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.... : ~::: : Pm!9n: ARM: !Q~n~ :P.:re~'-~f~fr:Qw.~~:wlth flexible payment options on a monthly basis and tangible economic 

. . . . : : .. :::: I)e.r;t~f!~: (!~e.f: :c~~t.l: fl.~w.c;>~II.9Il~q!'lsand reduced initial Interest costs) in return for greater interest rate risk. 

.... : ~::: :optid,;: ARMS :are:str:ociurekhb :niitlgate the potential effect of negative amortization. Stable minimum payments for 
:::.:.:. ~.2..;m~ntt:l: pe(fodso,: ~nnu~1 :pa~ent adiustment caps, slow moving indexes, and a lifetime interest rate cap can 

•••• :: •• :::: r1'1~Q~~t~ pr:~~~t m~:risks of Option ARM loans over time. 
: ... :: .. :Alriiostall:Optton:ARM borrowers select the minimum payment every month with very high persistency, regardless of 
::.:::: :chaiiges:in: tRe :iiiterest rates or payment adjustments. However, the selecting the minimum payment option does not 
: : : : : : ~[~~ :re~<:I tt;:the deferral of accrued interest or increased negative amortization. 

.... :Wa:Mu ~o.ptron 'ARM Performance and Risk Management: 
: ~::: :W~M~: h~s many years of experience originating Option ARMs primarily through the Retail and Wholesale channels. 

.... : ~::: :Since'199~ more than 60% of all aggregate Option ARM payments led to interest-only or positive amortization. As a 

... ::::::: :t~$Ult, the uption ARM portfolio currently has positive net amortization. 
:~::::~ess than 1% of all loans originated since 1999 exceeded 105% negative amortization. Very few loans reached the 
: :. .::. 5th year payme'nt recast period and usually had better credit performance after recast 
~::: Option ARM origination quality has been consistent or improving since 2005, regardless of channel, documentation, 
: : . . or category risk. . 
~ Recently implemented policy changes has mitigated the credit risk of recent Option ARM originations. 
... Risk-Based Pricing, implemented in June 2005, has the effect of limiting Teaser Rate "depth" for higher risk 

borrowers and transactions. 
... The credit risk of Option ARM originations in 2006 and beyond is further mitigated byWaMu's Enterprise Decision 

Engine and other practices. . 
... Expected credit-losses and capital charges for unexpected credit losses have been quantified and are incorporated in 

risk-based pricing adjustments at the loan level. This approach enables competitive risk-adjusted pricing across the 
credit spectrum within the prime market segment. 
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:: iJ:: l3~yrn$niti·f:TIi~~tyr~:~ 9f the Option ARM 
....................................................................... 

:r=: :~. *7 .. ~: :M.: 1l.-...!O:!!P~t~io~n~A~R~M~s::.!a~re~u~n~iq;CU!!e:"'-J[F::=:: :=:. =" '=F"""""''''''''''''''' Borrower Payment Options 1 ....... """""~ 
· . . . . . . . . . . . 
:: Qpt,;,;,i:i. ARM.~ ~(j:~W,;e.i:i.i: #oin any other 

:: : '7@1i1~g~ pr9(j4#::: ::::: : : : . 
:: ,~, ,e.Qff~~ h~~~('J:iI~Y.~!:i seleel one of up to 4 payment 

, ppt~rei ~iI.<il'1)lio;;tlj,oy$i'"the life of the loan. 
'. :::~, ,interest Is'i.ccru8d:monthly according to the: 

. :,:,,:,~ Inliliit start Rate for a short-term period, or 
• : : : : : .~ F:.;.irY.·~)~dexed Rate for the remainder of the loan, or 

.. ,,:,,: ~ p~~r.ne Interest Cap. 
,", :9.PtfQ~ ARM minimum monthly payments adjust annually 

: ,Whlle:the Interest rate adjusts monthly according to changes 
'liI,tbiilndex. 

: : ';:Opilon ARMs are ava/lable with a 4G-year term. 
:;: :in contrast, Hybrld.ARM payment amounts and Interest 
,rates periodically adjust at the same tIme. 

