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Explanatory Note

Washington Mutual, Inc. (�Washington Mutual� or the �Company�) is filing this Amendment No. 1 to its Quarterly Report on Form 10-Q for the
three months ended March 31, 2006 as the result of a recently completed reconciliation project of the Company�s current and deferred income tax
accounts that resulted in a $337 million reduction to retained earnings, representing cumulative adjustments to net income in prior periods up to
and including 2001. No adjustments were made to net income or earnings per share for any of the periods from 2002 through June 30, 2006.
Accordingly, these adjustments affected the balance of retained earnings and certain tax accounts at December 31, 2001 and each period
thereafter.

This Amendment No. 1 on Form 10-Q/A amends:

•  Item 1 to reflect changes to the Company�s financial statements and notes thereto, including, but not limited to, the
Consolidated Statements of Financial Condition, the Consolidated Statements of Stockholders� Equity and
Comprehensive Income and Note 2 to the Consolidated Financial Statements � �Restatement of Financial Statements.�

•  Item 2 to reflect the changes to Management�s Discussion and Analysis of Financial Condition and Results of
Operations including, but not limited to, the Summary Financial Data (page 33) and Capital Adequacy (page 50).

Except for Items 1 and 2 of Part I, no other information in the Form 10-Q is being amended by this Amendment. This Amendment continues to
speak as of the date of the original filing of the Form 10-Q and the Company has not updated the disclosure in this Amendment to speak as of
any later date.

ii
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Part I � FINANCIAL INFORMATION
WASHINGTON MUTUAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
(UNAUDITED)

Three Months Ended
March 31,
2006 2005
(in millions, except
per share amounts)

Interest Income
Loans held for sale $ 466 $ 472
Loans held in portfolio 3,576 2,615
Available-for-sale securities 322 224
Trading assets 198 79
Other interest and dividend income 95 43
Total interest income 4,657 3,433
Interest Expense
Deposits 1,221 696
Borrowings 1,319 774
Total interest expense 2,540 1,470
Net interest income 2,117 1,963
Provision for loan and lease losses 82 16
Net interest income after provision for loan and lease losses 2,035 1,947
Noninterest Income
Revenue from sales and servicing of home mortgage loans 263 775
Revenue from sales and servicing of consumer loans 431 1
Depositor and other retail banking fees 578 490
Credit card fees 138 �
Securities fees and commissions 119 110
Insurance income 33 46
Trading assets loss (68 ) (98 )
Loss from sales of other available-for-sale securities (7 ) (122 )
Other income 238 133
Total noninterest income 1,725 1,335
Noninterest Expense
Compensation and benefits 1,044 876
Occupancy and equipment 392 402
Telecommunications and outsourced information services 135 104
Depositor and other retail banking losses 56 55
Advertising and promotion 96 55
Professional fees 36 34
Other expense 452 313
Total noninterest expense 2,211 1,839
Income before income taxes 1,549 1,443
Income taxes 564 541
Net Income $ 985 $ 902
Earnings per common share:
Basic $ 1.01 $ 1.04
Diluted 0.98 1.01
Dividends declared per common share 0.50 0.46
Basic weighted average number of common shares outstanding (in thousands) 973,614 864,933
Diluted weighted average number of common shares outstanding (in thousands) 1,003,460 888,789

See Notes to Consolidated Financial Statements.
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WASHINGTON MUTUAL, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
(UNAUDITED)

(Restated)
March 31,
2006

(Restated)
December 31,
2005

(dollars in millions)
Assets
Cash and cash equivalents $ 5,868 $ 6,214
Federal funds sold and securities purchased under agreements to resell 3,995 2,137
Trading assets (including securities pledged of $1,535 and $3,281) 9,958 10,999
Available-for-sale securities, total amortized cost of $27,424 and $24,810:
Mortgage-backed securities (including securities pledged of $2,438 and $3,950) 21,388 20,648
Investment securities (including securities pledged of $4,113 and $2,773) 5,586 4,011
Total available-for-sale securities 26,974 24,659
Loans held for sale 25,020 33,582
Loans held in portfolio 240,004 229,632
Allowance for loan and lease losses (1,642 ) (1,695 )
Total loans held in portfolio, net of allowance for loan and lease losses 238,362 227,937
Investment in Federal Home Loan Banks 4,200 4,257
Mortgage servicing rights 8,736 8,041
Goodwill 8,298 8,298
Other assets 16,990 17,449
Total assets $ 348,401 $ 343,573
Liabilities
Deposits:
Noninterest-bearing deposits $ 36,531 $ 34,014
Interest-bearing deposits 163,471 159,153
Total deposits 200,002 193,167
Federal funds purchased and commercial paper 6,841 7,081
Securities sold under agreements to repurchase 15,471 15,532
Advances from Federal Home Loan Banks 65,283 68,771
Other borrowings 24,872 23,777
Other liabilities 8,140 7,951
Minority interests 1,973 15
Total liabilities 322,582 316,294
Stockholders� Equity
Common stock, no par value: 1,600,000,000 shares authorized, 958,819,141 and 993,913,800
shares issued and outstanding � �
Capital surplus � common stock 6,414 8,176
Accumulated other comprehensive loss (448 ) (235 )
Retained earnings 19,853 19,338
Total stockholders� equity 25,819 27,279
Total liabilities and stockholders� equity $ 348,401 $ 343,573

