awards Night Show Script 1/7 Hurford and Company 6 
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7:09 PM OUTSTANDING 
ACHIEVEMENT AWARDS 
(28 MINUTES) 

GRAPHICS 
FIRST TIME ACHIEVEMENT 

EXITS 

AWARD #1 
FIRST TIMER AWARD 

"" Redacted by the Permanent - .: -- " Subcommittee on InvesllltatlOn5 

spotlight finds you and we see your beautiful face on the 

big screens. 

Make sure to soak up your special moment and enjoy the 

applause before sitting back down again. 

If you're the Outstanding Achievement Award winner 

wow! When you hear your name announced come on up 

here on stage to receive your award. 

That's all there is to it. You're all the best in the business, 

so I know you'll handle it with style. And the folks who are 

going to be presenting the awards tonight are superstars 

themselves. 

Let me introduce you to our first pair of presenters ... 

EARVIN "MAGIC" JOHNSON 

He's been with the company for almost three decades now 

and is here tonight as a 20-time President's Club member. 

Retail's fearsome force in the San Jose, California market, 

please welcome 

And from Wholesale, a 10-time President's Club member, 

from Pleasanton, California where he must be the king -

since he is, 

PAIR #1 

I was telling Magic that in France I'm known as Royale' 

Gooden. 

2123106 WaMu Home loans Group President's Club 2005 Awards Night Show Script v7 Hurford and Company 7 

Confidential Treatment Requested by lPMC 



GRAPHICS 
NAME OF WINNER 

STAGING 
MAGIC MOVES FROM 
BACKSTAGE TO THE PODIUM 

STAGING 
EXECUTIVES MOVE TO HOLDING 
AREA (TBD) UNTIL SALES 
EXCELLENCE AWARDS 

GRAPHICS 
PRESIDENT'S CLUB LOGO 

7:37 PM - EARVIN "MAGIC" 
JOHNSON 
CONCLUSION OF OUTSTANDING 
ACHIEVEMENT AWARDS 
(2 MINUTES) 

_ -'" Redacted by the Pennanent 
Subcommit1cc on Investi~alions 

but his HLC was able to fund $1 .7 billion in 2005 which 

generated $15.6 million. 

And the Outstanding Achievement Award for Retail Sales 

Manager of the Year goes to ... 

Burbank, California! 

WALK-UP MUSIC (REPEAT) 

VOICE-OVER ANNOUNCER 

IPo,wefhc)us,e HLC delivers both volume and 

profitability year in and year out. In 2005,aad 25 tier 

five Loan Consultants! 

VOICE-OVER ANNOUNCER 

Ladies and gentlemen, please welcome back, Earvin 

~Mag ic~ Johnson! 

WALK-UP MUSIC 
FOR MAGIC JOHNSON 

EARVIN "MAGIC" JOHNSON 

That was fantastiC, wasn't it?! You've got a whole lot of 

talent here tonight, that's for sure. Congratulations to all of 

2123106 WaMu Home loans Group President's Club 2005 Awards Night Show Script v7 Hurford and Company 22 

Confidential Treatment Requcsted by JPMC 



STAGING 
STEVE MOVES FROM HOLDING 
AREA TO THE PODIUM 

GRAPHICS 
STEVE ROTELLA TITLE 

7:39 PM - STEVE ROTELLA 
CONGRATULATIONS REMARKS 
(5 MINUTES) 

GRAPHICS 
PRESIDENT'S CLUB LOGO 

you first-ever winners of the Outstanding Achievement 

Awards. 

Speaking of achievement.. . there's a gentleman here 

tonight who you may have noticed on stage earlier. 

His name is Steve Rotella and he knows all about 

achieving big things. I know ... I've talked to him. 

Now he's here tonight to honor all of you. Ladies and 

gentlemen, the President and Chief Operating Officer of 

Washington Mutual, Mr. Steve Rotella. 

WALK-UP MU SIC 
FOR STEVE ROTELLA 

STEVE ROTELLA 

Thank you, Magic Johnson. 

Wow! Never in my wildest fantasies did I think I'd get to 

say, "Thank you, Magic Johnson' as part of my 

job. I guess that's just another way Washington Mutual is 

helping to deliver the American dream. 

But when it comes to delivering the American Dream, I am 

in absolute awe of you people. 

Even under the most difficult of environments - especially 

under the most difficult of environments - the cream truly 

does rise to the top and that's what President's Club 

means to me. 
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, CLUB LOGO 

7:44 PM-
EARVIN "MAGIC" JOHNSON 
INTRODUCTION OF SALES 
EXCELLENCE AWARDS 
(2 MINUTES) 

In a year where others found excuses, you found 

determination and excellence. In the toughest of times 

you were the toughest of competitors. 

I want to congratulate both the winners and the nominees 

for the Outstanding Achievement Awards. Great job by 

you guest presenters too, that was a lot of fun. 

I want to personally congratulate each and every 

President's Club member here tonight and thank you for 

everything you did throughout 2005 to get here. 

Once again you proved just how much you deserve to be 

honored here in Hawaii. 

lWAMl@) P!tOVIl)E I\t5t5ifiONACIj'lPUTJ 

In closing, I simply want to tell you what a privilege it is for 

me to be here with you tonight. I have really been looking 

forward to spending time with you and your special guests 

this week and letting you know just how much I appreciate 

you and what you do. 

And now, here he is, once again - our master of 

ceremonies, Earvin "Magicn Johnson! 

WALK-UP MUSIC 
FOR EARVIN "MAGIC· JOHNSON 

EARVIN "MAGIC" JOHNSON 

Thank you Steve! 
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GRAPHICS 
TONY MEOLA TITLE 

STAGING 
MAGIC EXITS BACKSTAGE 

7:46 PM - TONY MEOLA 
SALES EXCELLENCE AWARDS 
(3 MINUTES) 

GRAPHICS 
SALES EXCELLENCE AWARDS 
GRAPHIC 

And now for the Sales Excellence Awards, without a doubt 

the highest honor you can earn as a President's Club 

member. 

And when I say "earn" I mean it, because these Sales 

Excellence Awards truly measure the day-in and day-out 

results the best of the best deliver. 

Just like all of the awards here tonight, the numbers 

determine these winners, and as a businessman I have a 

very deep respect for the numbers and the people who 

deliver them. And man, some of these winning numbers 

are just incredible! 

And there's one guy here who can tell you the story of the 

award winners behind those numbers better than anyone I 

know. Ladies and gentlemen, please give a high-energy 

welcome to a high-energy man, your head of Production, 

Mr. Tony Meola! 

WALK-UP MUSIC 
FOR TONY MEOLA 

TONY MEOLA 

Thanks, Magic - and by the way, I always knew I'd be 

saying that - actually, I thought HE'D be thanking ME. But 

hey, I'm in sales, I've always dared to dream big! So too, 

did the winners of tonight's Sales Excellence Awards. 

Good evening ladies and gentlemen, I'm very proud to be 

here tonight in this sea of stars and have the enviable role 

of introducing you to the very top producers in each 

channel for 2005. 
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!'YAMU TO' PfWVlDE INFO] 

GRAPHICS 
WINNER'S NAME, TITLE AND 
NUMBERS 

7:59 PM TONY MEOLA 
SEA - RETAIL 

- ,. Redacted by the Pc:nnanent 

Subcomminc:c: on Invcsti lions 

A simple look at the Wholesale scorecard will make a very 

strong case our next Sales Excellence 

Award winner is indeed ~Th8 GOAr in his chosen 

profession. 

_ has been with WaMu for over 15 years. During that 

decade and a half he has, year in and year out, finished at 

the top of the mountain, earning the number one ranking in 

his channel. 

This legend kicked it all up a notch in the last several 

years funding over $1 billion annually since ~. 

If we had a Walk of Fame, his star would be on it. He has 

earned not just a place, but rightfully an entire wing on 

WaMu's Hall of Fame. Ladies and gentlemen, please join 

me in congratulating Sales Excellence Award winner, 

WALK-UP MUSIC 
FOR WHOLESALE SEA WINNER 

TONY MI;OLA 

Our first Retail Sales Excellence Award winner literally 

does the work of two people ... because it IS two people, 

the dynamic duo of Chris O'Brien and Brian Minkow. 

The Westlake, California, Home Loan Center is the home 

base for this high-powered team of superheroes where 

they baUle evil competitors - and sometimes underwriters, 

to get the best loans for their customers. 
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GRAPHICS 
WINNER'S NAME. TITLE AND 
NUMBERS 

8:02 PM - TONY MEOLA 
SEA-RETAIL 

Chris and Brian use their unstoppable energy, unbeatable 

passion and sheer hard work to dominate their market 

regardless of the environment, and in 2005 the 

O'Brien I Minkow team funded $1 .2 billion in loan volume 

and 2,1 46 units. 

Here tonight at their l!j President's Club, please join me in 

saluting them for their Sales Excellence as they receive 

their award! 

WALK-UP MUSIC 
FOR RETAIL SEA WINNER 

TONY MEOLA 

Our penultimate award winner is one of those people who 

defy description using ordinary mortgage terms. 

In our world of superstars he is bigger than a Brad Pitt, 

George Clooney or Tom Cruise. He's at the Henry Fonda, 

Burt Lancaster, John Wayne legendary status. 

Because not only was Tom Ramirez, out of the Downey, 

California office, the number one WaMu Retail Loan 

Consultant in 2005 with 2,334 units funded and $697 

million in volume ... 

But he has been the number one Loan Consultant in units 

funded for the past 17 straight years! 

If you've been around a while you know that Tom is more 

than a sales legend, he is a true visionary. He pioneered 
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GRAPHICS 
WINNER'S NAME, TITLE AND 
NUMBERS . 

8:04 PM • TONY MEOLA 
SEA - RETAIL 

_ - Redacted by the Permanent 

Subcommiltee on Investi2atiOfiS 

WaMu's "Community Lending Program" in terms of 

allowing use of "cash income," he started the first-ever 

"Partnership Program" for Loan Consultants, and created 

our highly successful "Sales Assistant Program." 

MCommunity, ~ M partnershj p,~ Uassistanr ... they're all words 

that help define Tom's philosophy since he started lending 

19 years ago. No one in history has put more people into 

their first home. 

Please put your hands together for an extraordinary man, 

Tom Ramirez! 

WALK-UP MUSIC 
FOR RETAIL SEA WINNER 

TONY MEOLA 

Ladies and gentlemen, if Tom Ramirez is rightfully a Henry 

Fonda or Burt Lancaster, then our final winner too 

deserves such celebrated comparisons because his 

accomplishments make him the Lawrence Olivier of our 

sales force. 

turned what we do into a fine art. Witness 

his latest masterpiece, the 874 loans for $779 million in 

volume he funded in 2005. 

~perates in a different world than the rest of us, yet 

you'd never know it from the comfort level he creates for 

customers and colleagues alike. 

He began his career with B of A in 1989 promptly earning 

their MRookie of the Year" award. 
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GRAPHICS 
PRESIDENT'S CLUB LOGO 

STAGING 
RECEIVING UNE EXITS STAGE 
AS MAGIC MOVES TO PODIUM 

8:07 PM-
EARVIN "MAGIC" JOHNSON 
CONCLUSION OF AWARDS 
PROGRAM 
(2 MINUTES) 

I know it's been just as big of a thrill for our master of 

ceremonies, too. Here he is to tell you about it - Earvin 

-Magie" Johnson! 

WALK-UP MUSIC 
FOR EARVIN "MAGIC· JOHNSON 

EARVIN "MAGIC" JOHNSON 

Tony's right, tonight has been a thrill for me, because I've 

always been paSSionate about people who operate at a 

higher level. That's what these awards mean to me. 

I want to add my own congratulations to all you winners 

tonight. And I want to encourage you to be very proud of 

what you've done. 

Take the time to enjoy the fruits of your victory, because 

you worked all year long to get here, This is what it's all 

about. Look around, drink it all in. These are the 

memories you'll cherish. 

And that brings an official close to the awards portion of 

our evening. To take us on into the next part of this very 

special night, it's my pleasure to bring back your host for 

this President's Club, the President himself, 

David Schneider! Thanks everyone! 

WALK-UP MUSIC 
FOR DAVID SCHNEIDER 
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8:09 PM - DAVID SCHNEIDER 
INTRODUCTION OF PRESIDENT'S 
CLUB 2006 (3 MINUTES) 

8:12 PM - VIDEO ROll 
PRESIDENT'S CLUB 2006 
DESTINATION REVEAL 
(3 MINUTES) 

8:1 5 PM AWARDS PROGRAM 
CONCLUDESIDINNER BEGINS 
(1 HOUR, 15 MINUTES) 

DAVID SCHNEIDER 

Thank you Magic. Great job. Wow! Is there anything 

Magic Johnson can't do? 

I realize how important it is to be in the moment at times 

like this, and I appreciate Magic reminding us. But just for 

a moment I'd like to take you into the future , one year into 

the future to be specific. 

President's Club 2006 .. . just based on history alone, I 

know that most of you here will be there, but where will 

you be? 

Let's find out .. . 

DAVID SCHNEIDER 

There you have it, Kauai! We had to pick a location that 

even when you were here in Maul you'd say, ·Wow. I 

have got to be THERE. M And I think you can see we have 

that location. 

Nobody in the entire organization knows what it will take to 

get to Kauai more than you here tonight. 

Having seen what you could do in the 2005 environment 

and what you've already done this year, I wouldn't be 

surprised to see these very same faces when we 

somehow find a way to top this evening's untoppable 

heights at President's Club 2006. 
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9:30 PM - DINNER 
CONCLUDESfBANO BEGINS 
(2 HOURS, 30 MINUTES) 

Now, I promised you we'd start dinner at a record early 

time tonight, and I believe that's exactly what we're about 

to do, ladies and gentlemen. 

Congratulations again to all our winners and many thanks 

to our fabulous award presenters and executive hosts. 

I now invite you to enjoy a wonderful dinner, and when 

we're done we'll hit the dance floor and party as only 

President's Club can. Thanks everyone! 

DAVID SCHNEIDER 

Aloha once again, ladies and gentlemen. I hope you had 

a wonderful dining experience, and having now 

replenished body and soul , you're ready to cut loose for 

the rest of the evening. 

We've got a terrific band for you tonight, an endless supply 

of after-dinner libations, and the best company in the world 

to share it with - yours. 

Thanks for making this Awards Night the best ever. Have 

a great night everyone! 
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HURF ORD and COMPANY 

Washington Mutual 
Home Loans Group 

Presidenh Club 2006 - Kaual 
Busines8 Meeting 

David Skit 

IS INTERRUPTED 
END OF THEIR 

~i~IHB~Y DAVID !!I BRINGS A 
PODIUM. THE 

SPEAKER READS THE NOTE 
SILENTLY AND APPEARS 
SERIOUS BEFORE ANNOUNCING. 

••• orOPODIUM 

ON STAGE 
DAVID WAVES THE MARCHING 
BAND OFF FROM PLAYING INTRO 
MUSIC 

QNSCREEN 
' REST IN PEACE' GRAPHIC 
ILLUSTRATION 

ON$TAGE 
DAVID 1$ SOMBER AND SERIOUS 

_ . Redacted by the Pennantnl 
SubeQmrninee on Investil!'alions 

JOHN __ _ 

We have just received ~ sad news about one of 

our competitors back on the mainland. Ladies and 

gentlemen, I'm sorry for this departure from our 

agenda, but here is David 

details. 

MUSIC 
UPBEA T INTRO MUSIC 

) share the 

Please, not now. That's the wrong feel for this 

moment. 

MUSIC 
MUCH MORE SOMBER, DIRGE-LIKE FUNERAL 
MARCH 

That's better, thank you. Brothers and sisters of the 

Home Loans fraternity ... it is my sad responsibility 

today on this otherwise joyous occasion to be the 

bearer of tragic news. For this day, we have lost one 

of the true legends in our industry. 

'I ~!l" I 9 ~ 'J 

3 1511\ ub i" l ock driv e' .ull~ n o la '1 un"II •• c h c. IIf!)~n l. "~'!I ,hu,lo,d"""'I,I, IOldl n dcfl lllp"n !.cc.m 

Permanent Subcommittee on Invvtlgations 
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O~STAGE 

A COFFIN IMPRINTED WITH 
LARGE COUNTRYWIDE LOGOS IS 
SLOWLY CARRIED OUT ONTO 
THE STAGE BY FOUR 
PALLBEARERS -

PALLBEARERS ARE DRESSED IN 
BLACK AND WEARING BLACK 
SUNGLASSES 

PALLBEARERS SET THE COFFIN 
DOWN ON SAWHORSES OR A 
PEDESTAL 

ON STAGE 
DAVID STARTS TO SMILE AND 
SOUND HAPPIER 

ON STAGE 
DAVID'S HAPPINESS BUILDS AS 
HE SPEAKS 

PALLBEARERS START REACTING 
AFFIRMATIVELY 

_ .. Redacted by the Permanent 

Subcommittee on Investigations 

So many of us warned the dearly departed about the 

risky - some may say reckless - behavior they 

engaged in. Throwing money around like 

Paris Hilton and selling products they don't really 

know or understand. But still the shock of their 

demise takes us by surprise. I guess we should have 

suspected s.omething when we heard they had their 

Option ARM amputated. They just couldn't stop the 

bleeding. 

And while it IS true that when you dance with the 

devil you have to expect to get burned, we are indeed 

sorry that it will be flames for eternity for them. A nice 

tan is one thing, but too much heat isn't good for 

anyone's complexion. 

Even while they danced the funky chicken on the very 

edge of the cliff, we always cared about them 

because - well, we hired so many of their best people 

to work for us, we felt a certain connection. 

And yet, if we look hard enough, we can see the good 

that also comes from their departure. 

MUS/CBED 
PLA Y/NG UNDERNEA TH DAVID: 
·NA,NA,NA, NA,NA,NA,NA,NA,HE~HE~HE~ 
GOODBYE" 

First off, Iheir pain has finally ended and that's a good 

thing. And now borrowers across the nation will all 

be better served with Simpler Banking and More 

Smiles! And some really scary and dangerous 
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ON STAGE 
THE FOUR PALLBEARERS JOIN 
DAVID IN SINGING AND 
PERFORMING A SIMPLE 
"VICTORY DANCE" BEFORE 
EXITING THE STAGE WITH THE 
COFFIN 

_ ... Redacted by the Permanent 

Subcomminee on Investigations 

people won't be on the street anymore. To tell you 

the truth, I never really liked them anyway. 

All of a sudden the dark cloud over the mortgage 

world has been replaced by blue skies and sunshine! 

And all of us will make more money and have more 

fun. So I guess the news really wasn't as bad as I 

thought it was, because it makes us want to say .. . 

DAVID AND THE PALLBEARERS 

(SINGING) 

-Na, na, na, na, na, na, na, na, hey hey hey, 

goodbyel" 

(DAVID AND THE PALLBEARERS KEEP SINGING 
UNTIL THEY ARE OFF STAGE) 
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_ - Redacted by the Permanent 

Subcommittee on lnvestil!,ations HURf O H D and COMPANY 

WaMu 
Home Loans Group 

President's Club 2006 - Kauai 
Business Meeting 

"I Like Big Bucks" Skit 
Performed to Sir Mix A Lot's, "Baby Got Back" 

VOG ANNOUCEMENT OF KAUAI KICK IT KREW 

Welcome back, ladies and gentlemen. And now for something completely 
different... It's a bold and very special tribute to all of YOU, performed by the one 
and only P. Club Posse! Please give ~ up for Kathy-.nd the Kauai Kick It 
Krewe wHh "I Like Big Bucksl" 

0:30 in original recording. Delete spoken voices.) 

KA THY 7 'ND HER "BIG BUCKS· RAPPERS MOVE INTO PLACE ON STAGE 
DURING THE INSTRUMENTAL INTRO. ONCE IN PLACE, THEY TURN THEIR BACKS TO 
THE AUDIENCE. 

AS THE LYRICS BEGIN, KA THY AND HER "BIG BUCKS· RAPPERS TURN AROUND TO 
FACE THE AUDIENCE WHILE THEIR LYRICS ACOMPANY THEM ON THE PROJECTION 
SCREENS. KA THY AND HER RAPPERS PERFORM SIMPLE CHOREOGRAPHY WITH THEIR 
LYRICS AS THE CHEERLEADERS MOVE IN TIME TO THE MUSIC. 

KATHY _ AND "BIG BUCKS" RAPPERS 
(Rap starts at 0:30 mark in original recording) 

I like big bucks and I cannot lie 
You mortgage brothers can't deny 
That when the dough roles in like you're pontin' your own cash 
And you gotta make a splash 
You just spends 
Like it never ends 
Cuz you gotta have that big new Benz 

All of that bUng you're wearin' 
Shining so bright peoples starin' 
It's crazy, I gotta ski Aspen 
That's all I'm askin' 

, 9 ~ !I 

f '" ~ 9 
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KATHY _ ~ND " BIG BUCKS" RAPPERS 

KATHY AND HER RAPPERS MOVE INTO THE AUDIENCE TOSSING PAPER PLAY MONEY 
INTO THE CROWD AS THEY CONTINUE RAPPING. 

My homegirts tried to wam me 
That rappin' big bucks 
Make me look comy 
Doh, root of evil 
Wrthout big bucks I'm feeling feeble 
Scuza me, scuze me, cuz my big bucks do amuse me 

On my vacations 
I tour all nations 
In style, while, luxuriating every mile 

I'm loving my estate 
Sorry can't unlock the gate 
Now a little botox and nips and tucks 
All it takes is big bucks 

So Players (yeahl) Players (Yeahl) 
Do you love to make big bucks (Hell yeah I) 
Well Be Baldi (Be Boldl) Be Bold! (Be Boldl) 
Be bold and make big bucks 
Make me big bucks, 

INSTRUMENTAL SCRATCH BREAK 
(Starts al1 :23 and runs to 1:38 in original recording) 

DURING SCRATCH BREAK: 

KATHY _ AND "BIG BUCKS" RAPPERS 

Pay me now AND pay me later 

.. Redacted by the Permanent 
Subcommittee on Investll'1l.tions 

(replaces "L.A. face with an Oakland booty" from original recording) 

Make me big bucksl 
KATHY AND 'BIG BUCKS- RAPPERS STRIKE A 'RAPPERS POSE' UPON DELIVERING 
THEIR FINAL LINE. 
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Perton •• dnce Review Form: Leadership (typically for levels 2-8; exception for levels 9-10 leaders with direct reports) 

ii:mployee ~ame Cher.y'I.F~lt~erl. Reviewer .. David Schneider/Ron Cathcart· 
, ulD U219369 Review Date 
;··iitiEi····································s'ip·;··C·hieTR·isk··Officer·:::··Ho·m·e·ioans···:··iiept:·N~n.;e.········'···Hom·e··Loans··································· .............................................. , 

GOALS: Refer to the 4-Steo Goal Seltlno Process for assistance on creating a goal. Beha vloral Ratino Scale 

Employee Goals Results/Comments 
Target Actual Rating Weight = Total 
Date Date (1-6, TNTR] (0/;) Rating 

GROWTH 35% 
1. Achieve Net Income - $340 MM for 2007 • $113MM loss in 01 12131/07 - 2 35% 0.7 
2. HL Product Sales (inc!. Conduit) 

1. Home Equity - $18B • HE Q1 - $7.559MM 
2. Subprime - $32B • Subprime Q1 - $2.028MM 
3. Option ARM - $33B • Opt Arm Q1 - $6.273MM 
4. Alt A - $10B • Alt-A 01 - $2.883mm 

3. Customer Satisfaction (Total HL)~ 55% • Cust ~at 54% (thru March), 
up from 53% 2006 baseline. 

'"CI 
~ 

RISK MANAGEMENT 25% ., 
9 1. Fully operationalize risk governance model HLRMC participation is 100% 12131/07 4 25% 1.0, 10> • = 2. Build best in class Modeling & Analytics Several key M&A hires to ~ • = 

tJ!j 
.... date; several positions yet to rn 

~ = 3. Achieve Basel II Compliance fill, but in jeopardy due to 
C" 
n budget constraints 
C) 

1-1 9 • Basel II on track 

= 9 • Repeat OTS criticism related 
1-1 a- 4. No repeat OTS criticisms to LBM underwriting 
~ 

~ 
~ 

(reasonableness of stated 
=It: 

C) 

= income) 
0'\ - 5. Improve Origination Quality ... =. • Unsatisfactory loan file review -= ~ scores still above target; good '" .... 

~. engagement with channels to 
10> 

drive improvement; launched .... 
Q' 
= Project MESA (management 
'" end-to-end self-assessment) 

INNOVATION 10% • Supported deployment of 12/31/07 4 10% 0.4 
1. Develop & introduce 'breakthrough" ideas MortgagePlus 

1. Mortgage Plus • Participating in Rate Reset 

! 2. COO Task Force 
I 3. Rate Reset Strategy • 50 yr product and Step Fixed 
il 4. Subprime product innovation Rate for Subprime in i 
I 5. My Community products development II 
! 2. Optimize pricing strategy across HL channels and products Significant progress made on \ • 
'1 improving channel profit 
I reporting, loan level credit 1 
1 analysis process improved, 1.'\ 

new rate sheet formats for all 
prime channels 

• Good success in simplifying -
pricing add-on structure 
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From: 

Sent: 

Rotella, Steve <steve.rotella@wamu.net> 

Friday, January 4,20083:37 PM 

To: 
Subject: 

Killinger, Kerry K. <u85059132441079@wamu.com> 

RE: comp 

I agree 100%. I will be seeing you late Friday, as Marc may have told you. After our last talk, 
which I appreciated, some time off, and some discussions with Marc, I have a few key items I 
want to discuss. 
I am committed to whatever it takes and like you want to take our best shot and make a 
recovery occur that we will all be proud of and will prove all the skeptics wrong (not to mention 
keep Jamie and others away). 
As I said, there are some spec"ific items I want to discuss with you that are important to me. I 
think they are more than reasonable, but need and want your input and thoughts, not to 
mention other suggestions that would be additive. These items revolve around broadening 
and strengthening our relationship, which I think has been very good, but can and should 
move to an even higher level at this crucial time. At the same, time I would like to get more 
insights about the future for me. I think these two things go hand in hand very nicely. I look 
forward to the talk a quiCk meeting of the minds. I want nothing more than to lock arms and 
drive the company with you and win, and to move forward personally at the same time. 
I also have a top 10 (or 12) list of our key tasks this year for discussion I would like· to get to. 
What is less clear right now is what that path out of the distressed asset whole we are in will 
be (bad grammar!), but as you will see, I think the #1 priority is to figure that out and then 
show the folks what that is. I also agree that once we do that, everyone either gets on or off 
the boat and move on. 
I am more than hopeful and confident that you and I can expand what we have done together 
thus far and look forward to our talk and then, hopefully, putting it in full throttle. 
PS Just got out from under anesthesia an hour ago, so I may not remember this, and hope I 
didn't make too many errors. 
----Original Message-----
From: Killinger, Kerry K. 
Sent: Thu 01/03/2008 10:57 PM 
To: Rotella, Steve 
Subject: Re: comp 
Steve, 
I think the keys are as follows: 
You and I need to be the champions of the near certainty of a turn around and upside for the 
stock. We then need to convince Tom, Todd and the other EC members. We ultimately need 
to tell folks to get on the train or get off. The key dynamic is for you and me to be in sync and 
to be united in telling the players to join us or leave. 
As an aside, our people have gone through a period of shock and are scared. They need 
leadership and they will follow us if we tell them it will all work out. What they don't need is a 
lot of analysis of what might go wrong. 
The 2008 bonus targets need to be achievable and controllable by our team. The four items 
mentioned today to you and Tom were the best I could come up with. We should find four 
measures that we feel good about and will motivate the correct behavior. 
In short, success of the comp program is up to you and me. I think we are putting the right 
economics and opportunities on the table. But we have to convince our folks that they will all 
make a lot of money by being with WaMu. 
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On this front, it was refreshing to hear the CLO candidate today give his assessment of why 
he was interested in joining WaMu at this point in the cycle and how much upside he thought 
we had in our stock. I got the same pitch from the President of Occidental Petroleum who 
wants to join our board. 
Let's keep talking. 
Kerry 
---- Original Message ----
From: Rotella, Steve 
To: Killinger, Kerry K. 
Sent: Thu Jan 03 22: 17: 19 2008 
Subject: Re: comp 

_ = Redacted by the Permanent 

The feeling people will have about this is tied to the level of pain on the cash bonus side. I 
think these levels look pretty good on the surface but each person will view them differently 
based on their sense of their ability to influence the stock price and personal time horizon. 
Unfortunately more than a few feel our stock price will not easily recover, that it is highly 
dependent on housing and credit and they can't influence that at all. This will come on the 
heels of what will be a terrible fourth qtr, and likely very poor results in the first half along with 
continued bad news in the environment. So we will have some people thinking, "this is nice 
but I don't see the upside in a time frame that works". Also, as you know folks feel very 
burned by the way their paper was tied to performance targets that they now see as 
unrealistic and tied to housing and have a jaundiced view of paper. 
That all argues for a path to show folks how we can get the bad stuff off, which will not be 
easy at all for awhile and I feel, a much bigger opportunity to earn cash next year. People 
want more certainty right now with some leverage, not a high dose of leverage with low cash. 
That said, I would love to see everyone get more paper if cash is to be hit hard, but 
understand there are lots of complicatio~ 
Using the numbers below, I do not think "'needs to be that high on restricted and would 
lower her to 500K. Otherwise the rest looks ok on a relative basis. 

Sent from my BlackBerry Wireless Handheld 
----- Original Message -----
From: Killinger, Kerry K. 
To: Rotella, Steve 
Sent: Thu Jan 03 18:45: 17 2008 
Subject: comp 
Steve, 
I could use your input on exec compo We need to visit with the HR committee next Monday on 
some preliminary recommendations. 
Our current thinking is to recommend that equity grants be in options this year. Probably 
staying with 10 year options. I wanted to do five year options so we could goose up the 
number of shares, but the accounting cost for a 5 or 10 year option is too close to make it 
worthwhile to do five year options. (This 'might change if accounting comes back with a 
different answer). We can issue more options than last year because of the lower stock price 
and the strike price should be attractive. But the value of options is higher than I would like 
because our stock price volatility has increased. So far, accounting is telling me it will cost us 
$5.50 per share in option costs. So $1.5 million of options would be about 272,000 shares. I 
will keep working on accounting to get the cost down as much as possible. 
In addition to the targeted equity grant which would be done in options, I am considering an 
additional restricted stock grant which would help a bit on retention and to help offset the low 
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bonus for 2007. 

_ = Redacted by the Permanent 

Subcommittee on Investi ations 

Here are some examples which I could use your input on. I took a rough cut based on the 
TMPs we discussed. 

1.8 million equity target. Issue $1.8 million of options and $750,000 of restricted. 
$1.5 million target. Issue $1.5 million of options and $750,000 of restricted. 

1.5 million target. Issue $1.5 million of options and $500 million of restricted. 
1.5 million target. Issue $1.5 million of options and $500,000 of restricted. 

$1.5 million target. Issue $1.5 million of options and $500,000 of restricted. 
me ow your thoughts on these. 

Kerry . 
Confidential Notice: This communication may contain confidential and/or privileged 
information of Washington Mutual, Inc. and/or its subsidiaries. If you have received this 
communication in error, please advise the sender by reply email and immediately delete this 
message and any attachments without copying or disclosing the contents. Thank you. 
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Steve Frank 

From: 
Sent: 
To: 
Subject: 

Killinger. Kerry K. (kerry.killinger@wamu.net] 
wednJia~ July 16. 200811:53 AM 
stev 
RE: Comp 

------ ~---~----

We would disclose the exclusion of EC members from the bonus plan. 
There wciuld be no disclosure of the retention cash payments. Option grants 
would be held off until whenever other compo actions were done. 

This would be good news for EC members other than Steve and Tom who would 
get nothing at this point. 

Confidential Notice: This communication may contain confidential andlor 
privileged information of Washington Mutual, Inc.and/or·its subsidiaries. 
If you have received this communication in error, please advise the sender 
by reply email and immediately delete this message and any attachments 
without copying or disclosing the contents. Thank you. 

-----Original Message-----
From: steve p ...... com [mailto:stevetl .. ~ com] 
Sent: Wednesday, July 16, 2008 11:48 AM 
To: Killinger; Kerry K. 
Cc: James H Stever 
Subject: Re: Comp 

Sounds OK to me. What formal disclosures are required? Does this mean 
you're holding off on option portion of retention? 
------Origina1 Message------
From: Kerry K Killinger 
To: Steve Frank 
Sent: Jul 16, 2008 11:44 AM 
Subject: Comp 

Steve, 

Daryl and I are recommending some comp actions and Jim Stever said he is 
fine if you are okay. 

We would like to have the HR committee approve excluding the exec Fom from 
the 2008 bonus and to approve the cash retention grants to the non NEOs. 
This would allow me to respond to questions next week regarding the bonus 
plan on the analyst call. And it would help calm down some of the EC 
members. 

Let me know your thoughts. 

Kerry 

Sent via BlackBerry by AT~l~~"""""""""""'" 
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From: 
Sent: 
To: 

Subject: 

FYI 

Melby, Randy <randy.melby@wamu.net> 

Wednesday, March 5, 2008 7:44 PM 

Chippendale, Bill <william.chippendale@warnu.net>; Timberlake, Bridget 
<bridget.timberlake@wamu.net>; Dahl-Amundson, Debbie D. 
<debbie.arnundson@wamu.net>; Dunlap, Erin <erin.dunlap@warnu.net>; Thoreson
Rogers, June C. <june.thoreson-rogers@wamu.net>; Snyer, Michele P. 
<michele.snyer@wamu.net>; Johnson:, Robert <robert.johnson.u236246@wamu.net> 

WaMu Board Shields Executives' Bonuses - WSJ Article 

WaMu Board Shields Executives' Bonuses 
By VALERIE BAUERLEIN and RUTH SIMON 
March 5, 2008; Page A3 

The board of Washington Mutual Inc. has set compensation targets for top executives that will exclude some 
costs tied to mortgage losses and foreclosures when cash bonuses are calculated this year. 

The move, approved last week !ind disclosed in a securities filing late Monday, essentially shields the pay of 
chairman and chief executive of the thrift, Kerry Killinger, and more than 100 other executives from the 
continuing mortgage fallout. 

Washington Mutual has been hit hard by the housing crisis. The nation's largest thrift by market cap is exposed 
to s.ome of the worst housing markets in the U.S., where home values are sinking and foreclosures are soaring. 

In the fourth quarter; the thrift reported a $1.87 billion loss fueled by a shai-p increase in its reserve for loan
related losses. Loan-loss provisions on mortgages, as well as foreclosure costs, will be left out of the new 
formulas. 

In the filing, the human-resources committee ofWaMu's board, which approved the compensation targets, cited 
the "challenging business environment and the need to evaluate performance across a wide range of factors." 
The committee said it will "exercise its discretion" to determine the exact amount of the cash bonuses for 
executives covered by the plan and "subjectively evaluate company performance in credit risk management and 
other strategic actions." 

In a statement late yesterday, WaMu said, "The success with which credit costs are managed will unequivocally 
continue to be a major part of the Board's final deliberations." The company added that it will include further 
information on the company's compensation philosophy in its proxy statement later this month. 

The new formula angered some WaMu investors, who have seen the value of their holdings shrivel as the 
thrift's mortgage troubles worsened. In the past year, WaMu's share price has tumbled about 70% -- to where it 
was about 12 years ago. The shares fell 26 cents, or 1.9%, to $13.39 in New York Stock Exchange composite 
trading. "They've cost their shareholders a lot of money," said David Dreman, chairman of Dreman Value 
Management LLC, which holds 27.9 million WaMu shares. "Bonuses should be given to the executives who 
enhance shareholder value, not destroy it." 

. In a research report, Frederick Cannon, an analyst with Keefe, Bruyette & Woods, expressed concern that the 
cash-bonus formula "could result in executive focus away from issues, particularly credit management, that we 
feel are critical to the success" ofWaMu. Mr. Cannon, who is forecasting a steep loss by WaMu this year 
largely because of housing woes, called on the company's directors to "revisit the 2008 compensation plan and 
make managing credit a top priority of senior management with objective rather than SUbjective measurements." 
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Compensation experts described the structure of the bonus program as unusual. According to the filing, 30% of 
cash bonuses for WaMu executives will be based on net operating profit, excluding "loan loss provisions other 
than related to our credit card business" and "expenses related to foreclosed real estate assets," the filing said. 
Another 25% of cash bonuses will be based on non-interest expense, excluding restructuring costs and 
"foreclosed real estate assets." . 

Top WaMu executives had their bonuses slashed last year by more than half. WaMu directors wanted to 
develop a plan that would not penalize executives for market conditions beyond their control but would also 
allow discretion to judge individual performance, according to a person familiar with the board's thinking. 

Last year, WaMu directors gave more weight to whether the company hit per-share earnings targets. The 
financial impact ofloan-Ioss reserves and foreclosures wasn't excluded from calculations of cash bonuses. As a 
result, Mr. Killinger, 58 years old, was eligible for about one-third of his target bonus last year. In January, Mr. 
Killinger told analysts that he wouldn't accept any 2007 cash bonus because ofWaMu's poor results. 

Mr. Killinger's total compensation for 2006 was $14.3 million, including a $1 million salary. He got a 2006 
bonus of about $4.1 million. His total compensation for last year hasn't been disclosed yet. 

Mark M. Reilly, a partner at 3C-Compensation Consulting Consortium in Chicago, said it is more common 
when making changes for companies to keep an old compensation system in place for the top five or six 
officers, but to revamp the bonus structure for midlevel executives.1ohn Buckingham, CEO of AI Frank Asset 
Management Inc. in Laguna Beach, Calif., which holds about 119,000 shares ofWaMu according to FactSet 
Research Systems Inc., said the board was being realistic by trying to show that it still is possible for executives 
to earn a bonus. "You have to do things to keep them," he said. "It might not be politically correct, because the 
captain's supposed to go down with the ship. But in the real world, that's not how it works." 
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WaMu creditors could challenge 
payments to Killinger, others 
By Melissa Allison 
Seattle Times business reporter 

Creditors in Washington Mutuallnc.'s bankruptcy could go 

after a $16.5 million cash severance payment promised to 

ousted CEO Kerry Killinger, experts said. 

While federal regulators seized WaMu's banking operations 

last week and sold most of them to JPMorgan Chase, the 

WaMu holding company that previously owned the bank filed 

for bankruptcy protection and now will be scrutinized by 

creditors with more than $5 billion in claims. 

I n trying to get back some of their money, they can challenge 

payments made to corporate insiders during the year before 

bankruptcy, several experts said. 

That includes Killinger's severance payment and a $7.5 million 

Signing bonus for his successor, Alan Fishman, who ran the 

bank for 18 days before it failed. 

Fishman's Signing bonus would be difficult to reclaim, said J. 

Scott Bovitz, who practices bankruptcy law in Los Angeles. 

"It's not for 18 days of work; it's for starting out," Bovitz said 

of the Signing bonus, which would have to be considered too 

rich compared with signing bonuses for other executives with 

similar backgrounds before a court would reclaim it. 

Killinger's severance, however, could be recovered for a 

number of reasons, .including whether he used his best 

business judgment in running the company. 

"There's a certainty that a creditors' committee will look into 

this very carefully, because it's a lot of money going out the 

door," Bovitz said. 

WaMu has not said whether Killinger's severance was paid. 

in its last days. 

Fast money 
1------- ---... ----.... ------... --.----

Kerry Killinger 
Ousted CEO was promised $16.5 million in severance 

!Alan Fishman 

l~~~~ mi~i~~_~~~.~~.:~~.~~_~~ .. ~i~.~i~i~~_~~_~~_~~d _~~~_g~~ 
"Most executives get a lump sum, and it's paid immediately, however you want to define that," said David Sclimidt 
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at James F. Reda & Associates, an executive-compensation consulting firm in New York. 

It is unclear whether Fishman and other top executives are now employed by JPMorgan or WaMu's holding 

company. Efforts to re.ach WaMu executive vice president Stewart Landefeld, who went on leave from the Seattle 

law firm Perkins Coie to do legal work for WaMu, were unsuccessful. 

Depending on where they work, Fishman and other executives who leave could see their employment contracts a€" 

including severance a€" honored by JPMorgan, or put behind secured creditors in bankruptcy court, where their 

chances are slim. 

"If executives have millions of dollars due to them, they're not going to get it," said Harlan Platt, a professor of 

finance at Northeastern University in Boston. 

It is also unknown whether Killinger sold the $5.1 million in WaMu stock he owned when he was ousted. That 

stock, like the shares of other stockholders, would now be virtually worthless. 

Schmidt cited the example of Dick Fuld, CEO of Lehman Brothers, who was thought to have sold his shares as the 

investment bank collapsed toward bankruptcy. It turned out that he held onto several million shares until they were 

worth mere pennies. 

"He may have expected it to turn around, and Killinger may have been in that same boat," Schmidt said. "Ultimately 

what happened, we don't know." 

Indeed, questions abound for the bank's new owners in New York and the old company in bankruptcy. 

JPMorgan is deciding what to do with WaMu's pension and deferred-compensation plans. It also must decide 

which WaMu employees, including top executives, it will hire and who will receive severance. 

For its part, the holding company does not even know how much it has in assets. In a securities filing on Tuesday, 

the company said it is trying to figure out the status of its assets, which include $5 billion in cash that was on 

deposit at WaMu. 

JPMorgan spokesman Tom Kelly had no comment. 

Melissa Allison: 206-464-3312 or mallison@seattletimes.com 

Copyright © 2008 The Seattle Times Company 



(206) 377-2496 (fax) 
todd.baker@wamu.net 
**Note my contact information is updated as of September 5,2006. Please update your 
contact information so we don't lose touch. 
---Original Message----
From: Killinger, Kerry K. 
Sent: Friday, October 12,20073:51 PM 
To: Baker, Todd 
Subject: Re: Can you take a look at this before Monday and give your blessing? 
I don't trust Goldy on this. They are smart, but this is swimming with the sharks. They were 
shorting mortgages big time while they were giving CfC advice. 
I trust Lehman more for something this sensitive. But we would need to assess if they have 
the smarts we need. 
---- Original Message ---
From: Baker, Todd 
To: Killinger, Kerry K. 
Cc: Casey, Tom; Williams, Robert J.; Rotella, Steve 
Sent:· Fri Oct 12 15:36:00 2007 
Subject: Can you take a look at this before Monday and give your blessing? 
Kerry: The Finance team, under Tom, is starting next week to look at structural ideas around 
large scale credit risk transfer (everything from good bank/bad bank to securitization ideas). 
We would like to bring in a top investment banker to help us brainstorm and think these 
issues through. The idea at this point is to understand what the range of options is and begin 
to prepare preliminary plans. We want to be in a position to move forward quickly in the event 
that market conditions shift or something becomes executable. 
A key to our success will be absolute confidentiality, so we want to discuss these issues with 
only one banker only and not let the other firms know anything about our thoughts or process. 
This will involve disclosing confidential WM information, which will probably require an 
engagement letter and a fee discussion. 
Our strong first ch,oice for this effort would be Goldman Sachs, as John Mahoney is the 
smartest banker overall, the best at thinking about financial structures, has been through this 
before, and'his firm is the deepest. He also has the advantage of understanding the CFC 
situation. - - - - - - .. - - .. - - . - -- - ' 

If Bill Longbrake is right we could be in for a rough road ahead and hiring the best brains is 
always wise when the stakes are high. Goldman also has the strong balance sheet, market 
heft and risk appetite to do many things themselves for us that others couldn't as part of the 
solution. On the other hand, they are very expensive and we may have trouble getting John's 
full attention. John himself is very discreet but we always need to worry a little about Goldman 
because we need them more than they need us and the firm is run by traders. Nevertheless, 
we recommend going with John on this. 
One alternative choice would be Doug Simons at Credit Suisse, as he is incredibly bright and 
creative, although with less practical experience with credit risk transfer vehicles. He would be 
very loyal and give us 150% effort. The firm backup would be somewhat weaker but they 
would view it as a plum assignment. This would be a risk that Doug couldn't deliver but there 
is also a chance that we could end up with something unique and out of the box that would 
work. 
Lehman would be another alternative choice. The internal dynamics there are better than they 
were but it is still a problem getting coordination between Phil (who would insist on running 
things) and the rest of their team. There are some strong people there, Phil has a good 
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intuitive sense of structuring and he has been through this before. If we could get the right 
people involved and stay out of their internal squabbles they would do a good job for us. On 
the downside, the emotional cost of dealing with Phil's needs (which often seem more 
important than ours) is steep. His loyalty is a plus. 
We would not recommend Morgan Stanley, despite the strong relationship, because we 
believe Kirk/John are less strong around complex deal structures, tax, accounting etc. Oliver 
at UBS is smart and creative enough, but the team is an unknown. 
Unless I hear otherwise from you we'd like to contact John Mahoney at Goldman after our first 
internal meetings next week to see if they have the capacity for something like this. Can you 
let me know before Monday if you object? 
Todd 
Todd H.' Baker 
Executive Vice President -- Corporate Strategy & Development 
Washington Mutual Inc. 
1301 Second Avenue, WMC 3301 
Seattle, WA 98101 
(206) 500-4191 (phone) 
(206) 377-2496 (fax) 
todd. baker@wamu.net 
**Note" my contact information is updated as of September 5, 2006. Please update your 
contact information so we don't lose touch. 

Confidential Treatment Requested by JPMC 



From: 
Sent: 
To: 
Subject: 

x-gs-classificalion: 

Morris, Loren 
Wednesday, February 21, 2007 7:34 AM 
Gasvoda, Kevin 
HE: Request to Talk 

Internal-GS 

Great. I spoke to Doug yesterday and he related we have WAMU's attention. He is looking 
into the status of the $6MM requested for repurchase back in October. Then we will discuss 
a game plan go forward. I expect to hear back by Friday. Is there a senior contact at New 
Century you would like me to contact? I don't have any contacts. Spoke to Mike Koch of 
Fremont yesterday. I expect to talk to him again today. I can see I'll have to ride him. 
Thanks, Loren 

-----Original Message----
From: Gasvoda, Kevin 
Sent: Tuesday, February 20, 2007 9:15 PM 
To: Morris, Loren 
Subject: RE: Request to Talk 

Yes, Dave Becker. Sparks can be helpful here. thnx 

-----Original Message----
From: Morris, Loren 
Sent: Tuesday, February 20, 2007 8:45 AM 
To: Gasvoda, Kevin 
Subject: Re: Request to Talk 

() 

Also, David mentioned that he would discuss with Doug's boss. I believe his name was David 
Beckman. I sense, Doug is not empowered, but is now duly directed. I intend to bring home 
some cash. 

----- Original Message 
From: Gasvoda, Kevin 
To: Morris, Loren 
Sent: Fri Feb 16 20:06:31 2007 
Subject: RE: Request to Talk 

Thanks Loren, let's go get 'em. 

-----Original Message----
From: Morris, Loren 
Sent: Friday, February 16, 2007 8:04 PM 
To: Gasvoda, Kevin 
·Subject: Re: Request to Talk 

My sense from discussion with David is that he is not surprised there are problems and we 
can start with Doug. He would intercede as required. 

----- Original Message 
From: Gasvoda, Kevin 
To: Morris, Loren 
Sent: Fri Feb 16 19:19:21 2007 
Subject: RE: Request to Talk 

PS - the good news on this front is that Doug is reasonable and likes us. Flip side is I 
didn't think he had the power to "fast track" us really though. 

-----Original Message----
From: Morris, Loren 
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Sent: Friday, February 16, 2007 2:05 PM 
To: 'david.schneider@wamu.net' 
Cc: 'doug.potolsky@wamu.net'; Gasvoda, Kevin 
Subject: Re: Request to Talk 

- = Redacted by the Pennanent 

Subcommittee on Investi ations 

Thanks David. I hope the powder is good. Enjoy your vacation. Doug, I look forward to 
working with you. I can best be reached via email and cell phone: 708 218-1978. Thanks, 
Loren 

Original Message 
From: Schneider, David C. <david.schneider@wamu.net> 
To: Morris, Loren 
Cc: Potolsky, Doug <doug.potolsky@wamu.net> 
Sent: Fri Feb 16 13:19:30 2007 
Subject: Re~ Request to Talk 

As we discussed today I think it is best for you to start the conversations with Doug 
Potolsky. I hagve copied Doug on this email. 

ds 

Original Message -----
From: Morris, Loren @gs.com> 
To: Longbrake, Bill A.; ~chneider, David C. 
Cc: Gasvoda, Kevin < @gs.com> 
Sent: Thu Feb 15 09:18:08 2007 
Subject: RE: Request to Talk 

Thanks Bill. David, I'm sorry we keep missing each other. Since you're going on vacation 
tomorrow, your secretary suggested sending an email. . 
Perhaps you can call when you f~ee up. David, as you may know, Goldman and Long Beach/WaMu 
have had a long standing and successful relationship for years. Among other things, 
several billion in first liens have been purchased over the past two years as well as 
approximately $1.5 billion. in second liens. Further, Goldman recently was the lead on one 
your own securitization shelf, which I understand went well. We value the relationship. 

However, we have several 2006 second lien deals in which Long Beach was a major 
participant. Moreover, Long Beach continues to service a sizeable amount of these loans. 
These deals are performing dramatically worse than other second lien deals. in the market 
during 2006. As you can imagine, this creates extreme pressure, both economic and 
reputational, on both organizations. The investors are demanding answers, decisive action 
and resolution. I've been asked to assist with the resolution of these repurchase issues. 

My goal is to work through the issues by engaging the originator at a senior level early 
in the process. Although we have a small amount of the total potential repurchase claims 
in your offices, I'd like to avoid a lengthy and laborious debate and engage a senior 
person in your organization to work with us side by side to short circuit the process. 
I believe this will serve us both well and lead us to an equitable arid early resolution. I 
will be the primary contact at Goldman and look forward to speaking with you soon. I can 
best be reached via email or by cell phone at: (708) • Thanks, Loren 

-----Original Message-----
From: Longbrake, Bill A. [mailto:bill.longbrake@wamu.netj 
Sent: Wednesday, February 14, 2007 12:52 PM 
To: Schneider, David C. 
Cc: Morris, Loren 
Subject: Request to Talk 

David - you may recall Loren Morris from the Housing Policy Council when you were 
attending on behalf of Citigroup Mortgage. At that time Loren was with HSBC and was' 
HSBC's representative.. Both of you have moved on. 
Loren is now with Goldman Sachs. Goldman Sachs is contemplating becoming a member of the 
Housing Policy Council. 

Loren would like to talk to you directly about Goldman's business with WaMu, specifically 

2 
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the securitization business Goldman does with Long B'each mortgages, I gave Loren your 
Seattle office telephone number, He will be calling you, Loren's telephone number is: 
212 cell phone 708 He is traveling today, 

3 
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Subject: (HOLD)Managing Risk Inherent in HFI & HFS Portfolios (Jim Vanasek) 

Start: 
End: 
Show Time As: 

Recurrence: 

6/1/200512:00 PM 
6/1/20052:00 PM 
Busy 

(none) 

Tell me tomorrow what this conflicts with and we will resolve ATM 

-----Original Message-----
From: Vanasek, James G.<james.vanasek@wamu.net> 
To: Meola, Tony T. <tony.meola@wamu.net>i Hillis, Mark R. <mark.hillis@wamu.net>i Mattey, 
Joseph <joseph.mattey@wamu.net>i Tierney, Ann <ann.tierney@wamu.net> 
CC: Rotella, Steve <steve.rotella@wamu.net>i Killinger, Kerry K. 
<kerry.killinger@wamu.net>i Casey, Tom <tom.casey@wamu.net> 
Sent: Tue May 24 09:22:20 2005 
SubJect: Strategic Planning Meeting 

In preparation for the Board Meeting in June, I have scheduled the following 2 hour 
meetings starting today at 1:30 with Joe and Ann. The next meeting is set for' June 1 at 
9:00 AM and the following is June 3 at 11:00. The following week we are scheduled for 
June 6 at 9:00 and June 8 at 1:00 and June 10 at 9:00. 

The purpose of all these sessions is to get ourselves prepared for a presentation at the 
June Strategic Planning Meeting of the Board scheduled for June 20 but, more importantly, 
to take the work that has been done on Asset Allocation and Portfolio Management as a 
starting point and begin to apply it to managing the risk inherent in our HFI and HFS 
portfolios. 

We have four key objectives: 

1. systematically remove some of the higher risk/under priced elements of the 
portfolio either through disposition of the loans or finding a way to wrap the loans with 
a Fannie or Freddie guarantee. This applies equally to prime and sub-prime assets. 