The Borrower has up to 4 payment options each 
month, although not al/ options are available every 
month: 
• 15-yr Pmt - amortizes the loan within a 15-year term 
• 3G-yr Pmt - amortizes the loan within a 3G-year term 
• I~erest Only - prlnclpa.1 balance remains unchanged 
• Minimum Payment -lowest payment necessary to remain current 
on loan obligation 
• A Payment Option Is not available In any month when the 
minimum payment amount is a greater than the amount of 
another payment option. 

"""""---I: Amortization :I---~I====~~ Minimum Payment Adjustment :1===1 
Option ARMs can Incur negative or accelerated 
amortization depending on changes In the Index The MInimum Payment undergoes annual adjustments 
value and the Borrower's payment selectIon: . and Is recast every 5'" year or when the neg am cap is 
• The mInImum payment for the first year Is set according to the reached: 
Initial start rate. • The minimum payment can Increase or decrease by a maldmum of 
• That Initial payment typIcally does nol cover accrued Interest 7-112% each year untif It reaches the P&I amount based on current 
when the fufly-lndexed rate becomes effective. terms. 
• Negative amortization can occur for a few years if the • The minimum payment becomes the P&I payment amount every 5111 

minimum payment option Is consistently selected. year or If the negative amortization cap Is reached. 
• Negative amortIzation Is less nkely to occur aller the lIrst 5111 • Payment shock at tha time of the IIrst recast can be substantial If the 
year recast because the minimum payment becomes an borrower has consistently selected the minimum payment. 
amortizing payment unless the fuDy-lndexed rate rls8s enough • The mlnlmum'payment becomes the P&I payment amount Ifthe 
to cause negative amortization. borrower becomes sarlously delinquent. 
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Newly originated Option ARMs with base pricing are projected to reach the negative 
amortization cap in the 37th month after origination if the borrower always selects the minimum 

payment option_ 
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Each bar represents the aggregate of all monthly payments made since origination 
for each vintage. More than 950/0 of those payments were minimum payments 
and less than 40% of those minimum payments led to negative amortization. 

Confidential III Washington Mutual 
7 



....... .................. ....................................... . . . . . . . . . . . . , . . . . .. .. .....................,.............. . ........ .......................................................... .. 
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:S"::-::o::"r"::r:::o:"::w::::::e:::::r:::::S::::::e::::1" "e:::::c::::t":e:<a::" " P":::""a:::::y::::m":: ent Behav"lor 
.... , ....... . ............... , "... . ...... .... . .. 

::::::::,:::::::::::::::::::'::::::::::::::::::::::::::::::::::::::.:: ::::::' .. 

" Jan.o6 F.b·OS Mar.oS Apr.08 May.08 Jun.o8 

2008 Vlntag. 

Each bar represents the aggregate 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 
rise.s when the MTA Index increases 

and drops when the MTA Index decreases. 
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The recent rise in the incidence of negative amortization at the portfolio level 
is similar to the 2001-2002 experience. 
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The serviced Option ARM 
portfolio as of 12131105 had a 
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negative amortization, heavily 
influenced by recent vintages. 
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However, the amount of 
cumUlative negative amortization 
as a % of outstanding balances 

was very small, less than 0.60%. 
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However, the amount of 
cumulative negative amortization 
as a % of outstanding balances 
was very small and lowest in the 

740+ FICO score category. 
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The serviced Option ARM 
portfolio as of 12131105 had a' 

high incidence of balances with 
negative amortization, 

dominated by the 740+ FICO 
score category. 

Magnitude of Negative Amortization by FICO 
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The serviced Option ARM 
portfolio as of 12/31/05 had a 

high incidence of balances with 
negative amortization, 

dominated by the low LTV 
categories. 
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However, the amount of 
cumulative negative amortization 
as a % of outstanding balances is 
small and declines in higher LTV 

categories, a result of smaller start 
rate discounts from risk-based 

pricing. 
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at 5~h Year Recast 
...... . .... . ... ... 

Less than 1 % of all loans originated since 1999 exceeded 105% neg-am. The 
maximum payment adjustment from the original payment was small and. very few 

loans reached the 5th year payment recast period. 
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: :O'-:::p:::::t':"I':o:::::n::::A::"::R"::-:M":::" :O':::'::r::I;':g:::: :n::::a:::::t':-I:o:::::n:::s by Channel .... ", ...... " .. " .. . ... ..... .. " ... . 