See Notes to Consolidated Financial Statements.
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WASHINGTON MUTUAL, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS� EQUITY
AND COMPREHENSIVE INCOME
(UNAUDITED)

Number
of
Shares

Capital
Surplus �
Common
Stock

Accumulated
Other
Comprehensive
Income (Loss)

Retained
Earnings Total

(in millions)
BALANCE, December 31, 2004 (previously reported) 874.3 $ 3,350 $ (76 ) $ 17,952 $ 21,226
Restatement of retained earnings for tax adjustments
affecting 2001 and prior periods (see Note 2) � � � (337 ) (337 )
BALANCE, December 31, 2004 (as restated) 874.3 3,350 (76 ) 17,615 20,889
Comprehensive income:
Net income � � � 902 902
Other comprehensive income (loss), net of
tax:
Net unrealized loss from securities arising during the
period, net of reclassification adjustments � � (25 ) � (25 )
Net unrealized gain from cash flow hedging
instruments � � 17 � 17
Total comprehensive income 894
Cash dividends declared on common stock � � � (402 ) (402 )
Common stock repurchased and retired (2.6 ) (100 ) � � (100 )
Common stock issued 5.6 149 � � 149
BALANCE, March 31, 2005 (restated) 877.3 $ 3,399 $ (84 ) $ 18,115 $ 21,430
BALANCE, December 31, 2005 (previously reported) 993.9 $ 8,176 $ (235 ) $ 19,675 $ 27,616
Restatement of retained earnings for tax adjustments
affecting 2001 and prior periods (see Note 2) � � � (337 ) (337 )
BALANCE, December 31, 2005 (as restated) 993.9 8,176 (235 ) 19,338 27,279
Cumulative effect from the adoption of Statement
No. 156, net of income taxes(1) � � 6 29 35
Adjusted balance 993.9 8,176 (229 ) 19,367 27,314
Comprehensive income:
Net income � � � 985 985
Other comprehensive loss, net of tax:
Net unrealized loss from securities arising during the
period, net of reclassification adjustments � � (208 ) � (208 )
Net unrealized loss from cash flow hedging
instruments � � (10 ) � (10 )
Minimum pension liability adjustments � � (1 ) � (1 )
Total comprehensive income 766
Cash dividends declared on common stock � � � (499 ) (499 )
Common stock repurchased and retired (47.0 ) (2,108 ) � � (2,108 )
Common stock issued 11.9 346 � � 346
BALANCE, March 31, 2006 (restated) 958.8 $ 6,414 $ (448 ) $ 19,853 $ 25,819

(1)                 Refer to Note 4 � �Mortgage Banking Activities.�

See Notes to Consolidated Financial Statements.
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WASHINGTON MUTUAL, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

Three Months Ended
March 31,
2006 2005
(in millions)