2. Create a game plan for backing away from some of the current industry practices 
that have now become the focal point of the regulatory agencies and mainstream press. 
The avalanche of publicity on interest only, home equity, neg am and sub-prime expansion 
that has occurred in just the last three or four weeks is amazing. The current issue of 
Fortune with its cover story is a perfect example, not to mention the daily drumbeat in 
the WSJ and weekly references in Business Week. For example Business Week had a prominent 
statistic about interest only loans as a percentage of volume having increased from 1.5% 
to 31% of ,all mortgage loan volume -if true this is a staggering number, especially 
combined with the huge increase in non-owner occupied. We must expect a through grilling 
by the Board with all of these red alerts in the press. Mary Pugh has already registered 
her concerns as Chair of the Finance Committee. 

3. out of all this discussion we must come up with a .better mechanism for making 
business line and credit decisions. We absolutely must improve upon the process and then, 
once a decision is made, all get firmly behind whatever conclusions are reached. 

4. We must resolve the open credit positions in Home Loans and come to terms with the 
issues surrounding compensating factors, EDE, BEDE, emerging market loan standards and 
the overall process by which we communicate with the field. This includes resolving the 
historical problem around endless appeals to higher authority on out of the box loans. 

There is a critical balancing act that must take place here, and it must be done 
quickly. 

When we are further along in the process we will need to bring Keith Johnson and craig 
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into the discussion to the extent that we need to resolve any sub-prime product issues. 
Decisions need to be reached with respect to both the HFI and HFS. I am particularly 
concerned about some of the HFS loans that could easily become very illiquid if the 
market begins to react to the current spate of Fed warnings, press coverage and 
regulatory commentary. I am concerned about the regulatory agencies. 

While Mark is out this week we will attempt to get the required information together so 
that we can begin making decisions next week. 

I will keep you advised as to our progress. JGV This message (including any attachments) 
is CONFIDENTIAL and may contain SENSITIVE information. DO NOT disseminate this 
information-to parties who do not have the authorization to view this material. If you 
are not the intended recipient of this information or an employee or agent responsible 
for delivering this message to the intended recipient(s), please do not read, 
disseminate, distribute or copy this information. If you have received this message in 
error, please contact the sender immediately. Washington Mutual reserves the right to 
monitor all e-mail. Electronic mail sent through the Internet is not secure. 

Thank you, Jim 
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From: 
Sent: 

To: 
Subject: 

Schneider, David C. <david.schneider@wamu.net> 

Monday, March 20,200610:16 PM 

Feltgen, Cheryl A. <chery1.feltgen@wamu.net> 

Re: Organizational Changes in Enterprise Risk Management 

Good plan. Snow is awesome! ds 
----Original Message---
From: Feltgen, Cheryl A. 
To: Schneider, David C. 
Sent: Mon Mar 2019:13:122006 

_ = Redacted by the Permanent 

Subcommittee on Investi ations 

Subject: RE: Organizational Changes in Enterprise Risk Management 
I think Ron (and Hugh for that matter) is not focused at all on what is going on in appraisal. I 
am in a very awkward position since I need to make some key decisions and I feel 
responsible for the people (and by the way, they are in my budget), but they don't report to 
me. Both Diane Ludlow and Michelle White asked me today to try to do what I could to get 
appraisal to report to me. Hugh is disengaged on the subject. My plan is to go to Hugh first, 
see if he cares and then go to Cathcart. It seems very logical to me. I raised it as Ron was 
finalizing his org announcement. He just didn't want to deal with it. I think his mind has been 
on other parts of the organization. By the way, ~as totally shocked when 
she heard the news that she was being terminated. Didn't see it coming at all. I think she may 
have been the only one at WaMu who didn't see it coming. 
Hope the skiing is fabulous with all that new snow .... and hope with all these phone calls, 
emails and Fed Ex packages, you still find a little time to shut it all out and enjoy yourself. 
Cheryl 
---Original Message---
From: Schneider, David C. 
Sent: Monday, March 20, 20067:03 PM 
To: Feltgen, Cheryl A. 
Subject: Re: Organizational Changes in Enterprise Risk Management 
I hope the appraisal answer is only short term. 
----Original Message-----
From: Feltgen, Cheryl A. 
To: Beck, David; Berens, John; Castro, Rob R; Feltgen, Cheryl A.; Fortunato, Steve; 
Giampaolo, Michael J.; Hattemer, Francis S.; Jones, Jeffrey R; Meola, Tony T.; Pollack, 
Wayne A.; Roberts, Patricia M.; Robertson, Edward; Schneider, David C.; Stephenson, 
Richard; Veksler, Angela D.; Zarro, Michael R 
Sent: Sun Mar 1918:25:192006 
Subject: FW: Organizational Changes in Enterprise Risk Management 
You may have already received a very general announcement regarding the organizational 
changes that were announced for Enterprise Risk Management last Friday. In case you didn't 
receive it and to provide some greater clarification about the change, I am forwarding the 
announcement that Ron Cathcart made to the risk team. An organization chart is attached 
below. 
I think the changes are very positive. Ron Cathcart's vision for the role of the Chief Risk 
Officer is to be "the voice of Enterprise Risk in the business and the voice of the risks in the 
business to Enterprise Risk". The organization change should facilitate much better 
communication than has existed in the past. Ron is dedicated to developing "a more efficient 
organization with closer alignment to the business". The new structure will be helpful in 
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implementing the changes that will soon be recommended by the Op Ex project that is 
. focused on the various loan review functions including CRO and CQT. Appraisal services will 
continue to report to Hugh Boyle pending the outcome of our confidential exploration of 
strategic alternatives for the providing of appraisal services. Thanks for the continued support 
my team and I have received from all of you during the evolution of the risk organization. 
Please do not hesitate to contact me with any questions you may have . 
. Thanks. 
Cheryl 

From: **Ron Cathcart 
Sent: Friday, March 17, 20062:02 PM 
Subject: Organizational Changes in Enterprise Risk Management 
During the ERM all-hands teleconference call a few weeks ago, I introduced my vision for 
Enterprise Risk Management as a more efficient organization with closer alignment to the 
business. Effective immediately, I am announcing several organizational changes which will 
help support this vision. . 
Alignment to the Business 
It is critical that ERM has heightened exposure to all of the risks in each line of business. As a 
result, the senior risk officers, Mark Hillis, Cheryl Feltgen and Marc Wright will report to me as 
Chief Risk Officers for their respective business lines. Chaomei Chen, Chief Risk Officer for 
Card Services, will also report to me. Each will have a double reporting line into their 
respective lines of business. 
Managing WaMu's credit risk and maintaining solid risk oversight is crucial to the ongoing 
success of WaShington Mutual. Hugh Boyle, after serving several months in an acting role, 
has been named Chief Credit Officer for the enterprise. His role will expand to include the 
Credit Risk and Corporate Risk Oversight groups and he will report to me. Lorri Evans and 
Blake Nesmith will now report to Hugh. I want to thank Hugh for admirably stepping up in an 
acting role over the last couple of months during this transition. 
Integrated Compliance Organization 
We have opportunities to fully integrate and combine best practices of our Compliance 
organizations. Richard Lewis, formerly head of Enterprise Risk Management at Card 
Services, will relocate to Seattle and will manage a combined Compliance organization as 
Chief Compliance Officer. In this role, Richard will report to me. Susan Allison, Greg Imm, 
Diane Novak, Carl Rood, Meg Sczyrba, and David Skanderson will report to Richard. 
As a result of the realignment of the Compliance and Corporate Risk Oversight groups, 
Melissa Martinez has left WaMu to pursue other opportunities. I want to thank Melissa for her 
contributions to the company while leading Compliance and Corporate Risk Oversight over 
the last four years. 
Leveraging Market Risk Success in Operational Risk 
The disciplined quantitative approach developed in Market Risk can be applied to Operational 
Risk. Michelle McCarthy has demonstrated exceptional leadership with the Market Risk team. 
Her responsibilities will expand to include these two groups and she will report to me. Both 
John Stewart and Vi Johnson will report to Michelle. 
With the merger of Market and Operational Risk, Reid Adamson will be leaving WaMu to 
pursue other opportunities. I want to thank Reid for the solid leadership he brought to both the 
Internal Audit and Operational Risk teams during his tenure. 
Aligning Risk Management Services 
In an effort to streamline processes and services across the company, the following groups 
will be realigned. 
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* Brian Parker's Fraud team will lead an initiative to develop Enterprise-wide fraud 
management capabilities for the organization. He will report directly to Mark Hillis and the 
Retail Bank where our risk exposure is highest. In this role, he will coordinate with segment
level fraud specialists to enhance a firm-wide view of risk. 
* Corporate Security will join the corporate property team in CAD under Benson Porter. Barry 
Himel will report directly to Dave Murphy, where the team will be able to develop a strategic 
approach to security assets of employees and securities. 
* Cyber Investigations and Intelligence will join the TSG organization under Deb Horvath. 
Wen Tseng will report directly to Dave Cullinane. 
* Annie Searle's Enterprise Risk Services will now have a dotted line into Michelle McCarthy 
and will continue reporting to Deb Horvath: 
Creating an Enterprise Risk Group 
We will be developing an Enterprise Risk Group to organize and deliver ERM commitments to 
budgets, projects, board presentations, and other enterprise-wide programs. We will post for 
the leadership position of this group immediately. In the meantime, Dan Crisp, Thomas 
Henning, and Roberta Martoza will report directly to me. 
Looking Forward 
While the changes affect how we support the business structurally, the majority of employees 
will continue to have the same manager and the same day-to-day responsibilities. Since we 
are a dynamic organization, each manager has been 'asked to evaluate their teams to make 
sure the needs of the business are met. 
I ask you to join me in thanking Melissa and Reid for their many contributions to our success 
over the years. We wish them all the best in their next career endeavors. 
Thanks for a great job and your patience while I evaluated the organization. Our business 
partners and I are confident that these changes will allow us to take Enterprise Risk 
Management to the next level at WaMu. I look forward to our ongoing success in 2006. 
An updated organizational chart is attached for your reference. If you have any questions, 
please speak with your manager. 
-Ron 
«ERM March 2006 Org Chart. pdf» 
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II Washington 
Mutual 

DATE: 

TO: 

FROM: 

RE: 

MEMORANDUM 

October 3, 2006 

Board of Directors Audit Committee of Washington Mutual, Inc. 
and Board of Directors Audit Committee of Washington Mutual 
Bank 

Ron Cathcart, Chief Enterprise Risk Officer 

State of ERM: Effectiveness and Resource Adequacy Overview 

Action Requested: Review materials to gain perspective on Enterprise Risk 
Management's effectiveness and resource adequacy in carrying out its mission 
and responsibilities. 

Summary: At the request of the Audit Committee ERM will provide a quarterly 
update on ERM effectiveness and resource adequacy. An overview of this 
material will be provided to the Audit Committee on the State -of ERM. 

Key components of this overview include: 
2006 Hits & Misses 
Functional Risks & Opportunities 

- Key Initiatives I Projects 
Summary of 2007 Key Goals & Initiatives 
ERM organizational updates 
ERM finanCial plan (NIE) overview 
Resource I FTE trends 
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I Effectiveness 
Enterprise Risk Management Performance Overview 

2008 Hits & MI .... 

Hit. 
o ERM re-organlzed to better align with business; estabOshment of Chief Risk Officers 

o Enhanced Risk GOIIWmance Structure; formed Enterprise Risk Management Committee 
(ERMC) and Business Risk Committees 

• Significant progress toward Basel" co""Oanc8 

• Successful cross-functional conaboration on deposit loss Initilltives 

• Reduction In OTS criticisms 

o ERM Acco""lIshments at Board of Director level: 

• DeDYered Credit Risk Strategy & Business Model Improvement 

o Approved Enterprise, Market, and Credit Risk Govwrnance Structure 

• Established ERMC policy and re-allgned Asset Lieblrlly Mllnllgement lind Market 
Risk Committee poRcles 

o Approved Value et Risk Methodology for Market Valued.Buslnesses. 

o Approved Credit and Market Risk Appetite 

o Enhllnced Semi-Annual Board Enterprise Risk Reports (metric driven, I'wd looking) 

o Streamlined Audit Committee reporting 

MI •••• 

• Model Govemance and Validation behind schedule 

• Commercial Risk Reting Re-deslgn project 

Key InlUatlvos I ProJects 

• B •• elll program 

• Electronic Decision Engine (EDE) 

• Model Validation Govemance 

• Risk Govemance program - Phase 2 (proposed) 

• Credlt.Technology Roadmap (proposed) 

FuncUonal RI.ks & Opportunltlos 

RI.k. 
o Challenging expense environment 

• Remixing capabilities (people, analytlc.~ process, technology) to support new 
operating model and manage Balance Sheet remix implications. 

Opportunities 

• Leverage Business Process Outsourcing, Workforce Optimlzetion and Operational 
Excellence to drive further productivity 

• Improve Operational Risk Manllgement as Chief Risk Officers build capabiUties 
within the businesses 

o Improve risk data and Information sharing through govemance structure and 
reporting mechanisms 

• Promote Increased cross-sell through Electronic Decision Engine utilization 

o Strengthen Risk Management Integration wtth slreteglc and financial planning 
processe. 

• Leverage technology enhancement and data govemance strategy across Risk 

Summary of 2007 Key Goals & InlHaUves 
• . Support business In achieving financial goals 

• Further develop WlIMu risk appetite and supporting risk limits 

• Operatlonallze risk govemance model 

• Enhance Basel" risk Infrastructure and monitoring 

• Ensure e""cllve control lind complillnce 

• Build modeOng lind metrlcll-bssed ERM capllbilitles 

• Elevate lind fully Integrate role of Chief Risk Officers In lines of business 

• Build enterprise fraud mltiglltion cllpllbOllles 

• Drive productlYity lind IIchleve ERM financllll pilln 

• Increllse organizational e""ct!veness with emphllsls on retention lind slltisfllction 
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ERM Organization 
ERMOrganlzatlon (2-down View) 

1111111111111111 

Additions Commentary; 
• Chief Risk OfIIcers established (Q206) 
• Chief Compliance OfIIcer, Richard Lewis (Q1 06) 
• Enterprise Risk Operations, Karin Znamlrovschl (Q306) 

HR Dma as ofAYa 'OS" 
·Tumover: Voluntary 13.9% 
·Tumover: layoffs lS.1% 
·Spans of Control 5.37 
"dlllllllnnulllizild & incfudllllllpprlllSQ/ ,..-----.,---~-..,._'-----_r---' .......... : 
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ERM Budget/HIE Walk 

SXOr-~~--~~---'~r-------------

S2M+-~~t---f~~--f:«~-----------

SIM 

SHlO 

so 
2005 

Tot.1 Y.a, 
Actual. 

2008 
Tot.IY •• r 

Plan 

2ot1! 
Total Year 
Fore""st 

2008 
YlOAclual. 

Aug3t 

2008 
Y1OPI.n 
Aug 31 

DRotaii 
R1stc 

DHL Risk 

III Corrrnl 
R1stc 

IlCS Risk 

• Corp 
ERM 

Commentary; 
• Continued to establish ERM foundation while realizing 

5% productivity gains In 2006 (e.g. Operational 
Excellence review ottlle review and quality assurance 
functions, rationalization of compliance functions and 
realignment of credit risk functions 

• Outsourced Home Loans appraisal function (-40o-FTE) 
• Renegotiated Corporate Insurance policies (,j,$4M) 
• Continue evaluation of centralized vs. decentralized 

functions 
• Implement automated tools to enhance rlsk·mgmt 

capabilities and drive further efficiencies In 2007 
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Drill Down 
Corporate ERM - FTE Trend 

Corporate ERM 
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II Washington Mutual 

1------

2006P 2006F 

• 2006 reductions primarily driven by migration of Credit Risk 
oversight and certain analytic funCtions to business units (~70 FTE) 

• Consolidated and rationalized Compliance Risk functions (~20 FTE) 
• Plan is for Operational and Market Risk groups to maintain relatively 

flat staffing levels 
• Reevaluate all other open positions and continue to assess 

centraHzed vs. decentralized staffing levels 

• 2006 Increase due to addition of Card Services Audit group 
• Future staffing dependent on 2007 Audit Plan and underlying risk 

assessments 
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II Washington Mutual 

Business Segment Risk - FTE Trend 

• Decrease In '06drlven by 
substantially outsourcing 
Appraisal function 

• Additional emclencles 
gained by conipany-wlde 
operational excellence 
review of quality assurance 
andftle .revlew functions 

• Recruiting difficulties 
experienced In 2006 for 
required skill sets 

• expansion In key analytlcs 
functions required to 
support business growth 

Retllil Risk 

R~II.,mI FTf • Rat •• a_nil: 

m .. ""'. """. 

Card Services Risk 

..... """. ...... 
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I Drill Down 

• Recruiting difficulties 
experienced In 2006 for 
required sldll sets 

• Plans are to maintain 
consistent staffing and 
resource levels 
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From: 
Sent: 
To: 
Subject: 

Great letter. 

From: 
Sent: 
To: 

Cc: 

Subject: 

Cathcart, Ron 
Wednesday, January 03, 2007 7:47:08 PM 
FeHgen, Cheryl A. 
RE: Year-End 2006 Message for the Home Loans Risk Management Team 

Feltgen, Cheryl A. 
Tuesday, December 26, 2006 3:33 PM 
Addison, Bruce; Agharokh, Ben; Aguilera, Cindy D.; Aina, Victor; Alfano, Deana C.; Allison, David D.; Atanasov, Atanas D.; 
Augustyn, Jeff; Avera, Joseph P.; Avera, Tisha V.; Baker, Kelly A.; Baloun, Angela K.; Barker, Christopher; Baughman, Brian D.; 
Baum, Buddy T.; Baysore, Chris; Beckner, Kathy; Beggs, Amy; Bentivegna, Bethany; Berk-Axelson, Nancy E.; Bevan, Debbie I.; 
Beyer, Dean; Biglin, Brian J.; Bilgera, Vanessa L.; Bortz, andy; Boutin, Kendra L.; Brand-Foshag, Jennifer S.; Breeding, Diana G.; 
Brennen, Mollie J.; Brown, Lakasia M.; Bruton, Kerry; Bubb, Barry C.; Buchberger, Steven C.; Bucher, Frank; Buffington, Jared M.; 
Bull, Sushuma R.; Burkhart, Greg; Burris, Tyson W.; Cabrera, Patricia A.; Cahill, Michelle M.; Camara, Anna Liza; Campion, Tamela 
D.; Carlson, CheryiLynn; Carmody, Candice; Carmona, Joanne; Cascone, Jeanne J.; Case, Lori K.; Castaneda, Carolina; Chamberlin, 
Scott A.; Chambers, Joanne; Chaparro, Noemi; Chen, Frederick C.; Chen, Henry C.; Christopher Jr, Bill; Cochran, Judith; Coggins, 
Janis A.; Collins, Carol; Collins, Sandy J.; Columbus, Steven D.; Coons, Jodi; Copeland, Theresa; Cordi, Maryanne; Crain, Mary L.; 
Crisher, Deborah A.; Cruz, Pablo; Cumbee, Donna F.; Cummlsford, Mark R.; Cursio, Toni K.; Czervionke, Matthew R.; Dagenais, 
Doris M.; Dahlgren, Ann L.; Daverio, Mariame B.; Davis, Kristie L.; Davis, Terry D.; Dayley, Cindy; Deaver, Deborah J.; Dehart, 
Cyndi M.; Delara, Kathy J.; DeMartin, Debra L.; Dickmann, Jennifer L.; Dillon, Jim; Dommel, Kelly; Down, Michael C.; Downing, 
Scott; Duemmel, Sherrie F.; Eaton, Bradley; Eggerud, Pearl; Elliott-Jones, Jodi; Ellis, Adam L.; Engelhart, Faith A.; Ennis, Randy; 
Eriksen, Bjorn; Faulk, Jeanne E.; Feltgen, Cheryl A.; Ferenchik, Robert J.; Fiedler-Hemstead, Casey M.; Finamore, Debbie; Ank, 
Aaron; Ascher, Dale D.; Fleenor, Wendy; Fong, Susan K.; Foster, Deborah; Friedrich, Scott V.; Gates, Jeff L.; Gentry, Vicki; George, 
Carole; Gilbert, Glenn R.; Gonseth, Nancy C.; Gordon, Scott A.; Grimsley, Patricia J.; Grout, James W.; Guardalabene, Paul S.; 
Guevara, LOlita; Gwaltney, Shawn M.; Hacaga, Barrie; Haines, Troy L.; Hamilton, Roxanne; Hanagami, Tina L.; Hanson, Scott P.; 
Hashimoto, Courtney; Havel, Dan; Hawkins, Gloria; Heck, Judy A.; Hicks, Joy; Hiers, David L.; Hiltner, Debra J.; Hinds, Doug S.; 
Hobart, MaryJane; Hohrath, Lisa; Holland, Robert J.; Hollman, Christopher W.; Holloway, Sandra H.; Holm, Jo; Horak, Karyn; Horn, 
Rhonda; Housley, Jodie L; Huang, Holley; Hufford, Scott; Hunt, Sherry A.; Imperato, Arnold; Ingram, Gary R.; Ivers, Marie T.; 
Jackson, Julaine M.; Jackson, Teri L.; Jamerson, Sue; Jarnigan, Pam L.; Jimenez, Lisa; Joans, Michelle L.; Johnson, Jacqueline; 
Johnstone, Brian D.; Jones, Barbara A.; Jones, Inga P.; Jordan, Jack G.; Kalli, Elaine C,; Karp, Alex; Kaspic, Diana J.; Kelley, Sandy 
L.; Kerosky, Philip A..; Kim, Aeri; Kim, Roger; Kimber-Grant, Carla L.; King, Kellie; Klansky, Rhonda K.; Klinger, Alice M.; Kohler, 
Jennifer; Kovach, Debra L; Kover, Wanda J.; Kwong, SuiMei; Laake, Sally L.; Laird, Heather; Lanman, Steven B.; Larkin, Dorothea 
E.; Lednicky, Greg J.; Lee, Duk; Lee, Mabel; Lee, Richard K.; Lee, Young; Lehrmann, Dawn M.;LI, Yajuan; Liman, Yeliana; Lin, 
Yang; Linden, James P.; Liu, Jing; Llu, Yamei; Luckett, Rhonda S:; Lynch, Sandy; Macleod, Jennifer; Madsen, Heather J.; Magee, 
David D.; Main, Robert M.; Major, Tom; Maloy, Thomas S.; Marenkevich, Carla; Marks, Robin; May, Candice; McCoppin, Richard P.; 
McLeod, Bonnie J.; MCWilliams, Carol; Mearite, Laurie T.; Meisner, Mark K.; Meltzer, Shannon E.; Metting, Michele L.; Meyer, 
Randall S.; Millman, Leslie G.; Mitchell, Robyn M.; Mitchell, Stacy; Montgomery, Susan E.; Mooney, Matthew; Moore, Jan; 
Mortensen, Ernie; Navarre, Cody; Neeld, Georgett L.; Nelson, Allen C.; Nelson, Kerry K.; Nester, Suzanne; Ng, Michael; Nietling, 
Gregory J.; Noblin, Dena; Noguera, Eileen G.; Norton, Tait 0.; O'Connor, Lumen; O'Dwyer, Rory F.; O'Keefe, Janet M.; Oliver, 
Robert E.; Olson, Dennis C.; Ong, John S.; Oscarson, Anthony R.; Ota, Mary E.; Oung, Kourandy; Pad, Robert L; Page, Greg; 
Panek, Laura M.; Park, Alex; Pari<, Kwan S.; Parker, Michael; Parris, Shay; Parrish, Nelida C.; Patterson, Linda L.; Perry, James E.; 
Petersen, Jill c.; Pierce, Amanda; Pirkey, James P.; Pirkey, Lisa F.; Prevost, Donna J.; Prostredny, Jennifer; Pustorino, Peter L.; 
Quinlan, Laura L.; Ralleta, Jeffrey R.; Remiszewski, Julie; Rijal, Asim; Riley, Linda; Rivera, Laura M.; Roberts, Quinn R.; Roberts, 
Terrence J.; Rogers, Cory; Rookmaaker, Peggy A.; Ross, Karen A.; Routier-Kane, Kelly S.; Rupcic, Yadranka; Sailers, Tony; Sang, 
Xiaoyu; Schmuhl, Elizabeth A.; Sellers, Carianne; Shaw, Robert H.; Shepherd, John M.; Sherrod, Carol C.; Shilley, Patricia A.; Smith
McCrainey, Denise; Smith, Carl G.; Smith, Claudia J.; Smith, Robert 0.; Snead, Patricia S.; Snyder, Lucy; Solero, Ed; Somers, 
Kimberly E.; Somoza, Glorivette; Song, Jane; Starnes, Sandra L.; Steward, JeSSica; Stewart, Angela; Stone, Deborah; Strickland, 
Deb; Stucki, Terry A.; Taylor, Chris; Taylor, Suzanne; Thomas, Carla R.; Thompson, Laquitha D.; Tran, Andrew Q.; Trotter, 
Douglas; Troutwine, Chad C.; Tscheekar, Rosa-Maria; Tuma, Dave; Turner, Amy S.; Vaa, Jeffrey; Valenzuela, Christina; Visperas, 
Oemence; Wade, Denny; Waelde, Sean D.; Walter, Sharon S.; Wamsley, Donna L.; Washbond, Christine J.; Wilkins, Joan; Will, 
Kimberley; Willard, Donna M.; Williams, Joan; Woods, Donna L.; Xue, Ken; Young, Deborah A.; Young, Tammy L.; Yount, Jeff J.; 
Zelmon, Mary V.; Zimmerman, Karen A. 
Schneider, David C.; Cathcart, Ron; Domer, Jake; Soter, Ellen M.; Ganem, Beth; Taylor, James C.; Barrett, Tanya L.; Riveron, Lois 

L. 
Year-End 2006 Message for the Home Loans Risk Management Team 

As we approach the close of the year 2006, it is fitting to reflect on the challenges and accomplishments of this 
past year and to look forward to 2007 and beyond. Earlier this year, David Schneider and the leadership team 
of Home Loans articulated a new business. strategy that included: (1) a shift to higher margin products (Alt-A, 
subprime and home equity); (2) reducing market risk particularly the volatility associated with hedging the 
mortgage servicing rights asset and taking on more credit risk and (3) aggressively attacking the cost 
structure. We have made great strides as a business on all of those fronts and you have all been a part of 
those accomplishments. You have partnered successfully with the business units of Home Loans in pursuit of 
our collective goal to drive profitable growth with the right balance of risk and retum. Here are just of few 
examples of the accomplishments of the Home Loans Risk Management Team in support of the business 
goals: 
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• An entirely new decision engine (EDE 2.0) was deployed in October with a 15% net increase in auto
approvals (52% to 67% overall auto approval rate). The year 2007 will include the expansion of EDE to 
home equity and subprime and the integration of pricing into the underwriting decision logic. 

• The redesign and rebuilding of the Recourse & Recovery Team in Jacksonville reducing FTE from 42 
to 21 while accomplishing outstanding economic results with $49 million recovered and $109 million 
cured defects in 2006. 

• Dorado PriceMaster was successfully deployed to support Wholesale pricing. Adjustments to pricing 
and product rules that used to take weeks or months to be implemented can now be updated daily, real 
time. Responsibility for pricing in the prime channels moved from Capital markets to production 
business managers ... pricing managers were appointed for each channel as the single point of contact 
for channel-specific pricing strategy and tactics. 

• The former corporate Credit Risk Oversight Team and the Home Loans Credit Quality Team were 
combined eliminating redundancy, saving $3.4 million annually and creating simplified, more actionable 
reporting for the business. 

• The Home Loans Risk Management Committee was created as part of the new risk governance 
structure of WaMu placing critical decision-making for many of the risks in the Home Loans business in 
the hands of the Home Loans leadership team. 

• Residential appraisal services were outsourced with a significant annual savings. The outsourcing 
converts a formerly fixed expense into a variable expense for cost management given market volume 
fluctuations. . 

• Our appetite for credit risk was invigorated with the expansion of credit guidelines for various product 
segments including the 620 to 680 FICO, low doc loans and also for home equity. The approval of the 
home equity cross sell program resulting in $766 million in fundings as of November. 

• Partnering with the Capital Markets Team to obtain approval for the subprime and home equity conduit 
investment programs and new ventures including building a collateralized debt obligation ("CDO") 
business. 

• Implementation of several credit policy changes in subprime and creation of a SWAT team to reduce 
first payment defaults. 

• Supporting the leadership of the Mortgage Banker Finance ("MBF") Team on completing key initiatives 
including the CP conduit providing an opportunity to meet 2006 growth and income goals. In 2006, 
MBF added approximately 60 new customers and exceeded their 2005 net income despite the 
challenging external environment. 

You should all be very proud of these accomplishments. I would also like to thank our Elite Group winners for 
their outstanding contributions, working with all of you, toward achieving the goals of Home Loans. Our Elite 
Group winners are: Dan Havel, Lori Case, Noemi Chaparro, Joanne Carmona, Jeanne Faulk, Courtney 
Hashimoto, Casey Hem~tead, David Hiers, Marie Ivers, Debra Kovach, Jim Linden, Nellie Parrish, Jim Perry 
and Doug Trotter. Please take a moment to read the attachment for more details on their good work. 

The year 2007 will be another challenging year for the mortgage industry with mortgage origination volumes 
down, the inverted yield curve putting pressure on profitability and gain on sale margins at lower levels than 
prior years. The focus on the three key elements of our 2006 strategy remain important: shift to higher margin 
products, reduce market risk and increase credit risk and attack the cost structure. We must continue to find 
new ways to enhance productivity ... finding new ways to be more efficient with better results, but. ... more is 
needed. The world's most successful companies not only efficiently contain their cost structure, but also grow 
their revenue in profitable ways by completely satisfying their customers' needs. In 2007, we must find new 
ways to grow our revenue. Home Loans Risk Management has an important role to play in that effort. 

David Schneider has encouraged us to "BE BOLD". Embrace the WaMu core values as we work to deliver on 
our brand promise of "simpler banking and more smiles". Recognize that "we are all in sales" passionately 
focused on delivering great products and service to our customers. Take responsibility, recapture the· 
innovative WaMu spirit and reach for the stars. 

Ron Cathcart has encouraged us to continue to build a much more sophisticated modeling & analytics 
capability. This will be critical to guide good decisions as we knowingly take on more credit risk to improve our 
returns. We are off to a good start, but there is much work yet to be done. 
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I am very proud of what you, the Home Loans Risk Management team, have accomplished. I am full of hope 
and optimism for what will be achieved in 2007 and beyond. We have built a strong foundation and now we 
must deliver good financial results. Thank you for your continued commitment. Enjoy the time with your 
families and friends over the holidays. In 2007, we will continue to build our analytics capabilities, BE BOLD 
and inn~vative and ... reach for the stars! . 

Cheryl 

« File: Elite Group Winners 200S.doc » 

Ms. Cheryl A. Feltgen 
Senior Vice President 
Chief Risk Officer, Home Loans Division 
WaMu 
1301 Second Avenue 
WMC4001 
Seattle, WA 98101 
Phone: 206.500.4952 
Fax: 206.377.2391 
Email: cheryl.feltgen@wamu.net 
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From: Cathcart, Ron 
Sent: Wednesday, February 20, 2008 12:49:46 AM 

McMurray, John To: 
CC: Rotella, Steve; Killinger, Kerry K. 
Subject: RE: Credit Cost Forecast (Un)reliability 

To this list I would add poor underwriting quality which in some cases causes our origination data to be suspect 
particularly with respect to DTI. Long Beach quality was a chronic problem. Home Equity also had quality issues which 
Home Loans only began to correct after it took over the product in mid '06. Changes in process also played a part. The 
use of one rather than two scores in join applications is an example of this. All of these factors cause our data to have less 
predictive power. 

From: McMurray, John 
Sent: Tuesday, February 19, 20082:10 PM 
To: Rotella, Steve 
Cc: Cathcart, Ron 
Subject: Credit Cost Forecast (Un)reliability 

As a follow up to our brief conversation earlier today, here is a brief initial outline to your question as to why credit cost 
forecasts have been so unreliable. 

GENERAL OBSERVATIONS 

1. Concentrations. We're heavily concentrated in two dimensions that have traditionally been safe. Now, these two 
dimensions are unusually stressed. 

A. Mortgage Loans. Our concentration to residential real estate, especially if we consider (our lack of) credit 
enhancements, is far greater than any other major institution. Within residential, we tend to be concentrated in the 
higher risk product types (e.g., Option ARMs, 2nds, Subprime, Low Doc). While residential real estate has 
historically been less risky than other asset classes, this cycle is markedly and disastrously different. 

B. Geography. Our concentration to California and Florida, which approximately half of the HFI portfolio, is greater 
than other major institutions. While these states have historically been less risky than other geographies, this cycle is 
markedly and disastrously different. 

2. Environmental Uncertainties. People are tired of hearing "unprecedented," but the environment is truly and 
astoundingly unprecedented. 

A. Guideline Expansion. Prior to the downturn in home prices, the industry had expanded guidelines and products 
beyond what had existed in previous cycles. There are no historical data for some of these combinations, particularly 
in a stressed environment. . 

B. Home Prices. Home price patterns over the past several years departed substantially from historical norms. Our 
portfolio tends to be concentrated in those geographies where this departure was most pronounced. 

C. Liquidity. The lack of liquidity in the primary and secondary markets is without precedent. 

3. Predisposition to Optimism. As an institution, we have an understandable predisposition to optimism. This 
predisposition tends to (at least unconsciously) bound extreme forecasts. 

A. Messenger. No one likes to deliver bad news, and the news on the provision has been unrelentingly bad. 

B. Consequences. At some point, the tide will turn and the bad news will abate. In the meantime, there are adverse 
consequences to over predicting. 

PROVISION & NCO FORECASTS 

4. Provision Forecasts. Key reasons that provision forecasts have been unreliable include: 
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A. NCO Effects. Much of our recent provisioning has been simply replacing ALLL that was 'consumed by high levels 
of charge-ofts. Any spikes and/or volatility in NCOs will immediately be felt in the provision. 

B. NCO Forecasts. A crucial element in a provision forecast is an NCO forecast. Business line NCO forecasts, 
particularly those for residential mortgages, have been inaccurate as the environment turned. See NCO Forecasts 
below. 

C. Structural Changes. The underlying ALLL models are based on empirical data. As a result of structural changes 
in the environment, these models have been (and will need to be) updated. These updates introduce additional 
volatility . 

5. NCO Forecasts. Key reasons that NCO forecasts have been unreliable include: 

A. Environment. The environment has been unprecedented in several key dimensions: 

Guideline Expansion. Prior to the downturn in home prices, the industry had expanded guidelines and products 
beyond what had existed in previ6us cycles. There are no historical data for some of these combinations, 
particularly in a stressed environment. 

Home Prices. Home price patterns over the past several years departed substantially from historical norms. Our 
portfolio tends to be concentrated in those geographies where this departure was most pronounced. 

Uquidity. The lack of liquidity in the primary and secondary markets is without precedent. 

B. Infrastructure. As the infrastructure for processing NCOs accelerated from a standstill to warp speed, 
imperfections have been revealed. 

C. Lags. Numerous lags are inherent in the NCO infrastructure and forecast. While these are not a problem in less 
tumultuous environments, they are problematic in the current environment. More than half of the January mortgage 
loan NCOs appear to be driven by lag related dynamics. 
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From: Schneider, David C. 

Sent: Friday, February 22, 2008 3:54 PM 

To: 
Subject: 

Feltgen, Cheryl A. <cheryl.feltgen@wamu.net> 

Re: 4pm 10K Audit Committee Meeting 

Agree. I wonder if we should explain the rationale for why we accepted low doc. ie -
compensating factors and higher returns. 
ds 
---- Original Message ----
From: Feltgen, Cheryl A. 
To: Schneider, David C. 
Sent: Fri Feb 22 11 :33: 14 2008 
Subject: Fw: 4pm 10K Audit Committee Meeting 
Do want to make the call here? I would suggest using the word "majority" and deleting the 
word "significantly" to avoid the multiple interpretations of the word and for the point you 
raised about the performance difference not all being attributable to doc type. I think the point 
is still adequately conveyed without "significantly". Wanted to get your view before "replying to 
all". Thanks. 
Cheryl 
---- Original Message ---
From: McMurray, John 
To: Schneider, David C.; Feltgen, Cheryl A.; Haines, Troy L. 
Cc: Cathcart, Ron; Landefeld, Stewart M. 
Sent: Fri Feb 22 11: 13:29 2008 
Subject: FW: 4pm 10K Audit Committee Meeting 
Here's the exact sentence (see below). Words in CAPITALS are potential additions or 
deletions. Based on the most recent conversations, I recommend replacing "significant" with 
"majority" in the beginning of the sentence and potentially moving "significant" to later in the 
sentence as shown below. 
"A MAJORITY of the loans in the Company's residential portfolio were originated using limited 
documentation of income, net worth or credit history. These limited documentation loans have 
a [SIGNIFICANTLY] higher risk of default than fully documented loans." 
-----Original Message-----
From: McMurray, John 
Sent: Friday, February 22,2008 11 :01 AM 
To: Schneider, David C.; Haines, Troy L.; Feltgen, Cheryl A. 
Subject: RE: 4pm 10K Audit Committee Meeting 
Those differences in delinquency seem significant to me, especially considering the 
requirements for low doc are generally more stringent than full doc. Nonetheless, you are 
absolutely right that it's hard to isolate underlying causes from rolled up numbers like these. 
Given what I've observed, we don't really have the data here to a rigorous statistical analysis. 
That's why I defaulted to what I've observed everywhere else. 
IMO, you guys should be making the final call as to whether we keep or delete "significant." 
---Original Message-----
From: Schneider, David C. 
Sent: Friday, February 22,2008 10:39 AM 
To: Haines, Troy L. 
Cc: Feltgen, Cheryl A.; McMurray, John 
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Subject: RE: 4pm 10K Audit Committee Meeting 
Thanks for these #'s. The #'s do show a difference although it is hard to tell if it is all due to 
doc type. John, how would you suggest we disclose in the 10k? Also, we should be clear 
about our doc relief and where it was allowed. 
ds 
----Original Message----
From: Haines, Troy L. 
Sent: Fri 02/22/2008 10: 15 AM 
To: Schneider, David C.; Feltgen, Cheryl A. 
Cc: Woods, John F.; Shaw, Robert H.; Havel, Dan 
Subject: RE: 4pm 10K Audit Committee Meeting 
Dan is pulling the numbers from EDE right now and can respond. 
I would suggest that the wording in the 10K (higher default risk for low doc) is a reference to 
the through-the-door population. What we should be looking at is the performance of loans 
booked with borrower requested doc relief vs those booked with lender granted doc relief. 
The performance comparison and balances (as of 1/31/08) are provided below: 
Balances (in $ millions): 
Full doc Low Doc 
Option Arm 12,83640,734· 
Hybrid 10 14,11629,074 
Fixed 2,905 1,907 
Total 29,857 71,715 
60+ days delq: 
Full doc Low Doc 
Option Arm 3.63% 4.96% 
Hybrid 10 1.01% 1.73% 
Fixed 3.26% 4.30% 
Total 2.36% 3.63% 
Troy 
----Original Message---
From: Schneider, David C. 
Sent: Friday, February 22,20089:28 AM 
To: Feltgen, Cheryl A.; Haines, Troy L. 
Cc: Woods, John F.; Shaw, Robert H. 
Subject: Re: 4pm 10K Audit Committee Meeting 
Yes. Can we estimate the #? ds 
----- Original Message -----
From: Feltgen, Cheryl A. 
To: Schneider, David C.; Haines, Troy L. 
Cc: Woods, John F.; Shaw, Robert H. 
Sent: Fri Feb 22 07:40:22 2008 
Subject: Re: 4pm 10K Audit Committee Meeting 
Weare now able to track what percentage are doc relief versus borrower requested, but that 
flas not been the case historically so I am not sure we have reliable percentages for 
everything in HFI. Is that correct, Troy? . 
David, would you like me to send a note to Tom Casey and the others involved in finalizing 
the 10-K that we would like to deletethe word "Significant"? Let me know. 
Thanks. 
Cheryl 
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--- Original Message ----
From: Schneider, David C . 

. To: Feltgen, Cheryl A.; Haines, Troy L. 
Cc: Woods, John F.; Shaw, Robert H. 
Sent: Fri Feb 22 07:00:47 2008 
Subject: Re: 4pm 10K Audit Committee Meeting 
I agree "significant" is too strong. Also, what are the actual %'s? How much is doc relief vs 
borrower requested? 
ds 
----- Original Message----
From: Feltgen, Cheryl A. 
To: Haines, Troy L. 
Cc: Schneider, David C.; Woods, John F.; Shaw, Robert H. 
Sent: Fri Feb 22 06:23:02 2008 
Subject: Re: 4pm 10K Audit Committee Meeting 
Thanks, Troy. I think we should delete the word "significant". While it is true that a majority of 
the loans on the books are low doc, that is a mixture of borrower requested and lender 
granted low doc so I think it is misleading to say that all low doc loans have a higher risk of 
default. David and John, what are your thoughts? Looks like this needs to get resolved as 
soon as possible today. 
Cheryl 
----- Original Message ----
From: Haines, Troy L. 
To: Feltgen, Cheryl A. 
Cc: Schneider, David C.; Woods, John F. 
Sent: Thu Feb 21 22:29: 19 2008 
Subject: 4pm 10K Audit Committee Meeting 
Cheryl- I was unable to make the 4 pm meeting due to a small family emergency. However, 
Bob dialed-in and has provided a brief summary below. It is my understanding that the 
supporting material we provided was sufficient in showing recent deterioration in low doc 
performance (relative to full doc) and that the latest language found under the "Loan Products 
have features that may result in increased credit risk" category was tentatively approved. The 
specific language includes the following statement: 
"A significant percentage of Option Arm loans in the Company's portfolio were originated 
using limited documentation and have a higher risk of default than fully documented loans." 
As you have noted, it is important that language found in the 10K be balanced, accurate, and 
not provoke emotional reactions from the reader. While the reference to low doc loans having 
higher default risk is accurate, I do have some reservations using the word "significant". 
"Significant" can mean different things to different people and will no doubt trigger a reaction 
from investors. The last thing we want to do is imply that our entire Option Arm portfolio is low 
(or no) doc and that it resembles (characteristics and performance of) an Alt-A book ... this 
can't be further from the truth. 
I understand that there may still be opportunity to influence and change the wording in this 
section. Bob has a note out to James to get confirmation on the decisions made today. 
Please let me know if you have any questions. 
Troy 
----Original Message---
From: Shaw, Robert H. 
Sent: Thursday, February 21, 2008 6:30 PM 
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To: Feltgen, Cheryl A; Haines, Troy L. 
Subject: RE: WMI 10-K Audit Committee distribution 
Cheryl and Troy, 

_ = Redacted by the Permanent 

Subcommittee on Investi ations 

Although the CDC meeting covered several issues unrelated to Home Loans, two issues were 
discussed: 
1) The Option ARM low doc language was approved as written. Everyone agreed that Alan 
could expect questions about our definition of "low doc" (aus-granted relief for income, assets, 
employment versus borrower-requested low doc), how much low doc Option ARM balances 
are in portfolio, how much worse is the expected low doc performance relative to full doc. 
2) Quite a bit of discussion about the NCO process occurred in the context of whether it is a 
"control deficiency". The agreement was "yes" and that work during Q1 would address that 
deficiency. . 
In general, it was difficult to hear all the conversations and understand the final wording of 
approved changes. I will reach out to James MacKenzie for notes. 
Robert H. Shaw 
Home Loans Risk Management 
WaMu 
206-500-1407 (office) 
509-w-.mobile) 
robert.shaw@wamu.net 
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From: Cathcart, Ron 

Sent: Sunday, March 18, 2007 7: 17 PM 

To: Rossi, Clifford <clifford.rossi@warnu.net> 

Subject: FW: DJaft Subprime Mortgage Guidance -- Draft WaMu Position 

----Original Message---
From: Schneider, David C. 
Sent: Thursday, March 15, 2007 4:41 PM 
To: Cathcart, Ron; Feltgen, Cheryl A. 
Cc: Robinson, John 
Subject: Re: Draft Subprime Mortgage Guidance -- Draft WaMu Position 
Based on Today's conversation, I don't see a need to do anuthing now. If there is a pr benefit 
from stopping purchase business we can re-address. We have a mtg tomorrow with pr staff. 
ds 
----- Original Message ----
From: Cathcart, Ron 
To: Feltgen, Cheryl A. 
Cc: Robinson, John; Schneider, David C. 
Sent: Thu Mar 1508:35:21 2007 
Subject: RE: Draft Subprime Mortgage Guidance -- Draft WaMu Position 
Recall we discussed ceasing purchases immediately which did not qualify. We were going to 
wait re Long Beach. 

From: Feltgen, Cheryl A. 
Sent: Thursday, March 15,20074:13 AM 
To: Cathcart, Ron 
Cc: Robinson, John; Schneider, David C. 
Subject: RE: Draft Subprime Mortgage Guidance -- Draft WaMu Position 
I haven't taken any action to implement. I am waiting for us to reach a consensus internally on 
exactly what we want to do. 
Cheryl 

From: Cathcart, Ron 
Sent: Wednesday, March 14,20076:28 PM 
To: Feltgen, Cheryl A. 
Cc: Robinson, John; Schneider, David C. 
Subject: RE: Draft Subprime Mortgage Guidance -- Draft WaMu Position 
We are saying: 
"We are currently revising our qualifying standards for sub prime home purchase mortgage 
loans to include an analysis of the borrower's ability to repay the debt at a fully indexed rate, 
assuming a fully amortizing repayment schedule." 
Have we taken action to implement? 

From: Robinson, John 
Sent: Tuesday, March 13, 2007 2:32 PM 
To: Schneider, David C.; Cathcart, Ron; Chapman, Fay; Feltgen, Cheryl A.; Longbrake, Bill 
A.; Gaspard, Scott 
Subject: Draft Subprime Mortgage Guidance -- Draft WaMu Position 
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Importance: High 
Here's my first cut at a position that I believe reflects the discussion last night. My apologies 
for adding a couple philosophical quips. I'll paste it below for those reading on Blackberry. 
John . 
(206)500-4149 
CONFIDENTIALITY NOTICE: This message (including any attachments) is confidential and 
may contain sensitive information. Do not disseminate this information to parties who do not 
have the authorization to view this material. If you are not the intended recipient of this 
information or an employee or agent responsible for delivering this message to the intended 
recipient(s), please do not read, disseminate, distribute or copy this information. If you have 
received this message in error, please contact the sender immediately. Washington Mutual 
reserves the right to monitor all e-mail. Electronic mail sent through the Internet is not secure. 
PROPOSED STATEMENT ON SUBPRIME MORTGAGE LENDING 
WAMU POSITION 
March 13,2006 
We commend the agencies for issuing this guidance. It's clear that the subprime mortgage 
market and some of the players in that market have at least tested the bounds of fair 
disclosure and prudent underwriting, if not operated outside those bounds. While we welcome 
the guidance to the banking industry, it's important to note that a large portion of the subprime 
mortgage market today occurs outside the heavily regulated banking industry. For both the 
benefit of consumers and for competitive equity purposes, good public policy demands the 
application of the final standards to the non-bank universe, preferably through the federal 
regulatory process. 
* WaMu fully supports the goal of the agencies in ensuring that consumers are given the right 
information at the appropriate time in a form that is understandable and that will enable them 
to understand the risks as well as the benefits and costs of the mortgage products they are 
considering. We believe this is unarguable. 
* We also fully support the goal of the agencies in ensuring that mortgage loans to consumers 
are made in a prudent fashion that includes an analysis of the borrower's ability to repay the 
loan according to its terms - at the fully indexed rate and assuming a fully amortizing 
repayment schedule. The agencie·s are right to focus the guidance on product structures in 
the subprime market that have the potential for substantial near-term payment shock, where it 
is less likely that the consumer's ability to pay will increase during the initial payment term. 
* Nevertheless, because borrowers' financial circumstances, needs and preferences vary 
widely, even in the subprime markets, prudent underwriting needs to account for a variety of 
factors, not just a point in time estimate of the borrower's debt and income. As a result, it is 
very importanUor examiners, in evaluating banks' underwriting, to recognize that a single
minded focus on rule of thumb ratios in analyzing ability to pay is inappropriate and that a 
bank with significant experience in mortgage lending and good risk management should be 
granted substantial latitude in its underwriting decisions. 
* It is also important to note the risk that this guidance could, if not carefully implemented by 
examiners in the field, result in an unfortunate, abrupt reversal in the expansion of home 
ownership to many more Americans that has occurred in the last 15 years. While it's likely 
that some of those loans should not have been made, many more are sound and have 
enabled those home owners to begin to build an ownership stake in their neighborhoods and 
improve their financial health. Since loan underwriting is a matter of probabilities, not 
certainties, it is important to understand that any change in underwriting standards will affect 
potential borrowers who will eventually turn out to be good loans as well as those who would 
turn out to be bad loans. It is crucial to find th.e right balance. 
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* Even though we generally support the guidance, we are concerned that it could lead to a 
denial of credit in the near term for borrowers who are currently in loans that will experience 
payment shock in the next two or three years, .Ieading to an large and unnecessary increase 
in foreclosures in this market. We ask the bank regulatory agencies to make clear in the final 
guidance that banks are encouraged to work with borrowers who may experience difficulty in 
meeting their payments to restructure or refinance loans to those borrowers to minimize costs 
to both the borrowers and the lenders .. 
* WaMu's mortgage loans are already consistent with most of the standards and principles 
outlined in the proposed guidance and we have tightened our underwriting standards in a 
variety of ways over the last year.[1] We are currently revising our qualifying standards for 
subprime home purchase mortgage loans to include an analysis of the borrower's ability to 
repay the debt at a fully indexed rate, assuming a fully amortizing repayment schedule. 
* We will continue to work with existing borrowers to avoid unnecessary foreclosures and 
provide loans they can repay. 
[1] It might be useful for reference purposes to identify examples: including taxes, insurance 
in qualifying payment; prepayment penalty limits; loans not made solely on collateral value; 
balloon payments 

[1] It might be useful for reference purposes to identify examples: including taxes, insurance 
in qualifying payment; prepayment penalty limits; loans not made solely on collateral value; 
balloon payments 
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From: 
Sent: 
To: 
Cc: 

Subject: 

Attach: 

Cathcart, Ron 

Monday, March 19, 2007 8:46 PM 

Schneider, David C. <david.schneider@wamu.net> 

Chapman, Fay <fay.chapman@Wainu.net>; Rotella, Steve <steve.rotella@wamu.net>; 
Casey, Tom <tom.casey@wamu.net>; Feltgen, Cheryl A. <cheryLfeltgen@wamu.net> 

FW: Follow-up information to last evening's call regarding subprime interagency 
guidance, etc .... 

NTM Impact New 20070315 Revised.xls 

Clearly a different set of facts, which argues in favor of holding off on implementation until required to act for public 
relations (CFC announces unexpectedly) or regulatory reasons. 

From: Park, Alex 
Sent: Monday, March 19,20075:17 PM 
To: Feltgen, Cheryl A.; cathcart, Ron 
Cc: Hyde, Arlene M.; Potolsky, Doug; Weisbrod, Jay A.; Sinn, Susan M.; Smith-McCrainey, Denise; Wilson, John; Coultas, 
Dave; Champney, Steven D.; Wagner, Maynard; Biglin, Brian J.; Sang, Xiaoyu . 
Subject: FW: Follow-up information to last evening's call regarding subprime interagency guidance, etc .... 

First of all, my apologies. 

The original information I had sent out had error in the analysis. I did 
not include the volume of loans with <=90% CLTV in the impact 
calculation. The. information 'Cheryl had sent previously is correct. 

The following is the correct info: 

~ Based on the info from Xiaoyu Sang, if we implement the Purchase ohly 
change for NTM' we'll have around 10% Purchase volum~. 
~ Most of the drop comes from 95% CLTV change we had already made as 

this change alone drops Purchase from 24% in Feb 2007 to 12%. 
~ The total volume reduction from 95% CLTV change is estimated as 20%. 

~ Implementing the NTM change for Purchase only drops additional 2.5% of 
volume. 
~ If we implement the NTM changes to all loans, then we'll see 

additional drop of 33% of volume. 
~ The 95% CLTV change dropped the most loans from Purchase population, but 

NTM change will drop most loans from Refinance (better performing) 
population if we apply it to all loans. 

