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1. a Memorandum from Permanent Subcommittee on Investigations Chairman Carl Levinand
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.

0. Seect 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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Washington Mutual, Home Loan Discussion Board of Directors Meeting, April 18, 2006
(excerpts).

WaMu Presentation, Way2Go, Be Bold!, prepared by David Schneider, Home L oans President
(Weareall in sales.).

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

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.

Management Presentation, WaMu Home Loans (excerpts).

Documents Related to L ong Beach:

8.

10.

11.

12.

a. OTSinternal 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
unacceptabledueto oneor morecritical errors. Thisraised concernsover LBMC' sability
to meet the representationsand warranty’ smadeto facilitate sales of loan securitizations,
and management halted securitization activity.).

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.).

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.).

WaMu internal email, dated April 2006, re; Jax ([D]elinquencies are up 140% and
foreclosures close to 70%. ... Itisugly.).

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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17.

18.

19.

20.
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a. WaMuinternal email, dated December 2006, re: SubPrime Analysis (Short story isthisis
not good. ... [L]arge potential risk from what appears to be a recent increase in
repurchaserequests. ... We are all rapidly losing credibility as a management team.).

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

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

WaMuinternal email, dated December 2006, re: It ssuprimeday 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.).

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

WaMu internal email, dated February 2007, re: Long Beach 2™ Lien Disposition (In 2006
Beck' s team started sprinkling in deals as they could.).

WaMu HL Risk Management, Quarterly Credit Risk Review, Subprime, 1 Quarter, 2007 (The
root cause of over 70% of FPDs involved operational issues such as missed fraud flags,
underwriting errors, and condition clearing errors.)(excerpts).

WaMu Audit Report, Long Beach Mortgage Loan Origination & Underwriting, August 20,
2007 ([ T] heoverall system of risk management and internal controls has deficienciesrelated
to multiple critical origination and underwriting processes. ... These deficiencies require
immediate effective corrective action to limit continued exposure to |0sses.).

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

WaMu Cor por ate Credit Review, Home Loans, Whol esale Specialty Lending-FPD, September
2007 Targeted Review (132 of the 187 (71%) fileswerereviewed [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 theloansreviewed 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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28.

29.

30.

31

32.

33.
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a. WaMuinternal email chain, dated November 2005: re: Retail Fraud Risk Overview (I had
a very quick meeting with David Schneider, Tony Meola and Steve Sein today to review
the deck and the memo regarding the retail fraud risk review. The good news is that
people aretaking this very seriougly.).

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.”).

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

Officeof Thrift Supervision Memorandum, dated June 19, 2008, re: Loan Fraud | nvestigation.

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

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

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

WaMuinternal Memorandum, dated September 2007, re: Westlake HLC I nvestigation Update.

WaMu Sgnificant I ncident Notification (SIN), Datelncident Reported - 04/01/2008, Loss Type
- Mortgage Loan (One Sales Associate admitted that during that crunch time some of the
Associateswould “ manufacture” assets statements from previousloan docs and submit them
to the LFC. She said the pressure was tremendous from the LFC to get them the docs since
theloan had already funded and pressure fromthe Loan Consultantsto get theloansfunded.).

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.).

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

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

Documents Related to Option Arms:

35.

36.

37.

38.

39.

40.

41.

42.

Washington Mutual, Option ARM Focus Groups - Phase 11, WaMu Option ARM Customers,
September 17, 2003.

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

Washington Mutual, Option ARM Credit Risk, August 2006.
Washington Mutual, Option ARM, Board of Directors Meeting, October 17, 2006.

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

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 pricesin California with a
favorable arbitrage given that the market seems not to be yet discounting a ot for those
factors.).

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.).

a. WaMu interna 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 based
on the above recommendations.).

b. WaMuinternal email, dated February 2007, re: HFI Option Armsredirected to HFS(...that
amountsto roughly 3B option arms availablefor sale. | would liketo get these loansinto
HFESimmediately so that | can sell as many as possiblein QL1.).
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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).).

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

Documents Related to Securitization:

45.

46.

47.

48.

49,

50.

5l

52.

53.

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

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

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).

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

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

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.).

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.

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

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

a/b./c.. WaMu/Goldman Sachs email chains, dated March, May, and July 2007, regarding
repurchase issues.
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WaMuinternal email, dated August 2007, re: Scenarios (Fromtoday' s meeting, | under stand
that we don’t have the courage to evaluate this scenario.).

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).

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

Worst Ten in the Worst Ten, document prepared by the Office of the Comptroller of the
Currency (OCC), 11/13/08 (the tabl e bel ow setsfor th theten metropolitan areasexperiencing
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.

60.

61.

62.

63.

65.

66.

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

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 fromWashington Mutua Lender’ sClosi ng Instructions, September 2007 (showing
inclusion of Yield Spread Premium in compensation of third part mortgage broker).

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

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

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 Sit related to
Countrywide.

c. WaMu, Home Loans Groups, President’s Club 2006, “ | Like Big Bucks’ it.

Cheryl Feltgen 2007 Performance Review (Growth 35%).

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.).

WaMu internal email, dated July 2008, re: comp (We would like to have the HR committee
approve excluding the exec comfromthe 2008 bonus and to approve the cash retention grants
tothenon NEOs. Thiswould allow meto 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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WaMuinternal email, dated March 2008, re: WaMu Board Shiel ds Executives Bonuses - WSJ
Article (March 5, 2008).

WaMu creditors could challenge paymentsto Killinger, others, The Seattle Times, October 1,
2008.

Documents Related to Various | ssues:

69.

70.

71.

72.

73.

74.

75.

76.

77

a. WaMuinterna email, dated October 2007, re: Can you take a look at this before Monday
and giveyour blessing? (I don’t trust Goldy onthis. They are smart, but thisisswimming
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.).

WaMu internal email, dated May 2005, re: Strategic Planning Meeting (The avalanche of
publicity oninterest only, home equity, neg am and sub-prime expansion that hasoccurredin
just the last three or four weeksis amazing.).

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

Washington Mutua Internal Memorandum, dated October 2006, re. State of ERM:
Effectiveness and Resour ce Adequacy Overview.

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.).

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

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

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

WaMu internal email, dated March 2007, re: Follow-up information to last evening’s call
regarding subprimeinteragency guidance, etc. (If weimplement theNTM changestoall loans,
then we'll see additional drop of 33% of volume.).
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WaMuinternal email chain, dated March 2005, re: Updates (I have never seen suchahighrisk
housing mar ket as market after mar ket thinksthey are unique and for whatever reason are not
likely to experience price declines. Thistypically signifiesa bubble.).

WaMu internal email, dated August 2007, re: Looking back (Your fingers must be smoking.).
WaMu July 2008 Home Loans Story, External & Internal Views.

WaMu interna email, dated February 2007, re: Long Beach 2™ Lien Disposition (...how best
to dispose of 433MM of performing 2™ lien loans in the Long Beach warehouse.).

Long Beach Mortgage Loan Coordinator Convicted of Lying to Grand Jury In Connection
With Mortgage Fraud | nvestigation, Department of Justice NewsRelease, December 17, 2007

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

Long Beach Mortgage Loan Purchase Agreement, January 2006.
Washington Mutual Bank Mortgage Loan Purchase and Sale Agreement, October 2005.

WaMu Prospectus Supplements (excerpts):
a. WaMu 2007-OA3.

b. WMALT 2007-OA3.

c. WaMu 2007-OAA4.

d. WMALT 2007-OA4.
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Washington Mutual

Overview

In order to generate more sustainable, consistent, higher margms within
Washlngton Mutual, the 2005 Strategic Plan calls for a shift in our mix of -
business, increasing our Credit Risk tolerance while contmumg 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 mcluded

» Selecting best available credit loss models

> Developing analytical framework foundation

» I|dentifying 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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Ui Washington Mutual
Regulatory Requirements

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

e 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 M.e_mo 9:

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

B1.3
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‘ 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 muitiple 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 11/30/04 totaled $32 Bilion or 151% of total risk-based capital,

comprised of:

T

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

o SFRand Consumer Loans to Borrowers with low credit scores at origination:

Total risk-based capital is defined as Tier | and Tier Il 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 8/30/04.

*k

In the case of 1st lien Single-family Residential (SFR), Home Equity Loans (HEL), or Home Equity Line of

Credit (HELQC) these are defined as loans to borrowers with credit scores less than 620 on the FICO scale.
In the case of HEL/HELOCs in 2nd lien é)losition and other Consumer loans these are defined as loans to borrowers:

with credit scores less than 660 on the

CO scale.

Bl1.4
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| Washington Mutual

Total 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

o HEL/HELOC
a Other

Capital ($22.5 billion).

Nov
2004
32.0

17.0

16.9

0.1

$ in Billions

15.0

13.2
1.4
0.4

2005
Plan
44.5
28.3
23.3

50
16.2

13.9
1.8
0.5

Exposure in Higher Risk Lending

Consumer Loans to Higher Risk Borrowers represent 151% of Capital available for risk-based purposes
($21.1 billion) as of 9/30/04, and.for year-end 2005 Plan are projected to represent 197% of risk-based

B1.5
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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 volatlhty 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 planmng horizon

B1.6 |
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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 4
7 5 Yr Plan Max NCO
£ 60 -
o
a
®
@ ,
8 50 -
&
3]
i
5 40
8' .
E Recommended Annual Expected NCO's
O 30 .
g
z
20 A
10 ' . ., : ﬁ

2005 2006 : 2007 2008 - 2009

‘B1.7
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| Washington Mutual

Expected Loss Rates

2005
. Plan
‘Weighted average expected loss rate for consumer loans .
to higher risk borrowers 3.5%
Subprime Loans
Q Specialty Mortgage Finance : 3.3%
0 Long Beach Mortgage 3.8%
Loans to borrowers with low credit scores at origination
O Single-family Residential ' 0.9% -
o HEUHELOC ™ - 6.7%

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

*%k . . .
27 liens make up more than 95% of this population. : Bl 8
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' Washington Mutual
Immediate Impact of 2005 Plan on Credit KPI's

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

v'NPA's remain below 1.00% of total assets at year-end 2005 (even
without additional NPL sales)

/Over the course of 2005 NCOQO's remain below 25 bps of total held for
investment loans *

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

Ed

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

* We project NCO's will range between 10 bps - 15 bps, depending on loan sale activity.

B1.9
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NPA Ratio (percent)

. Washington Mutual

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

1.50% +

1.25% +

1.00% +

0.75% T+

(absent any non performing loan sales).

NPA Ratio

(with one-time 2005 l:> o

plan growth)

NPA Ratio KPI Limit -

Actual NPA Ratio

0.50%

2001 2002 2003 2004 2005 2006 2007 2008 2009
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Washington Mutual

Annual Net Charge-Offs {basis points)

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 timeframe. Unexpected net charge-offs, however, will need to be mitigated in the last several years

Longer-Term Impact —
Projected Net Charge-Off and Variability Range

70 1

60 1

50 1

40 1

30 4

20

10 1

of the Five Year Plan.

5Yr Plan Max NCO

Projected Max
NCOQ variability

5-yr Average NCO Target

. wrs
.,-‘M‘“

Actual NCO Ratio

Projected Min NCO

T T T B T T L T T 1

2001 2002 2003 2004 2005 2006 . 2007 2008 2009
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Net Charge-off Rates (% of original balance)

1.20%
1.06%
0.80%
0.60%
0.40%
0.20%

0.00%

' *B Washington Mutual

Lags in Effects of Expansion

The jllustration below shows the lagged effect of losses on a Highér Risk Lend)ng Portfolio. Our modelfing
indicates that credit-related losses from a newly originated HRL portfolio (one-time growth in 2005) will occur
several years after origination.