:::::::::::.:::::::::::::::::::::::::::::::::::::: ::::::::::::.::. ::::::.:::: ... 
. " ..... ........................................ ........... 

: ¥~~~ge: : ~~~i:,~::~~~~~:::::~ ~~: : ...... FICO c 020 LTV"' 9O~serlO~ DQ REO % WAFICO WALTV WADn 
..... , .... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ALL CHANNELS .............. . .......................... 
··overail " ·::$371700: ..... 33.3"Ao 894 n% 311% 9.70% 3.011% D.118% 0.07% 

" .. " 
T:hru:1B99 :$151.739: . 0.8% 882 74% 39% 14.84% 6.07% 0.30% 0.04% 
:::2110(>::: : :$~l,2ea 7.8% 899 73% 29% 8.62% 3.07% 2.66% 0.32% 
:::2II0F :::$1;659 10.3% 893 . 71% 34% 9.14% 1.31% 3.07% 0.32% 
:::21)02:: :'$17,2n 19.8% 895 71% 34% 9:37% 2.09% 1.94% 0.23% 
:::2II0F 529,899 39.4% 701 70% 33% 7.45% 1.71% 1.24% 0.09% 
:::2ll~:': . $88,888 57.0% 700 71% 38% 7.08% 1.89% 0.67% 0.04% 
:: :20OS:· $82,206 86.2% 709 71% 38% 4.14% 1.10% 0.28% . 0.02% 
:::2008 $14905 95.2% 716 71% 37% 1.41% 0.88% 0.01% 0.00% ..... 

WHOLESALE CHANNEL ", 

:'O'Iel1llll $ 181,II4lI JJ.4% 1192 11% ~% 9.U8% 2.41% U.811% U.W% 
Thru 1999 $74,029 0.8% 680 74·" 37% 13.86% 3.98% 0.29".4 0.05% 

2000 $12,857 8.8% 899 73% 27% 7.31% 2.24% 2.67% 0.37% 
2001 $4,318 8.8% 883 71% 34% 8.06% 1.36% 3.23% 0.35% 
2002 $8,483 19.8".4 894 71% 34% 8.18% 1.91% 2.31% 0.24% 
2003 $14,232 40.9% 897 71·" . 33% 7.20% 1.70% 1.81% 0.18% 
2004 $30,693 60.8% 898 72% 35% 0.62% 1.67% 0.81% 0.07% 
2005 529,830 88.1% 7011 71% 35% 3.93% o.n% 0.28% 0.02% 
2008 $7422 " 98.2".4 718 71% 38% 0.98% 0.74% 0.02% 0.00% 

RETAIL CHANNEL 
Ovel"8ll $1(1,893 JJ.2% 8911 11% 37% 10.:18% J.66% U.:llI'lI> .0.05% 

Thru 1999 $n,715 1.1% 884 75% 41% 15.75% 6.18% 0.33% 0.04% 
2000 $8,430 9.5% 699 74".4 32% 10.28% 4.26% 2.40% 0.25% 
2001 $3,032 10.8% 891 71% 35% 11.00",(, 1.20% 2.84% 0.27% 
2002 $8,068 19.3% 695 71·" 34% 1 (12".4 2.29% 1.42% . 0.17% 
2003 $14,633 35.9% 703 70% 34% 7.98% 1.n% 0.91% 0.04% 
2004 $33,781 53.8% 702 71% 38% 7.89% 2.10% 0.54% 0.02% 
2005 530,388 84.9% 710 71".4 37% 4.48% 1.38% 0.24% 0.01% 
2006 $8846 94.9% 712 71% 38% 2.04% 0.97% 0.00% 0.00% 

The quality of originations has been improving since 2000. 
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020 '0% .............. .. .... 
" 
" . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . " LOW DOC " ................... ................. .... , .. . ..... ....... .... .... .. ..... 