Thank you. 

Alex' 

-----Original Message----
From: Park, Alex 
Sent: Thursday, March 15, 2007 9:45 AM 
To: Feltgen, Cheryl A.; Cithcart, Ron 
Cc: Hyde, Arlene M.; Potolsky, Doug; Weisbrod, Jay A.; Sinn, Susan M.; 
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Smith-McCrainey, Denise; Wilson, John; Coultas, Dave; Champney, Steven D.; 
Wagner, Maynard 
Subject: Re: Follow-up information to last evening's call regarding 
subprime interagency guidance, etc .. 

Cheryl and Ron: 

Based on the info from Xiaoyu Sang, if we implement the Purchase only 
change for NTM' we'll have around 11% Purchase volume. 

Most of the drop comes from 95% CLTV change we had already made as this 
change alone drops Purchase from 24% in Feb 2007 to 12%. 

The total volume reduction from 95% 
CLTV change is estimated as 20%. 

Implementing the NTM change for Purchase only drops additional 0.6% of 
volume. If we implement the NTM changes to all loans instead of just 
Purchase, we'll have additional 2.3% drop in volume from the total volume 
based on Feb 2007. The total NTM changes only add up to 3% due to all the 
other credit policies we had changed instead of 32%. 

Given this info, I recommend that we consider taking the high road of 
fully accepting the NTM guideline. This should certainly place us in a 
better position with OTS. 

Thank you. 

Alex 

----- Original Message ----
From: Feltgen, Cheryl A. 
To: Park, Alex 
Sent: Thu Mar 15 02:53:40 2007 
Subject: FW: Follow-up information to last evening's call regarding 
subprime interagency guidance, etc .. 

Can you reply with the response to Ron's question? I don't have the 
backup handy. Thanks. 

Cheryl 

From: Cathcart, Ron 
Sent: Wednesday, March 14, 2007 9:51 AM 
To: Feltgen, Cheryl A. 
Subject: RE: Follow-up information to last evening's call regarding 
subprime interagency guidance, etc .. 

What are the relative projected volumes of purchase/non? 
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From: Feltgen, Cheryl A. 
Sent: Tuesday, March 13, 2007 8:47 PM 
To: Schneider, David C.; Cathcart, Roni Longbrake, Bill A.i Chapman, FaYi 
Robinson, John 
Subject: Follow-up information to last evening's call regarding subprime 
interagency guidance, etc .. 

Wanted to send to all of you one of the pieces of information that was 
requested during last evening's cail on the "subprime interagency 
guidance" and related subjects. The question was what portion of our 
current production of purchase transactions would not qualify if we 
underwrote at the fully indexed, fully amortizing rate? We looked at the 
February production and deducted from it the over 95% CLTV transactions to 
have a representative look at future production (as you all know, we 
stopped doing greater than 95% CLTV loans last week). If we qualified 
only the purchase transactions at the fully indexed, fully amortizing 
rate, 2.5% of volume would be eliminated. If we qualified all 
transactions at the fully indexed, fully amortizing rate, 33% of volume 
would be eliminated. 

We are working on the gap analysis comparing our current practice to the 
items cited in the Fremont Cease and Desist Order. We should have that in 
the next day or so. The analysis to develop a strategy regarding the rate 
resets will take a few more days beyond that. 

Cheryl 

Ms. Cheryl A. Feltgen 
Senior Vice President 
Chief Risk Officer, Home Loans Division 
WaMu 
1301 Second Avenue 
WMC4001 
Seattle, WA 98101 
Phone: 206.500.4952 
Fax: 206.377.2391 
Email: cheryl.feltgen@wamu.net 
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From: 
Sent: 
To: 
Subject: 

Vanasek, James G. <james.vanasek@wamu.net> 

Thursday, March 10,2005 1:44 PM 

Killinger, Kerry K. <kerry.killinger@wamu.net> 

RE: Updates 

I could not agree more. All the classic signs are there and the likely outcome is probably not 
great. We would all like to think the air can come out of the balloon slowly but history would 
not lean you in that direction. Over the next month or so I am going to work hard on what I 
hope can be a lasting mechanism (legacy) for determining how much risk we can afford to 
take - just a further extension of the Asset Allocation Project. We have had to divert resources 
to the ALLL fire drill but that will start to cool down fairly soon. JGV 
---Original Message----
From: Killinger, Kerry K. 
Sent: Thursday, March 10,2005 10:03 AM 
To: Vanasek, James G. 
Subject: RE: Updates . 
Thanks Jim. Overall, it appears we are making some good progress. Hopefully, the 
Regulators will agree that we are making some progress. 
I suspect the toughest thing for us will be to navigate through a period of high home prices, 
increased competitive conditions for reduced underwriting standards, and our need to grow 
the balance sheet. I have never seen such a high risk housing market as market after market 
thinks they are unique and for whatever reason are not likely to experience price declines. 
This typically signifies a bubble. 
----Original Message-----
From: Vanasek, James G. 
Sent: Thu 03/10/2005 8:29 AM 
To: Killinger, Kerry K.; Rotella, Steve 
Cc: Casey, Tom 
Subject: Updates 
There are a number of things that I wanted to bring to your attention: 
1. I have decided to delay the ERM report from the April Board meeting until June if we can 
work it into the schedule which will be focused on the Strategic Plan. There are several 
reasons for this decision. The first is that we will not have the KPMG input in sufficient time to 
incorporate their material in the report. Secondly, I am having to work harder with the group to 
move from a Simple inventory of the issues to more quantitative measures. This is not an 
easy transition for some areas and is just taking longer than expected. I would rather delay 
and produce a better report that cram something together that is not our best effort. 
2. Regulators delivered their Operational Risk Benchmark study and there were no surprises -
we are behind. That said, we have made up considerable ground in terms of gaining access 
to third party data (necessary requirement) and acquiring a system (software) to deal with the 
myriad tracking issues. We have a full court press on this issue and are adding resources as 
we can find them. The next step is to get the business units focused on data collection. 
3. In terms of the Allowance issues raised last quarter we are making excellent progress. At 
this point we believe that Sally is comfortable with all the work that is being done. Our plan as 
of today is to make no significant changes in the approach this quarter. What we will be doing 
is running parallel using the latest version of the LPRM model (3.1) along with curtailing our 
loss estimates at 3 years for mortgages. We will also being using an improved method for 
estimating potential housing price declines and expanding considerably our support 
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documentation for the unallocated. In the second quarter we would make all of the above 
changes. The early runs suggest that this will reduce our unallocated to a level more in 
keeping with the latest accounting guidance. The new LPRM model is checking out very well 
and Joe Mattey believes is far superior to the older model. We felt it wise to run parallel for 
several months and bullet proof all of our documentation around the entire process. In the end 
I do not think it will cause us to change the existing reserve. For this quarter our plan is to 
provide zero at the FA, however we must provision at Long Beach for whatever amount of 
product we elect to retain. That number is still bouncing around as is the composition of what 
is to be retained. Mark Hillis is chasing that down today and tomorrow. In short this entire 
reserve discussion has been a tempest in a teapot. 
4. There has been some noise about the EDE project which once again might be best 
described as a tempest in a teapot. There were some issues with the small business piece of 
the project but nothing of consequence. Suffice it to say any project of this type is complex 
and not everything will take place exactly on the day the project plan contemplated. There is 
no reason for any alarm about the project or concern about the vendor so if you hear noise 
about it, I will be happy to address the concerns. The mortgage piece, which is the essential 
element beyond home equity, is working nicely. When this project is complete later this year, 
we may be unique in the industry in terms of the efficiency of our scoring system. We will also 
be doing things with scoring that others have not done. 
5. In terms of Compliance, I believe that Melissa's team is doing extremely well. This area will 
come under heavy scrutiny in the course of the exam, but she has developed very good 
relationships with the key regulators and the team is executing well. 
6. The weekly follow-up process on the Regulatory Findings has made a significant difference 
and should be made a permanent effort. We have cleaned up a major areas of concern and 
will have all of the Matters Requiring Attention by the Board completed or near completed for 
this exam. 
My group is working as hard as I can reasonably a~k any group to work and in several cases 
they are stretched to the absolute limit. Any words of support and appreCiation would be very 
helpful to the morale of the group. These folks have stepped up to fixing any number of issues 
this year, many not at all of their own making. Let me know if you want any more detail on the 
above. JGV 
This message (including any attachments) is CONFIDENTIAL and may contain SENSITIVE 
information. DO NOT disseminate this information to parties who do not have the 
authorization to view this material. If you are not the intended recipient of this information or 
an employee or agent responsible for delivering this message to the intended recipient(s), 
please do not read, disseminate, distribute or copy this information. If you have received this 
message in error, please contact the sender immediately. Washington Mutual reserves the 
right to monitor all e-mail. Electronic mail sent through the Internet is not secure. 
Thank you, Jim 
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From: 
Sent: 

Rotella, Steve <steve.rotella@wamu.net> 
Thursday, August 23,20075:57 PM 

To: 
Subject: 

Killinger, Kerry K. <kerry.killinger@wamu.net> 

Re: Looking back 

My thumbs have been replaced by prosthetic devices at a local hospital. Now I can go even 
faster. Think of that sprinter with the artificial limbs!! 
On the ots at etc, dead on. In fact I· called Darrell to congratulate him, and butter him up, and 
he went out of his way to ask me about etc. After some comments intended to illicit a 
response, he said and I quote "remember Steve that their assets and business uner the bank 
means they will be regulated in a far different way than ever before". That breaks my heart. 

Sent from my BlackBerry Wireless Handheld 
---- Original Message -----
From: Killinger, Kerry K. 
To: Rotella, Steve 
Sent: Thu Aug 23 13:25:37 2007 
Subject: RE: Looking back 
Your fingers must be smoking. This message on blackberry must have given blisters to your 
thumbs. 
I was just going over the credit book Cheryl passed out a couple of days ago. There is a lot of 
great information there. The key page is A-17 where it graphically shows the huge reversal in 
home price appreCiation. Unparallel and under estimated, even by those of us who were 
negative on housing. If we had known what was going to happen, we would have cut back 
much more. But we did protect ourselves from a much more severe outcome by shrinking 
assets and deferring much of the asset growth we had planned. 
I agree we are making good progress in building the management team, I would also note 
that this is the time to cement credit into the culture. WaMu has not faced any serious credit 
issues since the late 80s. It is very hard to maintain a credit culture without having people 
experience first hand the pain of losses. This has been easier for commercial banks the past 
20 years because they have run into periodic credit problems in their various portfolios. So it 
is good for us to quickly move on to addressing issues in our portfOlios and to have everyone 
learn from this experience. 
I suspect most of us are already more knowledgeable about the credit risks of our business 
than we were a year ago. 
By the way, that great orange skinned prophet from Calabasas was in fine form today on 
CNBC. He went after the analyst at Merrill, predicted housing would lead us into a recession, 
said the chance of CFC bankruptcy was no greater than when the stock was at 40 and said 
"what doesn't kill us will make us stronger". He continues to give the class action lawyers 
good fodder for their stock drop lawsuits. And by the way, think about how their lives will 
change with having Darrell Dochow and the OTS crew telling them what to do. With most of 

. the assets at the bank, the OTS will know they have all of the power. Think of those sessions 
where Darrell lectures to their board and Angelo. The OTS will probably expect them to 
behave the way we do when they make their pronouncements. If they act differently and in a 
confrontational manner, I wouldn't be surprised to see the OT5 force removal of 
management. I believe the OTS would do this in a heart beat if they aren't shown respect. 
Have a good time in Atlanta. Get some ice for your thumbs. 
Kerry 
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Confidential Notice: This communication may contain confidential and/or privileged 
information of Washington Mutual, Inc. and/or its subsidiaries. If you have received this 
communication in error, please advise the sender by reply email and immediately delete this 
message and any attachments without copying or disclosing the contents. Thank you. 
-----Original Message----
From: Rotella, Steve 
Sent Thursday, August 23, 2007 12:35 PM 
To: Killinger, Kerry K. 
Subject: Looking back 
I've been thinking about our discussion about credit costs and lessons learned, not as an 
exercise in blame but to review what may be important to us in avoiding additional issues or a 
replay in the future. Without being defensive for David or HLs, I also want to address the 
comments about mortgage banking "thinking" creating some of these issues. I think our HLs 
folks have made some credit missteps but overall have offset that by multiples by mitigating 
much larger costs we would be incurring. 
-on subprime. I began to express concerns about Long Beach and Mr Chapman mid 2005. 
The business approach was solely market share driven. You may remember Craig's 
comments at mbrs around cutting prices and dominating and our frustration at the lack of 
transparency. As I have said, in hindsight I would have pushed him out sooner. But David was 
new and we didn't have the capacity to move faster. Plus a few months would have changed 
little. 
With Craig out, we moved LB to HL in first quarter of 2006 and began examining and 
changing that business while trying to maintain reasonable share. What we found was a 
business with no financial management (we canned the staff and rebuilt it), manual 
underwriting, no P&Ls, a wholly inadequate servicing shop, no credit staff and a culture that 
was totally sales driven. Mid year we canned Keith J and most of his directs. 
If you look at current npas, the bulk are from 2005 LB and 2005 SMF followed by 2006 from 
both. The vast majority of these problem loans were created under the old regime as HL 
inherited a pipe in 1 Q 2006 and started serious tightening around spring of 2006. 
In hindsight, we should have gone harder and faster at crushing LB, but that would have been 
a huge and highly questioned move at a time we were discussing buying other subprime 
companies and assets (lucky we didn't). And no doubt, the conduit purchases by HL in 2006 
were ill advised. Those represent a fairly small part of the portfolio although a poor performer. 
Again, we were seeking growth at this time and turned back way more deals than we bought. 
Driving the default shop out of the dark ages of paper collections and other poor practices has· 
been a god send. 
I don't think we will stand out in the subprime carnage, which is little comfort. Overall we did 

. move faster and earlier then most to cut and tighten. Without the changes we made and 
restraint in avoiding companies and assets at seeming good prices, we would be in far worse 
shape. 
The lesson learned here is that when it smells bad, its likely rotten ,. so go even faster and 
deeper to cut it out. 
-prime. I said the other day that HLs (the original prime only) was the worst managed 
business I had seen in my career. (That is, until we got below the hood of Long beach.) 
Before David arrived, I dove into this business after I took it away from Craig despite his 
threats to quit (if only). Putting credit aside for a moment, what we have accomplished in 
building a team, reducing market risk, and getting production into a competitive position while 
reducing bloated expenses and improving controls is very strong work. Prime, until the 
markets dried up gos, has been and is probably still profitable. 
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While the sfr portfolio is showing credit deterioration and will get worse, chargeoffs should be 
tamped down by age and ltv. Our decisions to dramatically reduce msr and the owned 
portfolio by a lot, and sell the bulk of recent production has mitigated market and credit risk a 
great deal. The data shows no particular vintage or channel contributing to NPAs, but rather 
our concentration in weak housing markets. 
I would also note that the credit staff and infrastructure of HL was poor and has had to be 
rebuilt almost from the ground up. EDE was not working well. Mark Hillis was a part time and 
ineffective chief credit officer, and most credit authority was held at the center including 
underwriting and appraisal. Cheryl arrived on the scene around early 2006 and huge strides 
have been made. But we a,re still not close to where we need to be and accountability is not 
clear between center and line. 
The big lesson here, which we are all painfully aware of now, is that without a strong credit 
organization and superb analytics in a bad credit cycle, decisions are too heavily based on 
what has happened versus what may. I'll come back to this. 
I think our sfr performance as measured by chargeoffs, will be better tha etc and if mixed for 
our California concentration and Option ARM mix, will fare decently relative to the industry. 
-that takes us to home eq. This business was managed in retail until the fall of 2006 when we 
moved it to HL. I haven't seen the data yet, but I suspect that the bulk of npas and losses are 
from retail loans. That is not to say that HL originated loans won't follow a similar pattern. 
They will, but represent a smaller part of the portfolio. 
In moving this to home loans, we found a credit regimen that was fico/score driven with Irttle 
to no accounting for collateral which is amazing, and because of the limited defaults in a 
boom market, a default servicing shop that was, sorry to say, laughable. The changes in 
servicing to build a solid default shop rapidly have been crucial and mitigated risk. 
While losses are still largely from retail loans, a key question is did we err in opening home 
equity up to HLs for cross selling? I would not change that. But we should have been less 

. aggressive in policies and parameters. We carried over retail pOlicies and probably should 
have given up some volume and share over the last year or so. 
I don't know how we will look versus others, but our heavy california lending will skew us 
versus others. 
The lesson here, as above, is that the lack of strong credit staff and analytics contributed to 
spotty underwriting discipline and a lack of inSights into possible policy changes as we moved 
into HL production. 
Without beating a dead horse, Tom and I worried about our stated desire to take on more 
credit risk and the weak staff and infrastructure in ERM (center and business) if a credit 
downturn occured. The time we spent giving Hugh a shot as CCO was a waste of time. I told 
this to Ron, but understand what he was trying to do. I also continue to feel that Ron has not 
jumped into the vacuum consistently, rolling up his sleeves as needed. What has been 
miSSing for us is that check and balance around credit and proactive credit leadership. 
Without it we have made many good "instinctual" decisions (sell option arms, sell resids, sell 
npas, reduce the portfolio) but there was little to no healthy pushback from the "control" 
function. 
More broadly, given our model, as you well know, our ability to grow assets has been and 
continues to be almost exclusively dependent on real estate assets in markets that are 
historically more volatile. Despite that, we held subprime flat overall, reduced sfr. by a good 
chunk maintaining low Itvs, and grew home equity at a pace at or below key competitors. 
Stating the obvious, we need more tools (read other asset classes and business lines) and 
more strength outside California to add to our current capabilities. 
Tactically we sure made some mistakes, but HLs has more often than not shored up and 
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shaved off risk as we tossed them some hot potatos in a nasty market. 
Strategically we could have grown more slowly, shrunk evenmore and bought back more 
stock. That might have been the right call over the last 12 months or so, but as you have said, 
that is not sustainable. 
Last comment. There is more to do in HLs but we are positioned to take advantage of this 
brutal collapse on our terms if we can agree on how and where we want to play. We have a 
strong team, our expenses are much lower and our infrastructure is improving nicely. MSRs 
are now a positive (who would have thunk it?). Risk adjusted returns on new assets seem to 
be very good and competition continues to fall away. On the other hand, what wit be evident 
~hortly is the power in mortgages will shift even further to the big banks and to some extent 
the GSEs. It will put a higher premium on capital and balance sheet. We will be 
disadvantaged somewhat and need to double down on what we will be willing to hold. 
Sorry for the long airplane note. I look forward to discussing this, but more importantly to 
sharpen our focus on our future success in HLs. . 

Sent from my BlackBerry Wireless Handheld 
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Three fundamental business shifts occurred in Home Loans this 
millennium which shaped its perforj"anceand position in a volatile . . ~ 
competitive landscape 

2001 to 2005 
• "Mono-line" business model 

focused on generating high 
volumes of low-margin, prime 
products 

• Business goals were largely 
driven by non-organic market 
share growth achieved via 
multiple mortgage acquisitions 

• Positioned attempt to. take 
advantage of large refinance 
cycles 

• Specialized (Subprime and Home 
Equity) SFR lending activities 
operated . independently from 
Home Loans organization 

• Model generated significant levels 
of earnings volatility with a high 
cost structure 

• Disproportionate earnings driving 
from MSR versus core business 

:::.:.:~::: 

::~r: WaMu ............ 

2006 
• Targeted production franchise 

toward higher margin products 
to become a market leader in 
specific product segments 

• Lowered earnings volatility by 
reducing exposure to MSR in 
both absolute and relative 
levels 

• Significant rationalization of 
the cost structure and 
integration of previous 
acquisitions 

2007 & Beyond 
• Subprime mortgage implosion 

fuels credit and liquidity crisis 
and the non-agency secondary 
market disappears 

• Home lenders with access to 
diversified funding sources and 
a balance sheet will survive -
over 200 fail 

• .Leadership role taken in 
industry reaction/reform -
credit tightening, broker reform, 
sub-prime assistance 

• Focus shifts away from "exotic" 
products to agency-centric 
production which placeS"'a 
premium on efficiency 

• Opportunity exists for WaMu to 
fill a credibility gap (Trusted & 
Admired) 

1 
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Volume and share grew in line with industry in 2002-03 based on acquisitions. 
Goal of becoming #1 was not achieved as operational inefficiencies arose 
exposing an unsustainable and ultimately uncompetitive business model. 
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JD Note: This slide intended to display the suboptimal performance of 
acquisition strategy. Proforma market share line is to show what the combined 
standalone production of acquired entities was ... actual "integratedlJ post 
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Home Loans strategies varied based on leadership and environment - Growth 
through acquisition, One-consumer group, Business model rationalization, and Prep 
for Change were hallmarks of the different eras 

2002-2003 2004 2005 2006 2007 200SE* 
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In an environment of internal and extern~/large-scale change, Home Loans took 
bold actions to redefine its business into a sustainable model ... 

Late 2005 to 2006 

~ 2U§ ~ Q3'06 ~ 
OrganlzaUon 

• New~es: • New Htes: • Deparlu'es: • Home ~Ity realigned ID • Replacement: 
Home LOIIh!I President· 0aY1d . Wholesale MInIger - A. Head of Production - Home LOIIh!I CIO - T. Morgal 
Sc:melder Hyde T.MeoIu • Enabler strucb.l'e formed, • Prime and Sl.Clprlme 

- Retail MIn8ger • S. Slen '. Oeperlu'es: Head of Long BelICh - end of doLbIe reportng Wholesale conillned under 
Oedlt Risk Offlcer - C. Feftven O'O/CapItaI Markel!! K • .Johmon one IeIIder 

• Oeated IICCOUI'ItlIbIe sales and head - T. Blndra • Organization fi.nher • QC /Risk ID Home Loans 
oper allons model • Orgallzatlon Ilattmed Ilattened: • New Hte: 

• Corporalelt4lPOrt centralization Serolcng III1d Capital Chamel heads report Oedlt AnIIlytlcs - T. 
model MarIcets dtectreports dtectly ID Home Loalll Hanes 

0'0 dotted line report Prekient 
• Long Beach transfer to 

Home L08IlI 

SlnItegy 
• Prlrne-based product set • Plamlng underway • New bush!ss model • Il11Jlement new business • Decision to sell Option ARM 
• H~formlng retail model HI(11 nwgh products model (yalldatng) 

• Feu dlstrllutlon channels Low yoluttllty 
• Consolidation of Consumer Lower W!lt slrUClu'e 

Dtect and Correspondent 

Environment • OTS sauttlr on loan Rle (JJIII1ty • RecLced roortgage market • Challenging rate Mytonment • ConthJed challenghg • SLbprlme nwket meltdown 
resulted n elcess capacity and elcess capacity rale emtonment begns 

kUons 
• eY8Uated SLM for 'Home 

.; 

• initiated Conduit • exited Correspondent • Appralsalout9olrced • SLbprlme h Retail and CD 
l ....... • Ceased Goy, lending • FPD and EPD spice hltiathe 

• Home Loans Lellder.!hlp • sold $1408 MSR. uncoyered IItlong BelICh 
Meetings to deYelop new • Launched Ble Progam T IISkfora! etabllshed 
bush!ss model 

• Jnltlated SLM Il11Jlementatlon • 8egh aedlt tIdlblnlng In 
• LOIII1 modlficlltlons 

• HoI!'" E<JJIty n Retail sl.Clprlme (See appendix) 
II11Jlemented 

Non Interest ExoenSEI $678 $621 $617 $S28 $534 
Net Income $4SM (Q4 'OS) $S2M $5(J.'I ($2JM)* ($124M)** 

·lnttlll reed..aI_~ torn l..on; ··Addltfnll P'O'WislDn iF long 8ea:h 
Buell _ord..-., ... -' 

# of FTE 17l'}f.j 17,(iS3 15,560 13,936 13.025 

;.:.:.:.:.:. 
:~~r~ WaMu ............ 4 
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.... internal changes addressing a rapidly changing environment continued - risk 
management, core operations, and efficiency. 

Late 2007 to Present 
~ ~ Q3 '07 Q4 '07 2008 

Organization • ControllEl-: RoDr l ... gens replaces Fergal Stadt 
• , Replacement: .' One Wholesale model • New Hte: • Rlg1t-slZ<!d organlzllllon • ProQJctlon: Arlene Hrde Is I1IImed single helld of 1111 

Ollef Fhllncllll (PrIme and SUbprlme) Comrrunlclltlons lelld - to mald1 I'ldustrr ProQJcllon, SteYe SlDn and Jake Domer IeaYe WaMu 
OIf1cer - • New Stilprtrne strategy lead A. QJIk:k YOl.Jme ($1ST) as orll9 lI'e absorbed 
1. Woods amounced - 1. Domer. • Ollef Risk OIf1cer: Don WhllD replaces O1errl Feltgen 

• Helld Hllegal: Carer Brennan replaces M~1a 
Abon 

• Comrrunlclltlons: Allin EIIIIs replllces Alan QJIk:k 
• SerYlcng: steYe OlIImpner IeMes WaMu 

Strategy 
• Broker segmentallon • Stbprlme CouncU • AggressIYe response to • Expense dlallenge • Agencr-centrlc product focus 

IlJ1)lemenlBd (Phoenix) Stilprlme m«ket crisis • Ultra lell'loperatlng model 
• Can/Cllclc/Come In model: Retail focu5ed proQJcllon 

allgled exd.slYe., with Retail BIrK foolprnt 

Environment • /IlJrrber of cOfl1>8nles • Stbprlme IlJ1)ioslon • Fed beghs series of rate • Default and forecios ... e • StlrruUi Package 
dec ..... 1ng barWuptcr cuts rlllBs lit record h~ • AggresslYe Fed actions 

• Stilprlme • Mll'ket IkJ,Ildltr gone • ConthJed IIIck of • Martet 9moll, large bank fall ... es and fed bailouts 
delhcJJencles rise IkJ,Ildltr • Lack oflkJ,lldltr credit anlitions 

• Housing price declines canthue war""" 
Actions 

• l8U'1Ched: • Portfolio tr_ferred to H. • RaID reset CalJ1)a91 (Loan • Closed broker /dealEl- • Single fulnllment platform (SLM) 
Mortgage Plls • '$211 assistance program Mod progrllm) • Reruced sales locations • MImI to 1 Productton channel tram 3 
EnIBrprIse • SLM In Consumer m·ect • Exited: • Grew BlCs • Wholesale OlIImel Is exited 
Oeclslon Engne • Optton Ad).Js1Bd Spread M3F • AggressIYe Home EcJ.oItr • Standalone RelDli dlamells eXited, IeBYlng on., n 
(IDE) modelllJ1)lemenlBd Conduit Mgmt program (o-edlt RetaO BIrK, telephone Sales and anihe!' production 

• New Mul~r proQJct Stbprlme InedeaellSl!) 
IIIu1ched Home EqJftr n 

• Began credit tl!t1len1ng In . Wholesale 
Home EcJ.oItr and Alt A (See • IlJ1)lement Bold Broker 
Appendix) 

NIE ' $S21 $S47 $SS3 $2,319 $1,259 

Net Income ($114M)* ($411-1)** !$342M)*' ($I.964M)-- ($3,429M)* 
~ h_~ ron/Ivot. 

~-.... -.... "" •• I»3m f'OrlIbn 1fT brI b.,e" ...,~ ··-ctJod;rll wrlttt-olf rrtdl'Orltlilnhg 
-__ 'JIlting 

,.,k:A.eJ .... ~"" ",..ltlonhg. _1M;., 
1tJ"",tH>JiD_I __ 

=~_IM;" "",_ngl/J~ 

# of FTE 12,947 12,661 12,162 11,323 8,697 

M~m WaMu 5 ..........•. 
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Hits and Misses 
HITS MISSES 

• Critical technical and leadership talent • 
acquisitions 

Multiple & duplicative large-scale 
mortgage acquisitions executed 
concurrently 

• 'Decisive business model redesigns 
(Gov't Lending, Correspondent, 
Wholesale, Subprime and Standalone 
Retail Exits, MSR sales) 

• Single technology platform for 
Proauction 

• Expense rationalization 

• Integration with Retail Bank with 
formation of the Bank Loan Consultant 

• Operating platform & geographic 
consolidation and integration 

• Industry leadership on reform 
(Subprime, Credit changes, Servicing 
capabilities, Bold Broker) 

~~w.Jm WaMu ............ 

• Market share and growth focus at the 
expense of ,building solid 
infrastructure and controls 

• Cost of ill-conceived POS/LOS 
technology (Optis) is larger than 
financial write-off 

• Impact of timing on adoption of Option 
Adjusted Spread model for MSR 

• Pace of Subprime production and 
business exit 

• Timing of decision to transition away 
from Traditional Retail model and 
incentive structure 

6 
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I AL T -A and Specialty Lending Credit Policy Changes 

MARCH 

• Restrict 80/20 

-Full Doc only 

-min RCO 680 

ALT-A 

-Owner Occupied only 

-No 1st Time Home Buyers 

AUGUST 
• Eliminate 80/20 

• Limited availability to brokers 

• Tightened Low 
Documentation: 

- Minimum FICO 660 
- Max LlV/CLlV 80% 
- Below 680 must have 

CLlV <= 65% 
- No Investor NINA 
- Min 3 mo reserves for NIV 
- Min 6 mo reserves for 

NINR 

Source: Home loan Risk Management 

OCTOBER 
• Eliminate ALT A in 

Wholesale Channel 

• Modified Pricing and 
Parameters reduce 
production to less 
than 2% of total as 
of10/31 

NOVEMBER
DECEMBER 

• Eliminated Alt A loan 
programs- all 
channels 

Specialty Lending 

.JULY 

• Eliminate stated-income and 
Limited Doc loans 

• Eliminate 2/28 and 3/27 
products 

• Require tax and insurance 
escrow accounts on all loans 

• Minimum credit score of 540 
• Max cash out of $100,000 
• Elimination of all 

"piggyback" 2nd liens 
• Max CLlV of 80% for all non 

owner-occupied transactions 
• Max LlV/CLlV of 90%Max 

Loan Amount of $1 mil 
• Deactivate brokers with FPD 

rate 10% or more ¥TD 2007 
• WaMu to contact applicant 

before releasing closing docs 

OCTOBER 
• Specialty Lending Re

design 
- Channels: Wholesale, 

. Retail, Consumer 
Direct 

- Products: 15, 30 and 
40-year FRMs, 30-
year 5/1UBOR ARMs 
All new borrowers 
and cash out limited 
to Owner Occupied 
SFR 

- Max 90% LlV/CLlV. 
No WaMu provided 
2nd's. 

DECEMBER 

• Eliminated Sub-Prime 
originations - All 
Channels 

8 



IHome Equity/Mortgage Plus Credit Policy Changes 

2007 111..--.-_20_0_8 -----l 
JAN-APRIL MI-&!!Zl.!U OCTOBER HQllEMBER'" DEtEMBER - Adoption of PreVIII model to 
• EDmlnll1led CustDm Score • Minimum FICO 610 -Slmlnate 2nd Home and Eliminate NOO lind lvI Home replace PMI model for 

requirement from SbllIed • CLTV > 95% behind Non~nerOccup~ for M+ lind lit rlen E+/HEL determining Soft Markets: MIX 
Income eliglbDIty. eligible GSAfNaMu properties for 2nd lien - Require 720+ and 50% LTV LTV/CLTV established based on 
Stalled Income eDgibalty simultaneous only products for SbllIed .Incorrle on M+ PreVIII tier. 
determined by FICO, 

• InCOrrie .erlflcation -~Blminalle > 90% CLTV for o Max lvIlien equity (E+/HEL) - Existing apprauls cannot be _ 
CLTV, loan Amount (len) waived only f LTV/CLTV Home equity products - reduced to $250K used if older than 120 daTs at 

• Reduced RCO for UGI <-80% - -Increase minimum FICO • Max 1" lien E+/HEL reduced 
IIpplication. 

Insured E'qulty program 
• lvI Hm/NCO max CLTV score to 660 for M+ lind to $SOOk lind requires 6SO • Wholesale Equity program 

from 700 to 680 (Jan) 80% Home equity min FICO and max 80% LTV efiminated 

-• Modif"1ed Mortgage Plus 
• NCO lmited to $2S0k -Require 700 FICO for Q.TV - Introduce corrbined lien rmts - Increase minimum FICO score 

paramellers III IIlign with 
o Reduce HOme equity > 80% on Equity Plus and to manage aggregate from 660 to 680 

1" mortgage I/O product Home equity loan exposure and reduce defaut - RJI.L DOC Required on an HEL 
(March) product erlgibalty for 

oNo WaMu Sirnulblneous ~erity and equity Plus requests 
Wholesale originations: 

2nd's behind 1st mortglges o CLTV > 80% requires (eRmlneted Doc Relief 

MAY - R.estric:t ban/line with Neg Am pellential minimum 710 FICO prognsm) 

• Max IoanJline amount 
II mounts to $2S0k 

-No Stand-Alone 2nd', • Doc Relief for E+/HEL o MaxloanJline amount for 1st 

reduced for Home Equity • Require mlnilnlm behind 1st mortgages requires 6SO FICO and max lien E+/HEL redUC81 to $2S0K 

from $1M to $7S0K 
FICO of 6SO currently In- Neg Am CLTV of 80%. SISA capped • Max Q.TV reduced from 90% 

• Reduced max CLTV from 
o Umlf to 80% Q.TV oReplece state level Soft It $150k. to 80% 

90% to 80% for $SOOk- • R.estrict to fun doc Market percy with MSA bel o EHminl1ie Bridge loan produc:t o MIX Q.TV for condo's reduced 
$7SOK tier (Home Equity) • Mortgage Plus (8127) Ind Increne CIL TV reduction o Reduce max Simultaneous from 90% to 70% 

• Increase minimum FICO - • Min 3 mo reserves to 10%-for highest risk Equity (E+/HEL) loan amount • Max on reduced from 60% to 
from 620 to 700 for &nes -rorLow Doc MSA's. to $l00k f behind Jurrbo lit 4S'Ib 
> $500k (HOrrie Equity) • Verbal VOE required ·Er,,"inalie Simultaneous lvi', rlen. • No 2nd lien's behind 'Reverse" 

• NCO max line lmount • LTV/Q.TV > 65% 
behind non-WaMu lit's. o Property listed for SlIfe within Mor1ljlages 

decreased from $lM to requires 6SO 
the last 90 dlYS not erlgib1e o Underwrlber driven Ippraul 

$750K (Home equity) 0' No FICO score exceptions 
for financing escalation 

• Suspended 'liigh Riskw 

bebw620 
o Executed IIOOresslYe o Enmlnatbn of Card IIccess 

One It 5 dlYs past due 
• Implemented Soft-Market 

involunblry line management 
• 6 mo seasoning for vesting 

In Fl. CA, AI. NV 
program 

changes 
• MortGage Plus discontinued 

$cuce: Home loan RisIt Managel1alt 
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IHome Equity/Mortgage Plus Credit Policy Changes 

2007 II 2008 
~ lI!LY:.AlIlllIn ~ Hmla!tBfB - DEf:EMBEB • Adapticn of ~Val m:xieI to 
• Elrnmted C&n:tDrn Saft • MIn"""m ROO 640 .8mInm 2nd Home .nd -.. NCO one! ,. Home _FMI..-.dc1for 
_tfnvnSbt.d • Q.lV > 95% behnt -......... ~ for H+ and t·1ien E+/Ha cIetemWUng Soft Martm. Mal 
Incomo_. eligible GSA/WaMu ..-""2nd'" • RequR 72D+.nd 5O'tIt LTV LlV/C.lV esIabhhed baed on 
Sbt.d Incomo elIglbity mnultaneous on., pn>cI- far smtl:d Income on H+ ~Y.ltler. 

detennIned by FICO, 
• lncome.etfi::ltion .EImnI~ > CJOIMI Q.1V for • Ma. ,. Uen equity (E+/HB.) • Existing appnIall aIInnot be 

Q.1V. u.n Arn:uIt (lin) waNed onJr f LTV /CLTV Home_pn>cI_ oafuad to $2SDI( used I alder than 120 da}'I at 

• Reduced RCD for lJGI c.""'" -Increase rninm.m FICO • Mn 1" Lien E+/HB. reduced 
.ppli:l:tion. 

Inouoaf Equ" """'""" • z-a ttnv'NOO maw CLTV IIXft ID 660 for M+ and to $SOOllnd ~Ufts 680 • WhaIesa~ Equity program 
fnvn 700 ., 680 (Jon) 

""'" Home Eq.1ty "*' FICO.nd max BIJIIt LTV eimNt.d · _ .. """"'-""" 
• NOO Imited to $2SOk -ReqiR iOO RCO for Q.TV • Introduce c:orrDncd Ii::n 1mb • lncn:nc n"iniTun Reo IICIR 

ponsmc:tcrs to align with from 660 to 680 
• Reduce Home Equq > SIJIKI on equity Pm and to rNnlllge aggreglte 

1- rrmtgaoe I/O product Home equity !Don expcsure and redu::e def.ul • R11 DOC RequRd on .1 Ha 
(>Wch) pn>cIuct_for 

-No W.Hu Simubncous ........ .. nd EquiJ PAIS requests _ .. orig ........ : 
2nd'1l behnf l5t mortgages • Q.lV > 80% neqUfts ( ...... t.dCOC ..... 

!W: • Ra:trid:bllnllne: """ ................ ' rrinm,m 740 RCO prognom) 

• Max ban/li1e .mount 
amoamts to $zsot 

-No SCand-Abne 2nd's • Doc Relief For E+,lHa • Max 1Dan/line amount for bt 

.... uad for Home Equity • Require: minnum boh>d"'_ requires 6BD FICO lind nw len E+/HB. neduad tD $25DK 
fnvn $1M to $75111( 

RCO of 680 -" ........ a.TV rlBO%. SISAc:apped • Max Q.n reduced from 90% 

• Reduced mal: Q.TV ham • limit: toaa.a.lV ........ _ ... e1Soft at $15OL to""'" 
9C)qbtDBI)IM,for $500"- • Ra:tricttofufldoc 

Ma .... __ ........ , 
• Eirnlnl;te Bridge loin ptQduct • Hax a.TV for c::ordo'J nduccd 

$75111( "'" (Home Equ.,) '_"'''''''(8127) .nd incftae: CJLTV ~uction • Reduce IMZ 5na.iltilllnecus from9lJltllto~ 

• Inc:ruse mnimum ReO • Min I rim nsenres to lOIMtfothlghestril: .. Equty (E+/HEL) Dan armunt • Muon~from~tD 
fnvn62ll.,700for_ forlDwCOC MSA~. to $1ODk. • bdUnd Jurri:Jo lit 45 ... 
> $_ (Home Eq • .,) • YerbalYOE~und • ElimiMte Slm.Ibneous ~ &on . • No 2nd Ien~ bohR! .......... 

• NCO IMX line: amount • LTV/a.TV > 65~ 
behnd nan-WaMu ltt's. • Propettr &am for sale withi1 -decrased from $1M to f1!qulres680 

the last 90 da", not eJi;1be 
• ~driren appBiul 

$7SOK (Home Eq • .,) forflMncing 
_~tIan 

• _",,;ghRiol<' 
.' No FICO ICQ'e c~ .-.......... • Bn*\atlDn at Card accea bcbw6211 inYDIuntmy line rnanagerrent ine at 5 ell", ".st due ._Soft ........ """, .. m • 6 In) susonlng for vedlng 
~ R. tAo AI. NY c:M"9" 

• Morbjpga Plus dlsmnUl!lued 

:~f WaMu 

Equity started early on due to rising delinquencies in the portfolio. 

Started by reducing severities before July by substantially reducing loan/line 
sizes and 

July began looking at credit quality - raising FICO's, recognizing increased role 
that CL lV plays on performance ... reduced CL lV's on higher risk lending 

October - address continued deterioration in property values - expand Soft 
Markets with MSA tool 

Dependencies on systems due to high degree of automation in this product. 

Nov-Dec: Continued focus on reducing line exposure and begin to make moves 
to respond to portfolio constraints - redefine product sweet spot. 

Confidential Treatment Requested by JPMC 
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Iprime Credit Policy and Product Changes I 
I .2007 II 2008 j. 

AUGUSI-I~rnf!lBER OCTOBER ~211EMIER - DEtEMIlER . JANUARY 
• No exceptions for borrowers • Low Doc requires AUS approval • Eliminate Foreign Nationals • Existing Soft Market Policy expanded 

with FICas below 620 for 1st ~rtgages • Eliminate Non-walTClntable to all products 
• Reduce non-lUll doc • Raise minimum FICO for Option condos • Adoption of PreVal model to replace 

eligibility: ARM a Multi-Pay to 660 • Eliminate FLEX 5 program PMI model for determining Soft 
• FICaS below 680 require • Reduce Maximum loan amount • Restrict Advantage 90 to Markets. Max LTVtCLTV established 

a 65% C{LTV or lower of Option ARM and Multi-Pay to conforming FRM only based on PreVal tier 
• Eliminate FICas below $3M • No low doc on 2"'1 homes (non- • Restrict Wholesale lending in Michigan 

660 • All loan amounts> $2M require agency) to owner occupied only 
• Increased minimum Full Doc • No NOO or 2nd Home on Option • Align conformng I/O parameters to 

reserves • Require 680 FICO for Non-Owner Arm and Multi-pay GSE contract parameters 

• Max LTV tCl TV 80% Occupied p-operty, inducting • No secondary financing on • Reduce max LTV for 3-4 unit non-
• Assets must be verified Mortgage Plus . OA/Multi-Pay owner occupied Hybrid ARM to 7~o 

• 100% CLTV limited to • Expand Soft Market Policy to • Reduce max OA/Multi~y to • Eliminate Advantage 90 Program· 
Agency Eligible Affo~able indude Neg Am feature products $1.5M • Cash out lending not permitted on 
lending and Conf Full Doc. and MSA level restrictions • Restrict max cash.out for C/LTV property listed for sale in the Jast 90 
FRM or Hybrid Amortizing • Umit limbo Option ARM and > 65% to $250K days 
ARM Multi-Pay to .Pun:hase only, • Low Doc applications require a • Seller contribution lirrits to be based 

• Cap maximum C/LTVs: minimt.m 680 FICO mininun 720 FICO score and on CLTVrather than LTV 
.90% max - WhOlesale requires Fun Doc maximum 50% LTV • Manually underwritten agency 
• Eliminate non-agency • Eliminate Lot Loans products limited to 15% 011. 011 > 

00{20 financing 45% is an exception 

• Reduced Option ARM max • Require Interior Appraffial unless AUS 
loan to $S mi approves lower level of service 

• R5trict/cull inactive or 
• Raise minimum FICO for fixed Rate 

Jumbo to 680 and lower max ·Ioan 
pooliy perfonning brokers amount to $2M 

• Option ARM eliscontlnued 

.. 

Sou'ce: Honie lOlln RIsk MsvJ!II!fI1I!I1t 

·\ji@ WaMu •........... 10 
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Iprime Credit Policy and Product Changes I 
I 2007 II 2008 I 
AUGUn-S~m!!lEg ~ IQHtll£B - DE'£HIEB lA/l.UAB.I 
• No exceptions for ~ • 1Dw Dec ~ui ... AIlS ~ • Eliminate Foreign Nationals • Existing Soft Harl<et Poticy expanded 

with FlCOs below 620 for 1st rror1gagos • Elitrinate Non-walTlllnmble to an products 
• Reduce non-... n cb: • Raise mmm.m FICO for ~ a>rdos • Adoption of !'noVaI ..-.:>de to "'I'Ia<z 

eligibility: ARM II. MuI6·Pa, to 660 • Eliminate REX 5 p-ogram PMI model for detormining Soft 
• FlCOs below 68) I'a:IUR • Reduce P4aXirrum bin amount • Restrict Advantoge 90 to MoRets. Mo, llV/CllV..-

.65% C/llV D< lowe< 01 Option ARM and MulIH'o, II> conlonring FRM only based on PreYal tier 

• Eliminate ACes below 13M • No low dec on :l" homes (non- • Restrict Wlde:sale lending in Michigan 
660 • AD Loan aln)Unts > $2M ~ui~ agency) II> owner oc::aqliod only 

• lnc:reased n"'linun FvD Dec • No NOO or :l" Horre on Option • Align ccnrtwmng I/O parameters tD .......... • Require 680 FICO for Non-<lwne< Arm and Multi-j>a, GSE mntntct pBRI~ 

• Max L lV/Q.lV BD% Occupied pn>perty, indlding • No secondary financing on • Reduce max LlV for 3-4 unit non-

• Assets roost be Yerifled Mortgage Plus OA/Mul6-Pa, owner ~ H,brid ARM to 75% 

• 1.00% CLTV limited CD • Expand Soft Marltet Pbli:y to • Reduce mal. OA/Multi-pilY to • Elirrinate AdYJIntage 90 Program-
/It;1eroqEligibieAffordabie indude Neg Am r.. ..... products $1.5M • Cash out lending not permitl!d on 
Lending and ConI FvD Dec and MSA level restrictions • Restrict max cash out for C/l TV _lista:i /or sole "the last 90 
FRH DO" Hybrid _zing • limit AJrTix> Option ARM and > 65% II> $250K days 

ARM Multi-Pa, to Pun:hose only, • low Doc applications Il!qUft • • Seller conbibution lirrits to be based 
• Cap maxinun C/l.TVs: fTinimun6EOFICQ minirTUll 720 FICO score and on CLTV rather thin LTV 

• 9O'Mo max - Wholesale ~u'" FvD Dec marlrrum 50% LTV • Manually underwritten agency 

• Elimin.ate non..genq • Eliminate lot Loans products Imta:i to 15% on. on > 
00/20 financing 45~ is an exception 

• Reduced Option ARM max • Requi ... intorior App-aisal unless AIlS 
loan to $S mi approves bwer bel of service 

• Restrict/o.1I1 inactive or 
• Raise minim.rn ACO ror fixed Rate 

JuIT'ho tD 6SO and lower mu )o,n 
poorI, perfonning broIcero al'J"l')lJOt tD $2M 

• Option ARM dIocontinued 

Sou'c:a:HoolelNnRWt~ 

·@t' WaMu 10 

Timeline of what changed when. 

Early on focus on improving credit quality and beginnings of migration away from 
stated income lending. 

October - heavier reliance on AUS for non-full doc lending, introduction of WM 
Soft Market policy - evidence became stronger that property values were 
deteriorating at faster than expected pace. 

Nov- Dec - clamp down on Low Doc with 720 FICO and 50% max L lV 

Cash out restrictions and focus on minimizing neg am product production. 

Confidential Treatment Requested by JPMC 
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From: 
Sent : 

Beck, David <david.beck@wamu.net> 
Monday, February 26, 2007 11: 14 AM 

To: Murray, William <william.murray@wamu.net>; Chen, Youyi <youyi.chen@wamu.net>; 
Potolsky, Doug <doug.potolsky@warnu.net> 

Subject: FW: Long Beach 2nd Lien Disposition 

Thanks for helping me with the communications on this. Inquiring minds want to know. 

From: Beck, David 
Sent: Monday, February 26,2007 11 :14 AM 
To: R)telia, Steve 
Cc: Schneider, David C. 
Subjl!ct: RE: Long Beach 2nd Lien Disposition 

I have to work through the accounting on Option Arms and the 2nds this week. We do have 
a rough verbal from Joe Mattey on the 2nds. The preliminary ALLL reserve is 7%. The Feb 
forecast has an update for the impact. I originally had a 4% loss on sale in the forecast. 

low.! you both a summary of the GAAP impacts now that we have direction on the 
economics. 

There is a fluny of activity this morning regarding accounting and governance needed to 
affec.t these actions. I'll keep you posted. 

PS :)avid, I just updated Steve by phone on all this plus the NPA and SND deals we have in 
the market. 

From: Rotella, Steve 
Sent: Monday, February 26, 2007 10:55 AM 
To: Beck, David 
Cc: S:hneider, David C. 
Subj~~ct: RE: Long Beach 2nd Lien Disposition 

Sounds right to me. Do we have the accounting impacts nailed yet (ALLL etc). 

From: Beck, David 
Sent: Sunday, February 25, 20075:35 PM 
To: Beck, David; Schneider, David c.; Rotella, Steve; Cathcart, Ron; Casey, Tom; Fettgen, Cheryl A.; Boyle, Hugh F,; 
Mattey, Joseph; Fortunato, Steve; Hyde, Arlene M.; Woods, John F. 
Cc: P)tolsky, Doug; Drastal, John 
Subj'!ct: RE: long Beach 2nd Lien Disposition 

3rd Update 

David and I spoke today. He's instructed me to take actions to move the 2nd lien whole 
loans to portfolio. 

Ron . you will need to sign ofT on this transfer. A portfolio of 100% second liens requires 
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your approval 

This week I'll work to get the necessary governance sign offs in place. Cheryl, please direct 
me eon what form the approval request should take and what committees should review and 
autborize lbe request. I can pull all the data. 

Thanks in advance for your help. 

2 nd Update 

Hen:: is some important analysis for you to consider. 

We ($timate that a cum loss range of between 10% and 15% is realistic for this pool. Using 
the best economics price of93, an average life of2 years and 12% cumulative losses (2x our 
model), the after tax ROA is 222bp. At 15% cum losses, the after tax RONs are a 
respectable 132bp. A good use of portfolio capital. 
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According to our ALLL model, the expected lifetime loss for the 433mm pool subprime 2nd 
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lien pool is 6%. We all agree 6% is too low and we reflect this in our performance analysis 
abO\"e. We'll need to go off model to value these assets properly whether in whole loan or 
residual form. 

We continue to run analysis and work with partners in credit and accounting to 
understand the best exit strategy for these loans. A meeting with David Schneider and 
Chelyl Feltgen is planned for Friday. 

From: Beck, David 
Sent: Wednesday, February 21, 2007 9:52 AM 
To: Schneider, David c.; Rotella, Steve; Cathcart, Ron; Casey, Tom; FeH:gen, Cheryl A.; Boyle, Hugh F.; Mattey, Joseph; 
Fortunato, Steve; Hyde, Arlene M. 
Cc: Potolslcy, Doug; Drastal, John 
Subjnct: long Beach 2nd Lien Disposition 
Importance: High 

Please consider this an update with the express purpose of grounding the team on 
important information and coordinating our actions as we move toward a decision on how 
best to dispose of 433MM of perfonning 2nd lien loans in the Long Beach warehouse. David 
Schneider and I spoke yesterday and he is arranging a meeting for later this week to move 
us to a final decision on disposition of the 2nd liens. 

UPDATE 

The performing second lien investor base is in disarray and for all intent and purposes 
distJibuting credit bonds backed by subpriroe 2nd liens is not a viable exit strategy. This 
conclusion is based on our work over the last several weeks and numerous d iscussions 
with rating agencies, credit investors and investment banks. Here are the important facts: 

1. Radian proposed a bond insurance wrap structure that insured 89% of the senior 
bonds. Radian's first dollar of loss begins at 18.5% (after residual, b piece and 
overcollateralizationj, equivalent to a single A level of loss protection. In essence, Radian is 
providing a liquidity bid not loss protection. 

2. Lehman Brothers proposed a standard 2nd lien securitization structure (no insurance 
wrap) but declined to provide us with a price at which they would position the BBB bonds. 
On a caJllast night, Lehman indicated they are very long similar product and suggested we 
pursue other alternatives. (They expressed concerns about 1st lien liquidity) 

3. In either of the above structures, WaMu retains the flrst loss as well as rated 
securities' up to BBB. Thus, we conclude that these transactions effectively do not achieve 
risk transfer. They amount to fmancings of the AAA-A cash flows at an unattractive rate of 
Libor +20 - 25. 

4. Our only certain exit is through the Radian wrapped structure. When we factor in the 
cost of the guarantee, the equivalent economics implies WaMu selling the BBB- bonds at a 
spread to libor of + 17501 

5. Investors are suffering greater than expected losses from subprime in general as well 
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as subprime 2nd lien transactions. As you know, they are challenging our underwriting 
representations and warrants. Long Beach was able to securitize 2nds liens once in 2006 
in May. We sold the BBB- bonds to investors at Libor +260. To date, that transaction has 
already experienced 7% foreclosures. 

6. Best economics, excluding portfolio, results in 92.9 all in price which includes a 3.5% 
residual priced to 10% cumulative losses and a 25% discount rate. 

Joe Mattey provided us with an ALLL indication earlier in the process when we still believed 
we could achieve risk transfer at reasonable price. Yesterday, we've asked Joe to sharpen 
his pencil and rerun the ALLL analysis. Today, we want to compare portfolio execution vs 
market. 