Peak loss rates occur

mmmn several years after
origination
\""‘\.........
2008 2007 2008 2009

The lagging effect is accentuated if HRL continues in 2006 through 2009 at the 2005 Plan pace.

B1.12
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 Washington Mutual

Capital Related Considerations

Wwith phased implementation of the Basel Il requirements at Washington Mutual, we will need to
integrate our internal approaches to management of higher risk lending with evolving regulatory
: risk-based capital requirements.

*Under the current Régulatory requirements,
there is sufficient capital to grow the level of
loans to Higher Risk Borrowers as in the 2005
Plan.

*As Basel Il is implemented, the 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 surveillance, 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.

Basel Il in force

US Final
U.S. Draft Rule?
Ruls .
Use Tests
and Paraliel “Parallel
Reporting Use” Period
A A ' :
{ v M .
{ | l
2005 2006 2007 2008 2009

»

4-year transitional period

B1.13
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U Washington Mumaﬂ

Capital Concentration Limit - Staged Check Pomts

Higher Risk Lending activity is not likely to be constrained by a capital concentrarion 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.

Capital Concentration Limit
HRL Balances as % of Total Rlsk-Based Capltal

250 -
225 The 2005 plan to grow HRL balances
- o $44.5 billion should not exceed a
capital concentration limit of 200% of Continued increases in HRL portfolic -
total risk-based capital beyond 2005 will require a review of
HRL results to-date
200 4 Y
75 ,
2005 2006

Bl.14
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Washmgﬁnn Mutual
Higher Risk Lending Allocatlon 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

» Utilize 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
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Washington Mutual |
B Proposed Concentration Limits

We are recommending approval of the 2005 Operating Plan amounts of
Consumer Loans to Higher Risk Borrowers at the projected 200% of total nsk
based capltal 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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Washington Mutual

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 \ .
v 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 |
v 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 |
v" Continue investment in decisioning and modeling tools, fraud prevention, and defauit

servicing.

B1.17
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i washington Mitua

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 Reviews, 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.

B1.18
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Washington Mutual

Executive Summary

Background

Definition of “Higher Risk Loans”

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
- Organizational Infrastructure & Gap Assessment
- Policy Changes '
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 Washington Mutual |
Background

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

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

- o 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

-
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Washington Mutual

Net Charge-Off Implications:
Current Portfolio Mix Held Constant

With our current portfolio mix, we have additional capacity relative to the Strategic Plan
Credit KP! of averaging 25 basis points in Net Charge-offs (NCOs) over 2005-20091

Implied Expected

T r
E E
50 4 be ': i T
| | | i
Capacity for Additional | ; | '
40 - . | 1 | o .
iy Max Charge-offs = ' o - Max2 Max2
Max2 { Max2
a0 A : . LR RO -
P Rad ) Capacity for Addjtional “ *~ 4 Target Expected
P Expected Chargp-offs
20 ! - - -
10 ‘ -
2005 2006 2007 2008 2009
206 206 2007 2008 2009
frrplied Bapated u S M 5 16 ] Expected NCOs are 14 to 16
gt By b - 2 2 L bp over the Plan horizon
Trrplied Max 34 % % 3 40 :
Tarprted Mix ) 0 0 0 50 '

1Charge-off timing shown for homogeneaous loan types is based on ecoromic loss cash flow lirming. Because accounting
recordation of losses via FFIEC write downs is taken earlier, actual realization of charge-offs will be slightly sooner than shown.

2imptied maximums of current portfolio mix
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 Washington Mutual
| Definition of Higher Risk Lending

e Loans to Higher Risk Borrowers
e All loans sourced through LBM and SMF
SFR loans with FICO < 620 .
HEL/HELOC 1stlien loans with FICO < 620
HEL/HELOC 2 lien loans with FICO < 860
Credit Card loans with FICO < 660
Small Business loans with LCS < 1980 or FICO < 660
Auto loans with FICO < 860
Other Secured and Unsecured Consumer loans with FICO < 860
Multi-Family and NRE loans with FICO < 660

e Higher LTV/CLTV Loans

e SFR
- LTV >=80% (f not credit enhanced)
- CLTV>=95% (irespective of credit enhancement)
e HEL/HELOC
- 1%lien-LTV>980%
- 2vjien-CLTV > B0%
e Commercial Multi-family, Non-residential Real Estate and Business loans
- LTV > supervisory max + 5
- Advance Rate » supervisory max +§

e Higher Risk Loans from Multiple Risk Layering and Expanded Criteria

e Expanded Criteria
- "No Income” loan documentation type
- Al Manufactured Housing loans
- Commerclal Multi-family, Nonresidential RE and Business loans w/ initial risk rating of § or higher !
o Multiple Risk Layering in SFT and 15t lien HEL/HELOC loans
- Higher A- credit scora or lacking LTV as strong compensating factor and
- Anadditional risk factor from at least three of the following:
s Higher uncertainty about ebility to pay or “stated income” documentation type
e Higher uncertainty about willingness to pay or collateral value

JPM_WM04107999




Washington Mutwual

Higher Risk Lending by Loan Type

Incorporated in Subprime Straitegy in

Loan Type Higher Risk Product Type 2005 2006 or later
SFR Alt-A: Tier 2 (660 min FICO up to 100 CLTV, NINA) n,a. na
Gap (580 min FICO) na ne
Sub-prime Expanded SMF Purchases Yes Yes
Long Beach Originated to Portfolio Yes Yes
Retail through FCs/HLCs ne Yes
Consumer HEL /HELOC: 620-660 FICO na n.a
HEL/HELOC: to 100 CLTV o e
Credit Card: Prime na ne
Credit Card: Sub-prime No No.
Multi-Family' Lower DSCR/Higher LTV ne na

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).
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Washmgtm RMustuzl
Higher Risk Lendmg Concentration Limits

e Proposed Concentration Limits

Higher Risk HF| Lending — 250% of total capital ($51.9 Billion llmlt)

Loans to Higher Risk Borrowers — 200% ($41.6 billion limit)
Higher LTV/CLTV Loans — 100% ($20.8 billion limit)
Higher Risk Loans from Multiple Risk Layering or Expanded Approval — 50% ($10.4 billion limit)

e Current Concentration Limits (% of tier 1, total capital, total assets)
Higher Risk HF! Lending — 263%, 197%, 15%
Loans to Higher Risk Borrowers — 199%, 149%, 11%
Higher LTV/CLTV Loans — 47%, 36%, 3%
, HRLs with Multiple Risk Layering or Expanded Approval -19%, 14%, 1%
o Capacity
Higher Risk HFI Lending - $41 billion (current), $11 billion (additional) -
Loans to Higher 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)

JPM_WMO04108001




- .
Washington Mutual |
- | Diversified Higher Risk Loan Originations
Market availability and organizational readiness constraints limit the extent to which any one higher risk loan
type would be used as a substitute for portfolio SFR originations. With equal distribution of SFR origination
capacity across the four mafor loan types and some diversification within these loan types, higher risk fending
product expansions could be in the $4 bjllion to $13 billion range for each of 8 products.
Diversified Higher Risk Loan Originations
($Billions)
Increment to Substitute
. LoanType Higher Risk Prodact Type Substitute for ~ Expected NCO Rate 2005 2006 2007 2008 2009
(bps) if Higher Risk .

SFR - Alt-ATier2(660minFICO)  Standard SFR 10 5 5 6 6 7

Gap (580 min FICO) * Standard SFR 20 5 5 6 6 7
Sub-prime Expanded SMF Purchases Standard SFR 50 4 4 4 4 4

Retail through FCs/HLCs Standard SFR 60 4 4 4 4 4

Long Beach Originated Standard SFR 7 4 4 4 4 4
Corsumer HEL/HELOC: 620-660 FICO  Standard SFR 15 5 . 5 6 6 7

HEL/HELOC: 10 100CLTV  Standard SFR 20 5 5 . 6 -7

Credit Card: Prime? Standard SFR 550 0 0 0 0 0

Credit Card: Sub-prime’ Standard SFR 1200 0 0 0 0 (]
Multi-Family =~ Lower DSCR/Higher LTV Standard SFR 20 ) 11 1 1 12 13
Tolal Divecsified Higher Risk LoanOnigiatiors 11111111 1IN IR0 gyt g e gt gy

8
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SFR
Sub-prime
Gonsurmer

- Multi-Family
Nonresidential RE
Commerdial

Total Portfolio

| Washington Mutual

' Portfolio Balances by Business

Loan Balances fromthe Strategic Plan Long-Range Forecast

($Billions as of period end) |

2005 2006 2007 2008 2009
150 169 184 199 215
22 2% 30 32 35

50 el 71 77 8

30 39 47 50 55

1 15 2 v »

8 13 0 21 23

272 323 372 402 434
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 Washington Mutual

Operational
Legal
Financial
Reputation
Other

Assessment of Risks

10
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Washington Mumai

Integrated Strategies

o  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

e  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 Diversification

e . Infrastructure Strategy

e Marketing
[}

Mitigation of HRL risks (operational, legal, financial, reputation, other)
Upstream & downstream referral mechanism

Dedicated, segregated HRL processing

Improvements in staff productivity and efficiency

Move 31 party servicing in-house

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

e  Financial Strategy

Funding
Capital
Liquidity
Return

11
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Washington Mutual

Product Eligibility and Pricing Adequacy |

Products
- Existing: Fixed, Hybrid ARMs, 2" |ien Fixed
- Proposed: “Portfolio” ARMs (payment options, down payment flexibility)
‘ Parameters - LLPAs by FICO, LTV/CLTV & Multiple Risk Layering by class
- SFR
- HELWHELOC
- Commercial Multi-family, Non-residential RE and Business Loans
HFI Pricing - RAROC controlled pricing policy
HFS Pricing — GOS controlled pricing policy
Sell vs. Portfolio — Pricing mechanism to monitor basis for sell/hold strategy
- Evaluation of merit to sell “portfolio” volume (liquidity) B
- Evaluation of merit to hold “salable” volume (return)

12
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4 Washington Mutual

Upstream/Downstream Referral Policy

Referral Policy
LBM
SMF
Consumer
Home Loans

13
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 Washington Mutual

e Goals

assessment categories of lending and shared services

- Operational Plan
« Organization/Infrastructure
Risks & Mitigations
Marketplace positioning
Financial Considerations o
Upstream/downstream referral processes
Concentration Limits
Servicing
Policy Changes

Develop higher risk lending industry best practices in identified primary

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

e 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:

GAP Assessment |

14
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- Washington Mutual
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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.
» Eamings 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 2n bullet??
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Washington Mutual

Governance and Infrastructure Investment
for Successful Credit Risk Management

Governance by Concentration Limits .

e Capital: max 200% Loans to Higher Risk
Borrowers

» Net Charge-Off Vafue-at-Risk:
max 2x strategic target for expected NCOs

LI I Y )

Credit Quarterly Business Reviews & Front End Guidance
Advanced Portfolio Surveillance within Business Units
Trigger setting and response procedures for when tripped
Standards & procedures for management oversight

Inyestment In Pecple & Qrganizations

o Establish an Enterprise Credit Portfolio
Management organization

" | » Further integrate Long Beach & SMF
organizations, with a distinct Subprime
Portfolio Financial Management function

* Add credit analytical & portfolio financial
management staff

¢ Increase staff capabilities for using
predictive tools & modeling resources

* Build expertise in Subprime Servicing

« Enhance training in best practices

igher Net Interest
Margin with
Minimized Eammings
Variabliity from
Credit Losses

* Subprime component of Enterprise
Decision Engine (EDE)

= Fraud Prevention Tools in the LOS

» Default servicing decisioning
technology

* Models of expected and stressed

credit losses for NCO concentrations,
ALLL & risk-based capital

» Committo discipline & consistency
+ - Ensure scalability of platforms

systems for default management

* Acquire workflow and skillfisk-based

Capital concentration limit
structure later to be expanded to
Incorporate Higher LTV, Expanded
Criteria/Multi-layered Risks, and
all other segments of the whole
loan Portfolio

Evaluate need to establish credit
value-at-risk limits for saleable
loans in pipelines and retained
securitization exposures
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| Washington Mutual

Summary of Risks

. Credit Risks

Financial Risks

.