':Overall' , ''''':':' :SaT',aCl:4:'" 93.4% T14 CI9'l1t 3'% 3% 0% 
:: Jun.OS: :: $4:.588 88.4% 712 69% 33% ,4% 0% 
:: :jiji-riS: :: s301j04 81.8% 712 69% 33% 3% 0% 
::~~:g~~S: ::$4.233 92.2% 713 69% 34% 3% 0% 
::~!l:j)~~~: $3,856 92.9% 712 69% 34% 3% 0% 

: :: O:ct~05: $3,276 84.2% 710 89% 34% 3% 0% 
::Nov"OS: $2,969 94.9% 709 69% 35% 3% 0% 
::08':"OS' $2,852 94.3% 706 69% 36% 3% 0% 
::;iilii'06 $2,045 94.4% 708 69% 36% 3% 0% 
::F.e'b-08 $1,813 95.5% 715 89% 38% 1% 0% 

: ::Mar-06 $2,067 98.0% 719 71% 38% 1% 0% 
: Apr-08 $1,732 98.4% 722 70% 38% 1% 0% 

May-08 $2,283 99.6% 724 70% 36% 0% 0% 
Jun-08 $2,456 ,99.1% 726 70% 36% 0% 0% 

NON-OWNER OCCUPIED 
Overall $6,171 92.11% 719 10% 34% 0.95% 0.3Ci% 

Jun-05 $872 88.6% 720 70% 33% 1% 0% 
Jul-05 S723 91.7% 720 70% 36% 1% 0% 

Aug-OS $773 92.0% 719 70% 33% 1% 0% 
SliP-OS SS7S 92.7% 720 70% 34% 1% 0% 
Oct-06 S673 94.2% 718 70% 33% 1% 0% 
Nov-OS S483 93.2% 712 69% 33% 1% 0% 
Dec-OS $383 93.1% 711 69% 34% 1% 0% 
Jan-08 S293 93.5% 713 70% 34% 2% 0% 
Feb-08 $224 95.4% 716 89% 34% 0% 0% 
M ar-08 S278 98.8% 718 71% 38% 0% 2% 
Apr-OS S234 99.2% 723 70% 32% 0% 1% 
May-OS, S317 99.9% 72S 70% 33% 0% 1% 
Jun-06 S363 85.8% 726 69% 33% 0% 0% 

The volume of layered-risk originations has been consistently low while 
the credit risk of these originations has been consistently high. 
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::::::: :.::::::::: iihi"stration of odds that an Option ARM borrower with a specific 

~t~:~:~o~:~:~~~~~~~I: characteristic will become 90+ days delinquent (relative to other 
~t borrowers) . 

FICO < 620" 

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

LTV> 80% Loan Size> 
$600K 

011 >= 55% Income <= 
$55K' 
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:: :tllSt~tIlJtlo~:of; ~e]~tlve ()(j~s:Ratlos of Serious Delinquency by Al-Orlglnatlon FICO 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . ............................... 
: : . : ~ :26: : : : ::: :::::::: Methodology: Multivariate & univariate logistic regression analysis of 
::: .. ~::::::::::::... WaMu historical Option ARM performance data (June 1999 -June 

::: :: : : :: : 2004 originations) 

300-130 140-170 110-710 720+ 

At.ortglnaUon 'ICO ftang_ 

A borrower's At-Origination FICO Score is the most powerful indicator of future 
. performance. A change in FICO score after origination also influence the 

probability of default. 

4.5 
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At-Orlglnatlon LTV Rang. 

The at-origination loan-to-value ratio is the 2nd most powerful indicator of future loan 
performance. Changes in borrower home equity after origination Influence the 

probability of default more than changes in minimum payments. 
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-1999 

-2000 

-2001 
-2002 
-2003 

-2004 
-2006 

-2006 
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'm'::::>n :e::::)m:;::>e::::::n:>t:e:::::~ q:o:::::I:·I:c::::y:: Changes 
::::::::~::::::::::::::::::::::::::::::~ fL ..... 

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

Risk-Based Pricing I 

• • :: :: :;~?~~~~~~:;!i@i:ig :~as 'Implemented In June 
: : :: :: 2006:iiiith addltlOiiiJrenhancements In 
: : :: : ii(;ii.tiiiJb~t:: : : : : : : : : : : . 
· • :: : ~~ ~ $.ii(~e; fyjirgins and Lifetime Interest Caps are 
: : :: : :~~J!.!$!~~ ~!l~rdlng to FICO, LTV, Loan Amount, and Loan 
· . :: : :f.eatiJ:r~ lVi'llts, Co-ops, documentation, secondary financing, 
: . :: : :occupancy, LTV and FICO) 
• . :: ::~ kicremental start Rate adjustments further. reduce the 
:::: : :potentlal for negatlve amortlzatlon for higher risk borrowers. 
: : :: ::. :p;iirameter exception Pricing adjustments properly 
': :: : :¢ompensate fOr risk according to FICO, LTV, loan amount, 

.. : 'and layered risk . 