We adjusted the February forecast yesterday down 25mm to reflect market information. 

Today, well continue to run stress test analysis and work with Joe to understand where 
the portfolio execution pencils out. 
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LONG BEACH MORTGAGE LOAN COORDINATOR CONVICTED OF LYING 
TO GRAND JURY IN CONNECTION WITH MORTGAGE FRAUD 

INVESTIGA TION 

SACRAMENTO - United States Attorney McGregor W. Scott announced today that 

JOHN NGO, 27, of Dublin, California, pleaded guilty today before United States District Judge 

William B. Shubb to lying under oath before a federal GrandJury in connection with an on-going 

mortgage fraud investigation. 

The case is the product of an extensive investigation by the Federal Bureau of 

Investigation and Internal Revenue Service-Criminal Investigation. Several other individuals 

have been indicted in connection with this investigation and those charges remain pending. See 

United States v. Iftikhar Ahmad, et a!., 2:07-CR-0386 WBS. 

According to Assistant United States Attorneys Benjamin B. Wagner and Courtney J. 

Linn, who are prosecuting the case, from approximately September 2001 through May 2006, 

NGO worked as a Senior Loan Coordinator at Long Beach Mortgage, a subprime lender of 

residential real property that is now an operational subsidiary of Washington Mutual, F.A. In his 

capacity as Senior Loan Coordinator, NGO was responsible for, among other things, validating 

and verifying loan Il:pplication information (including employment information) submitted by or 

on behalf of home loan applicants. 
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In September 2007, NGO testified under oath before a Grand Jury investigating a wide

ranging mortgage fraud scheme in the San Joaquin County area. He was asked whether a 

particular mortgage broker who referred loan applications to Long Beach Mortgage during the 

time that NGO worked there had given NGO any money. NGO falsely testified that the broker 

had not given him any money. In fact, records subsequently obtained from Bank of America 

show that between July 2003 and March 2007, defendant NGO received approximately $100,000 

in checks and bank transfers from accounts controlled by the mortgage broker. NGO admitted 

that .most of the payments he received from the broker were payments made for ensuring that 

fraudulent loan applications referred to Long Beach Mortgage by the mortgage broker's firm 

were processed and funded. 

As part of his plea, NGO also admitted that he also received payments from certain: Long 

Beach Mortgage sales representatives in order to push loan applications through the funding 

process. He further admitted that he knew that many of these loan applications were fraudulent, 

and that he and others took steps to "fix" the loan applications by creating false documents or 

adding false information to the applications or the loan file. As part of his plea agreement, 

defendant NGO has agreed to cooperate with the government's ongoing investigation and 

prosecution of mortgage fraud involving residential home loans in the area of San Joaquin 

County. 

Sentencing is set for April 7, 2008 at 8:30 a.m. before Judge Shubb. The maximum 

sentence for the offense of conviction is five years imprisonment and a fine of$250,000. 

However, the actual sentence will be determined at the discretion of the court after consideration 

of the Federal Sentencing Guidelines, which take into account a number of variables, and any 

applicable statutory sentencing factors. 
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Subprime Lending: A Net Drain on Homeownership 
Over the past nine years, the subprime market has produced more than $2 trillion in home 
loans, but contrary to industry assertions, these loans have not resulted in a net gain in home# 
ownership. Between 1998 and 2006, only about 1.4 million first#time home buyers purchased 
their homes using subprime loans. In CRI.:s "Losing Ground" report, we estimated that over 2.2 
million borrowers who obtained subprime loans wiUlose or have already lost their home to 
foreclosure. Updating the analysis to include subprime originations for fourth quarter 2006 

Subprime loans made 

during 1.998-2006 have led 

or will lead to a net 1055 of 

homeownership for almost 

one million families. In 

fact, a net homeownership 

/055 occurs in subprime 

loans made in every one of 

the past nine years. 
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increases the total number of projected subprime foreclosures 
to 2.4 million.' 

The result: Subprime loans made during 1998·2006 have led 
or will lead to a net loss of homeownership for almost one 
million families. In fact, a net homeownership loss occurs in 
subprime loans made in every one of the past nine years.l 

History has shown that borrowers with lower incomes or 
blemished credit can be successful homeowners when given 
suitable mortgages with reasonable terms and fees. But lax 
underwriting practices, dangerous loan products, and a 
disregard for affordability have set up vulnerable homeowners 
to fail. As a result, millions of families with the most to gain 
from ownership have lost their homes and billions of dollars 
in equity. 



The implications of this analysis are even more disturbing 
given the difficulties of recovering from foreclosure. 
Research indicates that homeowners who give up home
ownership for any reason can take more than a decade to 
get back in-longer for minorities. I Thus, these subprime 
foreclosures represent a loss of opportunity for wealth
building that can carry forward for many years. 

Why'a Net Loss? 

Basic characteristics of the subprime market explain the net 
loss in homeownership. First, most subprime loans are not 

We estimate that overall 

since 1998, only 9% of 

subprime loans have gone 

to first-time homebuyers 

and hence led to increased 

homeownership. 

used for buying homes, but for refinancing existing mortgages. Until the recent boom in housing 
prices, the overwhelming 
majority of subprime 
loans were refinances: 
Even in 2006, subprime 
refinance loans account
ed for a majority (56%) 
of all subprime loans 
originated. These 
loans, obviously, do not 
contribute to new home
ownership. Additionally, 
a significant proportion 
of subprime purchase 
mortgages are obtained 
by existing homeowners 
buying another home, 
not first-time home
buyers.' Again, this 

2006 3,219,749 1,416.690 44% 354,172 11% 

.'~~~~~ 15,175,609 1 5,741,887 1 38% 1 1.435.472 I 9% '. 

. ~ ~. '"-' '~'." "~); . ~ ~ ~ " .. 

does not increase homeownership levels. We estimate that overall since 1998, only 9% of 
subprime loans have gone to first-time homebuyers and hence 
led to increased homeowners hip (Table 1). 

Second, a sizeable percentage of subprime loans end in fore
closure-a much higher proportion than prime loans. We 
estimate that 15.6% of all subprime loans originated since 
1998 either have ended or will end in foreclosure and the loss 
of homeownership (Table 2). These statistics include home
owners who bought their homes with prime loans, but have 
lost or will lose their homes through abusive subprime 
refinance loans. (Projections aside, we note that a net loss 
of homeownership has already played out for portfolios of 

We estimate that 15.6% 

of all subprime loans 

originated since 1998 

either have ended or will 

end in foreclosure and the 

Joss of homeownership. 
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seasoned subprime loans, which have previously experienced their peak foreclosure activity.} 

Comparing the homeownership gain from subprime lending to first-time homebuyers (Table 1) 
to the loss of homes caused by subprime foreclosures (Table 2), we see a net loss of homeowner
ship from subprime loans made each year since 1998, totaling almost one million families. 

1998 962,273 73,253 94,750 9.8% (21,497) 

1999 1,132,280 89,309 144,567 12.8% [55,258) 

2000 911,369 87,651 133,126 14.6% [45,475) 

2001 918,557 80,856 105,464 11.5% [24,608) 

2002 1,046,072 85,883 102,252 9.8% [16,369) 

2003 1,505,854 120,807 181,464 12.1% [60,657) 

2004 2,219,547 219,180 348,345 15.7% [129,165) 

Lost Homeownershipfor African-Americans and Latinos 

. Subprime lenders frequently assert that subprime loans have been a boon for African-American 
and Latino families in particular, but that's not the case: Both populations also experienced a 
net loss of homeownership due to these loans. 

TABLE 3: Impact of 2005 Subprime Lending 
on Homeownership by Race/Ethnicity 

Africon-A-nenco ns lclinos Other Borrowors 

2005 Subprime Originations" 505,286 570,484 2,244,617 ~ " 

~ 
Number of Subprime Loans to 

50,925 72,981 200,455 .~ 
First-Time Homebuyers [Homeownership Goin) 

Proiected Foreclosures on 98,025 110,674 423,723 ~ 2005 Subprime loans (Homeowners hip loss)" 

Net Homeownership Gain or (Loss) (47,101) (37,693) (308,061) 

- ~ -~ . -- -- -" -, . - -
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An Urgent Need to Act 

Regulators and Congress have hesitated to curb abusive and reckless lending practices, citing a 
concern that stronger consumer protections might reverse the gains in homeownership. The 
poor record of subprime loans shows that this fear is misplaced. In fact, states that have passed 
stronger laws in recent years have reduced targeted practices without reducing access to home 
loans.!l By acting now, policymakers will help ensure that mortgage loans pave the way to 

sustainable homeowners hip that truly benefits families and their communities. 

Notes 
1 All figures in this analysis cover only 'loans to owner-occupants in the ';0 states and the District of Columbia secured by a first-lien 

on a single-family home. condominium. townhouse. or a unit in a planned development. 1998-2004 figures arc derived from a 
proprietary database of subprime loans sold in the sccondat)' mortgage market between 1998 and 2004. We modified 2005-2006 
estimates from lnside Mortgage Finance and SMR Research Corporation to account for these criteria. 

2 Our numbers arc conservative for two reasons. First. the proprietary database used consists of loans sold on the secondary market. and 
contains a higher proportion of subprime loans used for home purchase than the overall subprime market. Second. the foreclosure 
projectiOns were developed by CRL for its recent study Losing Ground: Foreclosures in me Sltbprime Market and Their Cost to 

HomeOUlnen (see full cite in note 8 below). and arc based on conservative assumptions. Since that report was published in December 
2006, other analyses suggest that foreclosures in the subprime market could actually be higher than CRrs projections. See, e.g., 
Lehman Brothers projects 30% losses over rime for subprime loans originated in 2006 (Mortgage Firu.mce lndustry Overview, p. 4. 
Lehman Brothers Equiry Research. December 22. 2006). lf Lehman Brothers' foreclosure projection:; for 2006 arc incorporated with 
CRI.:s projections for prior years, the total number of subprime foreclosures originated 1998-2006 climbs to 2.7 million households. 

3 Donald R. Haurin and Stuart S. Roscnthal, The Sustainabiliry of Homeowners/lip: FacTOrs Affecting the Duration of Homeownership and 
Rental speUs. p. 43 !IUD Office of Policy Development (December, 2004), at hrrp:!!www.hudu<er.oro;tIPublications/pJf/ 
homeowIlSus!"dinability.pdf 

4 Data on subprime loans used for home 
purcltase versus refmanee were detiv~d 
from the proprietary database for 1998-
2004. and from SMR Research Corp and 

% Subprime Refinance 

% Sub prime Pun:nase 

1998 

67.2 

30,S 

1999 2000 2001 

66.9 60.4 64.8 

31.6 38.5 35.2 

2002 2003 2004 2005 2006 

67.1 67.9 60.5 60.0 56.0 

32.8 32.1 39.5 40.0 44.0 

lnside Mortgage Finance for 2005-2006. The specific percentages by year arc shown above. Totals may not add to 100% because a 
small percentage o£loans in the database are listed as "other purpose." 

5 Douglas Duncan of the Mortgage Bankers Association testified on February 27. 2007 before the U.S. Senate Cnmmirree on 
Banking. l'lousing, & Urban Affairs that "based on first half 2006 data, nearly half of non-prime borrowers, or 45 percent. 
urilize nonprime loans to buy homes. One in {our of these purchases was by a first-time homebuyer." (See p. 5 at 
http://hankin;::.senate.goY!_filc.<!duncan.pdf) 

6 Sec ~ote I (or information on the source of these numbers. 

7 Our analysis applied the percentage of loans to first-time homebuyers cited by the MBA (25%. see notc 5) consistently to subprime 
purchase loans for all years 1998-2006. We believe this is a corisetvative approach. as the percentage of first-time homebuyers 
served in carlier years was probably below this fi~'Ure. 

8 Ellen Schloemer. Wei U. Keith Ernst. and Kathleen Keest. Losing Ground: Foreclosures in the Swbprime Market and Their CoST to 
Homeowners, Center for Responsible Lending at 16 (December 2006). available at www.r,-,sponsibldrndin~.org. The statistics for 
2006 have been adjusted upward to reflect inclusion of fourth quarter 2006 numbers. which were not included in original report 
published December 2006. 

9 See Losing Ground (note 8). p. 22. 

10 CRL's original foreclosure projection of 2.2 million for subprime loans originated from 1998 through 2006 did not include Q4 2006 
data. See Losing Ground (note 8), p. 22. 

11 HMDA statistics {or the total market arc slightly lower than statistics shown in Tables 1 and Z. because not all subprime lenders are 
required to report under IIMDA regulations. 

12 Assumes a 19.4% foreclosure rate as calculated for all 2005 subprime originations--sce Table 2. This is a conservative estimate, as 
communities of color receive a disproportionate share of subprime loans. and the clustering of foreclosures in these markets is likely 
to cause a "feedback loop" that further depresses home values in the market and spurs additional foreclosures. 

13 Wei Li and Keith Ernst, The Best Value in the Subprime Market: State Predatory Lending Reforms. Center for Responsible Lending 
(February 23, 2006), available at ",",w.responsiblek·nding.or:::. 
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MORTGAGE LOAN PURCHASE AGREEMENT 

This is a Mortgage Loan Purchase Agreement (the "Agreemeot"), dated January 24, 2006, between Long Beach 
Securities Corp., a Delaware corporation (the "Purchaser") am Long Beach Mortgage Company, a Delaware corporation (the 
"Seller") . 

Preliminary Statement 

The Seller interxis to sell certain roortgage loans and the swap agreement to the Purchaser on the tenns and subject 
to the conditions set forth in this Agreement. The Purchaser intends to deposit the mortgage loans and the swap agreement into a 
roortgage pool constituting the trust fund. The trust fund will issue fixed Tate and adjustable rate asset backed certificates designated 
as Long Beach Mortgage Loan Trust 2006-1 Asset-Backed Certificates, Series 2006-1 (the "Certificates"). The Certificates will 
consist of twenty-one classes of certificates. The Certificates will be issued pursuant to a Pooling and SelVicing Agreement, dated as 
of February 1, 2006 (the "Pooling and Servicing Agreement"), aroong the Purchaser, as depositor, Deutsche Bank National Trust 
Cofl1lRI1Y, as trustee (the "Trustee") and the Seller, as master servicer (in such capacity, the "Master Servicer"). Capitalized terms 
used but not defined herein shall have the meanings set forth in the Pooling and Servicing Agreement. 

The parties hereto agree as follows: 

SECfION I. Agreement to Purchase. 

The Seller agrees to sell, and the Purchaser agrees to purchase, on or before February 7, 2006 (the "Closing 
Date"), certain fixed-rate and adjustable-rate residential ITK>rtgage loans (the "Mortgage Loans'') and a swap agreement, dated 
February 7, 2006 between Washington Mutual Bank and Credit Suisse International (the "CoUTlterparty") as set forth on Schedule A 
attached hereto (the "Trust Swap Agreement"). The Trust Swap Agreement will be novated to the Seller pUl"Suant to a novation dated 
as of February 7, 2006, arn:mg the Counterpart)', WMB and the Seller. The Trust Swap Agreement will be oovated to the Purchaser 
pursuant to a novation dated as of February 7, 2006, aroong the Counterparty, the Seller arxi the Purchaser. 

SECTION 2. Mortgage Loan Schedule. 

The Purchaser and the Seller have agreed upon which of the mortgage loans owned by the Seller are to be 
purchased by the Purchaser pursuant to this Agreement on the Closing Date and the Seller shall prepare or cause to be prepared on or 
prior to the Closing Date a final schedule (the "Closing Schedule") that shall describe such Mortgage Loans and set forth all of the 
Mortgage loanS to be purchased under this Agreement. The Oosing Schedule shall conform to the requirements set forth in this 
Agreement and to the definition of "Mortgage Loan Schedule" under the Pooling and Servicing Agreement. The Closing Schedule 
shall be the Mortgage Loan Schedule under the Pooling and Servicing Agreement 

Permanent SlIbcommittee on Investi1':ations 

EXHIBIT #84 
3111/20108:54 PIv 



200S 

SECfION 3. Consideration. 

In consideration for the Mortgage Loans and the Trust Swap Agreerrent to be pLrChascd hereunder, the PlI"chaser 
shal l on the Closing Date, as described in Section 8 hereof, (i) pay to or upon the order of tile Seller in irrmediat.ely available funds 
an aroount (the "Purchase Price") equal to the proceeds of the Class A Certificates and the Mezzanine Certificates, net of the 
aggregate amount of the underwriting commissions and discounts applicable to such certificates; and (ii) deliver to the Seller or Long 

Beach Asset Holdi~ Corp., upon the order of the Seller, the Class C Certificates, the Class P Certificates, the Oass R Certificates, 
the Class R-CX Certificates and the Class R-PX Certificates (the "Long Beach Certificates,,). 

1k Purchaser or any assignee, transferee or designee of the Purchaser shall be erOtled to (i) all scheduled 
payments of priocipaJ due after February I, 2006 (the "CuI-off Date"), (ii) all unscheduled collections in respect of the Mortgage 
Loans received after the Cut-olfOate (other than the portion of such collections dll: on or prior to the CuI.-offDate), (iii) all other 
payments of principal due and collected after the Cut-off Date. and (iv) all payments of interest on the Mortgage Loans due after the 
Cur.-offDate. All scheduled payments of principal and interest due on or before the Cut-offDatc and collected after the Cut-offOatc 
shall belong to the Seller. 

Pursuant to the Pooling and Servicing Agreement, the Purchaser will transfer, assign, set over and otherwise 
convey to the Trustee without recourse for the benefit of tile Certificatcholders, all the right, title and interest of the Purchaser in and 
to the Mortgage Loans and the Trust Swap Agreement, together with its rights under this Agreemem (other than Section 17 hereof). 

SECfION 4. Transfer of the Mortgage Lo!lJ§ and the Trust Swap Agreement. 

(a) Possession of Mortgage Files. The Seller does hereby sell, tran<;fer, assign, set over and convey to the 
Purchaser, without recourse, bUi subject to the teTTI!> of this Agreement, all of its right, title and interest in, to and under the Mortgage 
Loans BOO the Trust Swap Agreement. The contents of each Mortgage File related to a Mortgage Loan not delivered to the Purchaser 
or to any assignee, transferee or designee of tile Purchaser on or prior to the Closing Date are and shall be held in trust by the Seller 
for the benefit of the Purchaser or any assignee, tran<;feree or designee of the Purchaser and profTlJtly transferred to the Trustee. Upon 
the sale of the Mortgage Loans, the ownership of each related Mortgage Note, the related Mortgage and the other conter4s of the 
related Mortgage File shall be vested in the Purchaser and the ownership of all records and documents with respect to the related 
Mortgage Loan prepared by or lhat come irao the Possession of the Seller on or after the Closing Date shall i~iatcly vest in the 
Purchaser and shall be delivered pro~dy to the Purchaser or as otherwise directed by the Purchaser. 

(b) Delivery QfMortgage Loan Documents. 1lle SeUer will, on or prior to the Closing Date deliver or cause 
to be delivered to the Purchaser. the Trustee or their designee each of the following docurrents for each Mortgage Loan: 

2 
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(i) the original Mortgage Note, endorsed in blank or in the following form: "Pay to the 

order of Deutsche Bank National Trust ColJllolUlY, as Trustee, under the applicable agreenrnt, without recotB"se, n with all 
prior and intervening endorse~nts, showing a COlT1'lete chain of eooorscl"IXnt from the originator to the Person so endorsing 
to the Trustee or (in the case of not ODre than 1.00% of the Mortgage Loans, by aggregate principal balance as oflb: Cut-off 
Date) a copy of such original Mortgage Note with an 8(:C()fTllanying Lost Note Affidavit execUlCd by the Seller, 

(ii) the original Mortgage with evidence of recording thereon, and a copy, certified by the 
appropriate recording office, of the recorded power of atlomey, if the Mortgage was executed pursuant to a power of 
anorney. with evidence of recording thereon; 

(iii) an original Assi~nl in blank; 

(iv) the original recorded Assignmert or Assignments showing a cOfTlllete chain of 
assigrunent from the originator 10 the Person assigning the Mortgage to the Trustee or in blank; 

(v) the original or copies of each assUlJ1>tion, rmdification, written assW'tlflCe or 
substitution agreement, if any; and 

(vi) the original lender's title inslJ!1lIU. policy. together with all endorsements or riders 
issued with or subsequcnllO the issuance of such policy, insuring the priority of the Mortgage as a first lien on the Mortgaged 
Property represented therein as a fee interest vested in the Mortgagor. or in the event such title policy is unavailable, a 
wri tten commitment or uniform binder or preliminary report of the title issued by the title insurance or escrow company. 

The Seller shal l proll1'1.lY (and in no event later than thirty (30) Business Days, subject 10 extension upon a rn.JtUal 
agreement between the Seller and the Purchaser) following the later of the Closing Date and the date of receipt by the Seller of the 
recording infonnation for a Mortgage submit or cause to be submitted for recording. at no expense to the Purchaser, in the appropriate 
public office for real property records, each Assignment referred 10 in (iii) and (iv) above and shall execute each original Assigrnrent 
referred 10 in clause (iii) above in the fo llowing form: "Deutsche Bank National Trust CofT1)aJ1)', as Trustee under the applicable 
agreement, without recourse:' In the event that any such Assigmnent is lost or returned WlTecorded because of a defect therein, the 
Seller shall prorr:ptly prepare or cause to be prepared a substitute Assignm::nt or cure or cause to be cured 51£h defect, as the case 
may be, and thereafter cause each such Assigrurcnt to be duly recorded. Notwithstanding the foregoing, the Assigrurcnts referred to in 
(iii) and (iv) above shall not be reql\ired 10 be col11lleted and soomitted for recording with respect 10 any Mortgage Loan if each 
Rating Agency does not require recordation for slX:h Rating Agency to assiWl the initial ratings 10 the Class A Certificates, the 
Mezzanine Certificates and the Other NIM Notes and initial shadow rating 10 the Insured NTM Notes, without giving effect 10 any 
insurance policy issued by the N1MS InsLl"er; provided, however, each Assignment referred to in (iii) and (iv) above shall be 
soomitted for recording by the Seller, in the manner described above, at no expense 10 the Purchaser, Trust Fund or the Trustee, ~n 
the earliest 10 o«:ur of 0) reasonable direction by Holders of Certificates entitled to at least 25% of the Voting Rights , (ii) the 
occurrence of a Master Servicer Event of Defuult, (ii i) the OCCUlTence of a bankruptcy, insolvency or foreclosure relating 10 the 

Seller, (iv) the occllTence of a servicing transfer as described in Section 7.02 of the Pooling and Servicing Agreerrent and (v) if the 
Seller is not the Master Servicer and with respect 10 any one: Assignmert. the O«:llITence of a bankruptcy, insolvency or foreclosure 
relating to the Mortgagor under the related Mortgage. 
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If any document referred to in Section 4(b)(ii), Section 4(bXiii), Section 4{b)(iv), or Section 4{b)(v) above 
(collecti vely, the "Recording Documents") has as of the Closing Date been submitted for recording b14 either (x) has not been 
returned from the applicable public recording office or (y) has been lost or such public recording office has retained the original of 
soc.h doclDJ1erl, the obl igatioll'> of the Seller to deliver such Recording Doc~nts shall be deemed to be satisfied upon (1) delivery to 

the Purchaser, the Trustee or their designee of a copy of each sllCh Recording Docum:nt certified by the Seller in the case of (x) 
above or the applicable public recording office in the case of (y) above to be a true and COfIlIlete copy of the original that was 
submitted for recording and (2) ifsuch copy is certified by the Seller, delivery to the Purchaser, the Trustee or their designee upon 
receipt thereof, and in any event 00 later than one year after the Closing Date (except as provided below), of either the original or a 
copy of sllCh Recording Docurn:nI certified by the applicable public recording office to be a true and cofTlllete copy of the original. 
In instances where, due to a delay on the part of the applicable recording office where any such Recording Documents have been 
delivered for recordation, the Recording Documents cannot be delivered to the Purchaser, the Trustee or their designee within one 
year after the Closing Date, the Seller shall deliver to the P .... chaser, the Trustee or their designee within such time period an 
Officer's Certificate stating the date by which the Seller expects to receive such Recording DoclMJCnts from the applicable recording 
office. lfthe Recording Documenas have still not been received by the Seller and delivered to the Pwchaser, the Trustee or their 
designee by such date, the Seller shall deliver to the Purchaser, the Trustee or their designee by such date an additional Officer's 
Certificate stating a revised date by which Seller expects to receive the applicable Recording Documents. This procedure shall be 
repeated ID1tiI the Recording Docurn:nts have been received by the Seller and delivered to the Purchaser, the Trustee or thei r 
designee. If the original or copy of the leOOer's title inslEanct policy was not delivered pursuant to Section 4{b)(vi) above, the Seller 
shall deliver or cause to be delivered to the Purchaser, the Trustee or their designee pro~tly after receipt !hereol: and in any eYenl 

within 120 days after the Closing Date soch title insurance policy. The Seller shall deliver or cause to be delivered to the Purchaser, 
the Trustee or their designee proI'fl>tly upon receipt thereof any other original documents coll'>tituting a part of a Mortgage File 
received with respect to any Mortgage Loan, inchxl.ing, but not limited to, any original documents evidencing an asslll1~tion or 
modi fi cation of any Mortgage l.clan. 

Each original doc\mCM relating to a Mortgage Loan which is not delivered to the Purchaser, the Trustee or their 
designee, if held by the Seller, shall be so ~ld fur the benefit of the Purchaser, the Trustee or their designees. in the event thai any 
such original docurnerL is required pursuant to the terms of this Section to be a part of a Mongage File, such docurTEnt shall be 
delivered promptly to the Purchaser, the Trustee or their designee. Any such original docurnert that is not required pursuant to the 
terrns of this Section to be a part ofa Mortgage File shall be held by the Seller in its capacity as Master Servicer. 
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(c) Acceptance of Mortgage Loans. The docll!l'lerns delivered pursuant to Section 4(b) hereof shal l be 
reviewed by the: Pmchaser or any assignee, transferee or designee of the Purchaser at any time before, on and after the Closing Date 
(and with respect to each document permitted to be delivered after the: Closing Date within seven days of its delivery) to ascertain 
that a11 required doctmenls have been executed am received and that sl£h doc~rts relate to the Mortgage Loans identified on the 

Mortgage: Loan Schedule. 

(d) Transfer oflnteresl in Agreemel1ls. The Pu-chascr has the right to assign its interest under this Agreement 
(other than Section 17 hcrc:of), in whole or in part, to the: Trustee, as may be required to effect the ptupOSes of the Pooling am 
Servicing Agreement. with0l.4 the consent of the Seller, and the Trustee shall succeed to the rights and obligations heremder of the 
Purchaser. Any expense reasonably incllTed by or on behalf of the: Purchaser, the Trustee, or the NIMS Insurer, if any, in connection 
with enforcing any obligations of the Seller urder this Agreement will be prorr¢y reiml:llrsed by the Seller. 

(e) Examination of Mortgage Files. Prior to the Closing Date the Seller shall either (i) deliver in escrow to 

the Purchaser or to any assignee, transferee or designee of the Purchaser, for examination. the Mortgage File pertaining to each 
Mortgage Loan, or (ii) make such Mortgage Files avai lable to the Purchaser or to any assignee, transferee or designee of the 
Purchaser for examinatiOTL Such examination may be made by the Purchaser or the Trustee, and their respective designees, upon 
reasonable notice to the Seller during normal business hou-s at any titre; before or after the: Oosing Date. If any soch person makes 
such examination prior to the: Closing Date and identifies any Mortgage: Loans with respect to which the: Seller's represertations and 

warranties contained in this AgreemenI are not correct, such Mortgage Loans shall be deleted from the Mortgage Loan Schedule. The 
Purchaser may, at its option and without notice to the Seller, purchase all or pan of the Mortgage Loans withoU1 conducting any 
partial or co~lete examinatioTL The fact thaI the Purchaser or any person has coooocted or has failed to condoct any partial or 
co~lete examination of the related Mortgage Files shall not affect Ihc: rights of the Purchaser or any assignee, transferee or designee 
ofthc: Purchaser to demand repurchase or other reliefas provided herein or under the Pooling and Servicing Agreement 

SECTION 5. Representations, Warranties and Covenants ofthc: Seller. 

The Seller hereby represems and warrants and covenants to the Purchaser, as of the date hereof and as of the: 
Closing Date: 

(i) The Seller is a corporation duly organized, validly existing and in good standing under 
the: laws of the: State of Delaware and is duly autOOrized and qualified to transact any and a ll business contefl1)la1ed by lhis 
Agreemem to be conducted by the: Seller in any state in which a Mongaged Propeny is located or is otherwise not required 
under applicable law 10 effect such qualification aOO, in any event, is in cofl1lliance with the doing business laws ofall)' such 
state, to the extent necessary to ensure its ability to enforce each Mortgage Loan and to service the Mongage Loans in 
accordance with the terms of tile Pooling and Servicing Agreement; 
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(ii) The Seller had the full corporate power and a~rity to originate, hold and sell each 
Mortgage Loan and has the ful l corporate power and authority to service each Mortgage Loan, and to execute, deliver and 
perfonn, and to enter into and consurrma1e the transactions contefllliated by this Agreel"lll1:nt and has duly authorized by all 
necessary corPorate action on the part of the Seller the execution, delivery and perfonnance of this AgreeJntflt; and this 
AgreemcTt, asslmli.ng the due authorization, execution and delivery thereof by the Purchaser. constitlltcs a legal. valid and 
binding obligation of the Seller, enforceable against the Seller in accordance with its tenns, except to the extert that the 
enforceability thereof may be limited by (a) bankruptcy, insolvency, fll.)ratorium, receivership, conservatorshi p, 
arrangement. moratorilm and other similar laws relating to creditors' rights generally and (b) the general principles of 
equity, whether such enforcement is sought in equity or at law; 

(iii) The execution and delivery of this Agrcel"lll1:nt by the Seller, the servicing of the 
Mortgage Loans by the Seller mder the Pooling and Servicing Agreement, the cons1.lT1lTl3.tion of arty other of the transactions 
trrein corle~lated, and the fulfillmert of or cofT1>l iance with the terms hereof are in the ordinary coU"Se of business of the 
Seller and does not (A) result in a breach of any term or provision of the charter or by-laws of the Seller, (B) conflict with, 
result in a breach, violation or acceleration ot: or result in a default under, the terms of any other material agreement, 
instrtment or iJXIerwre to which the Seller is a party or by which it may be bound, or any statute, order or regulation 
applicable to the Seller of any court, regulatory body, administrative agency or goverrmental body having jurisdiction over 
the Seller or any of its property or (C) result in the creation or iJTllOSition of any lien, charge or encwnbrance which would 
have a material adverse effect upon the Mortgage Loans or any documents or instruments evidencing or securing the 
Mortgage Loans; and the Seller is not a party to, bol.nd by, or in breach or violation of any indenture or other agreement or 
instrument, or subject 10 or in violation of any statute, order or regulation of any coun, regulatory body, administrative 
ageocy or governmental body having jurisdiction over it, which materially and adversely affects or, to the Seller'S 
knowledge, would in the future result in the creation or ilT1'osition of any lien, charge or enctnnbrance which would have a 
material adverse effect upon the Mortgage Loans or any dOCtments or instruments evidencing or securing the Mortgage 
Loans or materially and adversely affect (x) the ability of the Seller to perform its obligations In':Ier!his Agreement or the 
Pooling and Servicing Agreement or (y) the business, operations, financial coJXIition, properties or assets of the Seller taken 
as a whole; 

(iv) No consent, approval, authorization, or order of, any court or governmental agency or 
body is required for the execution, delivery and performance by the Seller of, or compJiaru by the Seller with, !his 
Agreel"lll1:nt or the consurrrnation of the transactions contemplated hereby, or if any such consent, approval, authorization or 
order is required, the Seller has obtained the same; 
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(v) The Seller is an approved seller/servieer for Farmie ~e or Freddie ~c in good 
standing and is a HUD approved rrnrtgagee plrSuanl to Section 203 an:! Section 211 of tile National Housing Act; 

(vi) No litigation or proceeding is pending or, to the best knowledge of the Seller, 
threatened, against the Seller that would materially and adversely affect the execution, delivery or enforceability of this 
Agreement or the Pooling and Servicing Agreement or the issuance of the Certificates or the ability of the Seller to service 
the Mortgage Loans or to perform any of its other obl.igations heretmder in accordance with the lerms hereof and the terms of 
the Pooling and Servicing Agreement or, that would result in a material adverse change in the financial or operating 
conditions ofthc Seller; 

(vii) No certificate of an officer, statement or other information furnished in writing or 
report delivered by the Seller to the Purchaser, any AfIiliale of the Purchaser or the Trustee for use in connection with the 
purchase of the Mortgage Loans am the transactions conte~lated hereunder am under the Pooling an:! Servicing Agreement 
contains any untrue statement of a matcrial fact, or omits a matcrial fact necessary to make the information, certificate, 
statemert or repon not misleading in any material respect; 

(viii) The Seller has rot dealt with any broker, investment banker, agent or other person, 
except for the PtrChaser or any of its affiliates, that may be ertitled to any commission or compensation in cotvlCCtion with 
the sale of the Mortgage Loans; 

(ix) Each Mortgage Note, each Mortgage, each Assignment and any other documenl 
required ~ be delivered by or on behalf of the Seller under this Agreement or the Pooling and Servicing Agreement to the 
Purchaser or any assignee, transferee or designee of the Purchaser for each Mongage Loan has been or will be, in 
accordance with Section 4{b) hereol; delivered to the Purchaser or any such assignee, transferee or designee. With respect 
to each Mortgage Loan, the Seller is in possession of a complete Mortgage File in compli~ with the Pooling and 
Servicing Agreement, except for such doc~ that have been delivered (I) to the Purchaser or any assignee, transferee or 
designee ofthc Purchaser or (2) for recording to the appropriate public recording office and have not yet be,en renrned; 

(x) The Seller (A) is a solveIll entity and is paying its debts as they become due, (8) 
i~diately after giving effect to the transfer of the Mortgage Loans, will be a solvent entity and will have sufficient 
resources to pay its. debts as they become due and (C) did not sell the Mongage Loans to the Purchaser with the intent to 
hirner, delay or defraud any of its creditors; and 

(xi) The transfer of the Mongage Loans to the Purchaser at the Closing Date will be treated 
by the Seller for finarx;ial acco1Slling and reporting purposes as a sale of assets. 
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SECllON 6. Representations and Warranties of the Seller Relating to the Individual Mortgage Loans. 

The Seller hereby represents and warrants to the Purchaser, that as of the Closing Date with respect to each 
Mortgage Loan: 

OJ Tho infu""";on'~ forth on tho Mo"",8' Lo", So""'ul, wi'" "'pool to eooh Mo"",8' 
Loan is true and correct in all rmterial respects as of tile Cut-offDa1e, unless another date is set forth on the Mortgage Loan 
Schedule; 

(In [reserved]; 

(iii) Each Mortgage is a valid and enforceable first or secoB:! lien on the Mortgaged 
Property, including all i~rovern::nts thereon, subject only to (a) the lien ofnon-d elilXJucm current real property taxes and 
assessments, (b) covenants, conditions and restrictions, rights of way, easements and other matters ofptblic record as of the 
date of recording of sa;h Mortgage, such exceptions appearing of record being acceptable to mortgage lending institutions 
generally or specifically reflected in the appraisal made in connection with the origination of tile related Mortgage Loan and 
which do not materially im:rfere with the benefits of the security imended to be provided by such Mortgage, (c) other 
matters to which like properties are conroonly subject which do not rmterially interfere with the benefits of the security 
intended to be provided by sa;h Mortgage and (d) in the case of a second lien, only to a first lien on such Mortgaged 
Property; 

(iv) IlTITI!:diately prior to the assi~nt ofthc Mortgage Loans to the Purchaser, the Seller 
had good title to, and was the sole legal and beneficial owner of, each Mortgage Loan, free and clear of any pledge, lien, 
cncumbrarx:e or security interest and has full rigt1 and authority, subject to no imerest or participation ot:; or agreement wilt!. 
any other party to sell and assign the same. The form of endorsement of each Mortgage Note satisfied the requiremcrt, if any, 
of endorsement in order to transfer all right. title and inu:rest of the party so endorsing. as noteholder or assignee thereot:; in 
and to that Mortgage Note; and each Assignment to be delivered hereunder is in recordable form and is sufficient to effect 
the assignment of and to transfer to the assignee theretmder the benefits of the assigoor, as mortgagee or assignee thereof, 
under each Mortgage to which that AssigmEnt relates; 

(v) To the best of the Seller's krowledge, there is no delinquem tax or assessment lien 
against any Mortgaged Property; 

(vi) There is no valid offset, defense or counterclaim to any Mortgage Note (iocluding any 
obligation of the Mortgagor to pay the unpaid principal of or interest on such Mortgage Note) or the Mortgage, nor will the 
operation of any of the tenns of the Mortgage Note and the Mortgage, or the exercise of any right thereunder, render the 
Mortgage Note or the Mortgage unenforceable, in wlole or in part, or subject to any righl of rescission. set-off; COurlerclaim 
or defense, iochxling the defense of usury and no such right of rescission, set-off; counterclaim or defense has been asserted 
with respect thereto; 
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(vii) To the best of the Seller's knowledge, there are no mechanics' liens or claims fur 
work, labor or rmterial affecting any Mortgaged Property which arc or may be a lien prior to, or equal with, the lien of the 
related Mortgage, except those which are insured against by the title inst.rarX:e policy referred to in (xi) below; 

(viii) To the best of the Seller's knowledge, each Mortgaged Property is free of material 
damage and is at least in average repair; 

(ix) Each Mortgage Loan at origination COfl'l>lied in all material respects with applicable 
local, state and federal laws, including. without limitation, predatory and abusive lending, US\.Uj', equal credit opportunity, 
real estate settlement procedures, tn.IIh-in-lerv:ling am disclosure laws, and conswmation of the transactions contefTlllated 
hereby, including without limitation the receipt of interest does 001 involve the viol ation of any sllCh laws; 

(x) Neither the Seller nor any prior bolder of any Mongagc has rrodified the Mortgage in 
any material respect, satisfied, caIUled or subordinated such Mortgage in whole or in part; released the related Mortga~ 
Property in whole or in pan from the lien of such Mortgage; or execUled any instrument of release, cancellation, modification 
or satisfaction with respect thereto (except that a Mortgage Loan may have been modified by a written instrument signed by 
the Seller or a prior holder of the Mortgage Loan which has been recorded, if necessary, to protect the interests of the SeHer 
and the Purchaser and which has been del ivered to the Purchaser or any assignee, transferee or designee of the Purchaser as 
pan of the Mortgage File. and the terms of which are reflected in the Mortgage Loan Schedule); 

(>til A I""',,', po!;,y of titl, I",,,,,,,,, lOgo"", with, coooomlruwn ,OOo,,,=nt "" 
extended coverage endorse~nt, if applicable, and, with respect to each Adjustable Rate Mortgage Loan, an adjustable rate 
mortgage endorsement in an arromt at least equal to the balance of the Mortgage Loan as of the Cut.-off Date or a 
cormtitmel1. (binder) to issue the same was effective on the date of the origination of each Mortgage Loan, each su::h policy 
is valid and remains in full force and effect, the Iransfer of the related Mortgage Loan to the Pu-cha.ger and the Trustee does 
not affect the validity or enforceability of such policy and each such policy was issued by a title insurer qualified to do 
business in the jurisdiction where the Mortgaged Property is located and acceptable to Fannie Mae or Freddie Mac and in a 
form acceptable to Farmie Mae or Freddie Mac on the date of origination of such Mortgage Loan, which policy insures the 
Seller and successor owners of indebtedness secured by the insured Mortgage, as to the first or second, as the case may be, 
priority lien of the Mortgage; to the best oflhe Seller'S knowledge, no claims have been made under su::h mortgage title 
insurance policy and 00 prior holder of the related Mortgage, including the Seller, has done, by act or omission, arryth.ing 
which would ilJl)air the coverage of su::h mortgage title insurance policy; 
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(xii) Each Mortgage Loan was originated by, or generated on behalf ot; the' Seller, or 
originated by a savings and loan assotiation, savings bank, corrmercia1 bank., credit union, insl6atlCe company or similar 
instiMion which is supervised and examined by a federal or state authority, or by a ITOrtgagee approved by the Secretary of 
HOLlSing ard Urban Development pursuant to Sections 203 and 211 of tile National Housing Act; 

(xiii) With respect to each Adjustable Rate Mortgage Loan, on each Adjustment Date, the 
Mortgage Rate will be adjusted to equal the h¥lex plus the Gross Margin, roWYJed 10 the nearest 0.125%, subject 10 the 

Periodic Rate Cap, the Maxinun Mortgage Rate and the Minirrun Mortgage Rate. The related Mortgage Note is payable on 
the first day of each month in self-amortizing ITOnthly instalhnents of principal and interest (unless such Mortgage Loan is a 
rmrtgage loan thai requires the paymelt of interest only with respect to some or all of the related m::m1h1y paymentS as 
ilXlicated on the Mortgage Loan Schedule), with interest payable in arrears, and requires a Monthly Pa:ym::nt which is 
sufficient to fully amorti~ the outstanding principal balance of the Mortgagc Loan over its remaining tenn and to pay interest 
at the applicable Mortgage Rate. No Mortgp.ge Loan is subject to negative amortization. All rate adjustments have been 
performed in accordance with the tenns of the related Mortgage Note or subsequent modifications, if any; 

(xiv) To the best of the Seller's knowledge, all of the ilI¥ovem:::nts which were ir.:hded 
for the purpose of determining the Value of the Mortgaged Property lie wholly within the boundaries and building restriction 
lines of such property, and no i~rovemenIS on adjoining properties eocroach upon the Mortgaged Property; 

(xv) All inspections, licenses and certificates required to be made or issued with respect to 
all occupied portions of the Mortgaged Property and, with respect to the use and occupancy of the same, including bUl 1101 

limited to certificates of occupancy, have been made or obtained from the appropriate autOOrities and to the best of the 
Seller'S knowledge, the Mortgaged Property is lawfully occupied under applicable law; 

(xvi) All parties which nave had any interest in the Mortgage, whether as m:Jrtgagec, 

assignee, pledgee or otherwise, are (or, during the period in which they held and disposed of such interest, were) in 
cOlT4lliance with any and all applicable licensing requirements of the laws of the state wherein the Mortgaged Property is 
located; 

(xvi i) ~ Mortgage Note and the related Mortgage are genuine, and each is the legal, valid 
and binding obligation of the Mortgagor enforceable against the Mortgagor by the roortgagee or its representative in 
accordance with its teTTIlS, except only as such enforcement may be limited by bankruptcy, insolvency, reorganization, 
rroratorium or other similar laws affecting the enforcemern of creditors' rights generally and by law. To the best of the 
Seller's Jmowledge, all parties to the Mortgage Note and the Mortgage had fulilega.l capacity to execute all Mortgage Loan 
doclrl"Cnts and to eonvey the estate pu-ported to be eonveyed by the Mortgage and each Mortgage Note and Mortgage have 
been duly arv:I validly execlded by such parties; 

10 

3/ 1112010 8:54 PI 



11 005 

--
Inlpl ' b'NW'-S e );galliAn;bh·erierlwddatalWffis (0001.1 44-2fl406OOVru:--

(xviii) lk proceeds of each Mortgage Loan have been fully disblZSed. there is no 
requirement for future advarw:.es thereunder and any and all requirements as to coflllietion of any on-site or off-site 
improverrents and as to disbtusements ofany escrow fi.JOOs therefor have been co~lied with. All costs, fees and expenses 
iocmed in making, ciosingor recording the Mortgage Loans were pai d; 

(xix) The relaled Mortgage contains custorrmy and enforceable provisions which render the 
rights and remedies of the bolder thereof adequate for the realization against the Mortgaged Property of the benefits of the 
security, inclu:ling. (i) in the case of a Mortgage designated as a deed of trust, by tnlstee's sale, and ( ii) otherwise by 
jtdicial forec losure. There is no homestead or other exemption available to the Mortgagor which would interfere with the 
right to sell the Mortgaged Property at a trustee's sale or the rigtn [Q foreclose the Mortgage; 

(xx) With respect to each Mortgage constituting a deed of trust. a trustee, duly qualified 
under applicable law to serve as such, has been properly designated and currently so serves and is named in such Mortgage, 
and no fees or expenses are or will become payable by the Purchaser 10 the trustee urxier the deed of trust, except in 
connection with a trustee's sale after default by the Mortgagor; 

(>Oci) n." ,~" no d,6"'"'''' whh ,,,,,,,I to ",<ow d,po>;~..d paymonts, ;f,,,,h '" 
required, for which custorrruy arrangements for repayment thereof have not been made, and no escrow deposits or payments 
of other charges or payments due the Seller have been capitalized under the Mortgage or the related Mortgage Note; 

(xxii) The origination, underwriting and collection practices used by the Seller with respect 
to each Mortgage Loan have been in all material respects legal, proper, prudent and customary in the subprime IOOrtgage 

servicing business. Each Mortgage Loan is cll"rently being serviced by Washington Mutual Bank; 

(xxii i) There is no pledged aCCOlD1\ or other security other than real estate securing the 
Mortgagor's obligations; 

(xxiv) No Mortgage Loan has a shared appreciation feature, or other contingent interest 
feature; 

(xxv) [reserved]; 
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(xxvi) The ifTllTOVC!reI1tS upon each Mortgaged Property are covered by a valid and 
existing hazard inslUJU policy with a generally acceptable carrier that provides for fire extended coverage and coverage 
of such other hazards as are customarily covered by hazard insurance policies with extended coverage in the area where the 
Mortgaged Property is located representing coverage not less than the lesser of the outstanding principal balance of the 
related Mortgage Loan or the mininun amoutt required to corqx:nsate for damage or 105s on a replacement cost basis. All 
individual inslrlll'X;e policies and flood policies referred to in this clause (xxvi) and in clause (xxvii) below contain a 
standard mortgagee clause naming the Sellcr or the original mortgagee. and its successors in interest, as mortgagee, and the 
Seller has received no notice that any premiums due and payable thereon have not been paid; the Mortgage obligates the 
Mortgagor thereunder to maintain all such insurance, including 600d insurazx:e, at the Mortgagor' s cost and expense, and 
upon the Mortgagor'S failure to do SQ, authorizes the holder of the Mortgage to obtain and maintain such ins1.nnce at the 
Mortgagor's cost and expense and to seek reimburse~nt therefor from the Mortgagor; 

(xxvii) If the Mortgaged Property is in an area identified in the Federal Register by the 
Federal E~rgency Management Ageocy as subject to special flood hazards, a flood insurance policy in a form meeting the 
require~nts of the current guidelines of the Flood Insurance Administration is in effect with respect to s\£h Mortgaged 
Property with a generally acceptable carrier in an amotrll representing coverage not less than the least of (A) the original 
outstanding principal balance of the Mortgage Loan, (8) \he miniflUll1l amount required to compensate for damage or loss on 
a replacement cost basis or (q the maxirmm WTXlurf. of insurance that is available Ullder the Flood Disaster Protection Act 
0(1973; 

(xxviii) There is no default, breach, violation or event of acceleration existing under the 
Mortgage or the related Mortgage Note; and neither the Seller nor any other entity iTTVolved in originating or servicing the 
Mortgage Loan has waived any default, breach, violation or event of acceleration; 

(xxix) Each Mortgaged Property is i"1>roved by a one- 10 fOU"-fami ly residential dwelling, 
including condominium Wlits and dwelling units in planned urrit develop~ms, which, to the best of the Seller's knowledge, 
does not include cooperatives and does oot constitute property other than real property lUlder state law; 

(lOO{) There is no obligation on the part of the Seller or any other party under the terms of 
the Mortgage or related Mortgage Note to make payments in addition to those made by the Mortgagor; 

(xxxi) Any future advances made prior to the eut-offDate have been consolidated with the 
outstanding principal amount secured by the Mortgage, and the secured principal amount. as consolidated, bears a single 
interest rate and single repayment tenn reflected on the related Mortgage Loan Schedule. The consolidated prin;ipal amount 
does oot exceed the ori~nal principal amount of the Mortgage Loan; 
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(xxxii) Each Mortgage Loan was underwritten in accordance with the Seller's underwriting 
~delincs as described in the Prospectus S14'plemcm as applicable to it5 credit grade- in all material respects (the 
"UOOerwriting Guidelines"); 

(xxxiii) Each appraisal ofa Mortgage Loan that was used to determine the appraised value 
of the rel8led Mortgaged Property was conducted generally in accordance with the Seller's UOOerwriting Guidelines, and 
included an assessmenl by the appraiser of the tair nwket value of the related Mortgaged Property at the time of the 
appraisaL The Mortgage File contains an appraisal of the applicable Mortgaged Property; 

(xxxiv) None of the Mortgage Loans is a graduated payment Mortgage Loan, nor is any 
Mortgage Loan subject to a terTl'Orary buydown or similar arrangement; 

(xxxv) There are no Mortgage Loans with respect 10 which the monthly paymem due thereon 
in December, 2005 had not been made, none of the Mortgage Loans has been contractually delinquent for more than 30 days 
more than once dW'ing the preceding twelve months and, no Mortgage Loan has ever experienced a delinquency of 60 or 
more days since the origination thereof, 

(xxxvi) Each Mortgage contains a provision that is, to the extent not prohibited by federal or 
state law, enforceable for the acceleration of the payment of the tmpaid principal balance of the Mortgage Loan in the event 
that Ik Mortgaged Property is sold or transferred without the prior written consent of the mortgagee thereunder; 

(xxxvii) To the best of the Seller's knowledge no misrepresentation, negligence, fraud or 
similar occurrence with respect to a Mongage Loan has taken place on the part ofany person, including, without limitation, 
Ik Mortgagor, any appraiser, any builder or developer, or any other party involved in the origination of the Mortgage Loan 
or in the application of any insurance in relation to such Mortgage Loan; 

(xxxviii) 
Section 8600(a)(3) of the Code; 

Each Mortgage Loan constitutes a "qualified roortgage" within the rruning of 

(XXldx) The infonmtion set forth in the Prepayment Charge Schedule is cOll1llete. true and 
correct in all material respects at the date or dates respecting which such information is furnished and each Prepayment 
OIarge is permissible and enforceable in accordance with its terms tmder applicable law upon the Mortgagor's volmtary 
Principal Prepayment (except to the extent that ( I) the enforceability thereof may be limited by bankruptcy, insolvency, 
moratorium, receivership and other similar laws relating to creditors' rights generally; or (2) the collectability thcreofmay 
be limited due to acceleration in connection with a foreclosure or other involuntary prepayment). No Mortgage Loan 
originated before October I , 2002 has a Prepayment Owge for a tenn in excess of five years from the date of its origination 
and no Mortgage Loan originated on or after October I, 2002 has a prepaym::nI charge for a term in excess of three )1:ars 
from the date ofits originatlon; 
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(xl) The Loan-to-Value: Ratio for each Mortgage Loan was no greater than 100% at the time 
of origination; 

(xH) Tho fi,,, d,te 0" wruoh oach Mortgage, """ mok, , p'ymem 0"'" ", ... d M?rtgago 
Note is no later than 60 days &omthe date of this Agreement; 

(xlii) With respect to each Mortgage Loan, the related Mortgagor shall nol fail or has rot 
failed to rmke the first monthly payment due under the tenns of the Mortgage Loan by the second su::ceeding Due Date after 
the Due Date on which s\r;h rmnthly pa~ was due; 

(xliii) The uansfer, assigrmem and conveyance of the Mortgage Notes and the Mortgages 
by the Seller pursuant to this Agreement are not sUbject to the bulk transfer or any similar statlaory provisions in effect in any 
relevant jurisdiction, except any as may have been co~lied with; 

(xliv) There are 00 defaults in coTllliying with the tenns of the Mortgage, and either (1) any 
taxes, goverrmcntal assessments, insl.JraJX;c premimtS, water, sewer and nuticipaJ charges or ground rents which previously 
became due and owing have been paid, or (2) an escrow of funds has been established in an azroll1t sufficient to pay for 
every su::h item which remains lq)aid and which has been assessed but is not yet due and payable. Except for payments in 
the nature of escrow payments, including without limitation, taxes and insurance payments, the Seller has not advanced 
fi.Ilds, or indtECd, solicited or knowingly received any advance of funds by a party other than the Mortgagor, directly or 
irrlirectly, for the payment of any amoturt required by the Mortgage Note, except for interest accruing from the date of the 