Although we expect the Higher Risk Lending strategy

- to result in increased financial returns, owing to wider
loan 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
credit-related losses.

* Additional capita! 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.

Earnings also are subject to increased volatility from
interest rate fluctuation (market) risks and from
increased potential variability In:interest rate margin
income.

« Subprime loans generzally 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 ata
time of higher funding costs and higher retumns on aitemative
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.

Compliance Risk

Execution Risk

Regulatory and Legal Compliance risks are higher.

. Regulators understand the helghtened risks and will monitor
the bank's activities more closely. Any severe shortfalls in
regulatory compliance could induce regulators to lessen
management's independent control.

* Any failure of operational excellence in compliance with Fair
Lending or Responsible/Anti-Predatory Lending and Default
Servicing could frigger class-action lawsuits with quite
expensive direct costs of resolution. Furthermore, the
tamishing 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 executlon 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
exXposures.

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

. suffer.
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| Washington Mutual

Our Asset Allocation Strategy
Includes Other Higher Margin Loans

Other Higher Margin Loans | | Consumer Loans to Higher Risk Borrowers

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
" lending 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.

Current Asset Allocation 1l Future Asset Allocation

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 subprime residential mortgage
loans mentioned above, this includes substantial acquisitions
through our single-family-residential (SFR) prime channel.

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

Beyond 2008, focus will shift to other types of loans wlth
higher credit spread.

.+ Currently, the HEL/HELOC lending component of the retail
bank product set is available primarily to lower risk bofrowers
and at relatively low LTVs compared with the market. We see
tremendous opportunity to expand in these segments once
appropriate credit isk 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.
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Washington Mutual

Enterprise Portfolio Credit Risk Management

ERM Past Success

et

Current ERM Process Review

Enterprise Risk Management has provided effective
oversight of the prudent, profitable expansion of the
SMF subprime 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 Quarterty
Business Reviews (QBR) where goal achievement

" was monitored, and strategy modifications were suggested

.. ifindicated.

« Other ERM-affiliated processes, including Audit, Credit
Review, and Counterparty Risk Management also have been
key enablers of risk-reduced expansion.

In developing this strategy
we reviewed current ERM
management processes.

+ We confirmed what is evident in regulatory guidance, that we
need new processes for governing capital adequacy and for
limiting potential earnings volatility.

« Upon approval of the new Portfolio 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 tdggers for
further review of new portfolios.

credit portfolio risk

implementation plan,

New Ongoing Processes

Future Pfoce#s Refinements

Beginning now, we are introducing new Portfolio Credit
Risk Management processes to be effective both in the
Initlal 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.

« Eamnings volatility potential is reduced by credit net charge off
value-at-risk 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 portfolio subsets to which
useful concentration sub-iimits shouid be attached.

» By ensuring diversification among forms of higher credit
margin lending, the enhanced limits structure will provide an
additional margin of capital adequacy.
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WaShmgton 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.

3,°: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 Subprime loans.

-« We propose that future holdings be limited to 200 percent of Total Ad]usted Capltal at both the Washington 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 the currently available capacity of about $27 billion in additional consumer lending to higher risk borrowers, the
limit would permit Subprime Lending portfolio growth through elther Increased caplta| 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-atits 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 leve! 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 subprime locan balances, so using fully the currently available $27 biilion in additional subprime lending capacity
consumes only about $1-1/4 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 HEL/HELOC 1%tlien position loans to borrowers with FICO credit scores below 820 and 2 lien HEL/HELOC and other
consumer and small business loans to borrowers with FICO credit scores below 660. In the case of small business loans, a Liquid Credit Score (LCS)
threshold of 190 also is used,

o
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| Washington Mutual New Enterprise Portfolio

Credit Risk Management Processes

Earnings Volatility Protection from a Concentration Limit on Maximum Net Charge-off Value-at-Risk*

- » We also recommend adopting a portfolio-wide loss volatility governance mechanism in the form of a concentration limit
on the composition of held-for-Investment whole ioan 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 rolling five-year ahead period, with that
strategic target to be no more than a 25 basis point annual net charge-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 eamings.

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 higher-than-initially-expected losses, thereby reducing netincome earlier.

» For comparison, note that our Risk Management Strategies Standard for Interest Rate Risk Activiies limits the one-quarter (versus
annuat) value-at-risk from specified two standard deviation market events at about one-half billion dollars. ‘

« Substantial additional credit risk portfolio management infrastructure is needed to implement the modeling and oversight processes
required under this proposed Credlt value-at-risk 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 detall the proc for Iring expected and
maximum net charge-off value-at-risk. This new Standard is parafle! in structure to the existing Risk Management Strategies Standard that govemns
Interest Rate Risk Activities of WMI and Banking Affiliates. In particular, the new Credit Standard describes the Risk Measures and Limits at the overall
portfolio level and describes the management process for defining and managing sub-limits for the individual businesses.

JPM_WMO03737383



.Washmgton Mutual | New Enterprise Portfolio
Credlt 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 calculaﬂon of loan balances and capltal 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 leve! 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 portfolio additions.

* Projected net charge-off rates then will be aggregated to the level of the whole WMI portfolio by Enterprise Portfolio Credit Risk
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 variabifity,

* Emerging overages of net charge-offs relative to the limits will be eilminated by Portfolio Credit Risk Management Activities. Individual
business 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 Portfolic 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-offs from
each business unit, prepared using the methodologies approved by EPCRM. During QBR, actual perfomance will be compared with
projected performance targets and established Himits.

10
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| Washington Mutual

Gap Assessment:
Industry Best Practices

Management Controls

|2

Technology

Our survey of practices at best-in-class institutions in
higher risk lending .revealed an emphasis on
management’s ability to control lending processes.

 Even in highly de-centralized 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 predictability 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.

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 customization of vendor-
supplied tools or through solely proprietary technology.

» Queuing of loans/calls to appropriately skilled staff is aided by
proprietary risk models.

+ Risk-adjusted pricing is deployed to the point-of-sale, and
pricing control is automated. Pricing is tailored to individual
products.

» Decisioning support systems Include Fraud, 3" Party Credit
Surveillance, Appraisal, and Default Servicing.

People

Servicing

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

* Management and staff are highly talented and experiencedin
higher risk lending.

« Staffing levels are adequate to the workload, particularly in
default management and credit risk analytics.

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

« The disciplined nature of organizational style/culture provides
soclal reinforcement of goals to minimize process variation.

Servicing best practices balance the loss mitigation
effects of intensive, frequent contact with borrowers and
the Jegalreputation risk of proactive default
management. :

+ Technological aids promote consistency of staff practice 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 expectations, 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.

1"
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Washington Mutual | Gap Assessment:
Washington Mutual Current Practices
Management Controls i ' Technology '

SMF generally has tight management controls, and its
. primary supplfer 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 technologles, Long
Beach operational control gaps to best practice primarily are in

~ the areas of testing staff competencies prior to granting
underwriting Risk-Levet-Authority (RLA), credit exceptions,
appraisal service optimization, fraud risk mitigation and other
early wammg 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 underinvestment 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 Decision Engine
housing eligibllity rules for both subprime and prime products.
This would aid consistency of customer referrals to products
and help fine-tune risk-adjusted pricing.

Peoplé

L

Servicing H

The SMF management team is small and hence lacks
depth; analytical/portfolio 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
(REQ) function.

« Long Beach sales/underwriting compensation structures do not
yet incorporate best practice in incentives for quality.

SMF oversees servicing by others who generally have
. Strong, albeit not always top, subprime servicer ratings.
Long Beach’s own distinct default servicing group, with
REO management outsourced, recently has made
noticeable improvement; our overall servicer rating is
strong but not best-in-class.

* Long Beach's outsourced REO management appears 1o fall far
short of best practice.

» Long Beach does not yet incorporate the most advanced
decisioning automation (e.g., logic of rules determining which
workout alternatives to offer) or workflow system.

12
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Washington Mutual

Gap Assessment:

i Management Controls

—

Technology

Long Beach's new Sr. Credit Officer developed and has
begun to implement a detailed plan to narrow high-
priority gaps in management controls.

« Elements include review/revamping of Credit Guidelines,
underwriting Risk-Level-Authority and skills, exceptions, fraud
risk mitigation, appraisal, new product approval process,
servicing and default policy, reporting, credit modeling, and
business-unit wide (operational, legal and regulatory
compliance) risk review processes.

+ This is being supplemented by Corporate Credit Risk
Management’s improved Integration of Long Beach (and SMF)
policles and procedures into the overall framework used by
other business units. :

Long Beach decisioning and modeling will be upgraded.

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

« Proprietary declsioning technology Is needed for scalability
and adaptive process control. VWe recommend additional
resources build a subprime component of the Enterprise
Decislon Engine (EDE).

* We aiso plan to acquire or build more advanced technology for
modeling expected and stressed credit performance of
subprime loans as part of an effort to synchronize loss
modeling methods for loan loss reserving and risk-based
regulatory capital (Basel).

People

. Servicing

 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 portfolio
financial management staff within the business units.

We plan to reach the top rating as a subprime servicer.

* 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 decisloning systems will be given
high priority.

Plans to Narrow Identified High-Priority Gaps
|

13
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Wasmﬂg‘mﬂ Mut“ag Business Unit Portfolio Credit Risk Management:

Long Beach Mortgage Specialty Home Loans

Business Unit Past Success

o

Current Business Unit Process Review

Long Beach Mortgage has contributed substantially
to earnings through its gain-on-sale/securitization
business model, However, the business unit has not
had a core Held-for-Investment portfolio.

» Loans are submitted by brokers into Long Beach for
underwriting by LBMC staff. Fulfiiment processes generally
focus on ensuring readiness of loans for sale. The primary
sources of earlier disruptions to this process of maintaining
certified marketability of loans in the pipeline recently have

"7 been eliminated. .

s The dedicated default servicing group for LBMC loans has
produced noticeable improvements in performance.

« Pricing and product design have enabled profitability.

Our recent review identified a need to improve several
credit-related processes, and we are beginning to make
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 s 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.

New Ongoing Processes

Future Process Refinements

Long Beach is Implementing several new credit risk
management processes to Increase credit quality of
loans for Portfolio.

« A forum for coordinating 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 Appintell fraud detection system, and the
HistoryPro collateral fraud screening tool.

« The processes managing the matching of loan risk/complexity
to underwriter skill levels are being improved.

Additional process improvements will be achieved'
through a variety of initiatives.

+ Credit Decisioning will be managed through an Enterprise
Deciston Engine that provides standardized and centralized
execution from a single platform. This will promote
consistency of strategy across businesses/channels and
increase RIsk Management contro! over strategy execution,
including regulatory and legal compliance objectives.

« Default Servicing also will incorporate improved decisioning
technology.

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

JPM_WM03737388



| Washington Mutual

Business Unit Portfollo Credit Risk Management:

Specialty Mortgage Finance (SMF)

Business Unit Past Success

|

Current Business Unit Process Review

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

~ Individual loans helped reduce loss severity.