Cash Flows from Operating Activities
Net income $ 985 $ 902
Adjustments to reconcile income to net cash provided (used) by operating activities:
Provision for loan and lease losses 82 16
Gain from mortgage loans (151 ) (178 )
Loss from sales of available-for-sale securities 1 119
Depreciation and amortization 196 688
Provision for mortgage servicing rights reversal � (427 )
Stock dividends from Federal Home Loan Banks (42 ) (5 )
Capitalized interest income from option adjustable-rate mortgages (203 ) (25 )
Origination and purchases of loans held for sale, net of principal
payments (29,060 ) (39,278 )
Proceeds from sales of loans held for sale 34,681 35,033
Excess tax benefits from stock-based payment arrangement (7 ) �
Net decrease (increase) in trading assets 2,084 (344 )
Decrease (increase) in other assets 271 (537 )
(Decrease) increase in other liabilities (95 ) 1,001
Net cash provided (used) by operating activities 8,742 (3,035 )
Cash Flows from Investing Activities
Purchases of available-for-sale securities (7,034 ) (5,964 )
Proceeds from sales and maturities of mortgage-backed securities 3,344 2,447
Proceeds from sales and maturities of other available-for-sale securities 120 874
Principal payments on available-for-sale securities 778 749
Redemption of Federal Home Loan Bank stock 96 91
Origination and purchases of loans held in portfolio (26,138 ) (21,653 )
Principal payments on loans held in portfolio 17,336 19,013
Proceeds from sales of loans held in portfolio 308 138
Proceeds from sales of foreclosed assets 109 102
Net increase in federal funds sold and securities purchased under agreements to resell (1,858 ) (1,070 )
Purchases of premises and equipment, net (141 ) (59 )
Net cash used by investing activities (13,080 ) (5,332 )

(The Consolidated Statements of Cash Flows are continued on the next page.)

See Notes to Consolidated Financial Statements.
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WASHINGTON MUTUAL, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)
(UNAUDITED)

(Continued from the previous page.)

Three Months Ended
March 31,
2006 2005
(in millions)

Cash Flows from Financing Activities
Increase in deposits $ 6,835 $ 9,973
Increase in short-term borrowings 1,741 1,386
Proceeds from long-term borrowings 6,335 1,294
Repayments of long-term borrowings (6,926 ) (216 )
Proceeds from advances from Federal Home Loan Banks 6,357 23,404
Repayments of advances from Federal Home Loan Banks (9,844 ) (26,745 )
Proceeds from issuance of preferred securities 1,959 �
Excess tax benefits from stock-based payment arrangement 7 �
Cash dividends paid on common stock (499 ) (402 )
Repurchase of common stock (2,108 ) (100 )
Other 135 129
Net cash provided by financing activities 3,992 8,723
(Decrease) increase in cash and cash equivalents (346 ) 356
Cash and cash equivalents, beginning of period 6,214 4,455
Cash and cash equivalents, end of period $ 5,868 $ 4,811
Noncash Activities
Loans exchanged for mortgage-backed securities $ 437 $ 668
Real estate acquired through foreclosure 143 106
Loans transferred from held for sale to held in portfolio, net 2,006 4,659
Mortgage-backed securities transferred from available-for-sale to trading(1) 858 �
Cash Paid During the Year For
Interest on deposits $ 1,142 $ 616
Interest on borrowings 1,304 731
Income taxes 71 244

(1)                 Refer to Note 4 � �Mortgage Banking Activities.�

See Notes to Consolidated Financial Statements.

5

Edgar Filing: WASHINGTON MUTUAL INC - Form 10-Q/A

10



WASHINGTON MUTUAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1: Accounting Policies

Basis of Presentation

The accompanying Consolidated Financial Statements are unaudited and include the accounts of Washington Mutual, Inc. and its subsidiaries
(�Washington Mutual� or the �Company�). The Company�s financial reporting and accounting policies conform to accounting principles generally
accepted in the United States of America (�GAAP�). Certain amounts in prior periods have been reclassified to conform to the current period�s
presentation. In particular, prepayment fees were reclassified from noninterest income to interest income in conjunction with changes made to
regulatory financial reporting standards by the Office of Thrift Supervision. The amount reclassified to interest income totaled $73 million for
the three months ended March 31, 2005. Prepayment fees totaled $65 million for the three months ended March 31, 2006. All intercompany
transactions and balances have been eliminated. The results of operations in the interim statements are not necessarily indicative of the results
that may be expected for the full year. The interim financial information should be read in conjunction with Washington Mutual, Inc.�s 2005
Annual Report on Form 10-K/A.