I I Qualifying Rates 
I 

Option ARM qualifying rates are determined 
according to a risk-based formula Imbedded In an 
automated mechanism that Incorporates market 
dynamics: 
• QRs are equal to the fully-Indexed rate 
• QRs Include risk-based margin adjustments and parameter 
exception pricing adjustments 
• QRs win automalicaDy adjust with monthly index value changes 

1 __ ---4~ Negative Amortization Limit ~t----+-----I:,-_N_O_O_L_i_m_it_s_p_e_r_B_o_rr_o_w_e_r ...... : 

The Negative Amortization Limit for Option 
ARMs was reduced to 110% from 125% : 
• The neg am limit protects against payment shock regardless 
of future interest rate environments and start rate pricing. 

Borrowers with portfolios of Non-owner Occupied 
properties are constrained: 
• The maximum number of Investor properties available for financing, 
regardless of the lender, will be constrained to 10 NOO loans per borrower, 
up to a maximum of $5 miiDon. 

Confidential II Washington Mutual 
22 JP~ ~00212661 



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

". mp~:¢~· qf·Ri:$~Ha~:$$:qJAti¢~ng - Teaser Depth 
. . . . . . . . . . . . . . . . . . .. .... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..................... ...... ....................................... .. .. .... .... '" ...................................................... . 

: :::: .::::::: i~jik*'~~~ :~H~iijg for ¢1t/~~ :ARMs was 
.. .. :.::::::: @p'leiJ7ei'n~tt Iii. m!Ci!J.urle: start rates and 

..•.•.. ::::::: iriii.tgln.s: Were. ~tqiisted from "base pricing" 
:::::: :::::::: aeCfJ"f!Ilng: rO:LTVIFICO combinations, loan 
:::::::::::::: amo.U.ri.(end:;oan feature (NOO, COR, Low 
::::::.::: :::::p'iii;;:~#i#::· 

................ . . . . . . . . . . . . . . . . . . . . . . . . 
: : :::: : : ::::::: :fhi,: effect was a narrowing of the margin-start 
:::::::::::::::r.are·"depth", as Indicated by the change in 
:::::: : : : :::::: $tBrt rates and margins between May 2005 and 
::::::::::::::: June 2006 orIgInations. . 

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

I Margin-Start Rate Depth (May 2005) ~f!!!=!!!!!!!!!!!!" 

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

Owner
Occupied 
300- <620 
620- <680 
680- <720 

720+ 

_Margln-Rate Depth (May 20(5) 
1-10 >10-80 >80-90 >90 
1~ 1~ Q~ QOO 
1.66 1.76 0.12 -0.97 
1.57 1.60 0.17 -0.25 
1.36 1.22 0.02 -0.66 

....... /'-. ------------------,. m Margin-Start Rate Depth (June 2006) il===+==oo=~r.lhange in Depth (May-05 - Jun-06~~,11====I 

One year later, teaser Rate "depth" by 
FICO and L TV combinations narrowed 
considerably, as seen in the June 2006 
originations. 

Owner
Occupied 
300 <620 
6.20- <680 
680- <720 

720+ 

MargIn-Rate Depth (.Iune 20061 
1 - 70 >70 - 80 >80 - 90 >90 
0.45 0.67 -0.84 -H3 
1:261.41 0.56 -0.49 
1.78 1.89 0.65 0.47 
1.46 1.82 1.00 0.21 

Confidential 

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

Owner
Occupied 
300- <620 
620- <680 
680- <720 

720+ 

BPS change In Margin-Rate Depth (May~un) 
1 - 70 > 70 - 80 >80 - 90 >90 
(125) (108) (108) (143) 
(41) (35) 45 48 
21 29 47 72 
10 60 98 87 
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:VfJ::::: ·e·:::::I~·g::::::h·:::t:e:::::d·:: :::~:: ':::v::::'e::::::r:::a:::::g:::::'e':::: S: ::::t::a:::::rt·::: Rate & Margl-n 
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::::::::::::::::::.::.:::::::::::::::::::::::::::::::::::::::::::::::.::.:::::::: :: ..... 