« Pricing 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 established new Counterparty Risk management
procedures to reduce Seller/Servicer 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.

New Ongoing Processes

Future Process Refinements

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 capability will be established.

15
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Washington Mutual
' Board of Directors Credit Policy Approval Request

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

Capital Concentration Limit:

«  Held-for-Investment loans to Consumer Higher Risk Borrowers wvll 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 roliing five-
year ahead period.

Need to remove NCO limit ??7?

16
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Home Loans Business Model

The prime mortgage banking business model was buiit to take advantage of large
refinance cycles, and is not well positioned in more challenging environments.

= “Mono-ine” 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 disproportionately influenced by market factors

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

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

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

April 2006 Board Meeting: Home Loans {(Confidential) . 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 $248B

« The amount of Home Equity product funded through the FCs in 2005
was $4.4B, which is <4% of total LC Retail volume of $103B

» In 2008, the LCs paired with the Retail Bank are estimated to
originate $10.4B in the FCs, and another $5.7B which is generated by
the PFRs ‘

« 28% of the total Retail volume in 2008 of $57B
» 7% of total Production of $232B

Goals were largely driven by overail market share growth
» Market share slides (data behind slide)

Confidential Treatment Requested by JPMC ' JPM_WMO00690892



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—mérgin products
+ Reallocate risk from market-based to credit

‘| = Continue to attack the cost structure

Financial Objectives

Q1 2008 Target
Net Income Growth (from Q1 2005) {90%) 10-12%
Retum on Tanglble Equity 5% ~18%
Efficiency Ratio 81% <50%
Net Cost to Hedge MSR (annualized) $502M |  <$100M
Apri 2006 Board Meeting: Home Loans {Confidential) Page 3

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: $621M (pre-tax)
« 2006 March Forecast (annualized): ($502M)

Confidential Treatment Requested by JPMC
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Shift to Higher Margin Products

2005 WaMu dain on Sale ' WaMu Volume by Product
$ In billions
Marglniﬂberp sl?roduct _ Fired 2005 o Home 2008* ATA
Eautty $248
Government 13
Fixed 19 Su‘blr:amo
- HybridARM 25 0%
Alt A : 40
Option ARM 109
" Hybrid
Home Equity 113 . : l:,::
: ' . L . 1%
Sl $206B ~ . s28
[ % of High Margin Product 43% 82% I
"Assumes @ $2.3 tritfon orgination market i
Strateglc Response Execution

* Refine distribution to target specific higher-margin products — + De-emphasize Fixed Rato and cease Govt ~ &f°

Subprime, AltA, and Home Equity » Deploy Alt A to Retail and Wholesale -4
Co dent ]
L rresponb Tn cha;r:t dva b |ntrod n o5t « Create a Home Equity Condulit 0O Q206
* Leve alance advantage a series
innoJ:thee products t2ge by nene » Develop a new product J Q406 -Q1 07

'« De-emphasize low-margin products by realigning ! » Deploy Home Equity in Retall and Wholesale &’

Grow market share in targeted product segments

April 2008 Board Meeting: Home Loans (Confidential) . Page 4
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Shift to Higher Margin Channels

Industry Margin COmpresélon 2005 Correspondent Product Mix

mbes - ' $ In billons
8
201 ® Direct ources of Fixed & Govemment Vo!qmo
B Retail Retall - $12 18%
& Broker . mdesdem i s;; :g
sumer Dir
Con’esporlment K o R sl

Correspondent Volume by Product

* Focus exclusively on high-margin products

» Highly variable and more efficient cost structure

¢ Leverage Capital Markets distribution and underwriting
*  Flexiblity to manage volumes :

Fixed $28 74%)
Govemment 37 18%
ARM §1 4%
Option ARM 2 5%
2003 2004 1H 2005 Correspondent channel produces disproportionately more
Source: Stratmor Fall 2005 Resufls ~—— Normalized expectations Fixed and Government product )
Correspondent Realignment ' Execution
Co L2 o !« Focus Condult on high-margin products
» Disproportionate generator of expensive MSR product : » Subprime 7 g
« Traditionally low-margin channel : CAltA (+ ¢
* Acquires customers that are out of Footprint : + Home Equity _ a Q206 .
» Limited cross-sell opportunities, low retention i Reposttion Correspondent channel O Q306
\// . i+ Leverage Consumer Direct to include O Q306
Conduit ] Subprime

Realign Correspondent to Conduit

Apri 2006 Board Meeting: Home Loans _ (Confidential) ‘ Page 5 ]PM__WMOO690895



Reduce Earnings Volatility

Prime Home Loans Net Income. : MSR as a % of Shareholders’ Equity
$In miTions : {at yoor enc)

$290 a0

MSR Risk Profile : Execution
(As of February 28, 2006) H—— . "
i ket A ; Eliminate excess service fee on Fixed rate [ d
Principal Valus (MV) Hedge Cost % Costto  © « Price Fixed rate at higher margin targets 7.4
Current Risk Profle __Baiancé (S5} 188) (o MV o
— !« Cease Govt lending in Retall and Wholesale g
Option ARM/ARM 1235 $1S s21) 14%
Fixed 018 1) ) X i * Negotiate 1/8 basis pofits service fee .4
iGovemment $55.0 $1.0 “8) 4 i« Buid whole loan portfolio OaQ3os
Subprime $2.3 $0.2 W ___os -, sale of Govt and Fixed rate [ Q3 06 — Q4 07
Tatal $608.6 $87 ®380)  44% | senicing
2008 pro-farma $410.6 “a Mz 28%

* 84% of hedge costs attributable to Fixed and Govt
» Portfolio loans = $0 MSR

Reduce MSR exposure, limit volatility and realign distribution
April 2006 Board Meeting: Home Loans (Confidential) Page 8

Q1 2005 and Q1 2006 prime and all-in net income split
« Q12005 - $176M Operating / $151 MSR = $324M
+ Q12006 - $131M Qperating / ($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 will be implemented in July 2006
Post Sales Dates

- Q306 - $47.5B (GNMA)
. Q107 - $137.5B (Fixed)

“onfidential Treatment Requested by JPMC 4 JPM_WM00690896



Continue to Attack Cost Structure

Industry Expense Trend : Execution
Sclosed loan H

i« Stts consolidations 4

!« Bustness Process Outsourcing - d

: « Integrate Long Beach support functions W

!+ Implement broker website [ d

new Loan Origination System

+  Long Beach 0 tnplot
»  Consumer Direct O Q406
«  Retail 0 Qto?
*  Wholesale 0O Q207

» Increase Loan Consuitant support for 0O Q208
Financtal Centers

{ « Enhance Enterprise Decision Engne [ Q406

" Strategic Response
+ Further site consolidations 3 Ongoing
+ Consolidate technology pt
« Pursue outsourcing and offshore opportunties
« Enhance automated decision engine
. L ge sales and operations Inf cture with Retal Bank
[ Drive efficiency ratio to less than 50%
Agpril 2006 Board Meeting: Home Loans (Confidertial) Page 7
FTE Outsourcing .

- 350 FTE offshored in 2004
* Targeting 1,100 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 ﬁhancial centers covered by year-end 2008

- *Note 1. The Stratmor study excludes Subprime
*Note 2: A list of Stratmor Study company participants is behind slide

Confidential Treatment Requested by JPMC JPM_WMO00690897



Continue to Attack Cost Structure

Operations Footprint . _ Operations Footprint
2003 :

End State

YeLrcs 7 FrLres 13
O Servicing Sites (9) 5 QO Servicing Sites (2)

" Systems Consolidation : Productivity Measures
Loan Origination 2005 {] 20084e)
| Total Cost to Service* . $71 $91
~toan-Werks- i | Loans per Servicing FTE" ] 2,080 1,280
MLCS = t [ Retad Costto Originate s482 || 370
Pronto . N
& . ; Retall - Loans per Operations FTE ] 17
—RLPG- Servicing i | Wholesale Cost to Originate $1.398 $1,100
Mortgage-Desidop 'y - E ~ Loans per O; FTE 10 19
—Optis2- Fidelty | = I Fidelity | i { Consumer Direct Costto Originate $1,408 1,020
:::"5 —ALSS- ! [ Consumer Direct - Loans per Operations FTE 10 18
*Cost bo Sarvice end Loans per Sewvicing FTE in 2005 refiect Prima only.
2008 melnics reflact lotel Cost b Sawvice (Prime, Subprme, Home Equly)
' Source. WeMu seprent repong
Site and system consolidation will drive increased productivity
Aptil 2008 Board Meeting: Home Loans (Confidential) Page 8

Date of Palisades full implementation

"« The first phase of what is called the STeP program has been defined
- it's the Palisades implementation for Consumer Direct slatted for Q4
2006

+ Retail - 1Q07
«  Wholesale — 2Q07

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 Equity 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
Sub Prime servicing 207 19 187
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 JPM_WMO00690898



Risks

« Margin compression on current high-margin produbts
« Transaction costs on Servicing sales
« Organizational capability to manage credit risk

 Successful technology implementation
- Enterprise Decision Engine at point of sale

~ Loan Origination System in all channels

pace of change

« Organization’s ability to execute on significantly accelerated-

April 2006 Board Meeting: Home Loans {Confidential)

Page 8

General Di_sCussion
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Summary — Next Steps

+ Shift from Iow-margln business to high-margin products
- De-emphasnze Fixed rate and cease Government
~ Realign Correspondent to Conduit
- Invest in Direct-to-Consumer platform

-reduce earnings volatility
- Significantly reduce exposure to MSR

- Market Government and Fixed rate servicing
- Build Home Loans portfolio

. Continue vtoattack the cost structure -
- Consolidate additional sites

- Implement new Loan Origination System and enhance Enterpnse
Decision Engine

- 'Leverage distribution in Financial Centers

* Reallocate risk from market-based to-credit-based assets to

April 2006 Board Meeting: Home Loans . " (Confidentiaf)

Page 10

- General Discussion
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Appendix - Project Plan

RETAIL -

LONG BEACH

WHOLESALE

CONSUMER
DIRECT

CONDUIT/CAPITAL
MARKETS

SERVICING

2006 l 2007 2008
Q2 Q3 Q4 | Q1 @2 Q3 Q4 [ Q1 Q2 Q3 Q4

[TQ3706 | Develop new recruiting strategy and training programs . ...
Q4 2006 | First consolidation phase for HLCs and LFCs
1707 )Profit-driven comp plans to the field

4707 ] New integrated POS-and LOS
Through '06 and ‘07 | Selective markat exits

Q42006 ] BFO Rollout and LOS Deployment

1

2008 LFC Consolidation |

m {6706 | PBLs by business line, WLC and Broker

B §3 2006 ] Bundled HELOCs on wamubroker.com and Premier Broker Program

' Q4 2006 |Standalones introduced
[Q4706 Jsite closures: 3 in Q4 2006 3in Q1 2008
3 2007 JLOS implementation
Q1 2008 ] New product rollout

04 2006 | Subprime and Alt A processing capabilities
- Q42006 |New Prime LOS :

P

) Q32007 |Robust Internet Slt.

