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Managing Risk in Today’s Environment

Cheryl Feltgen, Chief Risk Officer, WaMu Home Loans
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Current Credit Environment

» Stable economic growth and low
unemployment rate

« Continued weakening of the housing sector
* Inverted yield curve
 Widening market credit spreads

Weakening subprime mortgage credit
performance

 Negative consumer savings rate
* Personal bankruptcies increasing
« Delinquencies increasing
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Economic Environment
Home Price Index

Home prices decelerating nationally, declining in some states

US HP Growth
2006 Q4 4.6%
2007 Q1 2.5%
2007 Q2 2.5%
2007 Q4 3.0%

US 4.56%

0 and below
B 0.1-499%
I 59.90%
B 10-15+%

Source: Office of Federal
Housing Enterprise Oversight (OFHEQ)

Annualized quarterly growth rates of the OFHEO home price index

uuu Wa M u Source: OFHEO HPI 3
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Real Estate Trends
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Real Estate Trends
U.S. Home Ownership Rate
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Real Estate Trends
Inventory of Total Properties

in Thousands
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u!!u Wa M u Source: Bureau of the Census and the National Association of Realtors. 6
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Real Estate Trends
Single Family Construction Activity

in Thousands
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uuu WaMU Source: Bloomberg, Census 7
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Consumer Trends
Mortgage Delinquency Rates
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Ron Cathcart
Enterprise Risk Management
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Risk Management Organization
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David Schneider

President, Home Loans

Cheryl Feltgen
Risk Management
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Business Pricing Modeling
Risk and and Risk Operations Underwriting Operational Risk “lrogsss
Management Policy Analytics =eslEnes

« Pricing Strategy « Behavioral Modeling « Credit Quality Review * U/W policy and » Regulatory Relations « Strategic and

« Pricing Operations « Basel || Modeling « Risk Mitigation quality oversight * Operational Risk Organizational Planning

« Credit Policy * Economic Modeling * Recourse & Recovery planning and « Process Improvement
« Loss Forecasting * TPO Management mitigation « Project Management

(ALLL)  Special Property Review

« Decision Engine « Appraisal
« Reporting

W waMu
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Response to Current Credit Environment

WaMu Home Loans

= Strong product and geographic diversification
= Subprime Mortgage Channel

-Proactively tightened selective credit standards
-lmproved pricing
-Development of conduit capability
-Improved broker management process
-Intensified loss mitigation efforts

* Prime Home Loans

-Sold 49% of 2006 and 1Q 2007 Option ARM production to
diversify risk

W waMu 10
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. oan Portfolio Mix
$217 billion

As of 3/31/07
($B)
2 Other
Subprime Cregl Commercial Other R
Mortgage C2'dS $8.5 $2.3 Residential

Channel $9.5

$20.4 4%
“ 250

$93.5

Multi-Family
$29.5

Home Equity®
$53.4

1 Excludes Custom and Builder Construction and Subprime Mortgage Channel

u"y Wa M u 2 Excludes Managed Credit Cards totaling $14.1 billion 11
~ ! 3 Excludes Home Equity loans included in the Subprime Mortgage Channel =l
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Single-Family Residential Portfoliot

Current FICO =708

Original LTV = 70% Est. Current LTV >90% = 1%
Est. Current LTV =56% Est. Current LTV >80% = 5%
mmm SFR
Annual NCO
$140 - - 0.50%
$123.8 $125.2 $121.1
BT 1 G e i
= + 0.40%
o $99.5
& $100 + $93.5
@ >
% $80 4 - 0.30% gé_,
g
ERe . - 0.20% 2
o) @D
2 $40
oy : . . 0. 06% o1 0%
$20 4+ 0.03% 0. 04% 0. 03% 0. 04%
$0 - 0.00%
2004 2005 1Q'06 2Q'06 3Q'06 4Q'06 1Q'07

u"y wa Mu 1 Excludes Custom and Builder Construction and Subprime Mortgage Channel. ;.
A 12
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Option ARM Portfolio Ol LTy = 7108
Est. Current LTV = 59%

Est. Current LTV >90% = 1%
Est. Current LTV >80% = 6%

Amount by which the current principal balance exceeds the original principal balance

mmmm Unpaid Principal Balance
<~ Negative amortization as a % of the Option ARM portfolio

$80 - 4.00%
$70 - $71.2__$0.16
g $1.12
2 $60 - $58.1 224U 3 000
o
;_.c; $50 - $49.3 _$0.04
e
2 $40 A - 2.00%
g
o Boole
L
°
2 B0 - 1.00%
x
$10 -
$0 - - 0.00%

2003 2004 2005 2006 1Q'07
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Home Eqwty Loan [ Home Equity LOC Portfollo1

Current FICO =729
Original Combined LTV =71%

Original Combined LTV >90% = 2%
Original Combined LTV >80% = 32%

= HE| /HELOC
<= Annual NCO Rate

00k — 0.50%
$50.8 $51.9 $52.6 $52.8 $52.9 $53.4
2| s + 0.40%
é
8 $40 + .
= 3
< T 0.30% 2
m =
5 530 0.20% z
£ g
g ¢ -+ 0.20% D
S Ty g
0
g $10 14 0.10%
[}
- PN . 0.02% 0.02% .
*> *
S0 L 0.00%
2004 2005 1Q'06 2Q'06 3Q'06 4Q'06 1Q'07

u!'!u Wa Mu 1 Excludes Home Equity loans included in the Subprime Mortgage Channel. 14
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Home Loans Home Equit
_ Hnome Equity
Current FICO =620

Original LTV = 78% Current FICO = 682

Original Combined LTV = 93%

= 0

EstESé'ufr‘“'err:terL‘thTg’goczE‘:/"z% Original Combined LTV >90% = 65%
Est .Current LTV >80% = 15% Original Combined LTV >80% = 90%

mmm Home Equity
= [irst Mortgages

$25 4 ¢ Annual NCO Rate T 2.00%
)
g $20 1 + 1.50%
E :
= >
om
% $15 A g
E‘; + 1.00% §
B $10 - &
_8 (¢}
= + 0.50%
* 5 -

$0 T 0.00%

2004 2005 1Q'06 2Q'06 3Q'06 4Q'06 1Q'07

1 Includes mortgage loans purchased from recognized subprime lenders and mortgage

l!"u Wa M u loans originated under the Long Beach Mortgage name and held for investment. 15
N 15
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WaMu'’s Risk Management Well Positioned

* Disciplined credit culture

« Effective capital management and risk
diversification

* Analytical rigor and disciplined monitoring
infrastructure

e Strong governance and active Board
participation
* Proactive credit risk management

W waMu 10
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