:.::.:::.~;~%:: .. ::::::::;:;;;;;;:;::.:::::::::.::::::::: .. 
....... " ........... " ......... , .... " ........ .. . ............... .. ............ .. 

.... '" ., 

::::~ :. 
.. :: DC: 

2.0% 

1.5% 

Welghted-Average 
M .. gln 

Welghted-Average 
start Rate 

~ Risk-based pricing was 
implemented in June 2005 and 

has Influenced both Option ARM i margins and start rates. 

~~~~~-:~~~, ,~~ ~~~~;:'O;~,!~~~~~~~'O~,!~' ~~'O>::~ 
Origination Month 
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.. :Additl-dhafPoUcies: ~tnd: $ystem!sJnat Miti ate Credit Risk 
::: .... :::.;;:;;;;.;;;;;; EDE Decisioning ::.:::::::::: .................... EDE Decisioning 

580· BI9 760. 

... 
... 1-.----4 Third Party Due Diligence ... '" ....... , ... 

... .... ... .... 
Third Party Relationships are constantly 
evaluated for compliance to polley: 
o YTD 2006 broker terminations were primarily due 
to delinquency, fraud and churning. 

::::::::::: ;+:::::: 

Option ARM auto-approvals shows 8 strong 
correlatIon by requested LTV: 

100% 

90% 

80% 
.; 70% 
111: 
'li6O% 

e 50% 
.It 
'" 40% 
~ 30% 
~ 

20% 

10% 

-o.c.os 
-Jo..oo 
_F.~ 

-M.,-a; 

-M.y..()6 

--Q;.M" 

O%~--~----------~--------~~--
~ -50'1\ > SO'l\ -60% > 60'1\ -70'1\ 

Anti-Fraud Tool 

WaMu Is evaluating Its strategy for employing a fraud 
tool that will be applied In the Enterprise DeCision Engine 
(EDE) and In manual underWriting processes: 
o The fraud tool will evaluate 1003 data integrity and reveal 
risk-related inconsistencies through separate borrower- and 
property-related scores. 
o "Red Flags" will explain transaction level scores and rules
based criteria will determine subsequent actions or decisions. 
o Third party performance or compliance can also be 
evaluated within the fraud tool. 
• The fraud tool is likely to be applied to risk-based products 
(ex: Option ARMs, Interest Only ARMs, Alt-A and Sub-Prime). 

II Washington Mutual 
25 JPM_WM00212664 

Confidential 

~--------------------------------------------------------------------------------------~ 



0.50%: 

0.:45%' 

0.15% 

0.10% 

0.05% 

....................................................... " .............. .. . . . . . . . . . . . . . . . . . .. ..................,. ...... ........... ............ .... . ................ ......... ........... ........... ...... '" 

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

:()'::: :p::: :t': ·1:0< :n:: ::::A::" TR': <M':::': :C'::: :r:: :e::' :0:':: "I:t':: :lillT ::O::SS Fore cast . ........... .. ... .. . . .. '" ............... .. 
:':::::: ~.::: ~:::::::::: ~:: ~ ~:: ~ ~ ~::: ~ ~:: :: ~: ~:: ~ ~ ~::::: ~: ~ ~:.::::.:::::.: ; .. . 

:~: W.aMu :ALtL';Ciaiili>mti:icl tcia~: Petformance Risk Model v3.1 (Prime SFR) 
~ : $.t:Qq~~t(c?: h~~~~gj#ice :simulation with 5.8% average annual housing price appreciation (California). 
'~ : $im~ratE;(f iiitEiresfrate paths. 
.. : B% :discoti htrate . ................. 
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Option ARM OA1% 

3O·Yr FRM 0.18% 
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. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. ................... . . . .. . . ................................................................. . 

.. :: '.: :::::::Y::::: itxn:n'uaUzec[ ilRisk Premia 
..................................................................... ..... ... . , .......................................................... . 