12007 JSiebel 7 Upgrade

_ Q2 2007 | Acquisition marketing execution and Upgraded telephony technology
Q2 2006 Bgalign Corr to Conduit [_ Q4 2006 - 2007 | MSR Sales

[ G4 2006 |* Develop HE Condulé Team and Corporate Cradit Approvals* Transfer Pricing and Capital
* Develop Portfolio and MSR Sales Capabilities o Rocomiu Market Risk Management functions _

Q1707 ] implement OAS
[@27006 ]sale of CRC . :

Q3 2006 Jo Fusion Complation « Sale of GNMA Servicing ¢ HE line/loan servicing capabullty
Q12007 | Migration of Chatsworth subprima default servicing to Jacksonville
Q1 2007 | Sale of Fixed Rate loans

Q2 2007_| Custodiat Strategy

Q12008 | Migration of Milwaukee functions to
Jaduomillc and Florence

April 2006 Board Meeting: Home Loans : (Confidential) . Page 11

.Réfer to quad 1-pagers on each bUSihes_s unit (behind slide)
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Permanent Subcommittee on Investigations
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_We Are ALL in Sales

© 30
JPM_WMO03088870

Be Accountable and Accessible

31
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Have Fun
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2007 Focus Areas

Growth

 Simple Loan Manager

WaMu Mortgage Plus

Expand Sprrime

[ ]

Grow Prime Sales Force

Expand Investor Salés Capability

35
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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 forward yield curve and assumes a gradual retum to a more normal yield curve.
It also assumes slow economic growth and a slowing housing market. 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 eamings leverage in 2009 reflects the retum to a more normal yield curve and successful execution of
our operating plans. These projections would have us reaching 19% ROCE and a 50% operating efficiency
ratio in 2008. Eamings per share growth projections are strong in 2008 and 2008, bringing the average
over our five-year planning cycle o 13%. These numbers show that we can reach our five-year plan
financial targets if the yield curve retums to nomal levels.

We also tested the financial projections against other scenarios. A tough scenario for us would be the
continuation of a fiat yield curve and a weak housing market. Using these assumptions, our eamings-per-
share would be $4.29 in 2008 (+19%) and $5.22 in 2009 (+22%). Over the five-year planning cycle, this
would result in EPS growth of 10%, which is at the low end of our double-digit 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 did run a scenario for a retum to the low interest rates and very steep yield curve we enjoyed in 2003.

Suffice it to say, the eamings power of the company would be huge. If we ever have this opporiunity again,
we would work hard to offset the current eamings with investments for the future.

An important 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 grow at 12%, with expenses growing at only 6%.

You will note in the long-range forecast that we are optimizing capital by reducing the tangible common
equity ratio to 4.7%. As noted above, B of A is lowering their tangible common equity ratio to 3.8% with the
La Salle transaction. Further leveraging of the tangible common equity ratio would improve our retum 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 when
we underperformed the S & P 500. In the past, these periods of underperformance have been when
interest rates were rising and the yield curve was inverted. Examples include 1990, 1994 and 1999. While
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 periods.

Period WaMu S&P 500 Underperformance
1990 (33%) (3%) (30%)|
1994 (27%) 1% (28‘@]
1999 (30%) 21% (51%)|
2006 9% 16% (6%)
1Q07 (10%) 1% (11%)

2006 - 1Q07 (1%) 17% (18%)

We suspect that our stock price held up better in the most recent period because of our dividend yield, less
cyclical eamings, and improving franchise value. For example, our stock is currently (June 11, 2007) priced
only 8% below its all-time high, whereas in past cycles it was not unusual for our stock price to decline by
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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

e Audit Services issued an "Opportunities 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 focused on operational risks as 1A
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.

e The risk assessment performed by AS to develop its 2005 audit plan did
not flag 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

e 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 LBMC’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.

e 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:

o 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.

e Review existing Credit Governance and oversight processes to ensure
material credit quality issues are identified in a timely manner.

Washington Mutual, Inc. — Confidential/Limited Access
5
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portfolio, nearly all of which are covered by some form of credit risk protection, either loan level lender paid morigage
insurance or a credit default swap. Management will continue to consider strategic options for the remaining portfolio,
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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e (High)

e

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 files, 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 Criticism 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
(@]
9]

(o]

o

o]

in relation to credit quality:

1.32 of the 187 loéns sampled were identified \.;vith red flags that were not addressed by the business unit
80 of the 112 (71%) stated income |loans were identified for lack of reasonableness of income

87 files (47%) exceeded program parameters in place at the time of approval

133 (71%) had credit evaluation or loan decision errors present

25 (13%) had title report issues that were not addressed

28 (14%) had income calculation errors and 35 (19%) had income documentation errors

58 (31%) had appraisal discrepancies or issues that raised concerns that the value was not supported

e (Medium) Insufficient controls around Home Loans Credit Authority (HLCA) — 114 (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 underwriter 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 @ CCR repeat finding.

Although Wholesale 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.

Washington Mutual, Confidential Page 3 of 19
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orporate redit Review

Elimination of adjustable products with less than a 5 year initial fixed rate term
Minimum credit score of 540
Maximum cash out is $100,000
Elimination of all piggyback second lien products
Maximum CLTV for non-owner occupied transactions is 80%
Maximum LTV/CLTV for all owner occupied transactions is 90%

o Maximum loan amount is $1,000,000
Effective July 16", 2007 implemented a new underwriter collateral review checklist to provide additional guidance to our
underwriters as they review appraisals
Effective July 1%, 2007 implemented a standard template for use in completing the underwriter decision summary within the LOS
Effective June 28", 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 29" 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® Wholesale
Specialty Lending effective August 1, 2007.

00 O00O0O0
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4 ' This document is provided solely to the OTS pursuant to 12 U.5.C. 1828(x) and does not constitute a
L) !
waiver of any'privil'ege held by Washington Mutual Bank, Inc., its subsidiaries, affiliates or related

companies, and shall not be commmnicated or disclosed to any other agency, individual or third party

quality. They found 8 loans in process, which were reviewed for fraud and
misrepresentations. Of these 8 pipeline loans, there were no fraud findings in 6, and
2 contained misrepresentations (SSN and income). Both loans with
misrepresentations were cancelled by WaMu.

= Sales Focusedfiincented Originations with Limited Focus on Individual
Accountability
HL origination and fulfiliment processes and incentives did not fully support
production “ownership® or promote front-end loan quality consciousness. 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
fimeliness and loan quality. Systems and processes used to originate loan
production were designed primarily to support incentive compensation programs
(e.q., collective origination team with sales recorded under one originator's name)
rather than measuring individual performance. We were told that the pooling of sales
activity resulted in receipt of more support staff and eligibility 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.g., loan processors and underwriters).
Independent validation processes of key customer information appeared fragmented
and vuinerable due to lack of raceable accountability.

= Lopan Origination Processes Did Not Mitigate Misrepresentation/Fraud

The loan origination process did not identify potential applicant misrepresentations
and fraudulent loan documents. CFl verified that the AIG reporied elements of loan
fraud did occur within the Montebello CFC loan erigination process. The majority of
these AlG loans were fully documented loans rather than stated income. As a result,
some level of CFC documentation verification should have cccurred. Furthermore, as
note above, HL Risk Mitigation's 2005 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 Verify fraud detection todl and manual review of
loan files 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:

o Income/Employment issues (includes income documenis as confirmed
falsified, income suspect, conﬁjmed overstated and income unreasonable for
the professlon) ;

Occupancy issues (appears the borrower is not or has never resided here);
Judgment call issues- (poor judgment in decision making process);
Appraisal (inflated value is suspected) ;
Loan did not meet guidelines, exceptions made;

88N suspect
Assets, confirmed bank statements misrepresented; and
Credit (to qualify was not appropriate or falsified).

0O 0O0O0O0O0QCO

Given the high number of triggered indicators, legal advice is requested to determine
if further analysis of either the total originated portfelio of this CFC and/or the broader
loan population (bank owned and securitized) is required. In addition, further
analysis may be needed to determine the impaci to investor representations and
warmrants associated with serviced loans.
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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 Fulfiliment
process. The loan coordinator and the fulfiliment group in general are charged with
the responsibility to collect and evaluate the various employment, income and asset
documentation, and they should be picking up on fraudulent documentation fo the
extent that those frauds are readily discoverable. This fallure is a conirol
implementation breakdown, as the control that was in place did not function as
intended. ' :
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OTS Exam Summary
As of July 22, 2008

Examination Finding Memo Recap

xam 2007 Exam | 2006 Exam | 2005 Exam | 2004 Exam | 2003 Exam

Criticism
Recommendations
Observations

Asset Quality

e OTS AQ #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, regardiess 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 CLTV 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’

Permanent Subcommittee on Investigations
EXHIBIT #26
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e OTS AQ #21 HE Line Management - Credit Line Decrease Program - (1 Observatlon) 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 awaiting OTS
acceptance.

e OTS AQ #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 F|nd|ng 2 (Recommendation) - Overall Target Date 12/31/08
Issue: Finding 2 recommends Management investigate to determine whether the
misrepresentation/fraud noted 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 Mlzerak 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

o 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

Confidential - Washington Mutual
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From: McNermey, Bob <robert. mcnerney@wamu.net>

Sent: Thursday, August 31, 2006 8:25 AM

To: Steinmetz, William J. <bill steinmetz@wamu.net>

Cc: Jacobs, Kathleen <kathleen jacobs@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 disconnéct 1s.

We are revamping our forecast for the remainder of the year.

We will have it to you mid weei< next week.

It will call for significant increase in apps and fundings.

Our goal in ARea 2 was about 600m for August..

We cannott 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.

Sent from my BlackBerry Wireless Handheld

----- Original Message-----
From: Steinmetz, 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 factuat) 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

Permanent Subcommittee on Investigations
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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. That is 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: McNemey, Bob

Sent: Wednesday, August 30, 2006 11.02 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 nidiculous.

Plus ... -
Once again......capacity is in play in DG and SA

We need to build in 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 somuchinus......

We can dominate out here!

Sent from my BlackBerry Wireless Handheld

----- Ornginal Message-----
From: Steinmetz, William J.
To: McNemey, Bob

CC: Hyde, Arlene M.; Jacobs, Kathleen; Lorenz, Holly; Stewart, Lorraine; Parres, John; Bull, Sushuma R.; Bader, John T.
Sent: Wed Aug 30 07:39:08 2006
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 AOM/ASM call.

Sent from my BlackBerry Wireless Handheld

-----Onginal Message-----

From: McNemey, Bob

To: Steinmetz, William J.

Sent: Wed Aug 30 07:24:35 2006

Subject: Fw: Hudson 3010598427 Purchase

Bill
We are getting slammed with this kind of stuff.

B

Sent from my BlackBerry Wireless Handheld
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From: Johnstone, Chris

To: McNemey, Bob

CC: Miller, Kristen E.

Sent: Wed Aug 30 07:22:57 2006

Subject: FW: Hudson 3010598427 Purchase

Keeping you in the loop on this issue with one of Chris HartmanOs filesDthe 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 thisOyou should ask your OV partrer at your
level why this happensOthanks.

Chris Johnstone

Vice President - 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 vaiue.

This is the first that Amanda and I have heard of the cancellation. I re 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 08/29/2006 3:26 PM
To: Hartman, Christopher L.
Subject: RE: Hudson 3010598427

Patricia isn Ot 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

-----Original Message-----

From: Grabowski, Amanda B.

To: Hartman, Christopher L.

Sent: Tue Aug 29 15:18:06 2006
Subject: RE: Hudson 3010598427

I don Ot know - I donOt even have the appraisal or afile

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
(fka Washington Mutual Bank, FA) (“WMB”) and Washington Mutual Bank fsb (“WMBfsb”)
and the Asset Liability Committee (“ALCO”) of WMBfsb 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 permlt 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.

E0178: Open pipeline for 5/1 and 7/1 Hybrid loans: Direct all 5/1/, 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.