Recently Issued Accounting Standards

In February 2006, the Financial Accounting Standards Board (�FASB�) issued Statement of Financial Accounting Standards (�Statement�) No. 155,
Accounting for Certain Hybrid Financial Instruments. This Statement amends Statements No. 133, Accounting for Derivative Instruments and
Hedging Activities and No. 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities to simplify and
achieve more consistency in the accounting for certain financial instruments. This Statement permits fair value remeasurement for any hybrid
financial instrument with an embedded derivative that otherwise would require bifurcation, provided the entire instrument is accounted for on a
fair value basis and establishes a requirement to evaluate interests in securitized financial assets to identify interests that are freestanding
derivatives or that are hybrid financial instruments that contain an embedded derivative requiring bifurcation. This Statement also allows a
qualifying special purpose entity to hold a derivative financial instrument that pertains to a beneficial interest. Statement No. 155 is effective for
all of the Company�s financial instruments acquired or issued after December 31, 2006. The Company is currently evaluating the impact this
guidance will have on the Consolidated Statements of Income and the Consolidated Statements of Financial Condition.

Note 2: Restatement of Financial Statements

Subsequent to the original filing of the Company�s Quarterly Report on Form 10-Q, the Company completed a comprehensive review and
reconciliation of its current and deferred income tax accounts and concluded that a $337 million reduction to retained earnings was necessary,
representing cumulative adjustments to net income recorded in prior periods up to and including 2001. No adjustments were made to net income
or earnings per share for either of the three month periods reported in the Consolidated Statements of Income. The adjustments reflect
corrections to the tax accounting records related to matters occurring prior to 2002 at the Company and predecessor companies, including H.F.
Ahmanson & Co., Great Western Financial Corp. and American Savings Bank, which the Company acquired in the late 1990s. The adjustments
arose primarily from inadequate tax records, delays in reconciling tax accounts and errors in recording the impact of certain tax payments and
the income tax expense of the Company during those years. Accordingly, these adjustments affected the balance of retained earnings and certain
tax accounts at December 31, 2001 and each period thereafter.
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WASHINGTON MUTUAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

The March 31, 2006 effect of the tax account restatements resulted in a decrease in other assets of $266 million and an increase in other
liabilities of $71 million. The table below shows the impact of the restatement on the Consolidated Statements of Financial Condition:

   As Previously   
Reported    As Restated   
(in millions)

March 31, 2006
Other assets $ 17,256 $ 16,990
Total assets 348,667 348,401
Other liabilities 8,069 8,140
Total liabilities 322,511 322,582
Retained earnings 20,190 19,853
Total stockholders� equity 26,156 25,819

Note 3: Earnings Per Share

Information used to calculate earnings per share was as follows:

Three Months Ended
March 31,
2006 2005
(in thousands)

Weighted average shares:
Basic weighted average number of common shares outstanding 973,614 864,933
Dilutive effect of potential common shares from:
Awards granted under equity incentive programs 16,743 14,270
Common stock warrants 10,437 9,586
Convertible debt(1) 2,666 �
Diluted weighted average number of common shares outstanding 1,003,460 888,789

(1)         Acquired on October 1, 2005 through the merger with Providian Financial Corporation.

For the three months ended March 31, 2006 and 2005, options to purchase approximately 18.7 million and 9.0 million shares of common stock
were outstanding, but were not included in the computation of diluted earnings per share because their inclusion would have had an antidilutive
effect.

Additionally, as part of the 1996 business combination with Keystone Holdings, Inc. (the parent of American Savings Bank, F.A.), 6 million
shares of common stock, with an assigned value of $18.4944 per share, are being held in escrow for the benefit of certain of the former investors
in Keystone Holdings and their transferees. During 2003, the number of escrow shares was reduced from 18 million to 6 million as a result of
the return and cancellation of 12 million shares to the Company. The escrow will expire on December 20, 2008, subject to certain limited
extensions. The conditions under which these shares can be released from escrow are related to the outcome of certain litigation and not based
on future earnings or market prices. At March 31, 2006, the conditions for releasing the shares from escrow had not occurred, and therefore,
none of the shares in the escrow were included in the above computations.

Note 4: Mortgage Banking Activities

In March 2006, the FASB issued Statement No. 156, Accounting for Servicing of Financial Assets, which amends Statement No. 140,
Accounting for Transfers and Servicing of Financial Assets and Extinguishments