Mortgage Note or date of disbm-seme.nt of the Mortgage proceeds, whichever is greater, to the day which precedes by one 
month the Due Date of the first installmem of principal and irterest; 

(xlv) TIrre is no proceeding pending. or to best of the Seller's koowledge threatened, for 
the total or partial conderrmtion of the Mortgaged Property or the taking by eminent domain ofany Mortgaged Property; 

(xlvi) No Mortgage Loan is subject to the requirements of the Home Ownership and Equity 
Protection Act of 1994, as amended, or is a "high cost" or "predatory" loan under any state or local law or regulation 
applicable to the originator of such Mortgage Loan or which would result in liability to the purchaser or assignee of such 
Mortgage Loan under any predatory or abusive lending law. In the evert thai Financial Secl:I"ity Assurance, Inc. becomes a 
NIMS Insurer, no Mortgage Loan is a "covered" loan under the laws of the stales ofCalifomia, Colorado or Ohio; 
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(xlvii) No proceeds from any Mortgage Loans were used to finance single-premiLrn credit 
insurance policies. No borrower was required to purchase any credit life, disabil ity, accident or health instrance product as 
a coooition of obtaining the extension of credit No borrower obtained a prepaid singie-premhm credit life, disability, 
accident or health insurance policy in comection with the origination of the Mortgage Loan; 

(xlviii) The Seller did not select the Mortgage Loans with the int.enl to adversely affect the 

interests orthe Purchaser; 

(xlix) The Seller has not received any notice that any Mortgagor has filed for any 
bankruptcy or similar legal protection since the date of the origination of such Mortgage Loan. Prior to the date of the 

origination of any Mortgage Loan, the Seller did not receive any notic<: that any Mortgagor has filed for bankruptcy or 
similar legal protection except as permitted tmdcr the Underwriti~ Guidelines; 

(I) No Group I Mortgage Loan is a "High-Cost Home Loan" as defined in the Georgia Fair 
Lending Act, as amended (the "Georgia Act"). and no Mortgage Loan that was originated on or after October I, 2002 and 
before March 7, 2003, is secll"ed by a Mortgaged Property located in the State of Georgia; 

(Ii) No Group I Mortgage Loan is 8 ' 'High Cost Home Loan" as defined in the Kentucky 
high-cost loan statute effective June 24, 2003 (Ky. Rev. Stat Section 360.1 00); 

(Iii) No Group I Mortgage Loan is a "High Cost Home Loan" as defined in thc New Jersey 
Home Ownership Act effective Novermer 27, 2003 (NJ.S.A. 46; IOf3.-22 et seq.); 

(Iii i) No Group [ MDrtgage Loan is 8 subsection 10 roortgage under the Oklahoma Home 
Ownership and Equity Protection Act; 

(Iiv) No Group I Mortgage Loan is a "High-Cost Home Loan" as defined in New York 
Banking Law 6·1 ; 

(Iv) No Group 1 Mortgage Loan is a "High Cost Home Loan" as defined in the Arkansas 
Home Loan Protection Act effective July 16, 2003 (Act 1340 of2oo3); 

(lvi) No Group I Mortgage Loan is a "High-Cost Home Loan" as defined in the New 
Mexico Home Loan Protection Act effective January I , 2004 (N.M. Stat Am. §§ 58-2IA-J et seq.); 
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(Ivii) 

Oviii) 
anti-predatory lending guidelines: 

-xrx- ?-

[reserved}; 

Each Group I Mortgage Loan was originated in cofllliiaru with the following 

a. Each Group 1 Mortgage Loan satisfies the eligibility for plrChase requiremeru and was 
originated in compliance with Lender LeUcr # ll..O3-00 dated April 11, 2000 for Fannie Mae Sellers (the "Lender Letter"); 

b. No borrower was CfICOtnged or required by the Seller to select a Group I Mortgage 
Loan product offered by the Gro1.4l I Mortgage Loan's originator which is a higher cost product designed for less 
creditworthy borrowers, lDl1ess at the time of the Group I Mortgage Loan's origination, s\.C.h borrower did oot qualify taking 
into account credit history and debt-to-incom: ratios for a lower-cost credit product then offered by the Group J Mortgage 
loan's originator or any affiliate of the Group I Mortgage Loan's originator; 

c. The methodology tsed in underwriting the extension of credit for each Group I Mortgage 
Loan elf4)loys objective mathematical principles which relate the borrower's income, assets and liabilities to the proposed 
payment and s\.C.h underwriting methodology does rot rely on the extent of the borrower's equity in the collateral as the 

principal determining factor in approving suen credit extension. Sueh tnlerwriting methodology provided reasonable 
asStrance that at the time of origination (application'approval) the borrower had a reasonable ability to make timely 
payments on the Group I Mortgage Loan; 

d. With respect to any Group I Mongagc Loan that contains a prOVISion pcrmltllng 
ilJ'lKlsition ofa premium upon a prepayment prior to manrity, (i) the Seller's pricing methods i~lude roortgage loans with 
and witholA prepayment premiums; borrowers selecting Group I Mortgage Loans which include such prepayment premiums 
receive a monetary benefit, including bUl nollimited to a rate or fee red\.C.tion, in exchange for selecting a Group I Mortgage 
Loan with a prepayment premium, (U) prior 10 the Group 1 Mortgage Loan's origination, the borrower had the opportL.r1ity to 
choose between an array of mortgage loan products which included mortgage loan products with prepayment premiums and 
mortgage loan products that did nol require payment of such a premium, (iii) the prepayment premiwn is disclosed to the 
borrower in the loan documents pursuant to applicable state and federal law, and (iv) notwithstanding any state or federal 
law to the contrary. the Master Servicer shall oot ifT1Xlse such prepayment premium in any instanc::e when the roong&ge debt 
is accelerated as the resul t of the borrower's default in making the loan payments; 

e. All points and fees related to each Group I Mortgage Loan were disclosed in writing to 
the borrower in accordance with applicable state and federal law. Except in the case of a Group I Mortgage Loan in an 
original principal amount or less than $60,000 which would have resulted in an tmprofitable origination, no borrower was 
charged "points and fees" (whether or not financed) in an amount greater than S% of the principal am:n.G of s\.C.h loan. such 
5% limitation calculated in accordance with the Lerrler Letter; 
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f. All fees and charges (in::;luding finance charges) and whe1her or rot finaoced, assessed, 
collected or to be collected in connection with the origination and servicing of each Group I Mortgage Loan have been 
disclosed in writing to the borrower in accordance with applicable state and federal law and regulation; 

(Iix) No Group I Mortgage Loan had a principal balance at origination in excess ofFannie 
Mae's conforming loan balance limitations for single :family loans set forth in the Famie Mae OwIer Act and the Fannie 
Mae Selling Guide in effect at the time of such Group I Mortgage Loan's origination; 

(Ix) With respect to each Group I Mortgage Loan. information regarding the borrower credit 
file related to such Mongage Loan has been furnished to credit reporting agencies in co~liance with the provisions of the 
Fair Credit Reporting Act and the applicable i~lementing regulations; 

(I';) No Mortgage 1.0", is • "Hi"" Cost 1.0"," 0' "Cov",," Lo"," (" soch lenns '" 
defined in the Standard & Poor's lEVELS® Glossary in effect on the Closing Date which is now Version 5.6c Revised, 
Exhibit E, applicable portions of which are attached hereto as Exhibit A) and no Mortgage Loan originated on or after 
October I, 2002 through March 6, 2003 is governed by the Georgia Act; 

(lxii) No Group J Mortgage Loan is a "High Cost Home Mortgage Loan" as defined in the 
Mas!i8chusetts Predatory Home Loan Practices Act effective November 7, 2004 (Mass. Ann. Laws ch. 183C); 

(Ixiii) No Group I Mortgage Loan is a "High CoS! Home Loan" as defined in the Indiana 
Home Loan Practices Act effective Jarnary I, 2005 (Ind. Code Ann. §§ 24-9-1 through 24-9-9); and 

(Ixiv) With respect to any Group I Mortgage Loan originated on or after August 1,2004, 
neither the related Mortgage oor the related Mortgage Note requires the Mortpgor to submit 10 arbitration to resolve any 
dispute arising out of or relating in any way to the Mortgage Loan transaction. 
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SECflON 7. Repurchase Obligation for Defective Docwrentation and for Breach ofReprescntation and Warranty, 

(a) The representations and warranties contained in Section SOx) and Section 6 shall not be impaired by any 
review and examination orloan files or other documents evidencing or relating to the Mongage Loans or any failure on the part of the 
Seller or the Purchaser to review or examine such docwnents and shall inure to the benefit of any assignee, transferee or designee of 
the Purchaser, including the Trustee for the benefit ofoolders of asset-backed certificates evidencing an interest in all or a portion of 
the Mortgage Loans. With respect to the representations and warranlies contained herein which are made to the knowledge or the best 
of knowledge of the Seller. or as [Q which the Sellcr has no knowledge, i f it is discovered thai the s1.bstance of any SLCh 
representation and warranty was inaccl.D'ate ll!! of tile date such representation and warranty was made or deemed to be made, and 
such inaccuracy materially and adversely affects the value of the related Mortgage Loan or the interest therein of tile Purchaser or the 
Purchaser's assignee, transferee or designee, then ootwithstanding the lack of knowledge by the Seller with respect to the substance of 
such representation am wananty being inaccurate at the time !he represertation and warranty was made, the Seller shall take slEh 
action described in the following paragraph in respect of such Mortgage Loan. 

Upon discovery by the Seller, the Purchaser or any assignee, transferee or designee of the Purchaser of any 
materially defective document in, or that any material documel1l was not transferred by the Seller (as listed on the Trustee's initial 
certification), as part of any Mortgage File or of a breach of any of the representations and warranties contained in Section 5 or 
Section 6 thai materially am adversely affects the value of any Mortgage Loan or the iru:rest of the Pluchaser or the Pachaser's 
assignee, transferee or designee (it being understood that with respect to the representations am warranties set forth in the last 
sentence of (xxxix), (xlvi), the first sentence of (xlvii), (lxi) and (Ixiv) of Section 6 herein, a breach of any such representation or 
warranty shan in and of itself be deemed to materially and adversely affect the interest therein of the Purchaser and the Purchaser's 
assignee, transferee or designee) in any Mortgage Loan, the party discovering the breach shall give prollllt written ootice to the 
others. Within ninety (90) days of the earlier of the discovery or the Seller's receipt of notice of any such rrissing documentation 
which was not transferred to the Purchaser as described above or materially defective documentation or any such breach of a 
representation and warralll)', the Seller profl1>t1y shall deliver such missing docurrrnt or cure such defect or breach in all material 
respect<;, or in the event the Seller cannot deliver such missing document or such defect or breach cannot be cured, the Seller shall, 
within 90 days of its discovery or receipt of notice, either (il repurchase the affected Mortgage Loan at a price equal to the Pw-chase 
Price (as defined in the Pooling and Servicing Agreement) or (ii) pursuant to the provisions of the Pooling and Servicing Agreement, 
cause the rerroval of such Mortgage Loan from the Trust Ftnd and substirute one or rrore Qualified SubstiMe Mortgage Loans; 
provided, however, that in the case of a breach oftbe representation and warranty concerning the Mortgage Loan Schedule contained 
in Section 6(i), if such breach relates to any field on the Mortgage Loan Schedule which identifies any Prepayment Charge and such 
Prepayment Charge has been triggered pursuant to the terms of the related Mortgage Note, then in lieu of purchasing such Mortgage 
Loan from the Trust FlJ1d al the Purchase Price (as defined in the Pooling am Servicing Agreement), the Seller shall pay the 8JTJ)unt 

of the incorrectly identified Prepaynrnt Charge (net of any 8JTJ)unt previously collected by or paid to the Trust Furd in respect of 
such Prepayment Charge), and the Seller shall have 00 obligation to repurchase or substitute for such Mortgage Loan. In the event of a 
substitution permitted herelrlder, the Seller shall arrend the Closing Schedule to reflect the withdrawal of each relllJved Mortgage 
Loan from the terms of this Agreement am the Pooling and Servicing Agreement and the addition of the Qualified Substitute Mortgage 
LoaJ(s). The Seller shall deliver to the Pw-chaser such amended Closing Schedule and shall deliver such other documents as are 
required by this Agreem::nt or the Pooling and Servicing Agreement within five (5) days of any such arrendment Any repurchase 
pursuant to this Section 7(a) shall be accomplished by deposit in the Collection Account of the 3lII)unt of the Purchase Price (as 
defined in the Pooling and Servicing Agreement) in accorc\arJ::e with Section 2.03 of the Pooling and Servicing Agreement. Any 
repurchase or substitution required by this Section shall be: made in a rramer consistent with Section 2.03 of the Pooling and 
Servicing Agreement and any remedy by the Seller for a breach of a representation or warranty that materially and adve~ely affects 
the value of any Prepayment Charge shall be made in a mmner consistent with Section 2.03{c) of the Pooling and Servicing 
Agreement. 
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(b) 11 is urxl.erstood and agreed that the obligations of the Seller sct forth in this Section 7 to CU"c. repurchase 
or sub~tit1.4c for a defective Mortgage Loan constitute the sole remedies of the Purchaser against th: Seller respecting a missing or 
defective doc\ll'T'lenl or a breach of the representations and warranties wntained in Section 5 or Section 6. 

SECTION 8. Closing;, Payment for the Mortgage Loans. 

The closing of tile purchase and sale of tile Mortgage Loans and the Trust Swap Agreemert shall be held at the 
Seattle office of Heller Ehrman U..P at 9:30 am New York rime on the Closing Date (or such other location or time as is rwtually 
agreeable to the parties). 

The Purchaser's obligation to close the transactions contel11'lated by this Agreement shall be subject to each ofttle 
following corrlitions: 

(a) All of the representations and warranties of the Seller Wlder this Agreement shall be true and correct in all 
material respects as afme date as of which they are made and no event shal l have occLDTed which, with ootice or the passage of time, 
would constitute a default under this Agreement; 

(b) 10e Pt.-chaser shall have received, or the attorneys of the Purchaser shal l have received in escrow (to be 
released from escrow al the time of closing), all Closing Documents as specified in Section 9 of this Agreement, in such fonns as are 
agreed upon and acceptable to the PtD-chaser, duly execu1ed by all signatories other than the Purchaser as required pursuant 10 the 
respective terms thereof; 

(e) The Seller shall have delivered or caused to be delivered and released to the Purchaser or to its designee, 
all doctnnents (incltding withoul limitation, the Mortgage Loans) required to be so delivered by the Purchaser pursuant to Section 
2.01 of the Pooling and Servicing Agreement; and 

(d) All other tenns and conditions of this Agreement to be complied with by Seller, shall have been coIJl)lied 
with. 

Subject to the foregoing conditions, the Purchaser shall deliver or cause to be delivered to the Seller on the Closing 
Date, against delivery and release by the Seller to the Trustee of all documents required purSuan:l to the Pooling and Servicing 
Agreement, the consideration for the Mortgage Loans and the Trust Swap Agreemel1 as specified in Section 3 of this Agreemenl, by 
delivery to the Seller of the Purchase Price in inmediately available fimds and delivery of the Long Beach Certificates to the Seller 
or, upon the direction of the Seller, to Long Beach Asset Holdin~ Corp. 
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SECTION 9. Closing Doctll1'lents. 

Witho14 limiting the generality of Section 8 hereof; the closing shall be soojcct to delivery of each ofthc following 
documents: 

(a) An Officers' Certificate ofthc Seller, dated the Cosing Date. upon which the Purchaser, Credit Suisse 
Securities (USA) lLC ("CSS") and WaMu Capital Corp. ("WCC", and together with ess, the "Underwriters") and the NlMS 
Insurer, if any, Imy rely and attached thereto copies of the certificate of incorporation, bylaws and certificate of good standing of the 
Seller under the Jaws of the State ofDclaware; 

(b) An Officers' Certificate of the Seller, dated the Closing Date, upon which the Purchaser, the Underwriters 
and the NIMS Insurer. if any, may rely, with respect to certain facts regarding the sale of the Mortgage Loans, by the Seller to the 
Purchaser; 

(c) An Opinion OfCoWlSCI of the Seller (which may be irrhou.o;e counsel of the Seller), dated the Closing Date 
and addressed to the Purchaser, the Uderwritcrs and the NIMS lnsa-cr, if any; 

(d) Such opinions of counsel as the Rating Ageocies, the lb:\erwriters, the Trustee or lhe N1MS Insurer, if 
any, may reasonably request in connection with the sale of the Mortgage Loans an:! the Tru<;t Swap Agree~nl by the Sel ler to the 
PW'chaser or the Seller's execution and delivery of, or performance under, this Agreement; 

(e) A leiter from Deloine & Touche LLP., certified plblic accountants, dated the dale hereof and 10 the effect 
that they have performed cenain specified procedures as a result of which they determined that certain information of an accouming, 
financial or statistical nature set forth in the Prospectus Supplement under the captions "Swrmary ofTerms-l\l1ortgage Loans," "rusk 
Factors," "The Sponsor," "Static Poollnfonnation," "11Je Mortgage Pool" and "Yield, PrepaymeTl and Manrity Considerations" and 
in "Appendix A" agrees with the records of the Seller; 

(f) 11Je Seller shall deliver or make available to the Pu-chaser for inclusion in the Prospecws Supplement 
under the captions "11Je Sponsor:' "11Je Servicers" and "Static Pool lnfonnation" or for inclusion in other offering materials, such 
publicly available information regarding the Seller and Washington Mutual Bank. their financial condition, Seller's underwriting 
standards, lending activities and loan sales, production, static pool information and master servicing practices, and Washington 
M1..IUa.I Bank's servicing and collection practices, and any similar nonplblic, unaudited financial information and a coTl1>uter tape 
with respect to the pool infonnation, as the lhderwriters may reasonably request; 

(g) Letters from at least two nationally recognized statisticaJ rating agencies rating the Offered Certificates (as 
defined in the Prospectus Supplement); and 
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(h) Sl£b further information, certificates. opinions ard doc~nts as the Purchaser or the th::Ierwriters may 

reasonably request 

SECTION 10. Costs. 

The Seller shal l pay (or shall reimburse the Pu-chaser or any other Person to the extent that the Purchaser or such 
other Person shall pay) all costs and expenses incWTed in comection with the transfer and delivery of the Mortgage Loans and the 
Trust Swap Agreement, incltxiing witho141imitation, recording fees, fees for title policy endorsements and continuations and the fees 
for recording Assignments, the fees and expenses of the Seller's in-nouse accmmtams and in-house attorneys; the costs and expenses 
inclUTed in connection with determining the Seller's loan los5, foreclo5lrc and delinquency experience. the costs and expenses 
incUITcd in connection with obtaining the documc]'][S referred to in Sections 9( d) and 9(e), the cost of an opinion of counsel regarding 
the true sale of the Mortgage Loans and the Trust Swap Agreement and non-consolidation of the Seller. the costs and expenses of 
printing (or otherwise reprodocing) and delivering this AgreemeTt, the Pooling and Servicing Agreement, the Certificates, the 
prospectus, the Prospectus Supplement, any blue sky filing; relating to the Certificates and other related documents, costs and 
expenses of the Trustee, the fees and expenses of the Purchaser's counsel in connection with the preparation of all documents relating 
to the securitizatioD of the Mortgage Loans, the filing ree charged by the Seclrities and Exchange Corrmission for registrauon of the 
Certi ficates, the cost of any opinions of outside special counsel that may be required for the Seller and the fees charged by any RAting 
Agency to rate the Certificates. All other costs and expenses in cormection with the transactions conte~lated hereunder shall be 
borne by the pany incurring such expense. 

SEcnON 11 . Servicing. 

The Seller has represented to the Purchaser that the Mortgage Loans are being serviced in accordance with the 
term; of the Pooling and Servicing Agreement, and it is Lnierstood and agreed by and between the Seller and the Purchaser that any 
interim servicing arrangements with the Seller will be superseded by the servicing arrangements set forth in the Pooling and Servicing 
AgreemeT1l 

SECfJON 12. Mandatory DeliveQ': Grant of SeclEity Interest. 

lbe sale and delivery on the Closing Date of the Mortgage Loans and the Trust Swap Agreement in accordance 
with the tenm and conditions of this Agreerrcnt is mandatory. It is specifically understood and agreed that each Mortgage Loan is 
unique and identifiable on the Closing Date and that an award of money damages would be insufficient to compensate the Purchaser 
for the losses arxI. damages inclllTed by the Pachaser in the evert of the Seller's failure to deliver the Mortgage Loans on or before 
the Closing Date. 

The Seller hereby grams to the Ptrchaser a lien on and a conrinuing security interest in the SeUer's interest in each 
Mortgage Loan and the Trust Swap Agreement, and each document and instrument evidencing each such Mortgage Loan and the Trust 
Swap Agreement to secure the performaru by the Seller of its obligation hereunder, and the SeHer agrees that it holds such Mortgage 
Loans and such Trust Swap Agreemenl in custody for the Purchaser, subject 10 (i) the Purchaser's right, prior to the Closing Date, to 
reject any Mortgage Loan to the extent permitted by this Agreemert and (i i) the Purchaser's obligation 10 deliver or cause to be 
delivered the consideration for the Mortgage Loans and thr:? Trust Swap Agree~nt pursuant to Section 8 hereof. Any Mortgage Loan 
rejected by the P\rchaser shall concmently lherewith be automatically released from the security inlCrest created hereby. The Seller 
agrees that, upon acceptance of the Mortgage Loans and the Trust Swap Agreement by the P,...cha$er or its designee and delivery of 
paym=nt to the Seller, that any security irterest held by the Seller in such Mortgage Loans and such Trust Swap Agreement shall be 
released. 
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All rights and remedies ofthc Purchaser unJer this Agreen:ert are distinct from,. and cU!Tl.llative with, any other 
rigtus or remedies tmdcr this Agreerrent or afforded by law or equity and all such rigtns and rClTE:wes may be exercised corx:arrett1y. 
independently or successively. Notwithstanding the foregoing. if on the Qosing Date, each of the conditions set forth in Section 8 
hereof shall have been satisfied and the Purcmser shall oot have paid or caused to be paid the PIrCMse Price, or shall not have 
delivered or caused to be delivered the long Beach Certificates to the Seller or, upon the direction ofttle Seller, to Long Beach Asset 
Holding Corp., or any such condition shall not nave been waived or satisfied and the Purchaser determines not to pay or cause to be 
paid the Purchase Price or not to deliver or cal.5C to be delivered the Long Beach Certificales to the Seller or Long Beach Asset 
Holding Corp., the Purchaser shall inrnediately effect the re-delivery of the Mortgage Loans and the Trust Swap Agr~rn, if 
delivery 10 the Purchaser has occurred and any security interest created by this Section 12 shall be deemed to have been released. 

SECTION 13. Notices. 

All dermnds, notices and COnmunicatiOllS hereunder shall be in writing and shall be deemed to have been duly 
given ifpersonally delivered to or mailed by registered mail, postage prepaid, or transmioed by telex or telegraph and confi~ by a 
similar mailed writing. if to the Purchaser, addressed to the Purchaser at 1201 Third Ave., WMT1706, Seattle, Washington 9810 1, 
Attn: LBSC Legal Counsel, or such other address as may hereafter be finDsbed to !be Seller in writing by the PlIchaser; if to the 
Sell er, addressed to the Seller at 1201 Third Ave., WMTI706, Seattle, Washington 98101, Attn: LBMC Legal Counsel, or to sl£h 
other address as the Seller may designate in writing to the Purchaser. 

SECTION 14. Severability of Provisions. 

AIry pan, provision, representation or warranty of this Agreernert which is prohibited or unenforceable or is held 
to be void or unenforceable in any jurisdiction shall, as to such jurisdiction, be ineffective to the extent of such prohibition or 
unenforceability without invalidating the remaining provisions hereof. To the extert permitted by applicable law, the parties hereto 
waive any provision of law which prohibits or renders void or WlCnforceable any provision hereof. 

SECTION 15. Al!1eemerrt of Parties. 

The Seller and the Purchaser each agree to execute and deliver such instruments (including OCC financing 
statemerts and continuation statements) and take such actions as either of the others may, from time to time, reasonably request in 
order to effectuate the purpose and to carry out the tenns of this Agreemem and the Pooling and Servicing Agreement. 
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SECTION 16. Survival. 

The Sellcr agrees thaI the representations, warranties arv:l agreements rrnde by it herein and in any certificate or 
other instrumcm delivered plnuart hereto shall be deemed to be relied upon by the Plrchascr and its successors and assigns. 
notwithstanding any investigation heretofore or hereafter fJade by the Purchaser or on its behalf, and that the representations, 
warranties and agreements rrnde by the Seller herein or in any such certificate or other instrumcrt shaH slSVive the delivery orand 
paymenl: for the Mortgage Loans and the Trust Swap Agreement and shall continue in full force and effect, notwithstanding any 
restrictive or qualified endorsement on the Mortgage Notes and notwithrumding subsequent termination of this Agreement, the Pooling 
and Servicing Agreement or the Trust F~. 

SeCfJON 17. indennification. Represemuivc. 

(a) The Sellcr indennifies and holds harmless the Purchaser, the Purchaser's officers and directors and each 
person, ifany, who controls the Purchaser within the meaning of Section IS of the Securities Act of 1933, as amended (the "1933 
Acf') or Section 20 of tile Exchange Act of 1934, as amended, (the "Exchange Act"), as follows : 

(i) 'gai"" "'l' "'" .11 '0"", "~"'" "'1"""", d"",,,,, 0' Ii.biliti", joint 0' ,evo,~, 10 
which the Pwchaser or such controlling person may become subject under the 1933 Act or o~rwise. insofar as such losses, 
claims. damages or liabilities (or actions in respect thcreof), including, but not limited to, any loss, claim, expense, damage 
or liabi lity related to ptD'chases and sal es of tile Class A Certificates and the MeZ'1lLIline Certificates arise out of or are based 
upon any untrue st8teIrent or alleged 1D1trUe statemert of any material fac1 contained in the Preliminary Prospectus 
Supplement or the Prospectus Supplement, in the case ofptD'chases and sales of the Class A Certificates and the Mezzanine 
Certificates, or any amendmenl or supplement thereto, or arise out ot; or are based upon, the omission or alleged omission to 
state therein a material fact requi red to be stated therein or necessary to make the statements made therein not misleading; 
and will reimblSSe, as iocUITed. the Pu-chaser and each su::h coooolling person for any legal or other expenses reasonably 
incurred by the Purchaser or such comolling person in cormection with investigating, defending against or appearing as a 
third party witness in connection with any such loss, claim, damage, liability or action as such expenses are incurred; 
provided, however, that the Seller will be liable in any such case only to the extent that any such loss, claim, damage or 
liability arises out of or is based upon an lDltrue statement or omission, or alleged Ul1true statement or omission, made therein 
in reliance upon and in confonrity with written infonnation furnished to the PtD'CMser by the Seller specifically for use in 
the preparation thereof(the '"Seller's Infonnation"); 

(ii) against any and all loss, liability, claim, damage and expense whatsoever, to the extern 
of the aggregate amount paid in settlement of any liti galion, or investigation or proceeding by any govell'Dl'lCntal agency or 
body, corrunenced or threatened, or of any claim whatsoever based upon any such untrue statement or omission, or any such 
alleged untrue statement or omission, if such settlement is effected with the writ1l:n consent of the SeUer; and 
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(ii i) against any and all expense whatsoever (irx::luiing the fees and disbursements of 
counsel chosen by the Purchaser, subject to Section 17(c) below), reasonably irx:urred in investigating. preparing or 
defending against any litigation, or investigation or proceeding by any govemnental agency or body, conunenced or 
threatened. or any claim whatsoever based upon any such untrue statement or omission, or any such alleged untrue statement 
or omission, to the extelll: that8Jl)' such expet6e is not paid under clause (i) or clause (ii) above. 

This indcrmity agreement will be in addition to any liability which the Seller may otherwise have. 

(b) The Pl.I'chaser agrees to inden'llify and hold hannless the Seller. each of its directors, each of its officers 
and each person, ifany-, who controls the Seller within the meaning ofSeerlon 15 of the 1933 Act or Section 20 of the Exchange Act, 
against any and all losses, c1aitn5, expenses, darmges or liabilities to which the Seller or 8Jl)' such director, officer or conlrolling 
person may become subject, under the 1933 Act or otherwise, insofar as such losses, claitn5, damages or liabilities (or actions in 
respect thereof) arise out of or are based upon any lntrUe state~ or alleged WIIrue slatemerd of any material fact contained in the 
Preliminary Prospectus Supplement or the Prospectus Supplement, in the case of plU'chases and sales of the Class A Certificates and 
the Mezzanine Certificates, other than in the Seller's Information, or arise OUI ot: or are based 14>On, the omission or the alleged 
omission to state therein a material fact required to be stated therein or necessary to make the statements made therein not misleading. 
and will reim;,urse any legal or other expenses reasonably iocUlTed by the Seller or any such director, officer or controlling person in 
connection with investigating or defending any such loss, claim, damage, liability or action. This indennity agreement will be in 
addition to any liability which the Purchaser may otherwise have. 

(c) Prol1l'uy after receipt by an indermi fied party under this Section 17 of notice of the coll"lTlCncement of any 
action described therein, such indelMified party will, if a claim in respect thereof is to be made against the indennifying party under 
this Section 17, notify the inderrnifying party of the COl1Il'lCreement thereot; bLi the omission so to notify the indennifying party will 
not relieve the indennifying party from any liability that it may have to any indemnified party under this Section 17 unless the 
indennifying party is Jmterially prejudiced by such orrission to notify and in any evert the failure to notify the indelTllifying party 
shall not relieve it from any liability which it may have to the indenmified party otherwise than under this Agreement. In case any such 
action is brought agaill'it any indermified party, and it ootifies the indetmifying party of the COlTfl'lCncemenl thereof, the indemniJYing 
party will be entitled to participate therein, and, to the extent that it may wish to do so, jointly with any other indermifying party 
similarly notified, to assume the defense thereot: with colrlSel satisfactory to such inderrnified party (who shall not, except with the 
consent of the indemnified party (such consent not to be unreasonably withheld. conditioned or delayed), be eounsel to che 
indetmifying party), and, after notice from the indermifying party to such indelTl1ified party under this Section 17. sl£h indermifying 
party shall not be liable for any legal or other expenses subsequently incurred by such indennified party in connection with the 
defense thereof other than reasonable costs of investigation and preparation for a defense. 
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ArTy indermified party shall have the right to ClT1lloy separate cOlnsel in any such action and to participate in the 
defense thereo~ but the fees aOO expenses ofsuch counsel shall be at the expense of such indemnified party W1less: (i) the employment 
thereof has been specifically authorized by the indermifYing party in writing (ii) such irxlelTllified party shall have been advised by 
such coWlScl that there may be one or more legal defenses available to it which are different from or additional to those available to 
the indermifying party and in the reasomble judgment of such COlDlSci it is advisable for such indennified party to cll1>ioy separate 
counsel; (iii) a conflict or potential conflict exists (based on advice of counsel to the indermi6ed party) between the indermified 
party and the hxielTI1ifying party (in which case the indemnifYing party will not have the right to direct the defense of such action on 
behalf of the irxlemnificd party) or (iv) the indermifying party has failed to asSWTE the defense of such action and cll1>loy cmnse1 
reasonably satisfactory to the indetmified pany, in which case, if such indermified party notifies the irxlennifying party in writing 
that it elects to e~loy separate counsel at the expense of the indermifying party, the indermil)ing party shall oot have the right to 

assume the defense of such action on behalf of such indermified party. it being understood. however. the indemnifying party siaH oot, 
in connection with Bn)' one such action or separate but substantially similar or related actions in the same jurisdiction arising out of 
the same general allegations or circumstances. be liable for the reasonable fees and expenses of more than one separate firm of 
attorneys (in addition to local counsel) at any time for all such indenrified parties. which firm shall be designated in writing (i) by 
!he Seller if the indermified parties under this Section 17 consist of the Seller or any of its officers, directors or controlling persons. 
or (ii) the Purchaser. if the indemnified party under this Section 17 consist of the Pu-chaser or any of the Purchaser's directors, 
officers or controlling persons. 

Eaeh indemnified party. as a condition of the irrlemnity agreements contained in Section 17(a) and Section 17(b), 
shall use its reasonable efforts to cooperate with the indemnifying party in the defense of any such action or claim No indermifying 
party shall be liable for any senlemcnt of any such action effected without its written consent (which consent shall not be 
unreasonably withheld, conditioned or delayed), but if senled with its written consent or if there be a final judgment for the plaintiffin 
any such action, the indermifying party agrees to indelTTlify and hold harmless any indennified party from and against any loss or 
liability (to the extent set forth in Section l7(a) or Section neb) as applicable) by reason of such settlemer1. or jwgrrert. No 
iooemnifying party shall, without the prior written consent oftbe irv:lermified party. effect any senlemerrt of any pending or threatened 
action in respect of which any indermifierl party is or could have been a party and indeJmity could have been sought hereunder by 
such indermified party unless stx;h senlement (i) includes an unconditional release of such indermified party from all liability on any 
claims that are tre subject of such action and (ii) does not inclLx:le a statement as to, or an admission of, fault, culpability or failure to 

act by or on behalf of an indermified party. 

Notwithstanding the foregoing parawaph, if at any time an irv:lemlificd party shall have requested an indemnifying 
party to reimburse the indermified party for fees and expenses of counsel, the irrlermifying party agrees that it shall be liable for any 
settlement of any proceeding effected without its written consent if(i) slX:h senlemcnt is entered into more than 30 days after receipt 
by such irv:lemnifying party of tile aforesaid request and (ii) such irv:lcmnifying party shall rot have reimbursed the indermifierl party 
in accordance with such request prior to the date of such settlement 
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(d) If the indermification provided for in Section 17(a) or 17(b) is unavailable or insufficient to mid 
harrnless an indcnnified party under subsection (a) or (b) above, then each indermifying party shall contribute to the aJroWll paid or 
payable by such indermified party as a result of the losses, claims, damages or liabilities referred to in subsection (a) or (b) above 
(i) in 5P;;h proportion as is appropriate to reflect the relative benefits received by the P\B"chaser on the one hand and the Seller on the 

other from the offering of tile Class A Certificates and the Me:aanine Certificates or (i i) if the allocation provided by clause (i) above 
is not permitted by applicable law, in such proportion as is appropriate to reflect not only the relative benefits referred to in clause 
(i) above but also the relative fault of the Pw'chaser on the one hand and the Sellcr on the other in connection with the statements or 
omissions which resulted in such losses, claims, damages or liabilities as well as any other relevart equitable considerations. lfthe 
indermification provided for in Section 17(b) is unavailable or insufficient to hold hannless the indelTllified party mder 
Section 17(b), then each indelTl1ifying party shal l contribute to the am:>W"I1 paid or payable by such indemnified party as a result of the 
losses, claims, damages or liabilities referred to in Section l7(b) in such proportion as appropriate to reflect the relative fault of the 
Purchaser on one hand and the Seller on the other in connection with the statements or omissions which resulted in such losses, 
claims, damages or liabilities as well as any other relevan equitable considerations. Tk relative benefits received by the Pu-chaser 
on the one band and the Seller on the other shall be deemed to be in the same proportion as the total net proceeds from the offering 
(before deducting expenses) received by the Pw-chaser bear to the total underwriting discounts and comnissions received by the 
Underwriters (as defined in the Prospcc1J.JS Sl4>plell'Ert). The relative fault shall be detcnnined by reference to, among other things, 
whether the 1.Ir'lJ"Ue or alleged unrue statemcnl. of a material fact or the omission or alleged omission to state a material fact relates to 

information supplied by the Purchaser or by the Seller and the parties ' relative inter4, knowledge, access to information and 
opportunity to correct or prevent sl£h untrue statement or omission. 1be amount paid by an indemnified pany as a result of the losses, 
claims, damages or liabilities referred to above in the first sentence of this subsection Cd} shall be deemed to include any legal or 
other expenses reasonably incu-red by such indermified party in connection with investigating or defending any action or claim which 
is the subject of thi s subsection (d). No person guilty offraudulern misrepresertation (within the meaning of Section II (f) of the 1933 
Act} shall be entitled to contribution from any person who was not guilty of such fraudulent misrepresentation. 

SECTION 18. Representations and Warranties of the Seller Relating to the Trust Swap Agreement. 

The Seller ncreby represents and warrants to the Purchaser, that as of the Closing Date with respect to the Trust 
Swap Agreement 

(8) lrrmediately prior to the novation of the Trust Swap Agreement to the Purchaser, the Seller had good title 
to, and was the sole legal and beneficial owner of, the Trust Swap Agreement, free and clear of any pledge, lien, security interest, 
charge, claim, equity or encumbrance of any kind created by the Seller, and has fuJi right and autOOrity, subject to no interest or 
participation of, or agreement with, any ~r party to sell , assign and novate the: same. Upon the delivery, transfer or novation ofthr: 
Trust Swap Agreement to the Purchaser as contell"{Jlated herein, the Purchaser will receive the Trust Swap Agreerrent, free and clear 
of any pledge, lien, security interest, charge, claim. equity or encuni>rance of any kind created by the Seller; 
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(b) The Trust Swap Agreement constituleS "general intangibles" withjn the meaning of the applicable uce; 

(c) The Seller has received all consents and approvals required bythc terms of the Trust Swap Agreement for 
the sale of such Trust Swap Agreement hereunder to the Purchaser; 

(d) The Seller has caused or will have caused, within ten days after the Closing Date, the filing of all 
appropriate financing statements in the proper filing office in the appropriate jurisdictions under applicable law as necessary to 

perfect the sec1.l"ity interest in the Trust Swap Agreemelt granted to the Purchaser heremder, and 

(e) The Seller has nol authori~d the fil ing of and is not aware of any financing statements against Seller that 
include a description of collateral covering either of the Trust Swap Agreement other than any financing statement (a) relating to the 
scc1.l"ity interest granted to the Purchaser herelRier or (b) that has been tenninated. 

SECfJON 19. GoyemingLaw. 

THlS AGREEMENT' AND THE RIGHTS, DUflES, OBUGATIONS AND RESPONSIBILITIES OF TIfE 
PARTIES HERETO SHAll.. BE GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH THE LAWS AND DECISIONS 
OF TIfE ST ATE OF NEW YORK, WITHOlTf REGARD TO THE CONFucrs OF LAW PRINCIPLES. THE PARTIES HERETO 
INTEND THAT THE PROVISIONS OF SECf10N 5-1401 OF THE NEW YORK GENERAL OBUGATIONS LAW SHALL 
APPLY TO TInS AGREEMENT. 

SECTION 20. Miscellaneous. 

Ths Agreement may be executed in two or Imre counterparts, each of which when so executed and delivered shall 
be an original, bl..l all of which together shall constinAe one and the sane instrurrenl Ths Agreement shall inure to the benefit of and 
be binding upon the parties hereto and their respective successors and assigns. This Agreement supersedes alt prior agreements and 
understandings relating to the suhject matter hereof. Neither this Agreement nor any tenn hereof may be changed, waived, discharged 
or tenninated orally, but only by 8n instrument in writing signed by the party against whom enforcemert. of the change, waiver, 
discharge or temination is sought.. The heading;; in this Agreem::TIl are for purposes of reference only and shall not limit or otherwise 
affect the meaning hereof. 
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It is the express intent of the parties hereto that the conveyance of the Mortgage Loans and the Trust Swap 
Agreement by the Seller to the Purchaser as provided in Section 4 hereof be, and be construed as, a sale of the Mortgage Loans and 
the Trust Swap Agreemenl by the Seller to the Purchaser and not as a pledge of the Mortgage Loans and the Trust Swap Agreement by 
the Seller to the Purchaser to steW"e a debt or other obligation of the Seller. However, in the event that, notwithstanding the 

aforementioned in1el1. oftbe parties, the Mortgage Loans and the Trust Swap Agreerrenl are held to be property of the Seller, then, (a) 
it is the express intent of the parties that such collVcyance be deemed a pledge of the Mortgage Loans and the Trust Swap Agreement 
by the Sel.ler to the Purchaser to secac a debt or other obligation ofthc Seller and (b) (J) this Agreement shall also be deemed to be 
a security agreement within the meaning of Articles 8 and 9 of the New York Unifonn COfTll'l:Tcial Code; (2) the conveyance 
provided for in Section 4 bereofshall be deemed to be a gram by the Seller to the Purchaser ofa security interest in all of the Seller'S 
right, title and interest in and to the Mortgage Loans, the Trust Swap Agreement and all amounts payable to the holders of !he 
Mortgage Loans and the Trust Swap Agreement in accord~ with the terms thereof and all proceeds of the conversion, voluntary or 
involuntary, of the foregoing into cash. ins tnmenlS. securities or other property. including withoutlimitallon all alTlOUll1S. other than 
investm:nt eami~, from time to time held or invested in the Collection AccoUJt whether in the form of cash. instn.lJ11CnIS, sccl.I"i ties 
or other property; (3) the possession by the Purchaser or its ageTII of the Mortgage NoleS. the Trust Swap Agreement, the related 
Mortgages and such other items of property that constitute instruments. rmney, negotiable documents or chattel paper shall be deemed 
to be "possession by the secured party" for purposes of perfecting the security interest pursuanI to Section 9-305 of the New York 
Uniform Corrmcrcia! Code; and (4) notifications to persons holding such property, and acknowledgments, receipts or confirmations 
from persons holding such propeny, shall be deerred nollfications to, or acknowledgments, receipts or confinnations from, financial 
irtetmldiaries, bailees or agcnls (as applicable) of tile Purchaser for the purpose of perfecting such security interest under applicable 
law. Arr; assigTl'l1ent of the interest of the Purchaser p\.l"suant to Section 4(d) hereof shall also be deerred to be an assignment of any 
security interest crea\.ed hereby. Tt-c Seller and the Purchaser shall, to the extent consistent wilh this Agreemert, take such actions as 
may be necessary to ensure that. if this Agreement were deemed to create a sec\.l"ity interest in the Mortgage Loans and the Trust 
Swap Agreement, such security interest would be deemed to be a perfected security interest of first priority Wlder applicable Jaw and 
will be maintained as soch throughout the tenn of this Agreerrent and the Pooling and Servicing Agreement. 

SECTION 21. Third Partv Beneficiary. 

Each of the Trustee and the NlMS Insurer, ifany, shal l be a third-party beneficiary nereof (except with respect to 
Sec1l0n 17) and shall be entitled to enforce the provisions hereof as if a party hereto, except the provisions of Section 17 hereof The 
Underwriters, shall be third-party beneficiaries hereof solely with respect to Section 17 and shall be entitled to enforce the 
provisions of Section 17 as ifit were a party hereto. 
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IN WITNESS WHEREOF, the Purchaser and the Seller have caused their names to be siWlCd by their respective 
officers thereunto duly authorized as ofthc date first above written. 

l.DNG BEACH SECURITIES CORP. 

By: 

Name: 

Title: 

Dave Coultas 

AUlhorizcd Officer 

LONG BEACH MORTGAGE COMPANY 

By: 

Name: Dave Coultas 

Title: First Vice President 
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EXBlBIT A TO MORTGAGE WAN PURQlASE AGREEMENT 

STANDARD & POOR'S LEVELS® GLOSSARYin effect on 1M CLOS/NG DATE 

As of February 7, 2006 (Update as oCtbe Closing Date) 

APPENDrx E TO GLOSSARY FOR FILE FORMAT FOR LEVELS~ VERSION 5.6c: Standard & Poor's Ami-Predatory Lending 
Categorization 

REVISED Jaruary 17, 2006 

Starxlard & Poor's has categorized loans governed by anti-predatory [ending laws in the Jurisdictions listed below into three 
categories based upon a combination of factors that include (a) the risk exposlUc associated with the assignee liability and (b) the 

tests and thresholds set forth in tOOse laws. Note thai ~rtain loans classified by the relevant statute as Covered are included in 
Standard & Poor's High Cost Loan Category because they included thresholds and tests thai are typical of what is generally 
considered High Cost by the: industry. 

Standard & Poor's Higb Cost Loan Categorization 

State/J urisdiction 

Cleveland Heights, OH 

Colorado 

ConnectiClA 

District ofColurrbia 

Florida 

Name of Anti-Predatory Lending LawfEffective Date 
Category under Applicable 

Anti-Predatory Lending Law 

Arkansas Home Loan Protection Act. Ark. Code Am §§ 
23· 53·101 etseq. 
Effective July 16, 2003 

Ordinance No. 72·2003 (pSH), MUll Code §§ 757.01 
et setj. 
Effective JtnC 2, 2003 

Consumer Equil)' Protection, Colo. Stat. Arm. §§ 
5·3.5· 101 et seq. 
Effective for covered loans offered or entered irno on or 
after January I, 2003. Other provisions of the Act lOOk 
effect on June 7, 2002 

High Cost Horre Loan 

Covered Loan 

Covered Loan 

ConnectiClA Abusive Home Loan Lending Practices Act, Higtl Cost Home Loan 
Conn. Gen. Stat. §§ 36a-746 et setj. 
Effective October 1.2001 

Horne Loan Protection Act, D.C. Code §§ 26·1151.01 Covered Loan 
et seq. 
Effective for loans closed on or after January 28. 2003 

Fair Lending Act, Fla. Stat. Am. §§ 494.0078 et seq. 
Effective October 2, 2002 

A- I 

High Cost Home Loan 
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Standard & Poor 's Higb Cost Loan Categorization 

State/Jurisdiction Name of Anti·Predatory Lending LawlEffective Dale Category ..mer Applicable 
Anti·Predatory Lending Law 

Georgia (Oct 1,2002· Mar. 6, Georgia Fair Leooing Act, Ga. Code Am §§ 7·6A·I High Cost Home Loan 
2003) el seq. 

Effective October I, 2002 . March 6, 2003 

Georgia as amended (Mar. 7, 2003 Georgia Fair Lending Act, Ga. Code Am. 9§ 7-6A-l High Cost Home Loan 
• current) et seq. 

Effccti ve for loans closed on or after March 7, 2003 

HOEPA Section 32 Home Ownership and Equity Protection Act of 1994, 15 High Cost Loan 
U.S.C. § 1639, 12 C.F.R. §§ 226.32 and 226.34 
Effective October 1, 1995, amendments October I , 2002 

lIlioois High Risk Home Loan Act, 111 . Co~. Stal tit. 815, §§ High Risk Home Loan 

137/5 et seq. 
Effective January 1, 2004 (prior to this date, regulations 
under Residential Mortgage Ucense Act effective from 
May 14, 2001) 

Consumer Credit Code, Kan. Stat Ann. §§ 16a-I-1 01 
et seq.\ 

High Loan to Value Consumer Loan 
(id.§ 16a-3-207) and; 

Kentucky 

Maine 

Massachusetts 

Sections 16a-I-301 and 16a·3·207 became effective 
April 14, 1999; Section 16a-3-308a became effective 
July I, 1999 

2003 KY H.B. 287 - High Cost Home Loan Act, Ky. 
Rev. Sial §§ 360.100 et seq. 
Effective June 24, 2003 

Truth in Leooing. Me. Rev. Stal tit. 9-A, §§ g·IOl 
et seq. 
Effective September 29, 1995 and as amended from time 
to time 

Pan 40 and Pan 32, 209 C.MR. §§ 32.00 et seq. and 
209C.M.R. §§4O.01 eueq. 
Effective March 22, 2001 and amended from time to 
.mo 

A-2 

High APR Consumer Loan (id.§ 
16a-3-308a) 

High Cost Home Loan 

High Rate High Fee Mol1gOlgC 

High Cost Home Loan 

3/11/2010 8:54 PN 



- . -
---~ --

Standard & Poor's Higb Cost LoaD Categorization 

State! J urisdicti on 

Nevada 

New Jersey 

New Mexico 

New York 

North Carolina 

Ohio 

Oklalxlm3. 

South Carolina 

West Virginia 

320f35 

Name of Anti-Predatory Lending LawlEffective Date Category under Applicable 
Ami-Predatory Lending Law 

Assembly Bill No. 284, Nev. Rev. Stat. §§ 5980.010 Home LDan 
et seq. 
Effective October 1, 2003 

New Jersey Home Ownership Security Act of2oo2, NJ. High Cost Home Loan 
Rev. Stat. §§ 46:108-22 et seq. 
Effective for loam closed on or after NOVerrDeT 27. 
2003 

Home Loan Protection Act, N.M. Rev. Stat. §§ High Cost Home Loan 
58-2IA-J etseq. 
Effective as of Jaruary I, 2004; Revised as of February 
26.2004 

N.Y. Banklng Law Article 6-1 High Cost Home Loan 
Effective for applications made on or after April I, 
2003 

Restrictions and Limitations on High Cost Home Loans, 
N.C. Gen. Stat §§ 24-1.1 E et seq. 
Effective July 1, 2000; amended October 1, 2003 
(adding open-end lines of credil) 

H.B. 3&6 (codified in various sections of the Ohio 
Code), Ohio Rev. Code Ann. §§ 1349.25 et seq. 
Effective May 24, 2002 

Consumer Credit Code (codified in various sections of 
Title 14A) 
Effective July i. 2000; ameooed effective Jarnmy I, 
2004 

South Carolina High Cost and Consumer Home Loans 
Act, S.C. Code Ann. §§ 37-23-1 0 et seq. 
Effective for loans ~OD or after January I, 2004 

High Cost Home Loan 

Covered Loan 

Subsection 10 Mortgage 

High Cost Home Loan 

West Virginia Residential Mortgage Lender, Broker and 
Servicer Act, W. Va. Code Ann. §§ 31-17-1 et seq. 
Effective JlrIC 5, 2002 

West Virginia Mortgage Loan Act 
1.0", 
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Standard & Poor's Higb Cost Loan Categorization 

State! J urisdi crion 

Georgia(Oct 1,2002 - Mar. 6, 
2003) 

New Jersey 

Name of Anti~Prcdatory Lendil'lg LawlEffective Date 

Georgia Fair Lending Act, Ga. Code Am. §§ 7-6A-1 
et seq. 
Effective October 1,2002 - March 6, 2003 

New Jersey Home Ownership Security Act of2oo2, N.J . 
Rev. Stat. §§ 46: 1OB-22 ct seq. 
Effective November 27, 2003 - July 5, 2004 

Standard & Poor's Home Loan Categorization 

Statel1urisdiction 

Georgia (Oct 1.2002 - Mar. 6, 
2003) 

New Jersey 

Name of Anti-Predatory Lending LawfEffective Date 

Georgia Fair Lending Act. Ga. Code Ann. §§ 7-6A-\ 
el seq. 
Effective October 1. 2002 - March 6, 2003 

New Jersey Home Ownership Sec1D"ity Act of2oo2, N.J. 
Rev. Slat. §§ 46:108-22 et seq. 
Effective for loans closed on or after Noveni>er 27. 
2003 

" 

Category under Applicable 
Anti-Predatory Lending Law 

Covered Loan 

Covered Home Loan 

Category lDlder Applicable 
Anti-Predatory Lending Law 

Home Loan 

Home LDan 

New Mexico Home Loan Protection Act, N.M. Rev. Stat §§ Home Loan 
58-2 IA-1 ctseq. 
Effective as of January 1. 2004; Revised as ofFchruary 
26,2004 

A-4 
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Standard & Poor's Home Loan Categorization 

StatelJlD"isdiction 

North Carolina 

SouIh Carolina 

340f35 

Nam: of Anti -Predatory Lending LawlEffective Date Category under Applicable 
Anti-Predawry Lending Law 

Restrictions and Limitations on High Cost Hom:: Loans, Consum:r Home Loan 
N.C. Gen. Stat. §§ 24-1.1 E et seq. 
Effective July 1, 2000; arrended October 1, 2003 
(adding open-end lines of credit ) 

South Carolina High Cost and Constmer Home Loans Cons~r Home Loan 

Act, S.C. Code Ann. §§ 37-23-10 etseq. 
Effective for loans taken on or after January 1, 2004 

A-5 
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Provider 

Credit Suisse Internati onal 

3S oOS 

SCHEDULE A 

Trust Swap Agreemem 
Transaction Reference 

External ID: 5310 1624N3 1 Risk [0: 447390557 

-
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EX-4.6 2 exh46to8k.htm 

Click here for printer-friendly pdf\'ersion of this document wi th pace breaks as indicated in the Table ofCo~nts 

If above link does not activate. you willfind the duplicate printer-friendly pdfversion a/this document ollached /0 thisfiling 
submission with the SEC. 