Close program E0141: 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 CDO/CLO 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

Permanent Subcommittee on Investigations
EXHIBIT #28
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Market Risk Committee (MRC)
Minutes of the December 12, 2006 Meeting

The minutes 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 transactlons as part of MRC
approved Program E0176: WaMu Investments Corp (Company 467). Approval of these
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 confirmed 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 and reduce 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 7/1 hybrid ARMS by
redirecting all 5/1/, 7/1 and 10/1 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 5/1/, 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 E0141 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 2/XX/07 MRC Meeting
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Market Risk Committee (MRC)
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 MRC 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 CDOs

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 to a 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 canbe .
modeled 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 MRC 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 2/XX/07 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 subprime
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 busmess
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 of thie 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 of 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 2/XX/07 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. O’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 2/XX/07 MRC Meeting
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W Mutual

MEMORANDUM
Date: September 21, 2007
To: "~ Kermry Killinger, Steve Rotella, David Schneider, and Cheryl Feltgen
From: Randy Melby, June Thoreson-Rogers, and Debbie Amundson
Re: 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
included 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 of WaMu employees was found.

2. WaMu Exposure

— $13, 725,885
4 Properties (3 in S} Development).
Purchased 3/5/2007 for $3.8mm ($2,752m loan). 3/21/07
equity extraction refinance ($2,956m loan) with same $3.8mm appraisal.

6/19/07 equity extraction refinance ($4.8mm loan) with a new $6mm
appraisal. Application for owner occupied — property is vacant and for sale.

- 2203 577

In foreclosure and in bankruptcy. 7/23/07 appraised value $3,200,000.
Original appraised value $2,650,000 as of 3/18/2005.

S - o 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

o Brokers and Sales Manager should have been alerted to unususalfrequent
financing request activity by similar parties with appraisal valuation increases
during a short duration.

Permanent Subcommittee on Investigations
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¢ Loans to enable Bergerano flipping properties.

o —— Exception Approval Granted to purchase a ([ | [ I JID

property. “Sales Force Arbitrated Exception Approval®
« Conflict of Interest — originating loans for family member

2, Underwriting

e 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.

o Low Doc/Stated Income Loans — appropriateness and accuracy of application

information (potential fraud), especially for self employed bomrowers and
unseasoned sources of significant income to quality.

¢ Due Dilligence on applications for investment vs owner occupied borrowers
e Aggregate Liability for Borrowers — lending authorities by entity — Credit

Approval foorm doesn't give senior credit approver line of sight into makeup of
aggregate exposure and should be enhanced.
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orate Credit Review p e i 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 confirmed 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 and/or confirmed to contain 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 coding in the “Risk Mit" field 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
existed for some time. As of the report issuance date, Risk Mitigation has advised CCR the action steps have taken place
to resolve this 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 “Risk Mit" field in Fidelity is coded correctly. This includes both at the initial
referral 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 limits 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 this issue.

Risk Mitigation’s process to communicate to Home Equity Strategic Support their findings 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 resolve 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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OpTioN ARM Focus GRoOUPS - PHASE |l
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 | of the research involved 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 | of the research are summarized in a
separate report (a video summary of the groups is also available).

¢ For Phase |l 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 the|r loans. The
specific purposes of Phase i were to:

¢ Determine what makes Option ARMs appealing/unappealing for consumers

e Understand how Washington Mutual could better position, market, or enhance
this product line to increase demand

¢ Discover customers’ hot buttons for this product line

¢ |dentify any other issues relevant to the sales and marketing of Option ARM
products

The key learnings from Phases.| and Il will be used to develop concepts and positioning
statements to be used in Phase IlI of this project, which will consist of 8 focus groups to
be held among general mortgage borrowers, who may or may not be WaMu customers.
The report for Phase Il will be available by 9/10.

Methodology

Four focus groups were held August 12" and 13", 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 Jenné from
WaMu’s Strategic Market Research group. The schedule of groups is shown below.

Date Participants (# participants) 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.

17 SEPTEMBER 2003 OPTION ARM FOCUS GROUPS - PHASE Il, WAMU OPTION ARM CUSTOMERS PAGE 3
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Section 2 Conclusions & Recommendations

¢ 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 30-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.

e 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 appreciated over time.

* Many borrowers do not understand that Option ARMs are 30-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 30-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 fiexibility are key selling points

o 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 _ioan 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.

o 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

e People who were aggressively seeking the best rate and payment, and were
willing to refinance often to get them

e Multiple property owners who consolidated two mortgages into one with a lower
payment

* People who experienced temporary difficulty in meeting their monthly obligations.

“I could either get this loan or sell the house.”
- WAMU Option ARM Customer

When participants initially went to talk to a loan consultant or mortqage 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.

“My broker told me it was the best rate out there and to take it since |
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) ltis 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 fo 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 pay off 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.”
- WAMU Option ARM Customer

Beyond understanding the foan 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, choosmg 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
30 year fixed-rate loans.

» People who weren’t planning to pay off their loan liked the interest-only payment
option as this was considerably less than the full principal and interest payment for a
30-year fixed-rate loan. This option gave them more cash in their pockets each
month and allowed them to pay off bills or use the extra cash for other things. They
also liked having the ability to choose to pay some of the pnnmpal if they wanted, but
it was not required.

o 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 30-year fixed-rate loans and the penalties for
doing so are high.

Participants also stressed the importance of explaining things in easy-to-understand

terms. This point was also made by the Mortgage Brokers and Loan Consultants during
Phase | 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. | have this feeling of impending doom...it's almost too good
fo 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.

Nobody in 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 eise 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
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variation of this word into the name. The suggestions mentioned (listed in alphabetical
order) were:

¢ Chinese Menu Loan (because you o Flexipay
can choose what you want)
o Easy Flexible Adjustable o Flex Plan
o Flex ARM s Less Stress Loan (based on being

able to choose to make a lower
payment if a difficult financial
situation came up)

Flex-ability e 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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OPTION ARM FocUs GROUPS - PHASE 1
WAMU LoAN CONSULTANTS AND MORTGAGE BROKERS
David Teal
August 14, 2003

Section 1 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 of loans

Methodology

Four focus groups were held July 22™ and 23, 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 Jenné. The schedule of
groups 1s shown below.

Date Participants (# participants) 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.

o Option ARMs are sold to customers and few walk through the door and ask for them. People selling
these types of loans 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 unigue financial situation

o 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

e 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 vear fixed loan) than to sell them an Qption ARM. They can take 20 minutes and sell a
30 year fixed-rate loan, of spend an hour trying to sell an Option ARM.

o 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.

e 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 would 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 understand 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
Jjust 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 of loan, 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).

“4 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 followi_ng:

“An elderly lady with a low, fixed income needs to choose a morigage loan that will best meet her needs.
She could get a fixed-rate loan with a monthly payment of 31,400, or an adjustable rate loan with a
payment of §1,100. 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 tlalmng 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. 3 :

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

- Qutstanding 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?
- Arethey 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.”
- WAMU 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.

e 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.

e 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-rate 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.

e 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.

e For people who are not concemed 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 Broker 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 imeframe. 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 concem 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 ARM:s.

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 turn-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 refinances. 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 concems regarding this issue.

Image Concerns

Mortgage brokers voiced slight concems 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 imponant 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, I 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 if interest rates go to 12% tomorrow and I 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 $100,000 -
[ ~—ARM o Fixed | 00 ~—ARM  -+-Fixed |
i $1.$00 )__./‘/‘/ 3%
$1,600 — $80,000
s1a00 L e e s e e — $70.000
o Break-Even Point
$1,200 $60,000
/—N/

$1,000 $50,000

$800 $40,000

$600 $30,000

$400 ‘ $20,000

$200 $10,000

$- $

Jan-99 Apr-89 Jul99 Oct-89 Jan00 Apr-00 Jul00 Oct-00 Jan-99  Jul-89 Jan-00 Jul-0Q Jan-01 Jul-01 Jan-02 Juk02 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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xbasis and tangible economic
: or greater interest rate risk.

tion: ARMS structuredto ‘mitigatg the potential effect of negative amortization. Stable minimum payments for
-2-mionth periods, annual payment adjustment caps, slow moving indexes, and a lifetime interest rate cap can
X Of: tha:tisks of Option ARM loans over time.

ARM borrowers select the minimum payment every month with very high persistency, regardless of
erest rates or payment adjustments. However, the selecting the minimum payment option does not
| to'the deferral of accrued interest or increased negative amortization. :

on ARM Performance and Risk Management :
Has many years of experience originating Option ARMs primarily through the Retail and Wholesale channels.

,,,,, e 1999 more than 60% of all aggregate Option ARM payments led to interest-only or positive amortization. As a
esult, the dptlon ARM por_tfollo currently has positive net amortization.

:ess than 1% of all loans originated since 1999 exceeded 105% negative amortization. Very few loans reached the
;"5 year payment 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 by WaMu'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.

-Confidential - Washington Mutual
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Borrower Payment Options

ity to select one of up to 4 payment
jar the life of the loan.

« Lifetime Interest Cap.
‘Optioh ARM minimum monthly payments adjust annually
while:the interest rate adjusts monthly according to changes

Option ARMs are avallable with a 40-year term.
»"In contrast, Hybrid. ARM payment amounts and interest -
rates periodically adjust at the same time.

"« Minimum Payment — lowest payment necessary to remain current

The Borrower has up to 4 payment options each
month, although not all options are available every
month: . '

* 15-yr Pmt - amortizes the loan within a 15-year term

« 30-yr Pmt — amortizes the loan within a 30-year term

* Interest Only - principal balance remains unchanged

on loan obligation

* A Payment Option is not availabls in any month when the
minimum payment amount is a greater than the amount of
another payment option.

—_

Amortization

Option ARMs can incur negative or accelerated
amortization depending on changes in the Index

value and the Borrower's payment selection:

* The minimum payment for the first year Is set according to the
initial start rate. .

* That initial payment typically does not cover accrued interest
when the fully-indexed rate becomes effective.

» Negative amortization can occur for a few years if the
minimum payment option is consistently selected.

. * Negative amortization is less likely to occur atter the first 5th
year recast because the minimum payment becomes an
amortizing payment unless the fully-indexed rate rises enough
to cause negative amortization.

The Minimum Payment undergoes annual adjustments
-and is recast every 5" year or when the neg am cap is
reached:

7-1/2% each year until it reaches the P&! amount based on current
terms.
= The minimum payment becomes the P&l payment amount every 5™
year of if the negative amortization cap is reached.

* Payment.shock at the time of the first recast can be substantial if the
borrower has consistently selected the minimum payment.

*» The minimum payment becomes the P&l payment amount if the
borrower becomes seriously delinquent.

.Minimum Payment Adjustment

The minimum payment can increase or decrease by a maximum of
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>ayment Options

P&! Paymert (15-yr super amortization)
/ 110% nog-em limk recast adjustment
Pl Payment 20v1) e e —
Interest Only Payment

1.5% annual adjustment
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Newly originated Option ARMs with base pricing are projected to reach the negative
amortization cap in the 37% month after origination if the borrower always selects the minimum
payment option. '
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Conforming Originations
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monthly payments made since origination

for each vintage. More than 95% of those payments were minimum payments
and less than 40% of those minimum payments led to negative amortization.
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Each bar represents the aggreg'ate of payments for each monthly vintage in 2006.
- Minimum payments are amortizing amounts during the start rate period,
thus significant levels of negative amortization do not occur until 3 months after origination.
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The incidence of payments with negative amortization
rises when the MTA Index increases
and drops when the MTA Index decreases.
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‘Neg-Am Trend
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is similar to the 2001-2002 experience.