:: THT THH ::QptiC:;i(Af{IYFH:::::::··:" 
I;.Q~n:PQQ!:a~!~nq~:::::::::.::::::::$65;066,743,334 
Loan:Courii::::::::::::::::::::::::···· 195,861 
W~i:·hi~d~i,;~~:·~~:F.icO' 698 ....... g .................. g ....... . 
Welghied~av.erage~ t TV 76.5% 
~w.~~!m~:~9~~)~~t·e 0.41% 
ProbabliitY:o{Oefault 2.16% 
LQ~~~G.iv~n Default 18.80% 
Annuaiized Loss Rate 0.13% 
:B.~~~111 Economic Capital 0.70% 
Capital Charge . 15.0% 

• .• weighted by at-origination balance 

30-Yr FRM 
Loan Pool Balance** $20,426,355,708 
Loan Count.. 126,314 
Weighted-average* FICO 682 
Weighted-average* LTV 71.1 % 
Lifetime Loss Rate 0.16% 
Probability of Default 1.76% 
Loss Given Default 8.99% 
Annualized Loss Rate 0.05% 
Sasell! Economic Capital 0.34% 
Capital Charge 15.0% 

:JMt~P.~1It~~J?r~mlYrr():<Q4.Qo/~:·««:}\U 
Weighted by at-onglnation balance 

- 10% random s.ample of an FRM 30 production since 2003 

METHODOLOGY 
• WaMu ALLL-calibrated Loan Performance Risk Model v3.1 (Prime SFR) 
• Stoci:1astic housing price simulation with 5.8% average annual housing price 

. appreciation (California). 
• Simulated interest rate paths. 
• 8% discount rate. 
• 3.24 years average loan life (Option ARM). 
• Premium = Annualized Loss Rate + (Economic Capital x 15% capital charge). 
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.................................................................. . . ... 
: :;; ::: ::;:<;fP1i9 h: A~M: :Qw n~i::Q;~~~P.iE;~r: ::. 

::::: L-oan: Pool: Balance::::::::··::::: $4:8;15:4;549,953 ::;: ~~;~:~~:~~;a~"<F;!b*:.:::: J:~:,895 
Option ARM Full Doc 

Loan Pool Balance $19,897,108,578 
Loan Count 70,603 
Welghted-average* FICO 700 

...... W$liihled.~ai,ie:r:aii~"(;(.lV:·· 72.1% 
..... CiiriiiihiltlvEd..ife:tlm:e:loss $181,098,975 

i..ife~mEd):efiiuit:::::· $1,117,584,368 
· .... ~if~~~:~: 4~~~ :~:aie 0.38% 

Welghted-average* LTV 76.4% 
Cumulative Lifetime Loss $84,429,524 
Lifetime Default $389,808,625 
Llfetlm e Loss Rate 0.42%· 

..... P.tobabJllty:orOefaull 2.32% 
Loss:Olv.enOefault . 16.20% 
Anniiidized Loss Rate 0.13% 

· ... Ba:set.ii Economic Capital 0.63% 
..... C~~iial Charge 15.0% 
..... 

Probability of Default 1.96% 
Loss Given Default 21.66% 
Annualized Loss Rate 0.12% 
Basel II Economic Caplt.al 0.76% 
Capital Charae 15.0% 

An:i:i:~:1iIn;i:~~::P:t~:tlH~:":(::::::::Q::~~~k::::::::::::::::::::::::: A:nn:u.all~"d:::Pt~nnum::::::::::():;24%:::::;::::::::::::::::::: 
· . , •. lit· weighted by at-originalion balance * weighted by at-origlnation balance 

Option ARM Non.owner Occupied Option ARM Low Doc 
Loan Pool Balance $13,010,494,176 Loan Pool Balance $43,515,545,998 
Loan Count 59,641 Loan Count 106,146 
Weighted-average· FICO 712 Weighted-average· FICO 697 
Welghted-average* LTV 70.4% Welghted-average*L TV .68.1% 
Lifetime Loss Rate 0.50% Lifetime Loss Rate 0.41% 
Probability of Default 1.4~ Probability of Default 2.31% 
Loss Given Default 33.96% Loss Given Default 17.81% 
Annualized Loss Rate 0.13% Annualized Loss Rate 0.12% 
Basel II Economic Capital 0.97% Basel II Economic Capital 0.70% 
Capital Charge 15.0% Capital Charge 15.0% 

AI'l:o~#m;t~(l::P:rem.h~n'(});~~z.a%\»»>: A:"P.~~,,~~~::Pf:~ml~m:::::<:Q.~~~%::::«::::::::::: 
* weighted by at-origination balance • weighted by at-origination balance 
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