EXlDBIT4.6 

MORTGAGE LOAN PURCHASE AND SALE AGREEMENT 

Among 

Washington Mutual Bank 
Washington Mutual Bank fsb 

(SeDers) 

ODd 

WaMu Asset Ac:c:eptanc:e Corp. 
(Purcbaser) 

Dated as of Oc:tober2S. 200S 

Residential Arsl Lien Mortgage Loans 
Flow Delivery Pf'02;ram 

TABLE OF CONTENTS 

Permanent Subcommittee on Investi alions 

EXHIBIT #85 

PRICE; 

THE 
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EXHIBITS 

Exhibit A CONrENTS OF MORTGAGE FILE 

Exhibit B TERM SHEET 

Exhibit C CONFlDEh'TlAL PRICING SUPPl...EMENT 

MORTGAGE LOAN PURCHASE AND SALE AGREEMENT 

THIS MORTGAGE WAN PURCHASE AND SAlE AGREEMENT dated as of October 25, Z005 is among WaMu Asset 
Acceptance Corp., a Delaware corporation, as purchaser. Washington Mutual Bank, a federal savings association. as seller, and 
Washington Mutual Bank fsb, a federal savings bank, as seller. 

31111Z010 8:01 PM 
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PRELIMINARY STATEMENT 

WHEREAS, in reliance upon the representations, warranties and covenants of each Seller contained here, the Purchaser desires to 
purchase from each Seller, from tim: to time, and each Seller desires to sell to the Purchaser, from time to time, certain residential 
first lien mortgage loans, subject to the tenns and conditions of this Agreement, witOOUI. recourse; 

WHEREAS, the Purchaser an::! the Sellers desire to prescribe in this Agreemertt the rmmer of sale by each Seller an::! purchase by the 
Purchaser of soch mortgage loans; 

WHEREAS, following each purchase ofrrortgage loans from the Sellers, the Purchaser intends to effect a Sale (as defined below) 
with respect to lOOse mortgage loans; and 

WHEREAS, the P1I"chaser and the Sellers desire that Washington Murual Bank shall service the mongage loans pwsuant to a Pooling 
and Servicing Agreemert (as defined below). 

NOW, TI-lEREFORE, the Purchaser and the Sellers agree as follows: 

ARTICLE 1. 

DEFINITIONS 

Whenever used herein, the following words and phrases, unless the context otherwise requires, shall have the following meanings: 

Agreement: This Mortgage l.Dan Purchase and Sale Agreement, including all exhibits, attachments and schedules hereto, and all 
amendments hereof and supplemelllS hereto. 

Appraised Value: With respect to any (i) Mortgage Loan that is not a Streamlined Mortgage Loan or ROV Mortgage Loan, the lesser 
of (a) the value set forth on the appraisal made in connection with the origination of such Mortgage Loan as the value of the related 
Mortgaged Property and (b) the purchase price paid for the Mortgaged Property;prIWided, huwever, that ifsoch Mortgage Loan was 
originated in connection with the refinance ofa mortgage loan, the Appraised Yalue shall be the value set forth on the appraisal made 
in connection with the origination of such Mortgage Loan as the value of the related Mortgaged Property; (ii) ROV Mortgage Loan, 
the lesser of (a) the value set forth on the residential appraisal review nede in connection with the origination of such Mortgage Loan 
as the value of the related Mortgaged Property and (b) the purchase price paid for the Mortgaged Property; prOVided, huwever, that if 
such ROV Mortgage Loan was originated in comection with the refinance of a roortgage loan, the Appraised Value shall be the value 
set forth on the residential appraisal review made in connection with the origination of such ROY Mortgage Loan as the value of the 
related Mortgaged Property; and (iii) Streamlined Mortgage Loan, the value set forth in the appraisal made in connection with the 
origination of the mortgage loan being refinaJX;ed. 

ARM Loan: A Mortgage Loan as to which the related Mortgage Note provides that the Mortgage Interest Rate may be adjusted 
periodically. 

Assignmem ofProprie!aJ)l Lease: With respect to a Cooperative Loan, the assigrmert or mortgage of the related Cooperative Lease 
by the Mortgagor to the originator of the Cooperative Loan. 

Breaching Seller: As defined in Section 3.3(b). 

Buydown Agreemem.: An agreement between a Person and a Mortgagor pursuant to which such Person has provided a Buydown 
F""". 

BlNdown Fund: A fund provided by the originator of a Mortgage Loan or amther Person with respect to a Buydown Loan which 
provides an amount sufficieIt to subsidizr; regularly scheduled principal and irteresl pa)'tTJ:'nts due on such Buydown Loan for a 
period. 

Buydown Loan: A Mortgage Loan for which the Mortgage Interest Rate has been subsidized through a 8uydown Fund provided at the 
time of origination ofs\£h Mortgage Loan. 

Certificates: As defined in the applicable Term Sheet. 

Closing Date: With respect to any Mortgage Loan, the meaning set forth in the applicable Tenn Sheet. 

3/ 1112010 8:01 PM 



4 0f32 

http://www.sec.gov/Archives/edgar/datalI31 7069/000 127727705000807 ... 

Closing Date Loan-to-Value Ratio: With rcspect to any Mortgage Loan, the Cur.·OffDate Principal Balance of such Mongage Loan 
divided by the value of the related Mortgaged Property as ofthc related Closing Date. 

Code: The Internal RevemJe Code of 1986, as amended from time to time, or any successor statute tb::reto. 

Confidential Pricing Supplement: A Confidential Pricing Supplement: with respect to the Mortgage Loans purchased by the Purchaser 
from a Seller on a Closing Date, in substan1ially the fonn aoached as Exhibit C hereto. 

Cooperative: A priv~ cooperative housing corporation which owns or leases land and all or part ofa building or buildings, 
irrluding apartments, spaces used for conmercial purposes and colDIlOn areas therein, and whose,board of directors authori7%S, 
aroong other things, the sale of Cooperative Stock. 

Cooperative Apartment:: A dwelling unit in II IT'lJlti-dwelling building owned or leased by a Cooperative, which unit the Mortgagor 
has an exclusive righl. to occupy pursuant to the terms of a propri etary lease or occupancy agreement in accordance with the laws of 
the state in which the building is located. 

Cooperative Lease: With respect to a Cooperative Loan, the proprietary lease or occupancy agreement with respect to the 
Cooperative Apartment occupied by the Mortgagor and relatingto the related Cooperative Stock, which lease or agreement confers 
all exclusive righl. to the holder of such Cooperative Stock to occupy such apartment. 

Cooperative Loan: A Mortgage Loan made in respect of a Cooperative Apartment, evidenced by a Mongage Note and secured by the 
related Cooperative Stocle and the related Cooperative Lease, together with (i) the related Security Agreement, (ii) the related 
Cooperative Stock: Certificate, (iii) the related assignment or TOClrtgage ofttle Cooperative Lease, (iv) the related financing statements, 
(v) the related stock power or other similar inslrl.Jm!nt and (vi) the related Recognition Agreement. 

Cooperative Stock: With respect 10 a Cooperative Loan. the stock. partnership interest or other ownership inwumcnt in the related 
Cooperative. 

Cooperauve Stock: Certificate: With respect to a Cooperative Loan, the stock certificate or other inwumcnt evidencing the related 
Cooperative Stock.. 

CUrrent Loan-to-Value Ratio: As used in Section 2.4{b), the Principal Balance ofa Mortgage Loan as of the applicable date of 
substitution divided by the Appraised Value; and as used in Section 3.1, the CUt·OffDate Principal Balance of a Mortgage Loan 
divided by the Appraised Value. 

Curtailment: AIry payment of principal on a Mortgage Loan, made by or on behalf of the related Mortgagor, other than a Monthly 
Paym:nt (including a Monthly Paynxtt received prior to its scheduled Due Date, which is intcrx:led 10 be applied on its scheduled 
Due Date) or a Payoff; which is applied 10 reduce the owtandingprincipal balance of the Mortgage Loan. 

Custodian: As defined in the related Term Sheet 

Cur.-OffDate: As to each Ivk>rtgage Loan, the first day of the month in which the applicable Closing Date OCClD'S. 

Cur.-QffDate Principal Balance: As to each Mortgage Loan, the principal balance of such Mortgage Loan remaining to be paid as of 
the close of business on the applicable Cut-Off Date, after dedoction and application of all payments ofprincipaJ due on or before 
such Cur.-OffDate, whether or not received. 

Destroyed Mon.gage Note: A Mortgage Not.c the original of which (or a portion ofthc original of which) was permanently lost or 
destroyed and has not been replaced. 

DisclosLUe Documents: As defined in Section 6.2(a), 

Due Date: With respect 10 any Mongagc Loan, the day of the ITX>nth on which Monthly Payments on such Mongage lDan are due, 
exclusive of any days of grace, which day shall be the first day of the month \l\lcss otherwise specified on the related Mortgage Loan 
Schedule. 

Farulie Mae: The Federal National Mortgage Association and any successor thereto. 

FHA: The Federal HousingAdministration. or any successor thereto. 

Freddie Mae: The Federal Home Loan Mortgage Corporation and any successor thereto. 

3/ 11120]0 8:01 PM 
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High Cost/Covered Loan: As defi ned in the related Tenn Sheet 

Index: With respect to any ARM Loan, the index set forth in the related Mortgage Note, which index is added to the Margin to 
determine the Mortgage Interest Rate on each date on which the Mortgage Interest Rate is subjecl lO adjustmtnL 

lnitiallnterest Rate Adjusonent Date: With respect to any ARM Loan, the ini tial Due Date on which an adjusUTlent to the Mortgage 
Interest Rate of such ARJvf Loan becorn:s effective. 

Margin: With respect to any ARM Loan, the applicable fixed per annum percentage rate specified in the applicable Mortgage Note 
and designated as stch in the related Mortgage Loan Schedule, 

MERS: Mortgage Electronic Registration Systems, Inc., a Delaware corporation, or any successor thereto. 

MERS Loan: Any Mortgage Loan regiSlered on the MERSiIl System for which MERS appears as the mortgagee of record on the 
related Mortgage or on an assignment trcrcof. 

MERS® System: The system of electronically recording transfers of Mortgages maintained by MERS. 

MIN: The Mortgage Identification Number for a 1vffiRS Loan. 

MOM Loan: A MERS Loan that was registered on the MERSII> System at the time of origination thereofand for which MERS 
appears as the rrortgagee of record on the related Mortgage. 

Monthly Pavment With respect to any Mortgage Loan, the scheduled monthly payment of principal andIor interest on such Mortgage 
Loan which is due on the related Due Date for such Mortgage Loan. 

Mortgage: The mortgage, deed of trust, or other instrument securing a Mortgage Note. 

Mortgage File: With respect to any Mortgage Loan, the documents or instruments with respect to such Mortgage Loan described in 
Exhibit A hereto. 

Morteaee interest Rate: With respect to any Mortgage Loan, the per amum rate at which illlerest accrues on such Mortgage Loan 
pursuatt to the tenns of tile related Mortgage Note. 

Mortgage Loan: Each mortgage loan and cooperative loan (if any), including each Substitute Mortgage Loan, listed on the Mortgage 
Loan Schedule to a Term Sheel With respect to each Mortgage Loan that is II Cooperative Loan, "Mortgage Loan" shall include, but 
not be limited to, the Mortgage Note and the related Secl6ity Agreement, Assigrarrent ofProprierary Lease, Recognition Agreemelt, 
Cooperative Stock Certifi cate and Cooperative Lease aId, with respect to each Mortgage Loan other than a Cooperative Loan, 
"Mortgage Loan" shall include, but not be limited to, the Mortgage Note and the related Mortgage. 

Mortgage Loan Schedule: The Schedule of Mortgage Loans (which may consist or one or more separate scbedules) attached as 
Schedule 110 a Tenn Sheel The Mortgage Loan Schedule shall set furth at leasl the following information with respect to each 
Mortgage Loan listed therein to the extelll applicable: (1) its loan number, (ii) the city, state and zip code of the Mortgaged Property, 
(iii) the Appraised Value of the property subject to the Mortgage, (iv) the Cut-Off Date Principal Balance, (v) (a) in the case of each 
Mortgage Loan that is not an ARM Loan, the Mortgage Interest Rate of the Mortgage Note and (b) in the case of each ARM Loan, the 
Mortgage Interest Rate, as of the Cut~OffDate , of tile Mortgage Note and the Rate Ceil ing, Rate Floor, Periodi c Cap, Index and 
Margin, as applicable, of the Mortgage Note, (vi) whether a Primary Insurance Policy is in effect as of the Cut-Off Date, {vii} the 
maturity of the Mortgage Note and (vi ii) the Servicing Fee Rate. 

Mongage Note: The note or other evidence of the iooebtedness ofa Mortgagor mer a Mortgage Loan. 

Mortgaged PropertY: With respect to any Mortgage Loan, other than a Cooperative Loan, the real property, together with 
itq)rovem:nts thereto, and, with respect to any Cooperative Loan, the related Cooperative Stock and Cooperative Lease, securing the 
indebtedness of tbe Mortgagor under the related Mortgage Note. 

Mortgagor: The obligor(s) on a Mortgage Note. 

Net Rate: With respect to each Mortgage Loan, the Mortgage Interest Rate less the Servicing Fee Rate. 

Original Loan-to-Value Ratio: fu original principal amo1.l't ofa Mortgage Loan divided by the Appraised Value. 

3/11120108:01 PM 
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~ AIry paymenl of principal on a Mortgage Loan made by or on behalf of the related Mortgagor equal to the entire outslanding 
principal balance ofsuch Mongage Loan, if received in advance of the last scheduled Due Date for such Mongage Loan and 
accorll'anied by an lUOOunt ofinterest equal to accrued unpaid irurest on the Mortgage Loan to the dale of such payrrent in full. 

Periodic Cap: With respect to any ARM Loan, any applicable limit on adj~1ment of the Mortgage Interest Rate for each date of 
adjustment specified in the applicable Mortgage Note am desip!ed as such in the related Mortgage Loan Schedule. 

~: Any individual, corporation, partnership, limited liability corJ1)any,joim venture, association,joint-stock company, trust, 
unincorporated organization, government or any agency or political subdivision thereof, or any other entity or organization, whether 
or oot a legal entity. 

Pooling and Servicing Aereement: As defined in the applicable Tenn Sheet, as such Pooling and Servicing Agreemcnt is in effect on 
its date of execution. 

Primary Insurance Policy: With respect to any Mortgage Loan, a primary poJicyofmortgage guararty ill'5urance, ifany, on su:h 
Mortgage Loan. 

Principal BalWlCe: With respect to any Mortgage Loan (including any Substinne Mortgage Loan), as of any date of detennination, the 
scheduled principal balance of such Mortgage Loan under the tenns of the related Mortgage Note as of such date, reduced by any 
Curtailme~ received with respect to su:::h Mortgage Loan prior to the calendar fJl)nth of determination and by any Payoff received on 
or before the 14th day of the calendar !ronth of determination, and without adjusll11C:nt solely by reason of any bankruptcy or similar 
proceeding or any moratorhun or similar waiver or grace period. 

Purchase Price: For each Mortgage Loan, an cumlUllequal to the sum of (i) the product of the Cut-Off Date Principal Balaoce of such 
Mortgage Loan, multiplied by the related Purchase Price Percentage, and (ii) the aroount of interest (coll'{l\.led at the Net Rate) that 
has accrued on the Cm-OffDale Principal Balance of such Mo~ge Loan from the related Cm-OffDate to but oot including the 
related Closing Date. 

Purchase Price Percentage: For each Mortgage Loan, as defined in the related Confidential Pricing SupplemenL 

Purchaser: WaMu Asset Acceptance Corp., a Delaware corporation, and all successors in interest pursuant to Sections 6.1 and 7.8 
hereof. 

Rate Ceiling: With respect to any ARM Loan, the maximum per annum Mortgage Interest Rate permitted under the related Mortgage 
Note. 

Rate Floor. With respect 10 any ARM Loan, the minimt.m per annum Mortgage Interest Rate, ifany, permitted under the related 
Mortgage Note. 

Rating Agencies : Each nationally recognized statistical rating organization that has rated the related Certificates at the request oflhe 
Purchaser. 

ReaCQuired MoT'l.eaee Loan' A Mortgage Loan for which another Mortgage Loan is substit\n:d pursuant to and in accordance with the 
provisions of Section 2.4 or 3.3. 

Recognition Araeem::nt: With respect to a Cooperative Loan, the recognition agreem::nt between the Cooperative and the originator 
of such Cooperative Loan. 

Recording DocU!'!'!ents: With respect 10 each Mortgage Loan, the original recorded Mortgage relating to such Mortgage Loan and any 
intervening assignmem thereof required to be included in the Mortgage File with evidence of recording thereon (or a copy of such 
original Mortgage or intervening assignmert certified by the applicable recording office) (which may be in electronic fonn) . 

Repurchase Price: With respect to any Mortgage Loan to be repurchased by a Seller pursuant 10 Section 2.4 or 3.3, an amount equal 
to '!he sum of (i) the Priocipal Balance thereof as of the date of repurchase, (ii) one month's interest at the applicable Net Rate on an 
amount equal to the sum ofCA} such Principal Balance and (8) the aggregate aroount of all priocipal due but unpaid under the terms of 
the related Mortgage Note 10 the elClent oot covered by an advan::e by the Servicer p\6$uant 10 the related Pooling and Servicing 
Agreement, (iii) the aggregate aroount of all priocipal and interest due but unpaid under the tern1S of the related Mortgage Note 
(whether or not covered by an advance by the Scrvicer pursuant 10 the related Pooling and Servicing Agreement), (iv) the aggregate 
amount of all unreimbursed advances ofreimbursable expenses made by the Servicer with respect to such Mortgage Loan pursuant to 
the related Pooling and Servicing Agreement and (v) all costs and damages iocmed by the Purchaser or its transferee in connection 
with any violation by such Mortgage Loan of any predatory and abusive lending laws. to the extern such costs and damages resuJt from 
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a breach of the represemation and warranty made by such Seller pursuara to Section 3.1(vii); provitkd, however, that to the eXlent that 
slICh costs and damages constitute a set-off against the principal balance of the Mortgage Loan, such costs and damages will not be 
paid pursuant to tlris clause (v), and the aJMunt paid pursuant to clause (i) above will be calculated without regard to su;h set-off. 

ROV Mortgage Loan: A Mortgage Loan with respect to which the value set fonh on Ire appraisal has been appealed W, as 8 result. 
an internal valuation has been condllCted and ir-.::luded in a residential appraisal review contained in the related credit file. 

Sale: 111: sale of Mortgage Loans by the Purchaser to a Trust pursuant to a Pooling and Servicing Agreerrent 

Security Agreement: With respect to a Cooperative Loan, the agreement or mortgage creating a security interest in favor of the 
originator of the Cooperative Loan in the related Cooperative Stock. 

Seller: Each of Washington Mutual Bank and Washington Mutual Bank fsb, and its respective assigns and SlCCesSOrs in in1.erest. 

Seller Officer's Certificate: A certificate signed by the Q\a.innan of the. Board, the President, any Vice President or the Treasurer of 
the applicable Seller 

Seller's lnformation: As defined in Section 6.2(a). 

Servicer: M defined in the related Pooling and Servicing Agreemert.. 

Servicing Fee Rate: With respect 10 each Mongage Loan, the percentage set forth as soch for such Mortgage Loan in the Mongage 
Loan Schedule. 

Streamlined Mortgage Loan: A Mortgage Loan originated in connection with the refinance ofa rrortgage loan pursuant to the. 
streamlined loan doclJlY.ntation program then in effect of the related Seller. 

Substitute MQrtgage Loan: A Mortgage Loan that is substituted for another Mortgage Loan plnuant to aoo in accordance with the 
prOvisions of Section 2.4 or 3.3. 

Substitllion Price: With respect to all Reacquired Mortgage Loans for which Substinae Mortgage Loans are substituted by a Seller 
on a specific date pursuart to Section 2.4 or 3.3, an amount equal to the slMlof(i) the excess, ifany, of the aggregate Principal 
Balance of the Reacquired Mortgage Loans over the aggregate Principal Balance ofttle Substitute Mortgage Loans, in each case, as of 
the date of sJilstitution, (ii) one IlXInth's interest at the weig\"t.ed average Net Rate for the Reacquired Mortgage Loans on an arrcunt 
equal to the: sum of (A) the excess amoaJI. described in clause (i) above and (B) the aggregate amomt of all principal due bt1 unpaid 
on the Reacquired Mortgage Loans under the term;; of the related Mortgage Notes to the ex:tert not covered by an advaru by the 
Servicer pursuant to the related Pooling and Servicing Agreement. (iii) the aggregate amount of all principal and interest due but 
unpaid on the Reacquired Mortgage Loans lIlder the terms of the related Mongage Notes (whether or not covered by an advance by 
the Servicer pU"suart to the related Pool ing and Servicing Agreenz:rt), (iv) the aggregate amount ofalllDTeimbursed advances of 
reimbursable expenses made by the Servicer with respect to such Reacquired Mortgage Loans pursuant to the related Pooling and 
Servicing Agreement and (v) the aggregate arrount ofall costs and damages incurred by the Purchaser or its transferee in connection 
with any violations by such Reacquired Mortgage Loans ofany predatory and abusive lending laws, to the extent such costs and 
damages result from a breach of the representation and warranty made by such Seller pursuant to Section 3.1 (vii); prC1Vided, h(lMle'l'lr, 
that to the extent that such costs and damages constitute a set-off against the principal balance of the related Reacquired Mortgage 
Loan, such costs and damages will not be paid pursuant to this clause (v), aM the amount paid pursuant to clause (i) above will be 
calculated witroUl. regard to soch set-of[ 

Term Sheet A term sheet with respect to the Mongage Loans purchased by the Purchaser from a Seller on a Closing Date, in 
substantially the form attached hereto as Exhibit B. 

Inm: 1be trust created in connection with the related Pooling and Servicing Agreement. 

Trustee: As defined in the related Pooling and Servicing Agreenz:nt. 

Underwriting Standards: For each Mongage Loan, the underwriting standards applicable to the origination of such Mortgage Loan. 

VA: The Department of Veterans Affairs (formerly known as the Veterans Admirustration) and any successor thereto. 

ARTICLE 2. 

SALE AND CONVEYANCE OF MORTGAGE LOANS 

3/ 11120108:01 Pf',. 
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PAYMENT OF PURCHASE PRJCE; 
DELIVERY OFMORTGAGE Fll...ES; 

Sale and Conveyance ofMongage Loans; Paymenl. of Purchase Price 

(a) On each Closing Date, upon the receipt of the applicable Purchase Price, each Seller that is selling Mortgage Loans to the 
Purchaser on such Closing Date shall deliver to the Purchaser a Term Sheet and a Confidential Pricing Supplement with respect to the 
Morlgagc Loans sold by such Seller. As set forth in slrll Term Sheet, each Seller sells, transfers, assigns. sets over, and conveys to 
the Purchaser, witkn4 recourse, bur. subject to the representations, warranties, terms and provisions of this Agreement and such Tenn 
Sheet, all the right, title, and interest of such Seller in and to the Mortgage Loans described in the Mortgage Loan Schedule attached to 
such Term Sheet. 

(b) In payment of the purchase price for each of tile Mortgage Loans pursuanl to Section 2. I(a) and the applicable Term Sheet, and 
upon the terms and conditions of this Agreemert, on the related Closing Date the Purchaser shall pay to the applicable Seller or 
Sellers by wire transfer ofitmnediately available furds the applicable Purchase Price for each Mortgage Loan purchased on soch 
Closing Date. 

(c) As of each Closing Date, the Purchaser shall own and be entitled to receive with respect to each Mortgage Loan purchased on 
such Closing Date all Monthly Payments due after the applicable Ct.G,-OffDate, and all other paymelll.S and recoveries of principal and 
irterest received on or after su:;h Cut-QffDate, o!her than paymetts that were due on or prior to such C\Jt-OffDate. 

(d) On or before each Closing Date, the applicable Seller or Sellers shall deliver to the Purchaser with the related Term Sheet the 
related Mortgage Loan Schedule, which shall be in hard copy or "read-only" electronic fomat (as reasonably acceptable to such 
Seller and the Purchaser). 

Section 2.2. Delivery ofMongage Files 

Each Seller shall deliver or C8ll'ie to be delivered to the Purchaser or its designee (which may be a Custodian), with respect to each 
Mortgage Loan sold by soch Seller hereunder, on or before the related Closing Date, at such Seller's expense, each of the items OT 

documents with respect to soch Mortgage Loan required 10 be included in the Mongage File pursuant to the definition thereof. 

Section 2.3. Recordation of Mortgages and Assigrrnents of Mortgages 

With respect to each Mortgage Loan (other than any Mortgage Loan for which a Payoffhas been made after !he related Cul·OffDate 
and prior to the related Closing Date). in instances where, due to a delay on the part of the recording office, any Recordillt 
Documents are not included in the Mortgage File delivered to the Purchaser or its designee on or before the related Closing Date, the 
applicable Seller shall transmit the Recording Documents to the Purchaser or its designee within 270 days after the related Closing 
Date. In instances where, due to a delay on ~ part of the recording office where any such Recording Documel1l.S have been delivered 
for recordation, the Recording Documents camet be delivered to the Purchaser or its designee within 270 days after soch Oosing 
Date, soch Seller shall deliver to the Purchaser or its designee witrun SlXh tirrc period a Seller Officer's Certificate stating the date 
by which soch Seller eJq>C:cts to receive such Recording Documents from the applicable recording office. In the event: that Recording 
Documents have sti ll not beeD received by soch Seller and delivered to the Purchaser or its designee by the date specified in its 
previous Seller Officer's Certificate delivered to the Ptrchaser or its designee, such Seller shall deliver to the Purchaser or its 
designee by such date an additional Seller Officer's Certificate stating a revised date by which such Seller expects to receive the 
applicable Recording DocumenlS. This procedure shall be repeated until the Recording Documents have been received by such Seller 
and delivered to the Purchaser or its designee. 

Section 2.4. Repurchases ofaM Substitutions for Defective Mortgage Loan5 

(a) Upon receipt of notice from the Purchaser that any document, required to be in::luded (pursuant. to the definition of "Mortgage 
File''} in the Mortgage File delivered to the Purchaser or its designee with respect to a Mortgage Loan sold by a Seller hereunder, 
was not included therein or has not been executed, such Seller shall correct or cure such defect within 60 days from the date such 
Seller receives notice thereof or, ifsuch defect cannot be corrected or cured within such 6O-day period, soch Seller shall, not later 
than the expiration of soch 6()'day period. either (a) repurchase sl.Ch Mortgage Loan from the Purchaser or its transferee at the 
Repurchase Price or (b) within the three-rn:mth period co~ncing on the related Closing Date (or within the two-year period 
corrwrencing on soch Closing Date if the related Mortgage Loan is a "defective obligation" within the meaning of Section 860G{a) 
(4)(B)(ii) of the Code and Treasuy Regulation Section 1.8600-2(f) . substitute for slXh Mortgage Loan one or more Substitute 
Mortgage Loans each of which is a "qualified replacement mortgage" (as defined in the Code); provided, however, that in the event 
that soch defect consists solely of the faihD"e of such Seller to deliver any Recording Document with respect to such Mortgage Loan, 
due 10 a delay on !he pan of tile recording office, then such Seller shall not be required 10 repurchase or substitute for such Mortgage 
Loan. If such defect would cause the Mongage Loan to be other than a "qualified mortgage" (as defined in the Code), then 
notwithstanding the previous sernence, the repurchase or substitution must OCCll" within the sooner of 0) 90 days from the date !he 
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defect was discovered by such Sel ler, the Purchaser or any other party to the related Pooling and Servicing Agreerrenl or (ii) in the 
case of substitution, two years from the related Closing Date. 

(b) Artf number ofSubstitule Mortgage Loans may be suhstituted for any number of Reacquired Mortgage loans, subject to the 
[imitations described in the next sentence. Wid! respect to the Mortgage Loans substituted on any date, {O the aggregate Principal 
Balan;c: of the Substitute Mortgage Loans shall not exceed the aggregate Prin:ipal Balance of the Reacquired Mortgage Loans, (ii) 
each Substitute Mortgage Loan shall mature no later than, and oot IOOfe than two years earlier than, the weighted average date of 
matLl"ity of the Reacquired Mortgage Loans, (iii) each Soostitue Mortgage Loan shall have a CuTent Loan-to-Value Ratio equal to or 
less than the weighted average Current Loan-to-Value Ratio oftbe Reacquired Mortgage Loans, (iv) each Substitute Mortgage Loan 
shall have a Mortgage Interest Rate on the date of substitution equal to or no more than I percentage point greater than the weighted 
average Mortgage lrnerest Rate of the Reacquired Mortgage Loans, (v) if the Reacquired Mortgage Loans do not provide for any 
pa~ of principal d\.l"ingan irutial period, eacb Substitlle Mortgage Loan also shall not provide for payments of principal during 
su::h initial period and (vi) if the Reacquired Mortgage Loans are ARM Loans, !hen each Substitute Mortgage Loan shall ( I) if 
applicable, have an Initial Interest Rate Adjustment Date occlDTing on approximately the same date as, but not earlier than, the 
weighted average Initial Interest Rate Adjustment Date of the Reacquired Mortgage Loans and interest rate adjustments thereafter at 
the ~ frequency as the Reacquired Mortgage Loans, (2) if applicable, have a Margin, Rate'Ceiling and Rate Floor equal to or 
greater than the weighted average Margin, Rate Ceiling and Rate Floor of the Reacquired Mortgage Loans, (3) have the same tertr5 
(other than the tenns referenced in clauses ( I) and (2) above) for adjusting the Mortgage Interest Rate as the Reacquired Mortgage 
Loans and (4) ifapplicable, have the sam:. term5 for adjusting 1he amount of1he miniJnllllIt'l:mlhly payment as the Reacquired 
Mortgage Loans. FlI1henrore, the applicable Seller shall be deemed to have rmde as of tile date of substitllion the represenlations 
and warranties set forth in Section 3.1 as to such Substitute Mortgage Loan (except that references 10 "Closing Date" and "OJ:·0ff 
Date" in such Section 3.1 shall be deemed to be references to the date of subs tiM ion). In addition, a Substitute Mortgage Loan shall 
not be a High Cost Loan or Covered Loan (as such tenns are defined in the Standard & Poor's LEVELS® Glossary in effect on the 
date of substitution, with su::b exceptions thereto as the Purchaser and Standard & Poor's Ratings Services may reasonably agree). A 
Substitute Mortgage Loan may be substituted for a defective Mortgage Loan thai is ilSelf a Substitute Mortgage Loan. 

(c) In connection with the substitution of one or more Substitut.e Mortgage Loans for one or more Reacquired Mortgage Loans on 
any date, the applicable Seller shall pay to the Purchaser the Substitution Price for such Reacquired Mortgage Loans. 

(d) Concurrently with each such substitution, the applicable Seller shall deliver to and deposit with, or cause to be delivered to and 
deposited with, the Purchaser or ilS designee the Mortgage File for eacb Substitute Mortgage Loan. Upon such substitution, the 
Substitute Mongage Loan shall be subject to the tellll!> of this Agreemen1, 10 the extert applicable (including, witholllimitation, the 
Seller's obligations with respect 10 the Substitute Mortgage Loan pursuant to this Section 2.4 and Sections 2.3 and 3.3). The Seller 
and the Purchaser shall amend the Mortgage Loan Schedule in a timely fushion to delete all repurchased Mortgage Loam and 
Reacquired Mortgage Loans and add all Substitute Mortgage Loans. 

(e) The applicable Seller shall pay any Repurchase Price or Suhstitution Price by such method as is specified by the Purchaser in 
writing. 

(f) With respect to each repurchased Mortgage Loan or Reacquired Mortgage Loan, the applicable Seller shall own and be entitled 
to receive all scheduled payments due after the date of repurchase or substitution, as applicable, any OJrtailments received in or after 
the calendar rnonth ofrepurcbase or substitution, as applicable, and any Payoff' received after the 14th day of!he calendar mo~ of 
repurchase or substitution, as applicable; and with respect to each Substitute Mortgage Loan, the applicable Seller shall own and be 
entitled to receive all payments due under the related Mortgage Note on or before the date of SUbstitutiOIL Any such payments 
received by the Purchaser or its transferee sl\all promptly be remitted by the Purchaser to such Seller. With respect to each SubstiMC 
Mortgage Loan, the PLI"chaser shall own and be entitled 10 receive all sclEduled payments due after the date of repurchase or 
substitution, as applicable, any Curtai lments received in or after the calendar month ofrepurchase or substitution, as applicable, and 
any Payoff received after the 14th day of the calendar Irorrth of repurchase or substirution, as appl icable. AIrj such payments received 
by the applicable Seller shall proll1>tly be remitted by the Seller to the Purchaser or ilS transferee. 

(g) Upon receipt by the Purchaser of tile Repurchase Price or the Substitution Price, as applicable, and (in the case ofa substitution 
for a Mortgage lJJan pursuant to this Section 2.4 or Section 3.3) upon receipt by the Purchaser of such instruments of transfer or 
assignmert. in each case withoUl recourse, as shall be necessary to vest in the Purchaser title to any Substitute Mortgage Loan, the 
Purchaser shall release to the applicable Seller the Mortgage File for the repurchased Mortgage Loan or the Reacquired "'-'1ortgllge 
Loan, as applicable, and shall execute and deliver such instruments of transfer or assignment, in each case withoUl recourse, as shall 
be necessary to vesl in such Seller title to such Mortgage Loan. 

(h) Eacb Seller shall pay all costs and expenses ioctn"ed in connection with any repurchase or substitution by stx:h Seller made 
pursuant to this Section 2.4 or Section 3.3. 

(i) It is l.I"lderstood and agreed that the obligations of a Seller set for1h in this Section 2.4 constitute the sole remedies available to 
the Purchaser or ilS transferee respecting such Seller's failure to include in the Mortgage File for a Mortgage Loan sold by such Seller 
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the docl.lll'lents required to be included therein.. 

Section 3.1. 

ARTICLE 3. 

REPRESEl\'TATIONS AND WARRANTIES OF 
TIlE SELLERS CONCERNING THE MORTGAGE LOANS; 

REPURCHASE QRSUBSTITUnON OF MORTGAGE LOANS 

Seller Represertations and warranties Concerning the Mortgage Loans 

Each of the Sellers hereby, severally and not jointly, represents and warrants to and covenants to and agrees with the PlO'chaser that, 
as to each Mortgage Loan sold by such Seller hereunder, as of the related Cut-Off Date unless otherwise ind.icated, subject in all 
cases (including. without limitation, clauses (iv), (xi) and (xviii» 10 sl£h exceptions, ifany, as are SCI forth on Schedule III to the 
related Term Sheet: 

(i) Th: information set forth in the Mortgage Loan Schedule delivered on the Closing Date was true and correct in all 
material respects at the date or dates respecting which such information is finUshed; 

(ii) As of the Closing Date, each Mongage relating to a Mortgage Loan that is not a Cooperative Loan is a valid and 
enforceable (except as such enforceability may be limited by laws affecting the cnforcement of creditors' rights generally and 
principles of equity) first lien on an unencumbered estate in fee siRl'le or (if the related Mortgage Loan is secured by the interest of 
the Mortgagor as a lessee under a ground lease) leasehold estate in the related Mortgaged Property subject only to (a) liens for 
cUITent real property taxes and special assessments; (b) covenants, conditions and restrictions, rights of way, easements and other 
matters of publ ic record as of the date of recording slX:h Mortgage, such exccptions appearing of record being acceptable 10 mortgage: 
lending institutions generally or specifically reflected in the appraisal obtained in connection with the origination of the Mortgage 
Loan; (c) exceptions sct forth in the title insurance policy relating to such Mortgage, such exceptions being acceptablc to mortgage 
leming institutions generally; and (d) other matlcr's to which like propertics are corrrnonJy subject which do not materially interfcre 
with the benefits of the security intended to be provided by the Mongagc; 

(iii) 1nvnediately upon the tran<;fer and assignmem conte~lated hercin, the Purchaser shall havc good titlc to, and will be 
the sole Icgal owner of, each Mortgage Loan. free and clear ofany encumbrance or lien (other than any lien undcr Uris Agreement); 

(iv) Except as set forth on Schedule ill to the Tenn Sheet, ifapplicable, as of the day prior to the Cut·OffDate, all payrrents 
due on each Mortgage Loan had been made and no Mortgage Loan had been delinquent (i.e., was rnore than 30 days past due) IOOrc 
than once in the preceding 12 rnotihs and any such delinquency lasted for no rnoTe than 30 days; 

(v) As ofthc Closing Date, there is no offset, defef'L5e or courterclaim to any Mortgage Note, illCluding the obligation of tile 
Mortgagor to pay the unpaid principal or interest on such Mortgage Note, except to the extent that the Buydown Agreement for a 
Buydown Loan forgives certain indebtedness of a Mortgagor; 

(vi) As of the Closing Date, each Mortgaged Property is free of damage and in good repair, ordinary wear and tear excepted; 

(vii) Each Mortgage Loan at the time it was made complied with all applicable local, state and federal laws, including. 
without limitation, usLl)', equal credit opportunity, disclosure and recording laws, and predatory and abusive lending laws applicable 
10 the originating lender; 

(viii) Each Mortgage Loan was originated by (a) the Seller, (b) a savings association, savi~ bank, bank, credit union, 
insurance co~any or similar institlJljon which is supervised and examined by a federal or state aahority or (c) a rmrtgagee 
approved by the FHA; 

(ix) As of the Closing Date, each Mortgage Loan that is not a Cooperative Loan is covered by an ALTA fonn or CLTA form 
ofrnortgagec title insurance policy, or other form of policy ofinsurancc acceptable to Fannic Mae or Freddie Mac as of the 
origination date of s1£h Mortgage Loan, which has been issued by, and is the valid and binding obligation of, a title insurer which, as 
of the origination date of such Mortgage Loan, was qualified to do business in the state in which the related Mortgaged Property is 
located. Su;h policy insures the originator of the Mortgage Loan and its su:cessors and assigns as 10 the first priority lien of the 
Mortgage in the original principal IlIOOUI"It of the Mortgage Loan subject to 1hc cxceptions set forth in such policy. Such policy is in 
full force and cffect and inures to the benefit oftbe Purchaser upon the consurrmation ofthc transactions cOl"ltCn1'lated by this 
Agreement and no claims have been made Lmder such policy, and no prior holder of the related Mortgage, including the Sellcr, has 
done, by act or omission, anything which would i~air the coverage of such policy; 
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(x) Except as set forth on Schedule 111 to the Tenn Sheet, if applicable, each Mortgage Loan with both (a) an Original 
Loan-Ioo.-Value Ratio and (b) a Current Lo~to-Value Ratio in excess of80% was covered, as oflhe Cut-Off Date. by a Primary 
Insurance Policy or an FHA insurance policy or a VA guaranty, and such poJicyor guaranty is valid and rerrains in full force am 
effect; 

(xi) The Mortgage Note related to (a) each Mortgage Loan (other than a Cooperative Loan) requires the related Mortgagor to 
maintain a policy of hazard insurance, with extended coverage in an atrounl which is not less than the original principal balan:e of 
such Mortgage Loan, except in cases in which such original principal balance exceeds the value of the iTl1>rovernmts to the 
Mortgaged Property, and (b) each Mortgage Loan (other than a Cooperative Loan) with respect to which any part ofany i"llrovemem 
to the related Mortgaged Property is located in a federally designated special flood ha:2ard area and in a colTTTlJr1ity whi ch 
participates in the National Flood InslnllU Program at the time of origination of slX:h Mortgage Loan, requires the related Mortgagor 
to ITIilintain a policy offJood insurance; 

(xii) As ofthc Closing Date, all taxes, govemrnental assessments, insurance premiums, leasehold payments or ground rents 
that have become due and payable with respect to each Mortgaged Property have been paid or an escrow offunds sufficient to pay 
them has been established; 

(xiii) As of tile Closing Date, each insurer issuing a Primary Insurance Policy holds a rating acceptable to the Rating Agencies; 

(xiv) Each Mortgage (exclusive ofany riders thereto) was documented by appropriate Fannie MaelFreddie Mac mortgage 
instrurnenlS in effect at the time of origination. or other instruments approved by the Seller; 

(xv) As of the Closing Date, the Mortgaged Property seclUingeach Mortgage relating to a Mortgage Loan that is not a 
Cooperative Loan is improved with a one- to four-family dwell ing unit, including lrIits in a duplex, triplex, fourplex, condominimn 
project, townhouse, a planned unit development or a de minimis plamed unit development; 

(xvi) As of the Closing Date, each Mortgage and Mortgage Note is the legal , valid arw:l binding obligation of the rmker thereof 
and is enforceable in accordance with its tenns. except only as soch enforceability may be limited by laws affecting the enforcement 
of creditors' rights generally and principles of equity; 

(xvii) As of the date of origination. as to Mortgaged Properties which are wits in condominiums or plamed unit developmenlS, 
all of such wits met the applicable Underwriting Standards, are located in a condominium or planned unit development projects 
which have received Farmie Mae or freddie Mac approval, or are approvable by Fannie Mae or Freddie Mac or have otherwise 
been approved by the Seller; 

(xvi ii) Except as set forth on Schedule III to the Term Sheet, if applicable, no Mortgage Loan is a Buydown Loan; 

(xix) Prior to origination or refinar.::ing. an appraisal of each Mortgaged Property was made by an appraiser on a fonn 
satisfactory to Famie Mae or Freddie Mac; 

(xx) The Mortgage Loans have been underwritten substantially in accordance with the applicable Underwriting Standards; 

(xxi) All of the Mortg;l.ge Loans have due-on-sale clauses; however, the due on sale provisions may not be exercised al the time 
ora transfer if prohibited by law or the terms of the related Mortg;l.ge Note; 

(xxii) The SeUer used no adverse selection procedures in selecting the Mortgage Loans from am:mg the outstanding roortgage 
loans of tile same type originated or purchased by it which were available for sale to the Purchaser and as to which the 
representations and warranties in this Section 3.1 could be made; 

(xxii i) If such Mortgage Loan is a Cooperative Loan, the Cooperative Stock that is pledged as security for the Cooperative Loan 
is held by a person as a tenan1-stockholder (as defined in Section 216 of the Code) in a cooperative housing corporation (as defired 
in Section 216 of the Code); 

(xxiv) lfsuch Mortgage Loan is a Cooperative Loan, it is secured by a valid, subsisting and enforceable (except as such 
enforceability may be limited by laws affecting the enforcement of creditors' rights generally and principles of equity) perfected first 
lien and security imerest in the related Cooperative Stock, subject only to (a) liens of the Cooperative for lDl'aid assessmenlS 
representing the Mortgagor's pro rata share of the Cooperative's payments for its blanket mortgage, clUTent and future real property 
taxes, insurance premiums, maintenance fees and other assessments to which like collateral is conmonly subject, and (b) other 
matters to which like collateral is corrmonly subject which do not materially interfere with the benefits of the security intended to be 
provided by the Security Agreement; 
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(xxv) With respect to any Mortgage Loan as to which an affidavit has been delivered by the Seller to the Purchaser or its 
assignee certifying that the original Mortgage Note is a Destroyed Mortgage Note, if such Mortgage Loan is subsequently in default, 
the enforce~nt of such Mortgage Loan or of the related Mortgage will oot be materially adversely affected by the abserx:e of the 
original Mortgage Note (or portion thereof, as applicable); 

(xxvi) Each Mortgage Loan constitutes a "qualified mortgage" lI1der Section 86OG(aX3)(A) of the Code and Treasury Regulation 
Section 1_86OG-2(aXI), (2), (4), (5), (6), (7) and (9), witOOut reJian;:e on the provisions ofTreas~ Regulation Section 1.8600-
2(a)(3) or 1.8600-2(f)(2) or any other provision that would allow a Mongage Loan to be treated as a "qualified mortgage" 
notwithstanding its failure to meet the require~nts of Section 860G(a)(3)(A) of the Code and Treasury Regulation Secti on 1,8600· 
2(' XI), (2), (4), (5), (6), (7) "'" (9); 

(xxvii) No Mortgage Loan is a High Cost/Covered Loan, and no Mongage Loan originated during the period of October 1,2002 
through March 6, 2003 is governed by the Georgia Fair Lending Act; 

(xxviii) No Mortgage Loan is subject to the Home Ownership and Equity Protection Act of 1994 or Section 226.32 of Regulation Z. 
is a Uhigh-cost"loan or a "predatory" loan as defined weier any state or local law or regulation appl icable to the originator of such 
Mortgage Loan or which would result in liability to the ptrchaser or assignee of such Mortgage Loan under any predatory or abusive 
lending law, or, without limiting !he generality of the foregoing, is a "covered" loan under the laws of the states ofCalifomia, 
Colorado or Ohio; and 

(xxix) No Mortgage Loan has a Closing Date l..oan-to-VaJu:: Ratio greater than 100%. 

Section 3.2. Additional Seller Representations and Warranties 

Each of the Sellers hereby, severally and not j ointly, represents am warrants to the Purchaser as to such Seller as of each Closing 
Date on which such Seller sells Mortgage Loans nereunder, and with respect to such Mortgage Loans, as of such Closing Date: 

(i) If the Seller is Washingum Mutual Bank, the Seller is a federal savings association, duly organized, validly existing and 
in good standing under the laws of the United States. If the Seller is Washington M1.4Uai Bank fsb, the Seller is a federal saving; bank, 
duly organized, validly existing and in good standing lnder the laws of the United States. 

(ii) The Seller has all licenses necessary to carry on its business as now being conducted and is licensed, qualified and in 
good standing in the states where the Mongaged Properties are located if the Jaws of such states require licensing or qualification in 
order to conduct business of the type conducted by the Seller and to the extent necessary to ensure the enforceability of each Mortgage 
Loan. The Seller has the corporate power and authority to hold each Mortgage Loan, to sell each Mortgage Loan, to enter into, 
execute and deliver this Agreement, the Term Sheet, the Confidential Pricing Supplement and all documents and instrlUTlents executed 
and delivered pursuant hereto and to perform its obligations in accordance therewith. The execwon, delivery and performance of 
this Agreement by the Seller and the coll'itnmlltion of the transactions contefIlllated hereby, including. without limitation, the 
repurchase obi igations herein contained, have been duly and validly authorized. This Agreement, the Term Sheet, the Confidential 
Pricing Supplement and all other documents and instruments contemplated hereby to which the Seller is a party, in each case assuming 
due authorization, execution and delivery by the Pw-chaser, evidence the valid, binding and enforceable obligations of the SeJ1er, 
subject as fO enforceability, (i) 10 blli'lkrl.q>lcy, insolvency, receivership, conservatorship, reorganization, amlJ1ge~nt, rooralOritm, 
and other laws of general applicability relating 10 or affecting creditor's rip, and (ii) to general principles of equity, whether such 
enforcement is sought in a proceeding in equity or at law. All requisite corporate action has been taken by the Seller to nnke this 
Agreement valid and binding upon the Seller in accordance with its tenns. 

(iii~ No cortsent, approval, atthorization, or order of any court or govenunental agency or body relating 10 the transactions 
conterll>lated by this Agreement and the transfer oflegal title 10 the Mortgage Loans to the: Purchaser, is required as to the: Seller or, if 
required, such consent, approval, aUlhorization, or order has been or will, prior to the applicable ClOSing Date, be obtained, except 
for any recordation of Mortgages or assignments of Mortgages or filing ofOCe financing statements or amendments thereto to or for 
the benefit of tile Purchaser pursuanllo this Agreement.. 

(iv) The cOIl'ilU'lTl1ation of tile transactions conterll>lated by this Agreement, incltxling without limitation the transfer and 
assignment of the Mortgage Loans to the Purchaser pw-suantlO this Agreern:nt and the fulfillment of or cOl'11'liance with the: tenns and 
conditioll'i of this Agreement, are in the ordinary course of business of the Seller and will not (i) result in the breach ofany term or 
provision of the charter or by-laws of the Seller, (ii) result in the breach of any tenn or provision ot; or conflict with or coll'ititue a 
default under, or result in the acceleration ofany obligation under, any lTBlerial agreement, indenture, loan or credit agreement or 
other instrument to which the Seller or its property is subject or (iii) result in the violation of any law, rule, regulation, order, 
judgment, or decree to which the Seller or its property is subject. 

(v ) 1bere is no action, suit, proceeding or investigation pending or, to the best ofthc Seller'S knowledge, threatened, against 
the Seller which, either in any one instance or in the aggregate, is likely, in the Seller' s judgrnert, 10 result, in any material il1llairrnert 
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of the right or ability of the Seller to carry on its business substantially as now cordtrted, or which would draw into question the 
validity of this Agreemc:n1 or the Mortgage Loans, or of any action taken or 10 be taken in connection with the obligations of the Seller 
contemplated nerein or therein, or which would be likely to impair materially the ability of the Seller to perform its obligations 
hereunder or theretnler. 

(vi) The Seller is a U.S. Department of Housing and Urban Development ("HVD") approved mortgagee ptrsuarn to 
Section 203 ofttle National HousingAct of 1934, as amended. No event has OCCWTed, including but not limited to a change in 
insurance coverage, which would make the Seller wahle to comply with HUO eligibility requirerrents or which would Tetjuire 
ootification to HlID. 

(vii) The Seller is not in violation of; and the execution and delivery of this Agreement by the Seller and its perfonnance and 
cofllliiance with the terms of this Agreemcm will not constitute a violation with respect to, any order or decree ofany court or any 
order or regulation of any federal, state, rramicipal or goven:nnemal ageocy havingjurisdiction over the Seller or its assets, which 
violation might have consequences that would materially and adversely affect the condition, financial or otherwise, or the operations, 
of the Seller or its assets or might have consequences that would material ly and adversely affect the performance of its obligations 
and duties hereunder. 

(viii) Upon payment of the Purchase Price by the Purchaser, in the event that the Seller retains record title to a Mortgage, the 
Seller shall retain soch record title to such Mortgage solely in trust for the Purchaser as owner thereof. 

Section 3.3. Repurchases and Substitutions in the Event of Breach of Seller Representations and Warranties 

(a) it is understood and agreed lhat the representations and warranties set forth in Sections 3.1 and 3.2 shall survive the sale of 
Mortgage Loans by each Seller to the Purchaser and shall inure to the benefit of the Purchaser. notwithstanding any restrictive or 
qualified endorserrE:m on any Mortgage Note or assignrr.cnt of Mortgage. 

(b) Upon discovery by a Seller (the "Breaching Seller") or the Purchaser ofa breach of any of the representations and warranties set 
forth in Section 3.1 made by the Breaching Seller (in the case of a breach of the representation set forth in clause (xxix) of Section 
3.1, as based on a determination of the applicable Closing Date Loan-to.. Value Ratio using soch eviderce as is reasonably designed to 
approximate the value ofthc applicable Mortgaged Property as of the related Closing Date) lhat materially and adversely affects the 
vaJu: of any Mortgage Loan sold by soch Breaching Seller hereunder or the interests of the Purchaser in such Mortgage Loan, the 
party discovering sl.£h breach shall give pro~t written ootice to the other. AIry breach of the representation set forth in clause (xxvii) 
or clause (xxviii) of Section 3.1 shall be deemed to materially and adversely affect the value of the related Mortgage Loan or the 
imerests of the Purchaser in the related Mortgage Loan. Within 90 days of its discovery of breach or its receipt of notice of breach 
from the Purchaser, the Breaching Seller shall repurchase from the Plfl:haser or its transferee the affected Mortgage Loan or 
Mortgage Loans or any property acquired in respect thereo~ or substitute one or roore Substitute Mortgage Loans therefor, l..IlIess it 
has cured such breach in all material respects. Any such repurchase or substitution shall be made in the manner and within the time 
limits set forth in Section 2.4.lfsl.£h breach would cause the Mortgage Loan to be other than a "qualified IOOrtgage" (as defined in the 
Code), then notwithstanding the previous sentence, the repurchase or slflstitution IJJ.lSt OCCU' within the sooner of (i) 90 days from the 
dale the defect was discovered by soch Seller, the Purchaser or any other party to the related Pooling and Servicing Agreement or (ii) 
in the case of substitution, wo years from the related Closing Date. 

(c) it is tmderstood and agreed that the obligations ofa Breaching Seller set forth in this Section 3.3 constilUe the sole rem::dies 
available to the Purchaser or its transferee respecting a breach oflhe representations and warranties by such Breaching Seller set 
forth in Section 3.1. 

(d) In addition to such cure, repurchase or substitution obligation, each Seller shall indermify the Purchaser and hold it harmless 
against any losses, damages, penalties, fines, forfeirures , reasonable and necessary legal fees and related costs, judgments, ard other 
costs and expenses resulting from the defense of any claim against the Purchaser by a third party resulting from a breach of the 
representatiom and warranties made by soch Seller in this Article 3. 