- The recent rise in the incidence of negative amortization at the portfolio level -
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Incidence of Negative Amortization by Vintage
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However, the amount of
cumulative negative amortization
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was very small, less than 0.60%.
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5t Year Recast

Loans At61st month Recast
"""" : ‘WA WA Max Loan Origination] 90+ DQ Rate 90+ DQ Rate
Gaount:: Ve FICO Payment| Count Volume % Pre-Recast Post-Recast
700 % 3,272 5% 1% 1%
671 12% 4,706 7% 4% 3%
664 24% 2,134 3% 7% 5%
611 36% 24 0% 81% 19_?&
696 6% 3,654 3% 1% 1%
672 10% 8,143 9% 4% 2%
636 21% 71 0% 46% 12%
612 231' 14 0% 100% 44%
.688 - 8% 238 1% 1%
674 9% 041 3% 2%
»1056% -- 110% 588 21%
> 110% 2 0% | 659  44%
100% 43,279 91% 684 11%
>100% -- 105% 5,126 9% 679 15%
>106% -- 100% 11 0% 623 23%
> 110% 2 0% 678 41%
100% 70,807 54 % 692  11%
>100% -- 106% ] 16,139 16% 680 15%
>108% -- 110% 8 0% 700 33%
» 110% 7 0% 665 16%
100% 81,561 41% 700 7%
>100% -- 105% | 112,381 59% 688 9%
>108% -- 110% 11 . 0% 667 13%
> 110% 3 0% 668 16%
100% 40,632 24% 713 4%
2005 |> 100% -- 105%)] 119,878 T76% €96 3%
> 105% -- 110% 1 0% €44 0%
2006 unry 100% 18,222 69% 718 0%
June) >100% -- 105% ] 13,732 41% 702 0% -

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.

" ] washington Mutu
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The quality of originations has been improving since 2000.
| Washington Mutual

Confidential

....... Serlo;t DQ REO %
SSEEEN ALL CHANNELS
604 — 72% 36% 9.70% 3.06% 0.68% 0.07%
682 74% 39% 14.64% 6.07% 0.30% 0.04%
699 73% 29% 8.52% 3.07% 2.56% 0.32%
693 1% % 9.14% 1.31% 3.07% 0.32%
685 1% 34% 9.37% 2.09% 1.94% 0.23%
701 70% 33% 7.45% 1.71% 1.24% 0.09%
. $68,868 700 71M1% 36% 7.08% 1.89% 0.87% 0.04%
$62,206 85.2% 709 1% 38% 4.14% 1.10% 0.26%  0.02%
$14,905 95.2% 716 1% _ 7% 1.41% 0.86% 0.01% 0.00%
WHOLESALE CHANNEL )
. 602 —11% kL{' 3.00%  247% | 0.80% __ 0.00% |
$74,029 0.6% 680 74% 37% 13.85% 3.88% 0.29% 0.05%
$12,657 6.8% 699 73% 27% 7.31% 2.24% 267% 0.37%
$4,318 0.9% 683 71% % 8.05% 1.36% 3.23% 0.35%
$8,483 19.8% 694 1% M% 8.16% 1.91% 231% 0.24%
$14,232 40.9% 697 T1% . 2% 7.20% 1.70% 161% 0.16%
$30,693 60.6% 698 72% 35% 6.62% 1.67% 0.81% 0.07%
$29,830  88.1% 708 1% 35% 3.93% 0.77% 0.26% 0.02%
$7.422 96.2% 718 71% 36% 0.98% 0.74% 0.02% 0.00%
RETAIL CHANNEL
$177,693 33.2% 696 1% 7% 10.50% 3.66% 0.58% ___ 0.05%
$72,715 1.1% 684 75% 41% 1675%  6.16% 0.33% 0.04%
2000 $8,430 9.5% 699 74% 2% 1028%  4.26% 2.40% 0.25%
2001 $3,032 10.6% 691 71% A% 11.00% 1.20% 2.84% 0.27%
2002 $8,088 19.3% " 696 71% u% 1112% 2.20% 142%  0.17%
2003 $14,633 35.9% 703 70% 3% 7.96% 1.72% 0.91% 0.04%
2004 $33,781 §3.6% 702 71% 38% 7.89% 2.10% 0.54% 0.02%
2005 $30,388 84.9% 710 71% 7% 4.48% 1.38% 0.24% 0.01%
2008 $8,646 94.9% 712 71% 38% 2.04% 0.97% 0.00% 0.00%
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Originations

FICO « LTV »=
______ WA EICO WALTV. WADTI 620 00%
LOW DOC .
4% 714 TR 3% % % ]
...... 88.4% . 712 69% 33% 4% 0%
91.8% 712 69% 39% 3% 0%
. 92.2% 713 69% 34% 3% 0%
$3,856 92.9% 712 69% 34% 3% 0%
$3,275 94.2% 710 89% 34% 3% 0%
$2,069 94.8% 708 69% 35% 3% 0%
....... $2,852 94.3% 705 69% 36% 3% 0%
$2,045 94.4% 708 69% 38% 3% 0%
$1,613 95.6% 716 69% 36% 1% 0%
$2,057 98.0% 719 71% 38% 1% 0%
$1,732 28 .4% 722 70% 36% 1% 0%
$2,283 99.6% 724 70% 36% 0% 0%
$2,456 _89.1% 728 T0% 36% 0% 0%
NON-OWNER OCCUPIED i
$6,171 92.0% 719 T0% 3% 0.05% 0.36% |
$872 88.6% . 720 T0% 33% 1% 0%
$723 91.7% 720 70% 36% 1% 0%
$773 92.0% 719 70% 33% 1% 0%
$676 92.7% 720 70% 34% 1% 0%
$673 94.2% 716 70% 33% 1% 0%
$463 93.2% 712 89% 33% 1% 0%
Dec-05 $383 93.1% 711 69% 34% 1% 0%
Jan-08 $293 93.6% 713 70% 34% 2% 0%
Feb.08 - $224 95.4% 718 69% 34% 0% 0%
Mar-08 s276 96.8% 719 71% 36% 0% 2%
Apr-08 $234 99.2% 723 70% 32% 0% 1%
May-08. $317 99.9% 726 70% 33% 0% 1%
Jun-06 $363 85.6% 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.
Washington Mutual

Confidential

16

JPM_WM00212655



liilustration of odds that an Option ARM borrower with a specific
characteristic will become 90+ days delinquent (relative to other
borrowers) '

Methodology: Multivariate stepwise logistic regression analysis of WaMu
historical Option ARM performance data (1999 - 2006 originations)

Relative Odds of S

FICO <620 LTV' > 80% Loan Size > DTI >= 55% Income <=
' $600K $55K -
Confidential Washington Mutual
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: T 45

: ﬁéihodology: Multivariate & univariate logistic regression analysis of
WaMu historical Option ARM performance data (June 1999 — June la

2004 originations)

138

-
o
-

Relative O.d

o
o=
»N
{091d) Aauvenbuyaq snouas j0 EppO aINjosqyY

15% Minimum Payment Increase

T 0.5
oant. - () 0 ¥ - < o
300--639 ' 640679 680719
At-Origination FICO Range
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.
Confidential Washington Mutual
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Relative Odds of

originations)
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—
t
--

1
b4
o

—

1%--50% . »80%~70% »70%-80%
At-Origination LTV Range

»80%

The at-origination loan-to-value ratio is the 2n 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.

Confidential
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|:Gyr'Changes

ecording to FICO, LTV, Loan Amount, and Loan
ts, Co-ops, documentation, secondary financing,

arameter Exception Pricing adjustments properly
¢ompensate for risk according to FICO, LTV, loan amount,
and layered risk

Qualifying Rates

Option ARM qualifying rates are determined
according to a risk-based formula imbedded in an
automated mechanism that incorporates market
dynamics:

* QRs are egual to the fully-indexed rate

* QRs include risk-based margin adjustments and parameter
exception pricing adjustments

* QRs will automatically adjust with monthly index value changes

Negative Amortization Limit

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.

NOO Limits per Borrower

- 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 million.

Confidential | ~ Washington Mutual
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e_.-:effect was a narrowing of the margin-start
rate “depth”, as indicated by the change in
start rates and margins between Ma y 2005 and
June 2006 originations.

ing — Teaser Depth

Margin-Start Rate Depth (May 2005) |=—

Lg

Teaser Rate “depth” by FICO and LTV
combinations (May 2005 Originations) was
wider before risk-based pricing became
effective in June 2005:

Owner- Margin-Rate Depth (May 2005)

Occupied 1--70 >70 — 80 >80 - 40 >80
300 - <620 1.69 1.75 0.24 0.00
620 - <680 1.68 1.76 0.12 -0.97
680 — <720 157 1.60 0.17 -0.25

720+ 1.36 1.22 0.02 -0.68

Margin-Start Rate Depth (June 2006)

One year later, teaser Rate “depth” by
FICO and LTV combinations narrowed
considerably, as seen in the June 2006

Change in Depth (May-05 — Jun-06

Teaser “depth” narrowed for higher risk categories
and widened in lower risk categories or when start
rate discounts did not exist:

originations. .
Owner- Margin-Rate e Depth (June 2006) ~Gwner- BPFS change In Margin-Rate Depth (May-Jun)
Occupied 170 >70 — 80 >80 — 60 >90 Occupied 1—70 >70 = 80 >80 — 80 90
. 300 - <620 0.45 . 0.e7 -0.84 -1.43 300 - <620 (125) . (108) (108) (143)
620 —~ <680 1.26 1.44 0.56 -0.49 620 — <880 (41) (35) 45 48
680 - <720 1.78 1.89 0.65 0.47 680 - <720 21 29 47 72
720+ 1.48 1.82 1.00 0.21 720+ 10 © 60 98 87
Confidential m Washington Mutual
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* Rate

2.0% A

1.5% -

Welghted-Average
- Margin

Welghted-Avérage
Start Rate

\ Risk-based pricing was
implemented in June 2005 and
has Influenced both Option ARM
margins and start rates.

/N

AV

1.0%

49
B, %>

A e LA S S S me

g A e o e P e sy

Origination Month
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" 590.619 620-659 660-639 .700-739 740-779  TEO

t Mitigate Credit Risk

EDE Decisioning

Option ARM auto-approvals shows a strong
correlation by requested LTV:

100% 1 oD c05
20% 1 o0
e F ¢ b-06
80% oMo t-0B
g 70% —May-06
E 60% w—05-May
e
- 50%
. &
3 40%
3 30%
20%
10%
0%
0% - 50% > 50% - 60% > 60X - 70% 80% 0% >90%

Anti-Fraud Tool

Third Party Due Diligence

Third Party Relationships are constantly
evaluated for compliance to policy:

* YTD 2006 broker terminations were primarily due
to delinquency, fraud and churning.

‘risk-related inconsistencies through separate borrower- and

::Appraved : ::Termrinated : W::Iﬂiﬁ:::::%d\us
] 2569 421 1477 33
192 13 35 1 -
4,092 521 1,149 11 -
&ﬁ::::::::::ﬁ?::::::.  EEE R RS

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:

* The fraud tool will evaluate 1003 data integrity and reveal

property-related scores.

« “Red Flags" will explain transaction level scores and rules-
based criteria will determine subsequent actions or decisions.
* 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).

Confidential

Washington Mutual
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Option ARM_ 0.41%
30-Yr FRM 0.16%
0.00% - v T T r — - —— ———r— —— ——r y ,
‘@qh"&%%%‘%%ﬁk '@%‘6%%«%‘%‘@‘6«@%%
g g, B, gy U, Yy, Q‘%, 0,0, %, 000 0 B 0,
As Of
Confidential Washington Mutual
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ssk-f’Premia

ARM: o 30-Yr FRM
::1:365,066,743,334 | Loan Pool Balance** $20,426,355,708
- 195,861 Loan Count™* 126,314

698
76.5%
0.41%
2.16%
18.80%
0.13%
0.70%

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%
Basel Il Economic Capital 0.34%

15.0%

15 0°/o

Capltal Chaﬂe

: welghted by at- orlglnatlon balance

o Wetghted by at-origination balance
“* 10% random sample of al FRM 30 production since 2003

METHODOLOGY

WaMu ALLL-calibrated Loan Performance Risk Model v3.1 (Prlme SFR)
Stochastic 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

Washington Mutual
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itat Charge

ability :of- Default

s: Given Default .
lized Loss Rate

il Economic Capital

$181,008,975
$1.117,584,368
0.38%

2.32%

16.20% .

