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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

Confidential
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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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y Region
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More than half of the loans were originated in California.
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Each bar represents the aggregate of all
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" 2003 2004 2006 2008
Vintage

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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zléétion Trend_

Xopui VI

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

r;é Loans as % of Total Outstanding Balance
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is similar to the 2001-2002 experience.

- The recent rise in the incidence of negative amortization at the portfolio level -

Confidential Washington Mutual
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Incidence of Negative Amortization by Vintage

350 1 [emm@UPB (5bl) ——incidence |
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However, the amount of
cumulative negative amortization
as a % of outstanding balances
was very small, less than 0.60%.

170w "~ The serviced Option ARM
{ 60w portfolio as of 12/31/05 had a
1 :g: i high incidence of balances with
1 agw negative amortization, heavily
120% influenced by recent vintages.
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The serviced Option ARM

T65% § portfolio as of 12/31/05hada -

leow & high incidence of balances with

55% : negative amortization,

| so% dominated by the 740+ FICO
score category.

However, the amount of
cumulative negative amortization
as a % of outstanding balances
was very small and lowest in the
740+ FICO score category.

Magnltude of Negative Amortization by FICO
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e B
£ 520 } 000w #
1 0.65%
solm . — = B B B B B & | 0.60%
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tion ARM Portfolio

Amortization

jative

Incidence of Negative Amortization by LTV
$60 - - 70%
(S UPB () —icidance | 1 es The serviced Option ARM
o | 18% g portfolio as of 12/31/05 had a
_ T55% g high incidence of balances with
$20 1 T 50% 2 negative amortization,
T 45% dominated by the low LTV
s0 B L 40% categories.
<60% »60- »>70- »>75 »80- >85 >90- »>85% Average [ .
70% 75% B0% 85% 90% 95%
Magnltude of Negative Amortization by LTV
$50 0.7%
: However, the amount of w1 gw (SR UPB (Sbil) —Magnitude | 4 0l6%
L ~cumulative negative amortization o $% 4 1os% @
i as a % of outstanding balances is 2 :g 1 1 o04% 3
= ~ small and declines in higher LTV £ 520 10.3% 2
categories, a result of smaller start | ~ ] t02% E -
rate discounts from risk-based 1 1 g;:
pricing. <60% >80 >70 75 >80 >86 >80 >05% Aversgs
70% 75% B80% 85% 90% 985%
Confidential Washington Mutual
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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%

15
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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
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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=
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{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
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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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1.5% -

Welghted-Average
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Welghted-Avérage
Start Rate

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

LTV

>60%—70% >70%—80% >80%—90%

o/

Confidential

Washington Mutual
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