ARllCLE4. 

COVENANTS 

Section 4.1. Cooperation 

Each of the Sellers and the Purchaser shall cooperate fully with each other and their respective counsel and other representatives and 
advisors in connection with the steps required to be taken as part of their respecti ve obligations under this Agreement. 
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Section 4.2. Representations, Warranties. Covenants and IndelTllities 

Each representation, warranI)', covenant and indermity mule by a Seller in this Agreement as of each Closing Date shall survive the 
termination of this Agreement. 

Section O. Delivery ofDoct.ments 

On the dates specified herein, each party shall deliver 10 the appTopriate persons specified herein all documents and instruments 
provided for hereunder. 

Section 4.4. Consents and Approvals 

Each Seller shall obtain, at its sole cost and expense, prior to each Closing Date, all consents and approvals required by law or 
pursuant to col11ract to consummate the transactions COnlelTfJlated hereby. All su::h consents will be obtained without any cost or 
expense to the Purchaser and will be obtained witroUl any modification in the terms of any ofthc agreements relating to the Mortga~ 
Loans or the iflllOSition of any provisions or conditions on the Purchaser. 

Section 4.5. Confidentiality 

Each party understands that certain infometion which has been firnished and will be furnished in comcction with this transaction is 
confidential and proprietary, and each party agrees that, with respect 10 such information that is marked or identified as confidential 
or proprietary, soch party will maintain the confidentiality of soch information and will not without the consent of the party fU'nishing 
such information disclose it 10 others or use it except in connection with the transactions contemplated by this Agreement. The parties 
agree that the cofT1lleted Confidential Pricing Supplement is confiderfial, and that the Tenn Sheet. this Agreement and their other 
exhibit'!>, inch.ding the Mortgage Loan Schedule, and the underwriting guidelines of the Seller are not confideTlial. Information also 
shall not be deemed confidential or proprietary for these purposes if the information is generally known in the industry concerning a 
party, ifil has been disclosed to the other party by a third party, or ifit is rC{[uired to be disclosed by law or by regulatory or judicial 
process. 

ARTICLES. 

CONDn10NSTOPURCHASE 

~ obligations of the Purchaser to purchase any Mortg;lge Loans on any Closing Date are subject to the satisfaction, as applicable., 
prior to or on such Closing Dale (or on such other date as expressly provided for herein) of the fol lowing conditions, any ofwhich 
may be waived in writing by Purchaser: 

Section 5.1. Required Doc~nts 

On or before the Closing Date for the initial purchase of Mortgage Loans hereunder, each party hereto shall have received 
fully executed counterpart originals of this Agreement. On each Closing Date, the Purchaser and each applicable Seller shall furnish 
to the other party fully exec\led counterpan origimJs of the relevant Tenn Sheet and Confidential Pricing Supplement 

Section 5.2. Correctness of Representations and Warranties 

All of tile representations and warranties of the applicable Seller or Sellers under this Agreement shall be true and correct as of soch 
Closing Date (except as o~ise expressly provided for herein), and no evert shall have occurred which, with notice or 1he passage 
oftime, would constitute a default under this Agreement. 

Section 5.3. Col11>liance With Conditions 

All other teTlT"L!l and conditions of this Agreement to be performed by the applicable Seller or Sellers on or prior 10 such Closing Date 
(or such other date as expressly provided for nerein) shall have been duly co~lied with and performed in all respect'!>. 

Section 5.4. Cost'!> 

Each Seller shall pay all costs, fees and expenses irx:urred in connection with the transfer and delivery of the Mortgage Loans sold by 
such Seller under this Agreement for such Seller's accountants, attorneys and other service providers. In addition, with respect to 
each Pooling and Servicing Agreemenl, each Seller shaH, in proportion to the aggregate principal balance of the Mortgage Loans 
subject to such Pooling and Servicing Agreement and sold by soch Seller under this Agreement, (a) rcirmll"Se the PlI"chaser for all 
reasonable expenses iOCUITed by the Purchaser in comection wilh the issuance of tile related Certificates and (b) pay [Q the Purchaser 
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a securitization fee, to be agreed upon separately. 

ARTICLE 6. 

SERVICING; SALE PURSUANT TO POOLING AND SERVICING AGREEMENT 

Section 6.1. Servicing Agreerrcrn; Sellers' Consent to Assignmern 

(a) On each Closing Date, the Purchaser and Washington Mutual Bank shall execute an agreement (which may be a Pooling and 
Servicing Agreement) pursuant to which (i) Washington Mutual Bank shall service the Mortgage Loans purchased by the Purchaser on 
such Closing Date as provided therein and (ii) the Servicer thereuOOer shall have the rigtn to purchase sldl Mortgage Loans if the 
aggregate prin::ipaJ balance thereof is less than a percentage specified therein of such aggregate priocipal balance as of the related 
Cut-Off Date. 

(b) Each Seller hereby consents to the assignment by the Purchaser to a Trust, plrSuant to a Pooling and Servicing Agreemenl, of all 
of the Purchaser's rights under 0) this Agreerrcnl, to the extel1. that this Agreement relates to Mortgage Loans transferred by the 
Purchaser to such Trust, and Oi) the Term Sheet with respect to such Mortgage Loans. Each Seller agrees that its obligations 
hereuOOer and under the related Term Sheet may be enforced by the Trustee or the Servicer for such Trust. 

Section 62. Indennification 

(a) Each of the Sellers, severally and not jointly, (i) agrees to indermifY and hold hannless the Pu-chaser and the related Trust 
(each, an "lndetmified Party"), against any losses, claims, damages or liabilities to which such lndetmified Party may become 
subject, under the Securities Act of 1933, as amended, or otherwise, insofar as such losses, claims, damages or liabiliti es (or actions 
in respect thereof) arise out of or are based upon any urnrue statement of any material fact contained in the information provided by 
such Seller to the Purchaser with respect to su:;h Seller's origination and underwriting criteria, the regulatory status of such Seller and 
its affiliates (other than the Purchaser and the Trust), and the characteristics of the Mortgage Loans sold by such Seller on the related 
Closiog Date (such information, the "Seller's Information'') and included in !be prospectus or the prospectus supplement or other 
disclosure docurnert prepared in comection with the rela!ed Sale (collectively, the "DiscloslD'e Documents") and (ii) will reinill.l'Se 
each lndermified Party for any legal or other expemes reasonably irw;;urred by such lndetmified Party in comection with investigating 
or defending any soch loss, claim, damage, liability or action. 

(b) The Purchaser (i) will indermifY and hold harmless each of the Sellers against any losses, claims, damages or liabilities to 
which su;;:h Seller rmy become subject, under the Securities Act of 1933, as amended, or otherwise, insofar as such losses, claims, 
damages or liabilities (or actions in respect thereof) (x) arise OUI. of or are based upon any untrue statement of any material fact 
contained in any DiscloslD'e Doc1m:nt (other than an untrue statement of material fact contained in the applicable Seller's 
lnformation) or (y) arise OUI of or are based upon the omission to state in any Disclosure Docum:nt a material fact required to be 
stated therein or necessary to make the statements therein, in the light of the circumstances under which they were made, not 
misleading (unless such omission also constiMes an omission to state in the applicable Seller's Information a material fuet required 
to be stated therein or necessary to make the statements therein, in the light of the circumstances under which they were made, not 
misleading) and (ii) will reimburse each Seller for any legal or other expenses reasonably incurred by such Seller in cOIllK!ction with 
investigating or defending any soch loss, claim, damage, liability or action. 

(c) In connection with each Sale, (i) each of the Sellers agrees to execute an agreement pursuart to which such Seller will agree to 
indermifY each tnderwriter engaged in connection with such Sale against any losses, claims, damages or liabilities to which such 
underwriter may become subject, under the Securities Act of 1933, as amended, or otherwise, insofar as such losses, claims, damages 
Or liabilities (or actions in respect thereof) arise out of Or are based upon any untrue statement ofany material fact contained in the 
applicable Seller's Infonnation and included in any Disclosure DocumeTlt, and (ii) the Purchaser agrees to make reasonable efforts to 
obtain indelTflification satisfactory to the Sellers with respect to any infonnation provided by parties other than the Purchaser or an 
affiliate of tile P1.a"chaser and included in any Disclosure Documert. 

ARTICLE 7. 

MISCELLANEOUS PROVISIONS 

Section 7.1. Alttndment 

This Agreement may be amended from time to time by the Sellers and the Purchaser solely by written agreement signed by the Sellers 
and the Ptuchaser. If any provision ofmis Agreement or ofa Confidential Pricing Supplement conflicts with any provision ora Term 
Sheet, the provision of such Term Sheet shall eontrol. If any provision of this Agreement conflicts with any provision of a 
Confidential Pricing Supplement, the provision of this Agreement shall control. 
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Section 7.2. Recordation of AgrecOE:IlI 

(a) To the extent necessary uroer applicable law to protect the interests of the Purchaser, this Agreement or a mtlTllrandum thereof 
is subject to recordation in all appropriate public offices for real property records in all the col.Dlties and other c0111'arable 
jurisdictions in which any or all of the Mortg;l.ged Properties are situated. and in any other appropriate public recording office or 
elsewhere, such recordation to be effected by the Sellers 81 the Purchaser's expense J.4Kln direction ofthc Ptrchaser. 

(b) Each SeJler agrees to execute Of cause to be exectAed such documents and take or cause to be taken soch actions as may be 
necessary to effect the inlt:nl of this Agreement, including without limitation the execution and delivery of instrunt:nt5 of firther 
assurance and the execution and delivery of such other docWJents, and the taking of such other actions, as may be reasonably 
requested by the Purchaser. 

Section 7.3. GovemingLaw 

This Agreement shall be governed by and construed in accordm;.e with the laws of tile State of New York;, without reference to the 
choice aflaw doctrine of such state (other than $ectioI15-1401 of the General Obligations Law). 

Secti on 7.4. General Interpretive Principles 

For purposes of this Agreement, except as otherwise expressly provided or tness the contextothetwise requires: 

(i) the terms defined in this Agreemerd ioclude the plural as well as the singular, and the use ofany gender herein shall be 
deemed to ilX:lude the other gender; 

(ii) accounting terms nol otherwise defined herein have the meanings assigned to them in accordance with generally 
accepted accounting principles; 

(ii i) references herein to "Articles," "Sections," "Subsections," "'Paragraphs," and other subdivisions witOOul reference to a 
document are to designated Articles, Sections, Subsections, Paragraphs, and other subdivisions of this Agreern::nt; 

(iv) a tdefence to a subsection without further reference to a Section is a reference to such subsection as contained in the 
same Section in whicb the refereoce appears, and this rule shall also apply to Paragraphs and other subdivisions; 

(v) the words "herein," "berea!;" "heret.nier," and other words of similar impon refer to this Agreemcrd as a whole and not 
to any particular provision; and 

(vi) the term "include" or "iocluding" shall !Man without limitation by reason of enumeration. 

Section 7.5. Notices 

All demands, notices, consents, waivers and other cornnunications hereunder shal l be in writing and shall be deemed to have been 
duly given if personally delivered, sem by telecopy. mailed by certi 6ed mail, relUrn receipt requested and postage prepaid, or 
delivered by a TlBtionally r~cogni~ overnight courier, to 

(i) in the case of tile Sellers: 

Washington Mutual Bank 
Washington Mutual Bank fsb 
l20lllird AvtnJe, WMT0511 
Seattle, Washington 98101 
Anention: General ~~:l 
Telephone: 
Telecopy: 

_ " Redacted by the Permanent 
Subcommittee on Investi.utions 

or such other address as may hereafter be furnished to the Purchaser in writing by a Seller, and 

(ii) in the case of the Purchaser: 

WaMu Asset Acceptance Corp. 

1201 Third Averue, WMTI706A 
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Seattle, Washington 98101 
Attention: General Counsel 
Telephone: (206) ~ejiiiiiit 

_ '" Redatted by the Permanent 

Subcomminee on investi2.a1ions 

or such other address as may hereafter be furnished to each of the Sellers in writing by the Purchaser. 

Notwithstarxling the foregoing, any demand, ootice, COI'6trt, waiver or cormulication may be given by any olber means agreed 10 by 
the parties. 

Section 7.6. Severability of Provisions 

If any one or 100ft of tile covenants, agreements, provisions, or terms of this Agreemel'l shall be I'Ield invalid for any reason 
whatsoever, then such covenants, agreemenlS, provisions, or terms shall be deemed severable from the remaining covenants, 
agreements, provisions, or terms of this Agreemenl. and shall in no way affect the validity or enforceability of the other covenants, 
agreements, provisions, or terms of this Agreemclll or the rigb1s of tile parties Ilereurxler. If the invalidity of any part, provision, 
represermtion or warranty of this Agreement shall deprive any party of tile economic benefit interxled to be conferred by this 
Agreement, the parties shall negotiate in good filith to develop a stru;tUre the economic effect of which is as nearly as possible the 
same as the economic effect of this Agree~nt without regard to such invalidity. 

Section 7.7. Exhibits 

The exhibits to this Agree~nt are hereby incorporated and made a part hereof and are an integral part of this Agreement. 

Section 7.8. CotWerparts; Sur::.cessors and Assigns 

1lIis Agreement may be executed in one or more counterparts, and by the differer4 parties hereto on separate counterparts, each of 
which, when so execUled, shall be deemed to be an original; sucb countcrparts, together, shall constitu1e onc and the sa~ agreement 
1lIis Agrccment shall inure to the benefit ofand be binding upon the Sellers and the Purchascr. Notwithstanding the foregoing. (a) 
none ofthc Sellers shall assign its rights and obligatiOM under this Agreement witOOUl the prior wriucn consent of the Purchaser, 
which conscnt shall not be unreasonably withheld or delayed, and (b) the Purchaser may not assign its rights and obligations under 
this Agreement except (i) as provided in Section 6.1 or (ii) with the prior written consent of the applicable Seller or Sellers, which 
consent shall nol be unreasonably withheld or delayed (in which case all references to the Purchaser herein shall be deemed to 
include such assignee). 

Section 7.9. Effect of Headings 

The headings in this Agreemert are for purposes of reference only and shall not limit or otherwise affect the meaning hereof 

Section 7.10. Other Agreements Superseded 

This Agrce~nt supersedes all prior agreements and understandings relating to the subject matter hereof 

Section 7.1t. Intention of the Parties 

It is the intention of the parties thai the Purchaser is purchasing, and each Seller is selling. Mortgage Loans and not a debt instrument 
of such Sellcr or other security. Accordingly, the parties hereto each intend to treat each ofthc transactions heretmder for federal 
ir.;ome tax ptrpoSes as a sale by each SeUer, as applicable, and a purchase by the Purchaser, of Mortgage Loans. The Pu-chaser 
shall have the right to review !he Mortgage Loans to dctermine the characteristics of the: Mortgage Loans which shal l affect the federal 
income tax consequences of owning the Mortgage Loans, and the applicable SelIer or Sellers shall cooperate with all reasonable 
requests made by the Purchaser in the course of such review. 

Section 7. 12. Nonsolicitation 

Each SelIer covenants and agrees that it will not take any action personalty, by telepoone, by mail or otherwise, to solicit the 
prepayment ofany Mortgage Loans by the related Mongagors, in woole or in part following the Closing Date with respect to such 
Mortgage Loans. Notwithstanding the foregoing. no Seller shall be prohibited from: 

(i) 
targeted; 

(ii) 

advertising its availability for handling refinancing ofrnortgage loans if the Mortgage Loans are not specificaJ1y 

promoting terms available for refinancing by serding letters or prorrotional material to the mortgagors of all the 
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rrortgage loans that such Seller or its affiliates owns or services; 

(iii) promoting tenns available for refinancing by sending letters or prorrntional material 10 the IIDrtgagors of all the 
rrortgage loans of a specific type (e.g., conventional fixed -rate or conventional adjustable-rate) that such Seller or its affiliates owns 
or services; 

(;v) prorooting tenns available for refinancing by sending letters or promotional maleria1lO the mortgagors of all the 
rrortgage loans thai fall within specific in1erest rate ranges that such Seller or its affiliates owns or services; 

(v) providingpayoffinfonmtion or otherwise cooperating with individual Mortgagors who contact such Sellcr about 
prepaying any Mortgage Loan; or 

(vi) advising individual Mortgagors woo contact slXh Seller about prepaying any Mortgage Loan ofrcfina.ncing terms or 
streamlined origination arrangements that are available. 

In r:o even! shall any Seller treat mortgage loans that it holds in its own portfolio and the Mortgage Loans as separate classes of 
rrortgagcs for purposes of advertising the availability of refinaocing terms. 

Section 7.13. Obligations of the Sellers 

The obligations and liabilities of each of the Sellers miet this Agreement are several, and no Seller shall be responsible for the 
obligations of tile other Seller Wlder this Agreement Each representation, warranty, indermity and covenant made by one Seller 
tmder the Agreement is made by, or on behalf of, and with respect to, that Seller only and not the other Seller. 

Section 7.14. Attorneys ' Fees 

Ifeither party retains an attorney to enforce any of the provisions. of this Agreement, the prevaiJingparty shall be entitled to 
reasonable anorneys' fees from the other party, including, without limitation, fees incWTed in arbitration and in trial and appellate 
:01D1S, fees incurred widx>ut suit, and all arbitration, COIB1 and accOimting costs. 

Section 7.15. Security Interest 

(a) The parties hereto intend that each transfer ora Mortgage Loan purSuanl: to this Agreement and !he applicable Term Sheet 
constitute a sale by the applicable Seller to the Purchaser of such Mortgage Loan. including for accoUDting paposes, and not a 
secured borrowing. It is, further , not the intention of the parties that any such transfer be deemed the grant ofa secLl'ity interest in any 
Mortgage Loan by the applicable Seller to the Purchaser to secure a debt or other obligation of such Seller. However, in the event 
that, notwithstanding the intem of the parties, any Mortgage Loan is held to be the property of any Seller, or iffor any other reason this 
Agreement is held or deemed to create a security interest in any Mortgage Loan, then (a) this Agreemerl shall constitute a secLI'ity 
agreement; and (b) the transfer provided for in this Agreement and the applicable Term Sheet shall be deemed to be a grant by each 
Seller to the Pw'chaser o~ and each Seller nereby grants to the Plrchaser, to secure all of such Seller'S obligations hereunder, a 
security interest in all of such Seller'S right, title, and interest, whether now owned or hereafter acquired, in, to aOO WIder: (i) the 
Mortgage Loans listed on the Mortgage Loan Schedule to each Tenn Sheet; (ii) all accounts, chattel paper, deposit accounts, 
documents, general intangibles, goods, instrumert:s, investment property, letter-of-credit rights, letters of credit, mmey, and oil, gas, 
and other minerals, consisting of; arising from, or relating to, any of the foregoing; and (iii) all proceeds of the foregoing. The 
Purchaser shall have all of the rights ora secured party under the applicable Uniform Commercial Code. 

(b) Each Seller shall take or cause to be taken such actions and execute such doctnlCTlts, including withoUllimitation the filing of any 
finar.cing statements, continuation statemert:s, and amendments to financing statemems, as are necessary to perfcet the Purchaser's 
interests in each Mortgage Loan. Each Seller shall file such financing statements, continuation statements, and IlJTJendments on a 
timely basis. 

(c) No later than ten (1O) days following each Closing Date, each Seller shall file in the applicable jurisdictions such UCC 
finaocing statements covering the Mortgage Loans sold by such Seller on such Closing Date as are necessary to perfect the 
Purchaser's interests in such Mortgage Loans. 

Section 7.16. Covenant Not to Place Purchaser or Trust JOO BlIIlkruptcy 

Each Seller covenants that it shall not, until at least one year and one day after all securities issued by any Trust to which the 
Purchaser has transferred Mortgage Loans have been paid in full, take any action 10 file an invohDltary bankruptcy petition against the 
Pwchaser or any Trust 
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TO WITNESS THIS, the Sellers and the P1.I'"chaser have caused their names 10 be signed to this Mortgage Loan Purchase and Sale 
Agreement by their duly auttrJrized respective officers as of the date first above written. 

STATE OF WASHINGTON 
) 55. 

COtMfYQF ) 

WASHINGTON MUTUAL BANK 
a federal savings association 

Name: IsllvI.ichacl Parker 
Title: Senior Vice President 

WASHINGTON MUTUAL BANK fsb 
a federal savj~ bank 

Name:: lsi Peter FreiJinger 
Title: Senior Vice President 

WaMu ASSET ACCEPTANCE CORP. 
a Delaware corporation 

Name: lsi Thomas G. Lehmann 
Title: First Vice President 

This instrument was acknowledged before me on October 25, 2005, by Mkhael Parker as Senior Vice President of 
Washington Murua.I Bank. 

STATE OF WASHD'JGTON 

COl.Jl\ITY OF 

Is! Chriselda Landon 

{print Name} Chriselda Landon 

Washington, residing at Seattle 

My conmissiOil expires 2-26-2007 

) 
) 55. 

) 

This instrument was acknowledged before me on October 25. 200S, by Peter Freilinger as Senior Vice President of 
Washington Mutual Bank Fsb. 

lsi Qu-iselda Landon 
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[print Name] Chriselda Landon 

Washington, residing at Seattle 

My corrmission expires 2-26-2007 

STATE OF WASHINGTON ) 

COlNTYOF 
) S5. 

) 

This instrumcrt was acknowledged before Ire on October 25, 2005, by Thomas G. Lelvnann as First Vice President ofWaMu 
Asset Acceptance Corp. 

lsi Chriselda Landon 

[print Name] Chriselda Landon 

Washington, residingal Seattle 

My conmission expires 2-26-2007 

EXDlBITA 

CONTENTS OF MORTGAGE FlLE 

With respect to each Mortgage Loan, the Mortgage File shall consist of the followingdocwncn1s or instruments: 

(X) with respect to each Mortgage Loan that is not a Cooperative Loan: 

(i) The original Mortgage Note (1) endorsed (A) in blank, witlx>Ul recourse, (B) to the applicable 
Trustee, as Trustee, withold. recourse, (q to the applicable Tru:st. witham recourse, or (0) to the Seller thereof, and all 
iJ1l.ervening endorsements evider.::ing a complete ehain of endorsements from the originator to the endorser last endorsing the 
Mortgage Note, or (2) naming the Seller as payee, or, in the event of any Destroyed Mortgage Note, a copy or a duplicate 
original oftbc Mortgage Note, together with an origina1lost oote affidavit from the originator of the Mortgage Loan or the 
Seller stating that the original Mortgage Note was lost, misplaced or destroyed, together with a copy of the Mortgage Note; 

(ii) The Buydown Agreement, ifapplicable; 

(iii) (I ) (x) the original recorded Mortgage with evidence of recording thereon for the jurisdiction in 
which the Mortgaged Property is located (which original recorded Mongage, in the case ofa MOM Loan, shall set 
forth the MIN and shall indicate tha1 the Mortgage Loan is a MOM Loan), (y) unless the Mortgage Loan is a J\.ffiRS 
Loan or the mortgagee named in such Mortgage is the Seller, an original assigmw:nl of the Mortgage duly execUied 
and acknowledged in recordable form (A) in blank, (8) to the applicable Trustee, as Trustee, (q to the applicable 
Trust or (D) to the Seller, and (z) unless the Mortgage Loan is a MOM Loan or the mortgagee named in such 
Mortgage is the Seller, recorded originals of all intervening assigrmcnts evider.::ing a complete chain of assi!91l11Cn1 
from the originator 10 J\.ffiRS or the party executing the assignment described in clause (Y), as applicable; or 

(2) (x) a copy (which may be in electronic fonn) of the Mortgage (which Mortgage, in the case ofa 
MOM Loan, shall set forth the MIN and shaJ I indicate that the Mortgage Loan is a MOM Loan) which represents a 
true and correct reproduction of the original Mortgage and which has either been certified (i) on the face thereofby 
the public recording office in the appropriate jurisdiction in which tre Mortgaged Property is IOQted, or (ii) by the 
originator, the Seller or the escrow or title cOfTllany which provided closing services in connection with such 
Mortgage Loan as a true and correct copy of the original of which has been sent for recordation, (y) unless the 
Mortgage Loan is a MERS Loan or the mortgagee named in such Mongage is the Seller, an original assignment of 
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the Mortgage duly execU1ed and acknowledged in recordable form (A) in blank, (B) to the applicable Trustee, as 
Trustee, (C) to the applicable Trust or (D) to the Seller, and (z) unless the Mortgage Loan is a MOM Loan or the 
roortgagee named in such Mortgage is the Seller, true and correct copies. certified by the applicable county 
recorder or by the originator or the Seller as described above, of al l intervening assigrunents eviden::ing a complete 
chain of assiwunem from the originator to MERS or the party executing tlr BSsignrrern described in clause (y), as 
applicable; 

(iv) for any Mortgage Loan that has been modified or amended, the original instrurrcnl or instruments 
effecting soch modification or amendmert; 

and (Y) with respect to each Cooperative Loan: 

(i) the original Mortgage Nolc ( I ) endorsed (A) in blank, without recourse, (8) to the applicable 
Trustee, as Trustee. without recourse, (C) to the applicable Trust, without. reCOlU'se, or (D) to the Seller thereof, and all 
intervening endorsements evidencing a complete chain of endorselrents from the originator to the endorser last endorSing the 
Mongage Note, or (2) naming the Seller as payee, or, in the eve!W: of any Destroyed Mortgage Note, a copy or a dl4llicate 
original of the Mongage Note, together with an origina1lost note affidavit from the originator of the Cooperative Loan or the 
Seller, as applicable, stating that the original Mortgage Note was lost, misplaced or destroyed, together with a copy of the 
Mortgage Note; 

(i i) A eolB'ltetpan of the Cooperative Lease and the Assignnznt of Proprietary Lease; 

(i ii) The Cooperative Stock Certificate, together with an undated stock power or other similar instrument 
executed in blaJ1k; 

(iv) The Recognition Agreement; 

(v) The Security Agreement; 

(vi) Copies of the original lX:C financing statemert, and any continuation statements or amendments 
thereof, each with eviden::e of recording thereof, perfecting the security interest granted under the Security Agreement and 
the Assignment of Proprietary Lease; 

(vii) Lniess the Seller was the originator of the Cooperative Loan. copies of the filed OCC assignmertts or 
ameooments oftbe UCC financing statements described in clause (vi) above showing an unbroken chain ofassigrments from 
the originator to the applicable Trust, the applicable Trustee or the Seller, each with evidence of recording thereot; 

(viii) Unless the Seller was the originator of the Cooperative Loan. executed assignments of the interest of 
the originator in the Security Agreement, the Assignmen! of Proprietary Lease and the Recogniti on AgreellEnt, showing an 
unbroken chain of assignments from the originator to the applicable Trust, the applicable Trustee or the Seller; and 

(ix) for any Cooperative Loan that has been modified or alrended, the original instrument or instruments 
effecti ng soch rrodification or amendment 

EXHIBITB 

TERM SHEET 

This Tenn Sheet (this "Term Sheet") is dated ~ by Washington Mutual Bank [fsb), (a federal savings associationlla federal 
savings bankl, as seller (the "~"), and WaMu Asset Acceptance Corp., a Delaware corporation, as purchaser (the "PlU'chaser"). 

This Term Sheet is ertered into pursuant 10 the terms and conditions of the Mortgage Loan Purchase and Sale Agreemen! (the 
"MlPA',), dated as ofL--], 2005, am:mg Washington Mutual Bank, Washington Mutual Bank fs b and the Purchaser. All 
capitalized terms shall have the meanings ascribed to them in the MiPA, unless otherwise defined herein or in the Confidential 
Pricing Supplemenlln the eventofany inconsistency between this Term Sheet and either the MlPA or the Confidential Pricing 
Supplement, the terms oflhi s Term Sheet shall govern; and in the event ofany inconsistency between the MlPA and the Confidential 
Pricing Supplement, the terms of the MLPA shall govern. 
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The Purchaser hereby purchases from the Seller, and the Seller heTeby sells to the Purchaser, all of the Seller's right, title and in1erest 
in and to the Mortgage Loans described on the Mortgage Loan Schedule attached hereto as Schedule 1 (the "Seller Mongage Loans") 
in accordance withthc terms of tile MI..PA, as s14>plemented and amended by this Term Sheet and. the Confidential Pricing 
Supplemenl 

1. Definitions 

For pl..D"poses of this Tenn Sheet, the following terms shall have the following meanings: 

Aggregate C~-OffOate 
P[i[!£i~al Balan::e of the 
Mo Loans: 

Certificates: lWashington Mutual Mortga,ge Pass-Through Certificates, INSERT Series name 

Closin Date: 

Custodian: 

-OffDat : 

High Cost/Covered Loan: ~_High Cost Loan or a Covered Loan, as s\K:h terms are defined in the Standard & Poor's 
LEVELS® Glossary in effect on the Closing Dale, which is Version U, applicable portions 
fwhich are attached hereto as Schedule II 

Mo Lo",T , 

Pooling and Servicing ~ Pooling am Servicing Agreement, dated as of -----J among the Ptrchaser, Washington 
A21eement; M.utual Bank. as Servicer, as Trustee, and , as Delaware Trustee 

Sen:ici!!8, Fee Rate: 
Mo"-;o for each Mortgage Loan] [A range between _ % and _ %, as set forth for each 

ongage Loan in the Mortgage Loan Schedule, with a weighted average of_ %] 

2. Amendments to MLPA 

B. Notwithstanding anything to the contrary sel forth in the MlPA. with respect to the Seller Mortgage Loans, the 
representations and warranties set forth in Section 3 .1 and Section 3.2 of the MlPA shall be Subject to the exceptions, if any, 
set forth on Schedule ill to this Tenn Sheet 

b. Each of the following representations and warranties with respect to the Seller Mortgage Loans set forth in the indicated 
clauses of Section 3.1 or Section 3.2 of the MLPA is hercby deleted in its entirety: 

L _ _ Jl (No deletions .} 

c. The MlPA is hereby amended to add the following additional representations and warranties with respect to the Seller 
Mortgage Loans: 

L __ Jl [No additional representations and. warranties.] 

d. The following additional amendments are hereby made to the MLPA with respect to the Seller Mortgage Loans: 

L __ J] [No additional amendments.} 

e. Except as rmdified here, the MlPA remains in full force and effect. 

{signatures followJ 
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-- - -- -- -- ----..... ---. -------------------------------------------------

TO WITNESS TIllS, the parties have caused their ~s to be signed by their respective duly aU1horim:! officers as of the date first 
wril1en above. 

WASHINGTON MlITUAL BANK IfsbJ 
[a federal savings association] 
[a federal savi~ bank) 

B~ -============ Name:_ 
Title: _ __________ _ _ 

WaMu ASSET ACCEPTANCE CORP. 
a Delaware corporation 

By: 

Name:============== Tid" ~ 

Acknowledgement ofTrzder. 
This Tenn Shut accurn.tely reflects t.he 
tcnns and conditions orlbe sale of the 
mortgage loans from: 

__ IWMBllWMBfsbl 

to tbe Purchaser. 

[Signatu"e page to Tenn Sheet for Washington Mutual Bank: (ubi for [INSERT Series N~I J 
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SCHEDULE I 

MORTGAGE LOAN SCHEDULE OF WASHlNGTQN MUrUAL BANK Ifsbl • 

• To be attached as hard copy or as diskeuc in " read-only" fomat. 
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SCHEDULED 

ANTI·PREDATORY LENDING CATEGORIZATION 

IrNSiiRT applicable portions of the Standard & Poor's Levels<ll Glossary in effect on the Oosing Date, similar to the following:] 

L High-Cost Loan Categorization 

State1J\.I'isdiction Name of Anti-Predatory Lending Category Wlder Applicable 
LawfEffectivc Date Anti-Predatorv Lendine Law 

Mkans" Arkamas Home Loan Protection Act, 
High Cost Home Loan 

Ark.. Code Ann. §§ 23-53-101 ~~. 

Effective July 16.2003 
Cleveland Heigtts, OH 

Ordinance No. 72-2003 (PSH), MUll 
Covered Loan 

Code §§ 757.0 1 ~ lli. 

Effective Jwe 2, 2003 
Colorado 

Cons~r Equity Protection, Colo. 
Covered Loan 

Stat. Ann. §§ 5-3 .5-101 ~~. 

Effective for covered loans otlered 
or entered into on or alter January I, 
2003. Other provisions of the Act 
took effect on June 7, 2002 

Connecticut 
Cormecticut Abusive Home Loan 

High Cost Hom:: Loan 

Lending Practices Act, Conn. Gen. 
Stat §§ 36a-746 ~ lli. 

Effective October 1,2001 
District ofColwrbia Home Loan Protection Act, D.C. 

Covered Loan 

Code §§26-1l51.01 ~8g. 

Effective for loans closed on or after 
January 28,2003 

Florida Fair Lending Act, Fla. Stal Am §§ 
High Cost Home Loan 

494.0078 ~ g<g. 

Effective October 2. 2002 
Georgia (Oct 1. 2002 ""'6, Georgia Fair Lending Act, Ga. Code 

High Cost Home Loan 
2003) 

Ann. §§ 7·6A·l s;! WI. 

Effective October I. 2002 - March 
6,2003 
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Georgia as arrended (Mar 7, 2003-
Georgia Fair Lending Act, Ga. Code 

High Cost Home Loan 
current) 

Ann. §§ 7·6A·] ~ ill. . 

Effective for loam; closed on or after 
March 7, 2003 

HOEPA Section 32 
Home Ownership and Equity 

High Cost Loan 

Protection Act of 1994, is U.S.C. § 
1639,12 C.F.R. §§226.32 and 
226.34 

Effective October 1, 1995. 
IUDCndments October I, 2002 

Irxliana Indiana Home Loan Practices Act, High Cost Home Loan 
Ind. Code Am. §§ 24-9-1 -1 ~~. 

Effective for I0811S originated on or 
afIer J~uary 1. 2005. 

minois 
High Risk Home Loan Act, m. High Risk Home loan 

Comp. Stat tit SIS, §§ 13715 SRg. 

Effective January I, 2004 (prior to 
lhis date, regulations under 
Residential Mortgage License Act 
effective from May 14,20011 

Ka= Consum::r Qedit Code, K.an. Stat. 
High Loan to Value Consumer Loan 

Ann. §§ 16a- 1- 101 ~~. 
( id. § 16a-3-207) and; 

Sections 16a- 1-301 and 16a-3-207 
became effectivc April 14, 1999; High APR Consumer Loan (id. § 
Section 16a-3-3083 became effective 
July I, 1999 

16a-3-308a) 

Kentucky 
2003 KY H.B. 287 - High Cost 

High Cost Home Loan 

Home Loan Act, Ky. Rev. Stat. §§ 
360.100 ~mI. 

Effective June 24 , 2003 
Mai", 

TnlIh in Lending. Me. Rev. StaL tiL 
High Rate High Fee Mortgage 

9-A, §§ 8-101 ~~. 

Effective September 29, 1995 and as 
~nded from time to time 

Massachusetts Part 40 and Part 32, 209 C.MR. §§ High Cost Home Loan 

32.00 ~ Rg. and 209 C.MR. §§ 
40.01 ~mI. 

Effective March 22, 200 I and 
amended from time: to time 

Nevada 
Asserri:lly Bill No. 284, Nev. Rev. 

Home Loan 

StaL §§ 5980.0JO £!lli. 

Effective October I, 2003 

New Jersey Home Ownership 
High Cost Home Loan 

Security Act 0[2002, N.J. Rev. Stat. 
§§ 46:JOB-22~ mi. 
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New Jersey 

Effective for loans closed on or after 
November 27 2003 

New Mexico 
Home Loan Protection Act, N.M. 

High Cost Home Loan 

Rev. Stat §§ 58-21A-1 ru~. 

Effective as of January 1, 2004 ; 
Revised as ofFebruaty 26, 2004 

New York 
N.Y. Banking Law Article 6-1 High Cost Home Loan 

Effective for applications made on or 
after April 1,2003 

North Carolina 
Restrictions and Limitations on High 

High Cost Home Loan 

Cost Home Loans, N.C. Gen. Stal. §§ 
24-l.IE~~. 

Effective July I, 2000; amended 
October I , 2003 (adding open-end 
lines of credit) 

Ohio 
H.B. 386 (codified in various 

Covered Loan 

sections of the Ohio Code), Ohio 
Rev. Code Ann. ~ 1349.25 gill. 

Effective May 24, 2002 
Oklahoma 

Cons\lTler Credit Code (codified in 
Subsection 10 Mortgage 

various sections of Title 14A) 

Effective July 1, 2000; amended 
effective January I. 2004 

South Carolina 
South Carolina High Cost and 

High Cost Home Loan 

CoIlS~r Home Loans Act, S.C. 
Code Am.. §§ 37-23-10 ~~. 

Effective for loans taken on or after 
) """"" I. 2004 

West Virginia 
West Virginia Residential Mortgage 

West Virginia Mongage Loan Act Loan 

Lender, Broker and Servicer Act, w. 
Va. Code Ann. §§31 . 17. j .!<!~. 

Effective Jwe 5, 2002 
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II. Covered Loan Categorization 

StatelJU'isdiction N~ of AJij. Predalory Lending Category under Applicable 
LawfEffective Date Anti -Predatory Lendilll! Law 

Georgia (Oct 1, 2002 _6, 
Georgia Fair Lending Act, Ga. Code Covered Loan 

2003) 
Ann. §§ 7-6A- l ~~. 

Effective October 1, 2002 - March 6, 
2003 

New Jersey 
New Jersey Home Ownership 

Covered Home loan 

Security Act of2002, N.J. Rev. Stat. 
§§46:10B-22~~. 

Effective November 27, 2003 - July 
5, 2004 
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SCHEDULEID 

EXCEPTIONS TO REPRESENTATIONS AND WARRANTIES OF 
THE SELLER CONCERNING THE MORTGAGE LOANS 

The representations and warranties made, pursuant to Section 3.1 of the Ml1'A, by Washington Mutual Bank [fsb] with 
respect to the Mortgage Loans to be sold by it on the Closing Date are subject to the following exceptions: 

fNone.] 

1 INSERT applicable exceptioru] 

I. Section 3.1{iv) - As of the Cut-Off Date, _ Mortgage Loans with the following loan mmners were delinquent between_ 
and days: 

Loan N1II1'lI>ers: __ 

2. Section 3.1(iv) - As of the Cut-QffDate, _ Mortgage Loans with the following loan number were delinquent more than 
once in the preceding 12 months between: 

Loan Numbers: _ _ 

3. Section 3.1{x) -_ Mortgage Loans with the following loan numbers had both (i) an Original Loan-to-Value Ratio and (ii) a 
Current Loan-lo-VaJue Ratio in excess of80% and were nol covered by a Primary Insurance Policy or an FHA insurance 
policy or a VA guaranty: 

Loan Numbers: __ 

4. Section 3.1 (xviii) - _ Mortgage Loans with the following loan numbers are Buydown Loans: 

Loan N\DTlbers: __ 

5. Section 3.1L--.) - [other exceptions]: 

LoanNW1bers: _ _ 
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EXffiBITC 

CONFIDENTIAL PRICING SUPPLEMEm' 

This Conf'Jdential Pricing Supplement (this "Confidential Pricing SuppleJtt:nt") is dated ~ by Washington Mutual Bank [fsb\. 
[a federal savings associationlla federal savings bankj. as selier (the "Seller"), and WaMu Asset Acceptance Corp., a Delaware 
corporation, as purchaser (the "Pu-chaser''). 

This Confidential Pricing SupplemeJ1l is e~red into pursuant to the terms and conditions of the Mortgage Loan Purchase and Sale 
Agreeme~ (the "Ivfl..PA"l, dared as ofL-j. 2005, aroong Washington Mutual Bank, Washington Mutual Bank fsb and the Purchaser, 
as suppl emented and amended by the Term Sheet (the "Tenn Sheet"), dated the date hereof: between the Sellcr and the Purchaser and 
relating to [INSERT Series Name] . All capilaHzcd terms shall have the meanings ascribed to them in the MLPA, unless otherwise 
defined herein or in the Term Sheet In the evert ofany inconsistency between the MLPA and this Confidential Pricing Supplement, 
the terms of the MLPA shal l govern; and in the tvmofany inconsistency between the Tenn Sheet and either this Confidential Pricing 
Supplement or the !vfl..PA. the terms of the Term Sheet shall govern 

For purposes of this ConfidCItial Pricing Supplement and the sale by the Seller to the Purdmer of the Mortgage Loans described on 
the Mortgage Loan Schedule attached as Schedule I to the Term Sheet, the PtB-chase Price Percentage shal l be: _ _ ___ _ " 

[signatures follow] 
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TO WJTNESS THIS, the parties have caused their IlaJreS to be signed by their respective duly authorized officers as of the date first 
written above. 

WASHINGTON MUTUAL BANK Ifsb) 
fa federal savingi association] 
fa federal savi~ bank] 

By. 
Name: 

Title: ============== 
WaMu ASSET ACCEPTANCE CORP. 
a Delaware corporati on 

Acknowledgement of Trader. 
This Confidential Pricing Supplement 
accurately reflects tbe tenns and 
conditions of tbe saLe of the mortgage 
loans from: 

to tbe Purcbaser. 

[Signature page to Confidential Pricing Supplement for Washington Murual Bank Ifsbl for IINSERT Series Name)] 
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EXHIBIT 99.1 

The following Section 2 is an excerpt from the term sheet for WaMu Mortgage Pass· Through Certificates Series 2007-0AJ 

2. A~mmxDutOMLPA 

a. Notwithstanding anything to the contrary set forth in the MLPA, with respect to the Sel ler Mortgage Loans, the 
representations and warranties set forth in Section 3.1 and Section 3.2 of the MLPA shall be stbject to the exceptions, if any. 
set forth on Schedule m to this Term Sheet. 

b. Each of the following representations and warranties with respect to the Seller Mortgage Loans set forth in the indicated 
clauses of Section 3.1 or Section 3.2 of the NlLPA is hereby deleted in its entirety: 

No deletions. 

c. Section ] .1 of the MLPA is hereby amended to add the following additional representations and warranties with respect 
to the Seller Mortgage Loans: 

(xxx) At the time of origination of the Mortgage Loan, 00 ill¥0vements located on or being part of the Mortgaged 
Property were in violation of any applicable roning and subdivision laws or ordinances. 

(xxxi) The ICnTIS of the Mortgage Note and the Mortgage have not been impaired, altered or modified in any 
material respect, except by a written instrument (and with respect to any irl1'airment, alteration or rrodification in 
any material respect of a Mortgage, such instrument has been recorded or is in the process of being recorded). 

(xxxii) As of the Closing Date, there is 110 mechanics' lien or claim for work, labor or material affecting the 
Mortgaged Property. 

d. The following additional ~ndments are hereby made to the MLPA with respect to the Seller Mortgage Loans: 

i. Section 3.1 (iv) Representation. The representation and warranty in clause (iv) of Section 3.1 of the Ml..P A is 
hereby deleted in its entirety and replaced with the following representation and warra.nly: 

"(iv) Except as set forth on Schedule m to the Term Sheet, ifapplicable, as of the C\4-OffDate, 110 

Mortgage Loan is delinquent (i.e., rrore than 30 days past due), and 110 Mortgage Loan had been delinquent (Le., 
was rrore,than 30 days past due) rrore than once in the pre<:eding 12 rronths (or such shaner period as had elapsed 
from the date of origination of tile Mortgage Loan by the Seller or the other Seller or. if originated by someone 
other than the Seller or the other Seller, from the date of acquisition of the Mortgage Loan by the Seller or the other 
Seller) and any such delinquency lasted for no rrore than 30 days;" 

ii. Defmitions of "Current Loan-to-Value Ibtio" .ad "Original Loan-to-V.lue Ratio". The definitions of 
"Current Loan-to-Value Ratio" and "Original Loan-to-Value Ratio .. in Article 1 of the MLPA are hereby deleted in their 
entirety and replaced with the following two definitions: 

"Current Loan-to-Value Ratio: As used in Section 2.4(b), the Principal Balance ora Mortgage Loan as 
of the applicable date of substitution divided by the Appraised Valle; and as used in Section 3.1 , the Cut-Off 
Date Principal Balan::.e ofa Mortgage Loan divided by the Appraised Value; provided. however, chat if the 
related Mortgaged Property is located in the State of New York, then, as used in Section 3.1, the Current 
Loan-to-Va[ue Ratio shall be the C\Jt·OffDate Principal Balaooe of the Mortgage Loan divided by the value 
set forth on the appraisal made in connection with the origination of such Mortgage Loan as the value of the 
related Mortgaged Property (or, ifsu::h Mortgage Loan is an ROV Mortgage Loan, the value set forth on the 
residential appraisal review made in cornection with the origination ofsuch Mortgage Loan as the value of the 
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related Mortgaged Property). 

Original !...oan-lO-Value Ratio: The original principal arrount of a Mortgage Loan divided by the 
Appraised Value;provided, however, that if the related Mongaged Property is located in the State of New 
York, then the Original Loan-to-Value Ratio shal l be the original priocipal ilJrount of the Mortgage Loan 
divided by the value set forth on the appraisal made in connection with the origination ofsu::h Mortgage Loan 
as the value of the related Mortgaged Property (or, ifsuch Mortgage Loan is an ROV Mortgage Loan, the value 
set forth on the residenlial appraisal review rmde in connection with the origination ofslCh Mortgage Loan as 
the value of the related Mortgaged Property)." 

iii. Prepayme nt Premiwm. The MlPA is hereby ~ooed to add the following Section 3.4: 

"Section 3.4 SeDe r Representations aDd Warranties Regarding Prepayment Premiums; Remedies 
for Breacb 

(a) Whenever used in this Section 3.4, the following words and phrases, unless the comel(( otherwise 
requires, shall have the followingmeanin~ : 

Prepayrrent Premium! With respect to any Mortgage Loan listed in the applicable Supplerrx:ntal Mortgage 
Loan Schedule, any fee or premium required to be paid by the Mortgagor if the Mortgagor voltmtatily 
prepays such Mortgage Loan in full as provided in the related Mortgage Note or Mortgage, except for any 
such fee or premiwn required to be paid roore than three years a.fb:r origination thereof. 

Supplemental Mortgage Loan Schedule: The Supplemental Schedule of Mortgage Loans attached as 
Schedule I-A to a Tenn Sheet. The Supplemental Mortgage Loan Schedule shall set forth the following 
information with respect to each Mortgage Loan that requires the payment of a Prepa}'J1"Cnt Premium: (i) 
its loan lIlII"Ii>er and (ii) the applicahle term during which a Prepaym:m Premi um is payable pursuant to 
the provisions of such Mortgage Loan. 

(b) The Seller hereby represents and warrants to the Purchaser that, as to each Mortgage Loan sold by 
the Seller herem:ler and listed in the applicable S~plementaJ Mortgilge Loan Schedule, as of the Oosing Date: 

(i) The information set forth in the applicable Supplemental Mortgage: Loan Schedule delivered on 
the Closing Date is true and correct in all material respects; and 

(ii) With respect to each Mortgage Loan listed in the appl icable Supplemental Mortgage Loan 
Schedule, the Prepayment Premium for such Mortgage Loan is the legal, valid and binding obligation of 
the maker thereof and is enforceable in accordm:::e with its terms, and such Prepayment Premium is 
pennitted pursuam to applicable federal, state and loca1law, subject to federal preef11>tion where 
applicable, except (I) as such enfurcement may be limited by bankruptcy, insolveoc.y, moratori1El, 
receivership, or other similar law relating 10 creditors' rights generally. (2) ifsuch Mortgage Loan is 
accelerated in connection with a forecloslK"e or other involuntary payment, (3) if enforcerrx:nt would be 
considered "predatory" pursuant 10 written guidelines issued by any applicable federa l, state or local 
authority havingjurisdiction over such rrntters and (4) if enforcement would be otherwise limited or 
prohibited by applicable law. 

(c) Upon discovery by a Seller (the "Breaching Seller'') or the Purchaser ofa breach of either oflhe 
represemations and warranties set forth in Section 3.4(b) made by the Breaching Seller, which materially and 
adversely affects the value ofatty Mortgage Loan (including the value ofPrepaymel1l Premiums payable therem:ler) 
sold by such Breaching Seller herel.D1der or the interests of the Pu-chaser in such Mortgage Loan, the party 
discovering such breach shall give prolJllt written ootice to the other. Within 60 days of the later of (A) the earlier 
of the date of its discovery of\he breach or the date of its receipt of written ootice of breach from the Purchaser, 
and (B) the date on which a Prepayment Premiwn would have become payable had such representation and 
warranty been true, the Breaching Seller shaH pay to the Purchaser the amount of such Prepayment Premium less 
any anDunt collected from the related Mortgagor with respect to su::h Prepayment Premium 

(d) It is understood and agreed that the obligations of a Breaching Seller set forth in this Section 3.4 
constitute the sole remedies available to the Purchaser or its transferee respecting a breach of the representanons 
and warranties by such Breaching Seller set forth in Section 3.4{b)." 

iv. Seetion 2.4(b): Clauses ii and iii of the second senterice of Section 2.4(b) of the MlPA arc hereby deleted in their 
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entirety and replaced with the following: 

"(ii) each Substitute Mortgage Loan shal l matll'e not more than one year later than, and not nnre than two years 
before, the weighted average date of maturity of the Reacquired Mortgage Loans; provided, that the cumulative 
effect of all substitutions shall not cause the weighted average life (at the pricing speed) of any class ofCcrtificates 
to increase by more than the lesser of (x) five years or (y) 50% of its original weighted average life (at the pricing 
speed); (iii) the weigt4ed average Cu-rent Loan-to-Value Ratio of the Substitute Mortgage Loans shall be equal to 
or less than the weighted average Current Loan-to-Value Ratio of the Reacquired Mortgage Loans; provided, that 
no Substitute Mortgage Loan shall have a CurrenlLoan-to-Value Ratio greater than 100%;'" 

e. Except as modified here, the MLPA remains in full force and effecl 
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EXEIlBrr 99.1 

The following Section 2 is an excerpt from the tenn sheet for WaMu Mortgage Pass*TITough Certificates Series 2007-0AJ 

2. Ameodments to MLP A 

a. Notwithstanding anything to the contrary sel forth in the MlPA. with respect to the Seller Mortgage Loans, the 
representations and warranties set forth in Section 3.1 and Section 3.2 of the MLPA shall be subject to the exceptions, if any, 
set forth on Schedule In to this Term Sheet 

b. Each ofthc following representations and warramies with respect to the Seller Mortgage Loans set forth in the indicated 
clauses of Section 3.1 or Section 3.2 ofthc lvfl.1'A is hereby deleted in its enti rety: 

No deletions. 

c. Section 3.1 afthe MlPA is hereby amended 10 add the following additional representations and warranies with respect 
to the Seller Mortgage Loans: 

(xxx) AI the time of origination ofthc Mortgage Loan, 00 if11)rovemcnts located on or being part of tile Mortgaged 
Property were in violation crany applicable zoning and subdivision laws or ordinances. 

(xxxi) The terms of the Mortgage Note and the Mortgage have not been impaired, altered or roodjiied in any 
material respect, except by a wrinen instrumenl. (and with respect to any i~nnent, alteration or roodification in 
any nnterial respect ofa Mortgage. such instrument has been recorded or is in the process of being recorded). 

(xxxH) As of the Closing Date, there is 00 mechanics' lien or claim for work, labor or material affecting the 
Mortgaged Property. 

d. The following additional am::nclments are hereby made to the MJ..PA with respect to the Seller Mortgage Loans: 

i. Section 3. 1 (iv) Representation. The representation and warranty in clause (lv) of Section 3.1 of the N1l.P A is 
hereby deleted in its entirety and replaced with the following representation and warranty: 

"(iv) Except as set forth on Schedule m to the Term Sheet, ifapplicable, as of the Cut-Off Date, 00 
Mortgage Loan is delinquern (Le., [lJ)re than 30 days past due), and no Mortgage Loan had been delinquern (Le., 
was 100re than 30 days past due) 100re than once in the preceding 12 100nths (or such shorter period as had elapsed 
from the date of origination of1he Mortgage Loan by the Seller or the other Seller or, if originated by someone 
other than the Seller or the other Seller, from the date of acquisition of the Mortgage Loan by the Seller or the other 
Seller) and any such delinquency lasted for no more than 30 days;" 

ii. Defmitions of"Currut Llan-to-Vatue Ratio" and "Original L.oan-to-Value Ratio". The definitions of 
"C\nern Loan-to-Value Ratio" and "Original Loan-to-Value Ratio" in Artiele I oflbe MLP A are hereby deleted in their 
entirety and replaced with the following two definitions: 

"Cwren1 Loan-to-Value Ratio: As used in Section 2.4{b), the Principal Balance ofa Mortgage Loan as 
of the applicable date ofslDstitution divided by the Appraised Value; and as used in Section 3.1, the Cut-Off 
Date Principal Balance ora Mortgage Loan divided by the Appraised Va lue;pruvided, however. that if the 
related Mortgaged Property is located in the State orNew York. then, as used in Section 3.1, the Current 
Loan-to-Value Ratio shall be the Cut-offnare Priocipal Balan:;e of the Mortgage Loan divided by ~ value 
set forth on the appraisaJ made in connection with the origination of such Mortgage Loan as the value of the 
related Mortgaged Property (or, ifsuch Mortgage Loan is EIIl ROV Mortgage Loan, the vaJue set forth on the 
residential appraisal review made in cornection with the origination of such Mortgage Loan as the value of the 
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related Mortgaged Property}. 