0.13%

0.83%

15.0%

R2%

"weighted by at-origination balance

—Option ARM Non-Owner Occupied

Loan Pool Balance
Loan Count

Lifetime Loss Rate

Loss Given Default

Capital Charge

Weighted-average* FICO
Welghted-average* LTV

'0.50%
Probability of Default

Annualized Loss Rate
Basel I! Economic Capital

$13,010,494,176
59,641

712

70.4%

1.49%
33.96%
0.13%
0.97%
15.0%

0.28%

* weighted by at-origination balance

Confidential

y NOO, Low Doc

Option ARM Full Doc

Loan Pool Balance
Loan Count

Weighted-average* FICO
Weighted-average* LTV
Cumulative Lifetime Loss

Lifetime Defauit
Lifetime Loss Rate

Probabliity of Defauit

Loss Given Defauit

Annualized Loss Rate -
Basel Il Economic Capital

Capital Charge

$19,897,108,578 |
70,603

700 -

76.4%
$84,429,524
$389,808,825
0.42%
1.98%
21.66%
0.12%

0.76%

15.0%

0:24%:

* weighted by at-origination balance

Option ARM Low Doc

Loan Pool Balance
Loan Count

Lifetime Loss Rate

Loss Given Default

Capital Charge

Weighted-average® FICO
Weighted-average* LTV

Probability of Default

Annualized Loss Rate
Basel Il Economic Capital

$43,515,545,998
106,146

697

68.1%

0.41%

2.31%

17.81%

0.12%

0.70%

15.0%

* weighted by at-origination balance

Washington Mutu

al
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aby FICO-LTV

LTV

>60%—70% >70%—80% >80%—90%

o/

Confidential
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Option ARM

Board of Directors Meefing
October 17, 2006

David Schneider
President, Home Loans
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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 why we 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 6, 2008 Page 1
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Option ARM Overview

Product Characteristics

.- Characteristics - Four Monthly Payment Options
"« Minimum payment
« Interest only
7.« Full principal and interest
* . * Full principal and interest (15-year amortization)
» Product Types
1 or 3 month introductory start rate periods (12-
MTA or COFI index), 30-year or 40-year terms

-« Features
* The accrual interest rate resets 1% day of each
month following the introductory period

WaMu Option ARM Quick Facts

anding ($ billlen)

— B50%, 1% 63%) b 54%
%E@Eﬁo of Ng Am ;zg : 0.9%] 0.0% 0.9%) 0.8%

Avg LTV At Origination T1%| 71%) - 12%

Avg LTV: Currert (3) 56%)

Avg FICO: Al Origination 699 735 712] 707 716

Avg FICO: Current (4) 708] ’

% with FICQO <680 & LTV >80 4%) 3%] 1%] 3%| 1%)

(1) Incidence is the percent of balances sctively deferring Inferest ss of 8/31/06

(2) Magnitude Is capitaized deferred irtersi as a percent of outstanding balances

(3) Estimated curent LTV based on OFHEO repeat sales index as of 15t Qir 2006

4) FICO score refreshed as of 6/30/06

Prqduct Mechanics

* Introductory Rate and Equity Access
+ Introductory rate lasts for 1-3 months .

. Introductory rate used to calculate first 12
“minimum payments”

« Minimum paymentis “recast” each Sth year (or
when negative amortization reaches cap)

« Negative amortization is deferred interest and is
added to unpaid principal balance -

» Change Caps and Recast

» The current negative amortization cap is 110%
of original loan balance

+ Negative amortization cap scheduled to change
to 115% by end of 2006 (new originations only)

+ |f negative amortization cap is reached prior to
5t year anniversary, loan is recast to fully
amortizing payment over remaining term

» Minimum payments can adjust by a maximum of
7.5% each year until reaching a fully-amortizing
payment; annual payment cap does not apply
when recast occurs

Market Share 2005 Q12008 Q2 2008
WaMu 20.4% 12.1% 14.6% .
October 8, 2006 Page 2

Option ARM Discussion
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Industry Product Mis_conceptions - Option ARM

Concerns

» Introductory rate (negatively referred to as
a “Teaser” rate)

» Negative amortization resuits 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

WaMu Mitigating Procedures

Qualified at a fully indexed rate and P&l payment
FICO score limitations (no subprime borrowers)
Loan to value limitations

Risk-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

Better 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

Best-in-class disclosures .
Fed “charm book” utilized WaMu disclosures as
baseline for example for other lenders

Option ARM Discussion

October 8, 2008 " Paged
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Executive Summary - Guidance on Non Traditional Mortgages

Alternative Products — (Iinclude 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 pe‘rformed 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 important 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
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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 quallfymg borrowers risk

' 'layenng, and documentation.

Portfollo 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, whlle there are some operational changes forthcoming, the
impact to Home Loans with regards to the origination of the Option ARM product appears limited.

+ 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 contlnued healthy demand for this product if positioned appropnately with our customers

- Option ARM Discussion ’ ' October 6, 2006 Page §
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Option ARM Accounting

Income Recognition Policy

~+ The press suggested recognizing income on cash receipt might be a preferable accounting
policy. Itis not GAAP. :
» Accrual accounting recognizes interest income at contractual rate when it is earned, not
when collected. o '
« If borrower pays minimum payment, unpaid interest must be booked when collectability is
reasonably assured.
~* Ifinterest 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 the balance sheet date may be
reserved. ’

Allowance for Lease Losées on Option ARMS

* Loan balances reviewed under the ALLL process include cap’italized negative amortization.
+ Separate calibration dial for Option ARMs in ALLL calculation.

ALLL by Product Type (bps)

Prime ==
Optlon ARM mrm

Sub Prime |

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

0 20 40 60 80 100 120 140 1 60

Option ARM Discussion October 8, 2006 Page 6
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Option ARM Accounting

Observations and Conclusions

* Observations
- Annual and lifetime |nterest rate and negative amortization caps protect borrower.
— Current underwriting at fully-mdexed 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
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From: Killinger, Kerry K. <kerry killinger@wamu.net>

Sent: Tuesday, Apnl 3, 2007 12:42 PM

To: Rotella, Steve <steve.rotella@wamu.net>; Casey, Tom <tom.casey@wamu.net>;
Magleby, Alan F. <alan.magleby@wamu.net>

Subject: FW: Option ARM's

Guys,

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. | 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, 2007 3:44 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, | 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 reparting 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 downtumn;

(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_WMO05646707





















e = Redacted by the Permanent

Subcommittee on Investisations

From: Feltgen, Cheryl A. <cheryl feltgen@wamu.net> e
Sent: Tuesday, February 20, 2007 3:50 PM
To: Beck, David <ul172571@wamu.com>; Chen, Youyi <u206428@wamu. com>; Ellson,
Richard W. <u212931@wamu.com>
Ce: Shaw, Robert H. <ul64181@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 sale

David, Youyi and Rick:

My team and | look forward to receiving the loan level detail on the pools of Option ARMs we are considering for
sale. | 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. | 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,

| reviewed the HFI prime loan characteristics that contributed to rising 80+ delinquency rates between 1/06 -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%). | recommend that we select loans with some or all of these characteristics to develop a HFS
pool.

Below, | 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 + $351k-1mil — 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- I (mobile) )

robert.shaw@wamu.net

Permanent Subcommittee on Investigations
EXHIBIT #41
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Market Risk Committee (MRC)
Minutes of the March 9, 2007 Meeting

The MRC of Washington Mutual, Inc. (“WMI” or the “Company”); Washington Mutual Bank
(fka Washington Mutual Bank, FA) (“WMB”) and Washington Mutual Bank fsb (“WMB{sb”)
and the Asset Liability Committee (“ALCO”) of WMBfsb 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 BOLI as follows: _

- Added a Transaction Type 22 for BOLI 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 authority 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 (HFT) ARM and COFI ARM retention criteria to include only
the following loans for HFI effective March 12, 2007; Super jumbo > $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, 2007 from HFI to HFS (excluding HFT 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 o
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 4/XX/07 MRC Meeting
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Agenda item 2: Authorized Individuals Standard Changes (BOLI)

Ms. McCarthy reviewed a proposal to establish a separate Transaction Type for Bank Owned
Life Insurance (BOLI). Currently BOLI activities are conducted under the Investments
Transaction Type. Separation will provide crisper distinction of authority for BOLI 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 BOLI Transaction Type and the Authorized
Individuals as proposed. Ms. Novak seconded the motion. The motion was unanimously
approved.

Agenda item 3: HFI/HFS 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 ARM loans 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 4/XX/07 MRC Meeting
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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 8" 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 to 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 fulfiliment 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 of 203 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 of loans 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

t0 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

Approved at the 4/XX/07 MRC Meeting
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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 HFI/HES pipeline status report was provided for member review.

. Agenda item 7: HFI/HFS 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.

Approved at the 4/XX/07 MRC Meeting
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MINUTES

July 11, 2008
Market Risk Committee

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 11, 2008 in SoDo Conference room of WMC 15 from 10:00 a.m. to Noon

MRC Voting Members

X Michelle McCarthy, Chair “Tom Casey Suzanne Krahling
Carey Brennan X Cathy Doperalski : Scott Maw
X David Beck (phone) X Robert Williams (phone) X Michelle Grau-Iversen (phone)
X Diane Novak (phone) X John Woods '
X Don White X Jim Hunt (phone)
Sandy Boa* X David Githooley
John McMurray ~ Melissa Ballenger
* Commercial matters only.
WMB fsb Voting Members
X Michelle McCarthy, Chair Tom Casey John McMurray
Carey Brennan X Cathy Doperalski Melissa Ballenger
X Jim Hunt (phone) . X David Gilthooley
X Diane Novak (phone) X John Woods
X Robert Williams Suzanne Krahling
Non Voting Members
Attendees
Monica Berger, secretary Dick Fisher Jim Callahan
Steve Stearns Bill Rice (phone) Sam Crocker
Dave Coultas - Lisa Shepherd (phone)
Bob Batt Rolly Jurgens

Al. None - See D4 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

Approved <date approved> Permanent Subcommittee on Investigations Page 1 of 6
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- Removed narrow definition of retail deposits, defined wholesale funding and other asset based funding;
- Changed approval oversight of changes to the base case and stress scenarios from the Chair of MRC to the LMWG.
VW Liquidity Management Standard:

- Added a section outlining LMWG responsibilities.

Appendix S-B 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, may or 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, may or may not hold an SVP officer title.

Mr. Gilhooley moved to approve the revisions as presented. Mr. Woods seconded the motion. The motion was unanimously
approved. '

Follow Up Items: None ' Assigned: N/A Due: /A
1

2.

"B4. 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
management 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 Ms. Shepherd/ Mr.  TBD
transaction. _ Jurgens

2.

or::

B5. 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, WM|, WMBfsb;
Ed O'Brien: TT2 investments Level B at WMB, WMI, WMBfsb;
Dave Coultas: TT11 Derivatives Leve! 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 Stearns: TT 21 Credit Card Level B at 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 ' ’ Assigned: N/A Due: N/A
1.
2.
Approved <date approved> Washington Mutual, Internal Use Only Page 3 of 6
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