Original Loan-to-Value Ratio: ~ original prilx:ipal am::n .... of a Mortgage Loan divided by ~ 
Appraised Value;prOlllded, huwever. that if the related Mortgaged Property is located in the State of New 
York, then the Original Loan-to-Value Ratio shall be the original principal arrount of the Mortgage Loan 
divided by the value set forth on the appraisal mtde in connection with the origination of such Mortgage Loan 
as the vaJue of the related Mortg;igCd Property (or, if such Mortgage Loan is an ROV Mortgage Loan, the value 
set forth on the residential appraisal review rmde in corn::ction with the origination ofstJ::h Mortgage Loan as 
the value of the related Mortgaged Property) ." 

iii. Prepaymt:nt Pnmimns. The Ml..PA is hereby amended to add the following Section 3.4: 

"Section 3.4 SeDer Representations and Warrantw:s Regarding Prepayment Premiums; Remedies 
for 8reacb 

(a) Whenever used in this Section 3.4, the following words and phrases, tIl!ess the cortext otherwise 
requires, shall have the following nunings: 

Prepayrrr;;m Premhm: With respect to any Mortgage Loan listed in the applicable Supplemental Mortgage 
Loan Schedule, any fcc or premiun required to be paid by the Mortgagor if the Mortgagor vohnarily 
prepays soch Mortgage Loan in full as provided in the related Mortgage Note or Mortgage, except for any 
such fee or premiwn required to be paid more than three years after origination thereof. 

Supplemental Mortgage Loan Schedule: The Supplemental Schedule of Mortgage Loans attached as 
Schedule I-A to a Term Sheet. The Supplememl Mortgage Loan Schedule shall set forth the following 
information with respect to each Mortgage Loan lhat requires the payment ofa Prepayment Premium: (i) 
its loan nwnber and (ii) the applicable tenn during which II Prepaytr£nt Premium is payable pursuant to 
the provisions of such Mortgage Loan. 

(b) The Seller hereby represents am warrants to til: Purchaser that, as to each Mortgage Loan sold by 
the Seller hereunder and listed in the applicable Supplemental Mortgage Loan Schedule, as of tile Closing Date: 

(i) The information set forth in the applicable Sl4lplemental Mortgage Loan Schedule delivered on 
the Closing Date is true and correct in all material respects; and 

(ii) With respect to each Mortgage Loan listed in the applicable Supplemental Mortgage Loan 
Schedule, the Prepaymem Premiwn for such Mortgage Loan is the legal , valid and binding obligati on of 
the maker thereof and is enforceable in accordan:;e with its tel1T5, and such Prepayment Premium is 
permitted pursuant to applicable federal, state and local law, subjecllO federal preenvtion where 
applicable, except (I) as su;:;h enforcement may be limited by bankruptcy, insolvency, rooratorium, 
receivership, or other similar law rei ating 10 creditors' rights generally, (2) if su;:;h Mortgage Loan is 
accelerated in connection with a foreclosure or other involuraary payment, (3) ifenforccmern would be 
considered "predatory" pursuanl. to written guidelines issued by any applicable federal, state or local 
authority havingjurisdiction over such matters and (4) if enforcerne:nt would be otherwise limited or 
prohibited by applicable law. 

(e) Upondiscovet)' by a Sel ler (the "Breaching Seller" ) or the Pachaser ofa breach of either of the 
representatio~ and wamuties set forth in Section 3.4(b} made by the Breaching Seller, which materially and 
adversely affects the value ofany Mortgage Loan (including the value ofPrepaymern Premiums payable thereunder) 
sold by such Breaching Seller hereunder or the interests oftbe Purchaser in such Mortgage Loan, the party 
discovering such breach shall give profl1>t written notice to the other. Within 60 days of the later of (A) the earlier 
of the date of its discovery of tile breach or the date of its receipt of written notice of breach from the PlI'ci1aser, 
and (B) the date on which a Prepayment Premiwn would have become payable had su;:;h representation and 
warranty been true, the Breaching Seller shall pay to the Purchaser the amount of such Prepaymern Premium less 
any amount collected from the related Mortgagor with respect to such Prepayment Premium. 

(d) It is understood and agreed that the obligations ofa Breaching Seller set forth in this Section 3.4 
constitute the sale rerredies available to the Purchaser or its transferee respecting a breach ofthc representations 
and warranties by such Breaching Seller set forth in Section 3.4{b).n 

iv. Section 2.4(b): Clauses ii and iii of the second sentence of Section 2.4{b) of the MlPA are hereby deleted in their 
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entirety and replaced with the following: 

"(ii) each Substitute Mortgage Loan shall mature oot mort than one year later than, and not rmre than two years 
before. the weighted average date of maturity of the Reacquired Mongage Loans; provided. that the CtnJUlative 
effect of all substitutions shall rot cause the weighted average life (at the pricing speed) ofany class of Certificates 
to in:rease by more than the lesser of (x) five years or (y) 50% of its original weighted average life (at the pricing 
speed); (iii) the weighted average Current Loan-to-Value Ratio of the Substitute Mortgage Loans shall be equal 10 
or less than the weighted average Current Loan-to-Value Ratio of the Reacquired Mortgage Loans; provided. that 
no Substitute Mongage Loan shall have a Current Loan-to-Value Ratio greater than 100%;" 

e. Except as modified here, the MLPA remains in full force ard effect 
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Prospectus Supplement to Proweaws Daled Marth 22. 2JYJ7 

WaMu Mortgage Pass-Through Certificates, 
Series 2007-0A3 

WaMu Asset Acceptance Corp. 
Depositor 

Washington Mutual Bank 
Sponsor and Servicer 

$1,953,580,100 
I.t\Pproximate) 

Page J ot 2~5 

CODSider carefully !he risk (aetors beiinniDi OI!. page 5- 21 in this pnlSPee\UJ .supplement and page 5 in the I ccomplDying prospectUS. 

The certificates will repres,",nl inlereslS only in the issuine entily which is WIMu t.lorul'" Pass-Throu,h Certificlles Series 2oo7-QA3 Trust 
and will not represent inlereSIS in or ob\i,alions of Washinllton ~lutual Bank. WaMu Asset Acce ptance Corp .. Washinllton Mutual. Inc. Or an y ot 
Iheir affiliates. 

Neither these certificates nor the underlyine mortRaa:e loans are &lW"anteed by any alleney or instrumentality of the United 51l1tes. 

111i1 prospectus sUPlllement may be used 10 otter and sell the otfered certlficlles only if accompanied by lhe proslll!ctuS. 

'floe WaMu Mort&aae Paa-'Thn>o.Ia:b Certi{i~te!1 Series 2007-0AJ Trust .... 11 i.m» $ixteen classes of oUend certif.:ao!e8 and three classes of privately 
pI.r.ced certificatea. Each class of onere<! eertiC"lCIItes will be entitled to noc:e;Vt1 IDOnthly distributions of interest. principal or both.. beKinnini on April 2$, 
2007, 'The cenif)l;llte interest !'lite! for _ dasses of olJered certificates will be ¥.n.bie. and will be bQed i .. pwt!HI the one-year MTA index or tbe 
onll-month lJBOR index, ., deac,..ibed in tIiJ PrOspectus SUPPle".,nt. "The table on pq:e S-6 of this ~twI """,lement contains a list or the cl ....... ot 
otlered ceniflcates. inclucIina: the initial elan principa\ bIolance, certificate Interest note, and specia\ cba-acteristic: ... of a<:h daas. 

ne prirnIry asset or the TNst wQl be • pool of f'1rS"! lien single-flllnilr residential mortp&e loans .mo.... ~ !'lites (after lin iaitial fixed-nte period) 
ad..ust monthly and whicb include, neptift amortizIotion feature, n... Trusl will also contain othef" asseta, MIich are delcribed on pqe S-4-0 of tbl$ 
~tuII supplement. 

Offered Certificates 
Tutal prin.c:ipal amount (approximate) 
Finot payment dl!t~ 
In ter ... t lind/or principa l paid 
LlSlplyment date 

SI.053.5S0.I OO 
April 25. 2007 
Monlhly 
April 25. 20017 

Cr .. dil .. nhan.c .. menl for the cfferf!"d e .. rtir.ClI'" !s ~in, provid~ by Ihr".. clossl's 01 privlIl .. .ly off"red c .. rtificalf:s. whict! t!.v~ an aU .... eal .. principal 
ba an.;e of I.j)proximal~ly $14.418.458, Additional cretlil ent!ancemenl for the off~red .enior certificales is heill8 pn>vid.d by eleven classes 01 offered 
,"~din.ate certificates. Losse. otherwi.se allocable 10 some senior certificalU will inltead Ill! allocated 10 other senior certifica~s, 

n. undforwrit .... listed ""low will offer W olll' .... d c...-tificales .0.1 varyin, price. to be determined It the tilllf" of AI ... TIw- proceeds 10 WaMu AsSO'\ 
Ac:ceplln.c .. eo.". from the we of the off .... ed certificates will he 'ppro>tim,t,ly 100.92" of lhe principal balance 01 the offered certificales plus accrued 
Int .... est. before deductin, ellpenses. The uncI_riler's commission .... m be. \he difference between the price it pays 10 W,MlI Asset AccepUln.ce Corp. for 
tho, IIllered c .... lificlltes aoo the amounl il receives (rom the Ale of \be offered cerlifieates to the public. 

Neither the SEC DOl" any state! ...curitie. commission has approved or di~ved of the offered ceni5ca\es Of" determined thai this PrOspe<:tl,IS supplement 
or the prospecl>lS i.s ICC\rllte or complete, Any representation t.o the contnry II ... aimiMi offense. 

IInlierw'rirer 

WaMu Capita! Corp. 
Marct! 23. 2007 

Permsment Subcommittee on Investi ations 

EXHmIT#86a 
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• llM! Loan-(o-yalu~ nolLos of th~ rMt1CII'" loans all of the Cut-Orr Olle: 

• I1M' types of mortilled properties: 

• th'" ,,,ol/:raphic distribution by stile of Ihe mortgaa;ed properties; 

• tho/: scheduled malurity yens of the mortgage loans: 

• the orieinalleT'mS 10 maturity of thl! rnortgull.e loans: 

• the number of morlelC" IO:ln5 orill'inned under full doCUmenl.lllion or rI,ducl!d documentation programs: 

• the 5tal .. d owner nccuP'r""y sUIu.:s of the morl,ia i ,,·d properties wh"n the martial" loans were orilio.led: 

• the mortgagor's pur!>OsO! of financ.lni: 

• the credit score ran,es: 

• current and past delinQUf!ncies of lhe morte.a&e loans. if applicable: 

• the monthly debt \0 income ratio of all debt: 

• tho! combined Ioon-IO-vllut. ratiOS of (h" first and second liOl'ns :II orisinatian: and 

• th" number of morlClce 10ilns, Ind th .... per cent.al" 01 sueh loan Ij:roup. Ihll contain prepayme nt tlf!nallies. broken out for e ach of the 
various prepaymenl penalty IPrm$. 

The credil srore tables aPI>elrin~ in Appendix B show the credit scoru. If Iny. that the originltors or unde ...... rite rs of the morlgage loans 
collected for til" mortgagors. The credit scores shown were coU"cled [rom , vlriety of sources over a period of weeks. months or longer. and 
til e cr"llil scores do not necessarily rdlect the credit scores that would be re(XlTted as of the dat" of this prospectus supplement Credit scoru 
s~ould not be considered AS an ~ ccurMe l'r",dictor of the likelihood of repayment of thl: related mortaagl: loans . Se6 "l1nderll'Tilinc of the 
M"rll.lI~ Lolln~EY8lulllion of Ihn Berrowt!rs Crt' dil SI,ndin6 · in this ProslJflctus supp/tlIT>i"nl.. 

The materia l terms of the IXlOling ~gre.e.ment are. described in th;s IlrOSI}eC!uS supplement, and the poOling agreemenl wilt be available to 
p"rchasp.rs of th" cerllrk.IPS throulj:h • Curr"n! R"port on Form 8-K thlt will be filed with the 5ecw-itiu IIld Exch.nge Commission within 
iii teen days afler the initial iss~nce of Ihe ce rtificates. If mortgage Inans are remov"d lrom or addeelto the mortlage poOl as desc ribed in the 
footnole on page S-53. that removll.l OT addition will be noted in. Distribution Report on Form 10-0 or. Current Report On Form 8-K. 

Rl:pre.$eotatioos and Wl.lnllties Re,ardioa the Mortaage I..oan$ 

Under !h" moTliaKe Io3n Slle IIgreemen! pursuanl ID which the sponsor will sell the mor16aile loans to IIJ.e deposilDr. Ihe sponsor will rruoke 
r~presentations and warranties in re.spec! of the marillagp loans. which r~pres~.n\ations .nd ""llT1Intif'$ the d{'positor will assign to the Trusl 
pU"suant to tbe pooling agreement, Among those representations anel warranties are the foUowing: 

• Each m"rtgal: ~. is a ul id and p.nfnrcr.abl" first Ii"n nn lin un"ncumh"red estal" in f"e simplr. or leuehold estalt. in the .... J.if',d 
mor16ared property. except IS such enforcement may be limittd by laws affecting the enforcement of creditors' ri gh ts geneully and 
Ilrincillies of equity. ~nd except ~s provided in Ihe mortga,e Inan Slle ilgt"ement: 

• The dt,!>ositor will be Ihe leljal owner of each mortgalle loan. Iree .nd cleur of uny e ncumbrunce or lien (Olher than any lien under the 
mortgage loan sule ag rre menl): 

• No mor4/:.ge lo~n i£ delinQuenl (Ihal is. more than 30 dlYs P"SI elue). and no mo r16a&e loan was elelinquent more than once in the 
preceding 12 monw (or durin~ $Ueh shorler period as has elapsed from the dale of origination of such morlll"age loan by the SpOnsor 
or its affiliates or. it or;ginlt"d by an unaffiliated p.rty. frDm the dl l" of Icquisition of such mortgage loan by the sponsor or its 
affilia les) aod I ny such delinQllency llsled for no more than 30 d.ys: 

• Thet .. are no delinquent assessments or taxes outstllnding ~g.inst Iny mort.Ii::ll"d property: 

5-5. 
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• There is nO ollset. !lefense Or counterd~im \0 any mortgage nOle. except as Slat!!!! in Ihe mortgage loan sale agreemp.nt: 

Each mortgal!"d property is free of damage ~nd in good repair, ordinary wear and lear e:o:cepted: 

Each morlHai!e loan Mlhe time il wu made complied w;lh all applicable local, Slale and federal laws. including. withoul]imilation, 
usury, equa l credit opportunity , <Iisclosur .. ancl "" cording laws. and pre<.h!lory an d abusive lending laws applicable 10 the originating 
lender: 

• Each mortgage loan (except mortl;:a~e loans s peured hy cooperative properties) ;s cov .. red by a lill" insurance policy insuring the lien 
status of the mortgage , subject to the exceptions set forth in the policy: 

• Each morl(::age loan with a loan-to-value ratio l>oth (i) as "f till' Cut-Ofr Date and (ii) as of its respective origination date in excess 01 
8(}I:J. was covered, as of ttle Cut-Off Date, by a primary insurance policy, and such policy or guaran ty is valid and remains in full lorce 
and f'.ff".ct: 

, All t1azard insurance Or other insu,ance required under the mortgage loan sale al/ reemen! has ~en validly issued and r~.mains in full 
force and effect: 

• Eactl mortgail e. and mortilaile note is thl' h~ilal, valid an~ binding obligation of the maker thereof and is enfo rceable in accordance with 
its terms, except only as such enforcemen t may tie limited by la ws affecting the enforcement of creditors' r ights generally and 
principles 01 eQuity: 

• The sponsor used no adverse selection p!'Ocedures in selecting the mor\i:age loans from among lh~ outstanding adjustable rate 
conventional mortgage loans owned by it wtlietl were available for sale and as \0 which the representations and war,anties in the 
mortga2e loan sale 81lre ement could be made: and 

• Each mortgage loan consti!Ul~S a Qualified mortgage under the Internal Revenue CoM. 

Pursuant to the llOOling all re ement. the depOSitor will represenl and warrant 10 the Trusl tha t. as 01 til e Closing Date. tbe Trusl will be the 
lelF,1 owne~ of each morlgage loan. free and clear of any encumbrance or lien (othe r than (il any lien arising before the depositor's purchase of 
th ~ morlg~«e loan from th~ Sl>onsor and (ij) any lien under the pooling agreement). 

In the event 01 a material breach 01 the representations and " 'arranties made by tile sponsor or Ihe depositor, the breaching party will be 
r "' ~uired to pitll"r curf'. ttle hructl in all mal~.rial r~spects, repurchase. Ihe aifp.cted mOTti:allt. loan or substilUt t- lor the aff t- cted mortgag t- loan. In 
th~ even t Ihat a r~ quired loan document is nOI included in ttle mortgage files for the mortgage loans. th~ spOnsor ((enerally will also be required 
\0 ei ther cure the def"e! or r"purctl8se or substitute for the affected mortgalle loan. See "D<:,scriPtion of the Securiti~s-Representations and 
Warranti es Regarding the Mortgage Loans: Remedies for Breach" in the prospectus for D descriptIon of the purchase price for each repurchased 
m{}rtg a~e loan ami the requirements with respect to substitutions of mortgage loans. 

CTiteria lor Selection 01 Mor\iaile Loans 

The s)x>nsor selected the mortgage loans from among its pOI'Uolio of mortgage loans held for sale based on a varieW of considerotions. 
induding Iype of monllage loan. geographic concentration. range 01 mortllage interest rates. principal halance , credil scores and other 
ctaracI~.ristics described in Appendix B 10 this prospectus s upplement, and La king inlo account investor prelerences and tile del>ositor's 
ot jective of obtaining the most favorable combination of ra tings on the certifica tes. 

S-59 
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Prospectus Supplement to Prospectus Dated Mareb 22, 2007 

Washington Mutual Mortgage Pass-Through 
Certificates, WMALT Series 2007-0A3 

WaMu Asset Acceptance Corp. 
Depositor 

Washington Mutual Bank 
Countrywide Home Loans, Inc. 

Sen'icers 

Washington Mutual Mortgage Securities Corp. 
Washington Mutual Bank 

Co-Sponsors 

$2,326,046,100 
(Approximate) 

Consider cnrefully the risk factors beginning on page 5-34 in this prospectus supplement and page 5 in the accompanying prospectus. 

The certificmcs will represent interests only in the issuing entity which is Washington Mutual Mortgage Pass-Through Certificates WMALT Series 2007-
OA3 Trust lUld wil! not represent interests in or obligations of Washington Mutual Bank, Washington Mutual Mortgage Securities Corp., WaMu Asset 
Acceptance Corp., Washington Mutual, Inc. or any of their affiliates. 

Neither thue certificates nor the underlying mortgage loans are guaranteed by any IIgency or instrumentality oflhe United Stales. 

This prospectus supplement may be used to offer and sell the offered certificates only if a.ccompanied by the prospectus. 

The Washington Mutual Mortgage Pass-Through Certificates WMAL T Series 2007-0A3 Trust will issue thirty-five classes of offered certificates and 
six classes of privately placed certificates. Each class of certificates will be entitled to receive monthly distributions of interest, principal or both, 
beginning 011 April 25, 2007. The certificate interest MIte for some classes of offered certificates will be variable, and will be based in part 00 the one
yellr MTA index, the COFI index or the one-month LIBOR index, as described in this prospectus supplement. The table on pages S-7 and 5-8 of this 
prospectus supplement contains a list of the classes of offered certificates, including the initial class principal balance, certificate interest MIte, and 
special chamcteristics of each class. 

The primary asset of the Trust will be a pool of first lien single-family residential mortgage loans whose interest rates (after an initial fixed -rate 
period) adjusl monthly and which include a negative amortization feature. The Trust will also contain other assets, which are described on page S-68 
of this prospectus supplement. 

Offered Certificates 

Total principal amount (approximate) 
First paymet! date 

Interest and/or principal paid 
Last payment date 

S2.326,046,loo 
April 25, 2007 
Monthly 

April 25, 2047 

Credit enhant:emeot for the Class lA, Class 2A, Class CA-IB, Class CA-lC, Class CX-I, Class CX-2-PPP, Class L-B-I, Class L-B-2, Class L-B -3, Class 
L-B -4, Clas5 L-B-S, Class L-B-6, Class L-B-7, Class L-B-8, Class L-B- 9, Class L-B- JO and Class L-B-li Certificates is being provided by three classes of 
privately offi:red certificates, which have an aggregate principal balance of approximately $17,054,929. Credit enhancement for the Class 3A, Class 4A-I, 
Class 4A-2, Class 4A -B, Class SA, Class DA-IB, Class DA-IC, Class EX-PPP, Class FX. Class SX -PPP, Class M-B-I, Class M-B-2, Class M-B-3, Class 
M-B-4, Class M-B-S. Class M-B-6 and Class M-B-7 Certificates is being provided by three classes of privately offered certificates, which have an aggregate 
principal bal.lJlce of approximately 528,858,231. Additional credit enhancement for the offered senior certificates is being provided by the related classes of 
offered subordinate certificates. Losses otherwise allocable to some senior certificates will instead be allocated to other senior certificates. 

The underwriter listed below will offer the offered certificates at varying prices 10 be detennined at the time of sale. The proceeds to WaMu Asset 
Acceptance Corp. from the sale of the offered certificates will be approximately 100.08% of the principal balance of the offered certificates plus accT\Jed 
interest,. before deducting expenses. The underwriter's commission will be the difference between the price il pays to WaMu Assel Acceptance Corp. for the 
offered certi ticates and the amount it receives from the sale of the offered certificates to the public. 

Neither the SEC nor any slate securities commission has approved or disapproved of the offered certificates or determined that this prospectus 
supplement or the prospectus is accurate or complete. Any representation 10 the contrary is a criminal offense. 

Underwriter 

Permanent Subcommittee on lnvesti ations 

EXHmIT#86b 
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1be credit score tables appearing in Appendix B show the credit scores, if any, that the originalOrs or underwriters of the mortgage loans collecled for the 
mongagOT"i. lbe credit scores shovro were collected from a variety of sources over a period of weeks. months or longer, and the credit scores do nOI 
necessarily rdlcct the credit scores tIuu would be reponed as of the date of this prospectus supplemenl Credit scores should not be considered as an accurate 
predictor of the: likelihood of repayment of the related mortgage 

5-100 

loans. See "Underwriting of the Mortgage Loans--Evaluarion of the Borrower's Credit Standing~ in this prospectus supplcmenl 

1bc rnl.1crialterms of the pooling agreement arc described in this prospectus supplement, and the pooling agreement will be available to pun:huers of 
!he certificates through a Current Report on Form 8-K that will be filed with the Securities and Exchange Commission within fifteen days after the initial 
issuance of Ihe cenifica1CS. If mortgage loans arc removed from or added to the mortgage pool as described in the footnote on page S-gS, that removal or 
addition will be noted in a Distribution Report on Fonn 10-D or a Current Report on Form g-K. 

Repn:senlalions and Warranties Regarding the Mortgage Loans 

Under the related mortgage loan sale agreement pursuant to which Washington Mutual Mortgage Securities Corp. or Washington Mutual Bank, as 
applicable, will sell the mortgage loans to the depositor, Washington Mutual Mortgage Securities Corp. or Washington Mutual Bank, as applieable, will make 
reprcsentation5 and warranties in respect of the relaled mortgage loans, which representations and warranties the deposilOr will assign lo the TTUSl p~uanl to 
the pooling IIgreement. Among those representations and WlImUlties made by each of Washington Mutual Mortgag= Securities Corp. and Washington Mutual 
Bank, with r:spcct to the mongage loans sold by such entity to the depositor under the related mongage loan sale agreement, arc the foHowing: 

E.ach mortgage is a valid and enforceable first lien on an unencumbered estate in fee simple or leasehold estate in the related mortgaged property, 
except as such enforcement may be limited by laws affecting the enforcement of creditors ' rights genenllly and principles of equity, and except as 
provided in the mortgage loan sale agreement; 

lbe depositor will be the legal owner of each mortgage loan, free and elear of any encumbrance or lien (other than any lien undc:r the mortgage 
loan sale agreement); 

For each mortgage loan sold by Washington Mutual Mortgage Securities Corp. to the depositor, no mongage loan is delinquent (that is, more than 
30 days pasl due), and no mortgage loan was delinquent more than once in the preceding 12 months (or during such shaner period IS has elapsed 
(-om the date of acquisition of such mortgage loan by Washington Mutual Mortgage Securities Corp. Ot, if earlier, from the date of origination or 
acquisition of such mortgage loan by an affiliate of Washington Mutual Mortgage Securities Corp.) and any such delinquency lasted for no more 
Chan 30 days: 

Fm each mortgage loan sold by Washington Mutual Bank. to the deposi tor, no mortgage loan is delioquent (that is, more than 30 days past due), 
and no mortgage loan was delinquent more than oncc in the preceding 12 months (or during such shorter period as has elapsed from the date of 
originat ion of such mnrtgage loan by Washington Mutual Bank or its affiliates or, if originated by an unaffiliated party, from the date of 
acquisition of such mongage loan by Washington MUNal Bank or its affiliates) and any such delinquency lasted for no more than 30 days; 

There arc no delinquent assessmcnts or taxes outstanding against any mortgaged property; 

There is no offset, defcnse or counterclaim to any mortgage note, exccpt as stated in !he mortgage loan sale agreement; 

Each mortgaged property is free of damage and in good repair, ordinary wear and tear exccpted; 

Each mortgage loan at the time it was made complied with all applicable local, state and federal laws, including, without limitation, usury, equal 
credit opportunity, disclosure and recording laws, and predatory and abusive lending laws applicable to the originating lender; 

Each mortgage loan (except mortgage loans secured by coopenltive properties) is covered by a title insurance policy insuring the lien staNS of the 
mortgagc, subject In the exceptions sel forth in the policy; 

For each mortiage loan sold by Washington Mutual Mortgage Securities Corp. to the depositor, excepl as provided in ~ mortgage loan we 
a~rcement, each mortgage loan with a Ioan-te-

S-101 

value ratio both (i) as of the Cut-OfT Date and (ii) as of ils respective origination date in excess of gO"~ was covered, as of the Cut-Off Date, by a 
primary insurance policy, and such policy or guaranty is valid and remains in full force and effect; 

For each mortgage loan sold by Washington Mutual Bank to the depositor, eac.h mort&age loan with a loan-te-value ratio both (i) as of the Cut
Off Date and (ii) as of its respective origination date in excess of 80% was covered, as of the Cut-Off Date, by I primary insurance policy, and 
S'.ICh policy or guaranty is valid and remains in full force and effect; 

All hazard insurance or other insurance required under the mortgage loan sale agreement has been validly issued and remains in full force and 
effect; 

Et«:h mortgage and mortgage note is the legal, valid and binding obligation of the maker thereof and is enforceable in accordance with its terms, 
e:<cepl only as such enforcement may be limited by laws affecting the enforcement of credi tors' rights generally and principles of equity; 

Washington Mutual Mortgage Securities Corp. and Washington Mutual Bank.. as applicable, used no adverse selection procedures in selecting the 
mortgage loans from among the outstanding adjustable f3,le conventional mortgage loans owned by it which were available for sale and as 10 

which thc representations and warranties in the mortgage loan sale agreement could be made; and 
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• Each mortgage loan constitutes I qualified mortgage under the lntemal Revenue Code. 

Pursuant to the pooling agreement. the depositor will represent and wamull 10 the Trust thaI. as of the Closing Date, the Trust will be the legal ov,TIef of 
eltCh mortglll;e loan, free and clear of any eneumbrance or lien (other than (i) any lien arising before the depositor's purchase of the mortgage loan from 
Washington Mutual Mortgage Securities Corp. or Washington Murual BanJc. as applicable, and (ii) any lien under the pooling agreement). 

In the event ora material breach of the representations and WlllT8Jlties made by a co-sponsor or the depositor, the breaching party will be required to 
either cure the breach in all material respects, repurchase the affected mortgage 10aJ"l or substinne for the affected mortgage loan. In the event that a required 
loan do<:umenl is not included in the mortgage files for the mortgage loans. the related co-sponsor generally will also be required to either cure the defect or 
repurchase or substitute for the affected mortgage loan. See "Description of the Securities-Representations and Warranties Regarding the Mortgage Loans; 
Remedies f01" Breach" in the prospectus for a description of the purchase price for each repurchased mortgage loan and the requirements with respect to 
substitutions of mortgage loans. 

5·102 

Criteria for Selection of Mortgage Loans 

Each co-sponsor selected the mortgage loans it sold to the depositor from among its portfolio of mortgage loans held for sale based on a variety of 
consideration, including type of mortgage loan, geographic concentration, range of mortgage interest rales, principal balance, credit scores and other 
characu:ristics described in Appendix B to this prospectus supplement. and taking into account investor preferences and the depositor' s objective of obtaining 
the most favorable combination of ratings on the certificates. 

S· 103 

DESCRIPTION or THE CERTIFICATES 

General 

The cenificates will be issued pursuant \0 the pooling agreement to be dated as of the CUI-Off Date among WaMu Asset AcccplanCC Corp., as depositor, 
Washington ~utuaJ BIUlk, as servicer, LaSalle Bank Nalional Association, as trustee, and Ouistiana Bank & Trust Company, as Delaware IIUStcc. A fonn of 
the pooling a..grcc.ment is filed as an exhibit to the registration stalt;ment relating to the certificates. lbe accompanying prospcdus contains important additional 
infonnation regarding the tenns and conditions of the pooling agreement IUld the certificates. The offered certificates will not be issued unless they receive 
the TItings flom Standard & Poor 's Ratings Services, a division of The McGraw. Hill Companies. Inc. ('"S&P"), and Moody's Investors Service, Inc. 
("Moody's" 1 indicated under "Certificate Ratings" in this prospectus supplement. As of the Closing Date, the offered certificates, other than the Class L-B · 7, 
Class L-B-8, Class L-B-9, Class L-B-IO, Class L-B·II, Class M-B·S, Class M-B-6 and Class M-B-7 Certificates, will qualify as ''mortgage related 
securities" .... ithin the meaning of the Secondary Mortgage Market Enhancement Act of 1984. 

The Wl-1hington Mutual Mortgage Pass-Through Certificates, WMALT Series 2007-0AJ will consist of the following classes: 

Class IA 

Class 2A 

Class )A 

Class 4A-I 

Class 4A-2 

Class 4A-B 

Class SA 

Class CA·IS 

Class CA- I C 

Class DA-IB 

Class DA-IC 

CllISs CX-l 

Class CX-2-PPP 

Class EX·PPP 

Class FX 

Class SX-ppp 

Class L·B·1 

Class L-B-2 

Class L·B·) 

Class L-B-4 

Class L-B·S 

Class L-B-6 
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ProSPeCtUS Supplement to ProSI)eCtUS Dated April 17. 2007 

WaMu Mortgage Pass-Through Certificates. 
Series 2007-0A4 

WaMu Asset Acceptance Corp. 
Depositor 

Washington Mutual Bank 
Sponsor and Servicer 

$l,?OO,429, lOO 
v\pproximate) 

Page 1 of 297 

Cmsider ~IWly the risk r.cton beiUming 00 pall!. S- 20 in this prospectus supplement and palle 5 In the IIC<;ompauying prospectus. 

Tn!'. ce r tificates will represent interf!Sts only in the issWni entity which is Wa~lu Mortaallt ?au-Throuah Certificates Series 2oo7-0A4 Trust 
and wil] not represent inlerl'!S\S in or oblig~tjons of Washington Mutual Bank. W~~iu Asset Acceptance COJ1!., Washin;!on Mutua!. Inc. or any of 
ttelr affiliates. 

Neither these certificates 1>01' the underl~ mortaage loans are IZlW'lllltl'led by lUll' IIlIency or \nsll'lllrleotality of the United States. 

This llrO$lleclu$ supplemenL may be \lsed to orter and sell th" offered certlficales only iI ~ccomp3nled by Ihe prospectus. 

Tht WaMu Mor'Ipf:e P ...... Through Certili c.\.81 Series 2007-oA4 Trust will issue fifteen .:lanes of oUered certificate. and Ihree clas$es of privately 
pl.~ed certltic:sote&. EKh claN of offered cl!I"Iific.\.8s will be entitled 10 rec:eiV<! monthly di$tn'b~ of Lnterut. principal or both, be«innini on May 25. 
2(1)1. n.e eertiftc:ale intereat"\.8 for.ome .:lasses of offered certificlltes will be ...nable. and will be bUIld ill pwt on the one-year hITA index. the COP! 
index or the one-month U80R index. .., de",;ribed in Chi. prospecn..s IUPPIf!IDel\L The \able OIl page S-15 of tIQ Pl"'IJIe<:tUII =nQ>IIlement contains I ~st of 
the elasse. of offend eertific:sotes. ibeludina; tho! initial class prineipool !>II1anc:e. eertif":l\.e interest note, and spec:ial cb.InK:teristics of eacb class. 

Th! primary _ I of the 1"nII:1 will be a 0001 of tint lien single- family residenliallJlortpJe loan. wtIon irlterest notes (afW III initial lixed-nte period) 
adjust monthly and whicb indude. De,alive IlIIIOI'1iution featwe. Tbe TnISI ~ aloo contain ou.. usea. which _ ~'bed on page S- 41 of this 
pn.spec:tua supplemenL 

Offered Ceoiljcates 
TOIII princ:il>"l amounl (al)prolli"",I~) 
Fir.t payment date 
inleffst SndlM principal paid 

]...at! payment date 

$1,1500.429, 100 
~!ay 25. 2001 
Momhly 

May 25. 2041 

endit enhancemenl few the offered certi fica tes is beina; provided by three cllnu of privately offered eef'!.ificlle., ""hieh }Yve an ~eaate principal 
!>II anee of aptlf'Oxi""'tel~ S26.023,!I29. Additional credil enhancemenl for the offered senior certitic.lI.es i. bein, PflIvid<ed b~ s"v"n ciasS<!!s of olfered 
.fuoordil'late cenifie:IlU. Some 51!nior cerline<>te$ will have th .. bP .... flt of pa:-omenl •• Hlny. from The S:>nk of Ne"" 'l'ork pursuant 10 ~ yield nwintel'\al\C" 
19"I!f:mf'nr.. Losses otherwisp allocabl .. 10 SOme ",nior certific~le5 will inslead be sl\oeateod 10 OtMr senior cutificales. 

The under'Wl'iter lisu.d below will oller the olfer"d certificales I I varyinl prices to be determined II tho! time of sale. n... procl!I!ds to WaMu Asset 
Acceplanc; .. Corp. from the sale of the offered cl!rtifica\.es will be ~pJ)rOximBtel!, lOO.1!'J. of the prin~ip.l bsl1)nc;e of thl! offered certificate. pI.a accrued 
i nt~rest, b<oofDrp df!ductinl PI~.f"I. ,.,.. uncIerwrit .. r·s commiuion ",,;11 boo th" dilfprenc" bool ........ n til" price it vaH 10 WaMu Ass .. t AecO!ptan<:e CorP. for 
th" oflered tel"li ficltes and the amount it receives from the sall! 01 the offl!red certificate. to Ihe public . 

Neither the SEC nor any stllte $lll:llIitie. c:ommi.rsioll hII~ apprond or disapproved of the offered c:ertiticatu or determined thai this prospectus supplement 
or the I"'OSPOCtu.s il accunote OJ' complete. MY representatioll to \he contrary i. a criminal off~. 

Underwriter 

WaMu Capital Corp . 
.... pri l 24. 2001 

Permanent Subcommittee on Investi2Btions 

EXHIBIT #86c 
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The maleri.llenns 01 the poOline agreement ~re described in this pmspectus 5ul>J)leme.n1. and the POOlins Ir.eement will be Ivailable to 
pwehllSer:.: of the certificates IilroUih 11 Current Report on Form 8-K that will be filed wi th the Securities and ~chilnge Commission within 
fift : en days aflU the Initial i$$lI~ce of the certificates, If mortgage loans are 'I!movl!d from or added to the mona_Ie pool as described in the 
fO(linOie on plre 5-54. thlt removal or addition will M- noled in a Distribution Report On Form 10-0 or I Current RePOrt On Form 8-K. 

Representations UlC1 Warranties Rellfl1iD8 (be MOf18l8e Lom5' 
Under the morl,:llll! loan nle lereement I>ursuant to which the sponsor will seU the mVTlIll e !c;l.ns II) the GepoosilOr. 1M sponsor willlllilke 

rei resentations Ind warranlies in rl!$pecl of the morllla&e loans. which representations Ind warranties the deposilO' win :asslKIl to the Trust 
pursulnl to the paolinI aaree~nt. Amona those repr"s"ntalion$ and warrantiu ITe the followin,: 

• Each mortal,e is • valid and enfewcuble first li"n on .n unencumbered f!$UI~ in lee simple or leuehold estate in th" n!lat"d 
mo~ated properly, eXC"I)! u such enlorc"m"nl may be limited by Ilws .!lectin, the enforc"menl of er"dilors' ri¥hts I"n" .... ny and 
prinelpln 01 equity, and exeepl as provided in thfo morllage loan SJlIe alreement: 

, The depo,itor .... UI be the legll o .... ner of each JDOI'"tgage loan , free and clear of Iny enc umbrance or lien (other thin any lien under the 
morta.ae loin s"l~ :lareem~nt): 

, No mOr\iIIC lo,m is delinquent (thai is. more thin 30 days past due), and 1>0 mortKale loin .... IS delinquent more thin onCe in the 
pr .. cedinlf 12 months (or during such shorter period ilS hu I!IIPsed from 1M- dlte of orl,lnltion of such morlllale loi n by the sponsor 
or its ~ fmilll:S or. if ori,inaled by In unaffiliated Plrty. from the dille 01 acquisition of such morllale loan bY the sponsor or its 
.fmillet) and any such delinquency lasted for no marl! than 30 days: 

, There I re no delinQul!nt ISs~ssments or taxes outstandinl against any mortlated prollerw: 

, There Is no ollset de fense or counlercla;m to an), morla'ge nOle, excel)1 u stated In the mort.&llfe lOin slle alr~~menl: 

, Elch morl,aged proJN'!rty Is Iree of da maRe and in Rood repair. ordinary .... ear and lur excepled: 

, El ch mQn8ale InDn "llhe lime il .... as made complied .... i1h "U apll licable local. Siate and federalla .... s. includ inlf. withQut limitalion. 
usury. equal cn,dll oPllOrlunity. disclos ure and recording law s. and I)r~datory and ~busivl' lendina I~ws appl;cabl" 10 the oriainatini 
lender : 

, Each mOrl t aae loan (excepl martgale loans s .. cured by cooperative prOI)eni"s) is covered by a 1IIIe insurance !)Olicy insurins the li"n 
status of the monlaae. sulliecl to the exceplions sel forth in the policy; 

Each morlia,l: loan .... ith a loan-Io-value ntio bolh (j) as of the CUI-Qff Dale ind (ii) 1$ of its resl)'tctiv" orig ination date in excess 01 
8()'J. .... u covered. as 01 the CuI-Oil Dale . by a primary insurance policy, and such nolicy or IIUaranty is valid ind remains in full force 
and e flecl : 

, All hazard insurlnce or olher insurance rl'quired under thl' mortlal!! loan sale alreement has been validly iss .... d and remains in lull 
fewce and elfect; 

Each mortt_le and morll_lIe nol~ is the lelal. valid and bindinl obliRation of the mahr thereof and i5 enforceable in accordance with 
!IS ~nn$, excepl only a$ such enforcement may be limiled by la .... s affectinl the enforcemtnl of creditors' rights generally aod 
I)rineipl", of equity: 

• The S!)Onsor used no adverse selection procedures in s" Ie<;linl the marlliae lo.ns from amonl the olltstandina adjustable ute 
conv~.nlionll mortl8ie loans ownl"d by it .... hich .... erl" aVlil"bll" for sail" and IS to which thl" repN"SI!nUltions aod warranties in Ille 
mon,a,e loan slle agreemenl could be madl": and 

, Each morlllD81! loan constilules a Qllalified mortgaie und". the Internal Revenue Code, 

Pursuanl to Ihe poolinK allreem .. nt. the d"posito..- .... ill represenl .. nd w.rr~nt to the Trusl that as 01 the Closing Da~, the Trll51 will be the 
leUl1 u .... ner of tach mort.&lle lOin. Iree and clear 01 any .. ncwnbTllncl! 

S-GO 
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or lien (othe,. than m an y lien arising belore the depositor 's pu rchase "I the mortgage loan from th .. sponsor and (ii) any lien under the pooling 
ag ""emen\l . 

In Ihe event 0 1 a materi~1 breach 01 the rel'resenultions ~nd warranties made by the sponsor or the depositor , the breachinil party will be 
required to either cure the breach in all material respects, npurchase the affected mon.gage loan or substitute for the affected mort,eali\e loan. In 
lh1: e venl Ihal a required loan document is not included in tile mongog .. files for the mort¥age loans , the sponsor gene,ally will also he required 
to either cure the delect or repurchase or substitute ttlr the ~lIected morlgalle loan. See DescriptiDn 01 the Securities-Representations and 
Warranties Regarding the ~lortgalle Loans: Remedies lor Breach" in the prospectus lor a description of the purchase price for each repurchased 
m(. rlg.g~ lo~n and the requirements with r espect to substitutions of mongage loans. 

Criteria for Selection of Mortear!!! Loans 
The sponsor selected Ihe mongage loans from among its portfolio of mongage loans held lor sale based on a varie ty of considerations. 

inriuding type 01 mortgage loan. ileographic concentration. ranile of mortgail~ interest rates. principal balance. credit scores aod oth~T 
chuacteristics described in Appendix B 10 this prospectus supplement. and taking into account investor preferences and the devositor·s 
ohj!!ctive 01 ob,",,;ning the most favorable combination of ratings on the certificates. 

5-61 
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Prospectus Supplement to Prospectus Dated April 17, 2007 

Washington Mutual Mortgage Pass-Through 
Certificates, WMAL T Series 2007 -OA4 

WaMu Asset Acceptance Corp. 
Depositor 

Washington Mutual Bank 
Countrywide Home Loans, Inc. 

Servicers 

Washington Mutual Mortgage Securities Corp. 
Sponsor 

$467,571,100 
(Approximate) 

Consider carefully the risk factors beginning on page S-18 in this prospectus supplement and page 5 in the 
accompanying prospectus. 

The certificates will represent interests only in the issuing entity which is Washington Mutual Mortgage Pass
Through Certificates WldALT Series 2007-0A4 Trust and will not represent interests in or obligations of 
Washington Mutual Bank. Washington Mutual Mortgage Securities Corp., WaMu Asset Acceptance Corp., 
Washington Mutual, lnc. or any of their affiliates. 

Neither these certificates nor the underlying mortgage loans are guaranteed by any agency or instrumentality of 
be United States. 

This prospectus supplement may be used to offer and sel! the offered certificates only if accompanied by the 
prospectus. 

Tl-le Washington Mutual Mortgage Pass-Through Certificates WMALT Series 2007-0A4 Trust will issue fourteen classes 
of offered certificates and three classes of privately placed certificates. Each class of certificates will be entitled to 
re,=eive monthly distributions of interest, principal or both, beginning on June 25, 2007. The certificate interest rate for 
some classes of offered certificates will be variable, and will be based in part on the one-year MTA index or the one
month LIBOR index, as described in this prospectus supplement. The table on page 8-6 of this prospectus supplement 
contains a list of the classes of offered certificates, including the initial class principal balance, certificate interest rate, 
and special characteristics of each class. 

The primary asset of the Trust will be a pool of first lien single- family residential mortgage loans whose interest rates 
(after an irritial fIXed-rate period) adjust monthly and which include a negative amortization feature. The Trust will also 
contain other assets, which are described on page 8-37 of this prospectus supplement. 

Offered Certificates 
Total principal amount (approximate) 
First payment date 
Interest and/or principal paid 
L~st payment date 

$467.571 ,100 
June 25, 2007 
Monthly 
April 25, 2047 

Credit enhancement for the offered certificates is being provided by three classes of privately offered certificates, 
which have an aggregate principal balance of approximately $10.518,896. Additional credit enhancement for the offered 
senior certificates is being provided by eight classes of offered subordinate certificates. Some senior certificates will 
have the benefit of payments, if any. from Bear Stearns Financial Products Inc. pursuant to a yield maintenance 
agreement. Losses otherwise allocable to some senior certificates will instead be allocated to other senior certificates. 

Tbe underwriter listed below will offer the offered certificates at varying prices to be determined at the time of sale . 
The proceeds to WaMu Asset Acceptance Corp. from the sale of the offered certificates will be approximately 101.04% 
of the principal 

balance of the offered certificates plus accrued interest, before deducting expenses. The underwriter's commission will 
bE the difference between the price it pays to WaMu Asset Acceptance Corp. for the offered certificates and the amount 
it receives from the sale of the offered certificates to the public. 

Neither the SEC nor any state securities commission has approved or disapproved of the offered certificates or 
determined that this prospectus supplement or the prospectus is accurate or complete. Any representation to the contrary 
is a criminal offense. 

Permanent Subcommittee on Investi ations 

EXHIBIT #86d 
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AtJditionallnformatioD 

Appendix B contains important information about the mortgage loans including: 

• the mortgage interest rates, the Pass-Through Rates and the original principal balances of the mortgage 
loans: 

• the Margins, the interest rate floo rs and the R~te Cl!:ilings; 

• the years in which initial monthly payments on the mortgage loans are due: 

the first interest rate adjustment dates on the mortgage loans: 

the loan-la-value ralios of the mortgage loans as o f the Cut-Off Date: 

the types of mortgagl!:d properties; 

the geographic distribution by state of the mortgaged properties; 

the scheduled maturity years of the mortgagl!: loans: 

• the original terms to maturity o f the mortgage loans: 

• the number of mortgagl!: loans originated under full documentation or reduced documentation programs: 

• the stated owner occupancy status of the mortgaged properties when the mortgage loans were 
originated: 

the mortgagor's purpose of financing; 

the credit score ranges: 

current and past delinquencies of the mortgage loans. if applicable: 

• the monthly debt-to-income ratio of all debt: 

• the combined loan-to-value ratios of the first and second liens at origination: 

• current and past delinquencies of the mortgage loans, if any: and 

• the number of mortgage loans that contain prepayment penalties, broken out by the prepayment penalty 
amount and by the prepayment penalty terms. 

The credit score tables appearing in Appendix B show the credit scores, if any, that the originators or 
underwriters of the mortgage IOll.ns collected for the mortgagors. The credit scores shown were collected from II. 
vuiety of sources over a period of weeks . months or longer. and the credit scores do not necessarily reflect the 
credit scores that would be reported as of the date of this prospectus supplement. Credit scores should not be 
cc,nsidered as an accurate predictor of the likelihood o f repayment of the related mortgage loans . See 
"Underwriting of the Mortgage Loans-Evaluation of the Borrower's Credit Standing" in this prospectus 
SLpplement. 

The material terms of the pooling agreement are described in this prospectus supplement, and the pooling 
ae;reement will be available to purchasers of the certificates through a Current Report on Form B-K that will be 
filed with the Securities and Exchange Conunission within fifteen days after the initial issuance of the certificates. 
If mortgage loans are removed from or added to the mortgage pool as described in the fooloote on page S- 54. 
that removal or addition will be noted in a Distribution Report on Form lO- D or a Current Report on Form 8-K. 

Representations and Warranties Regarding the Mortgage Loans 

Under the mortgage loan sale agreement pursuant to which the sponsor will sell the mortgage loans to the 
d(,positor, the sponsor will make representations and warrantil!:s in respect of the mortgage loans, which 
rl!:prl!:sentations and warranties the depositor will assign to the Trust pursuant to the pooling agreement. Among 
those representations and warranties are the following: 

Each mortgage is a valid and enforceable first lien on an unencwnbered estate in fee simple or leasehold 
estate in the related mortgaged property, except as such enforcement may be limited by laws affecting 
the enforcement of creditors' rights generally and principles of equity, and exc:ept as provided in the 
mortgage loan sale agreement: 

5-59 

• The depositor will be the legal owner of each mortgage loan, free and clear of any encumbrance or lien 
(other than any lien under the mortgage loan s ale agreement): 

• Except as provided in the mortgage loan sale agreement, no mortgage loan is delinquent (that is, more 
than 30 days past due), and no mortgage loan was delinquent more than once in the preceding 12 months 
(or during such shorter period as has elapsed from the date of acquisition of such mortgage loan by the 
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sponsor or, if earlier, from the date of origination or aCQuisition of such mortgage loan by an affiliate of 
the sponsor) and any such delinquency lasted for no more than 30 days: 

• There are no delinquent assessments or taxes outstanding against any mortgaged property: 

• There is no offset, defense or counterclaim to any mortgage note, except as stated in the mortgage loan 
sale agreement: 

Each mortgaged property is free of damag e and in good repair, ordinary wear a nd tear excepted: 

Each mortgage loan at the time it was made complied with all applicable local, state and federal laws. 
including, without limitation, usury, eQual credit opportWlity. disclosure and recording laws. and 
predatory and abusive lending laws applicable to the originating lender: 

• Each mortgage loan (except mortgage loans secured by cooperative properties) is covered by a title 
insurance policy insurina the lien status of the mortgage. subject to the exceptions set forth in the 
policy; 

Each mortgage loan with a loan-te- value ratio both (j) as of the Cut - Off Date and (ii) as of its respective 
origination date in excess of 80% was covered. as of the Cut- Off Date. by a primary insurance policy. 
and such policy or guaranty is valid and remains in full force and effect: 

• All hazard insurance or other insurance required under the mortgage loan sale agreement has been 
validly issued and remains in full for ce and effect: 

• Each mortgage and mortgage note is the legal, valid and binding obligation of the maker thereof and is 
enforceable in accordance with its terms. except only as such enforcement may be limi ted by laws 
affecting the enforcement of creditors' rights general!y and principles of equity: 

• The sponsor used no adverse selection procedures in selecting the mortiage loans from among the 
outstanding adjustable rate conventional mortgage loans owned by it which were available for sale and 
as to which the representations and warranties in the mortgage loan sale agreement could be made: and 

• Each mortgage loan constitutes a Qualified mortgage under the Internal Revenue Code. 

5-60 
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Pursuant to the pooling agreement. the depositor will represent and warrant to the Trust that. as of the 
Closing Date. the Trust will be the legal owner of each mortgage loan. free and clear of any encumbrance or lien 
(other than (i) any lien arising before the depositor's purchase of the mortgage loan from !.he sponsor and (ij) any 
Ii£n under the pooling agreement). 

In the event of a material breach of the representations and warranties made by the sponsor or the depositor. 
the breaching party will be required to either cure the breach in all material respects, repurchase the affected 
m<)rtgage loan or substitute lor the affected mortgage loan. In the event that a required loan document is not 
included in the mortgage files for the mortgage loans, the sponsor generally will also be required to either cure 
the defect or repurchase or substitute for the affected mortgage loan. See "Description of the Securities
Rt:presentations and Warranties Regarding the Mortgage Loans: Remedies for Breach" in the prospectus for a 
description of the purchase price for each repurchased mortgage loan and the requirements with respect to 
sl.bstitutions of mortgage loans. 

Criteria for Selection of Mortgage Loans 

The sponsor selected the mortgage loans from among its portfolio of mortgage loans held for sale based on a 
Vi!riety of considerations. including type of mortgage loan. geographic concentration. range of mortgage interest 
rates. principal balance. credit scores and other characteristics described in Appendix B to this prospectus 
sl.pplement, and taking into account investor preferences and the depositor's objective of obtaining the most 
favorable combination of ratings on the certificates. 

S-61 
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