7
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WASHINGTON MUTUAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

of Liabilities. For each class of separately recognized servicing asset, this Statement permits an entity to choose either to
amortize such assets in proportion to and over the period of estimated net servicing income and perform an
impairment assessment at each reporting date, or to report servicing assets at fair value at each reporting date and
record changes in fair value in earnings in the period in which the changes occur. At its initial adoption, the Statement
permits a one-time reclassification of available-for-sale securities to trading securities, provided that the securities are
identified as offsetting the entity�s exposure to changes in fair value of servicing assets that are reported at fair value.
As permitted by the early adoption provisions of this accounting standard, the Company applied Statement No. 156 to
its financial statements on January 1, 2006 and elected to measure all classes of mortgage servicing assets at fair
value. The Company also elected to transfer its January 1, 2006 portfolio of available-for-sale mortgage servicing
rights (�MSR�) risk management securities to trading. The effects of these changes were recorded as cumulative effects
of changes in accounting principle adjustments to retained earnings as of January 1, 2006 and were comprised of a
$35 million adjustment, net of taxes, from the MSR fair value election and a $(6) million adjustment, net of taxes,
from the transfer of available-for-sale securities, designated as MSR risk management instruments, to the trading
portfolio. Upon electing the fair value method of accounting for its mortgage servicing assets, the Company
discontinued the application of fair value hedge accounting. Accordingly, beginning in 2006, all derivatives held for
MSR risk management are treated as economic hedges, with valuation changes recorded as revaluation gain (loss)
from derivatives economically hedging MSR. Additionally, upon the change from the lower of cost or fair value
accounting method to fair value accounting under Statement No. 156, the calculation of amortization and the
assessment of impairment were discontinued and the MSR valuation allowance was written off against the recorded
value of the MSR. Those measurements have been replaced by fair value adjustments that encompass market-driven
valuation changes and the runoff in value that occurs from the passage of time, which are each separately reported.
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WASHINGTON MUTUAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

Revenue from sales and servicing of home mortgage loans consisted of the following:

Three Months Ended
March 31,
   2006      2005   
(in millions)

Revenue from sales and servicing of home mortgage loans:
Sales activity:
Gain from home mortgage loans and originated mortgage-backed securities $ 157 $ 181
Revaluation gain from derivatives economically hedging loans to be sold(1) 52 80
Gain from home mortgage loans and originated mortgage-backed securities, net of hedging and risk
management instruments 209 261
Servicing activity:
Home mortgage loan servicing revenue, net(2) 572 510
Change in MSR fair value due to valuation inputs or assumptions 413 �
Change in MSR fair value due to payments on loans and other (409 ) �
MSR valuation adjustments(3) � 539
Amortization of MSR � (570 )
Revaluation gain (loss) from derivatives economically hedging MSR (522 ) 35
Home mortgage loan servicing revenue, net of MSR valuation changes and derivative risk
management instruments 54 514
Total revenue from sales and servicing of home mortgage loans $ 263 $ 775

(1)         Represents derivatives used as economic hedges of loans held for sale and commitments to originate or
purchase home loans to be sold.

(2)              Includes late charges and loan pool expenses (the shortfall of the scheduled interest required to be remitted to
investors compared to what is collected from the borrowers upon payoff).

(3)              Net of fair value hedge ineffectiveness as well as any impairment/reversal recognized on MSR that resulted
from the application of the lower of cost or fair value accounting methodology in 2005.

Changes in the portfolio of loans serviced for others were as follows:

Three Months Ended
March 31,
2006 2005
(in millions)

Balance, beginning of period $ 563,208 $ 540,392
Home loans:
Additions 35,026 34,533
Loan payments and other (29,063 ) (32,861 )
Net change in commercial real estate loans serviced for others 330 733
Balance, end of period $ 569,501 $ 542,797
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WASHINGTON MUTUAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

Changes in the balance of MSR were as follows:

Three Months Ended
March 31,
   2006      2005   
(in millions)

Balance, beginning of period $ 8,041 $ 5,906
Home loans:
Additions 633 490
Changes in MSR fair value due to valuation inputs or assumptions 413 �
Payments on loans and other (409 ) �
Fair value basis adjustment(1) 57 �
Amortization � (570 )
Impairment reversal � 427
Statement No. 133 MSR accounting valuation adjustments � 545
Net change in commercial real estate MSR 1 4
Balance, end of period $ 8,736 $ 6,802 (2)

(1)              Pursuant to the adoption of Statement No. 156 on January 1, 2006, the $57 million difference between the net
carrying value and fair value was recorded as an increase to the basis of the Company�s MSR.        

(2)              At March 31, 2005, aggregate MSR fair value was $6.81 billion.

Changes in the valuation allowance for MSR were as follows:

Three Months Ended
March 31,
  2006    2005  
(in millions)

Balance, beginning of period $ 914 $ 1,981
Impairment reversal � (427 )
Other-than-temporary impairment � (34 )
Other (914 )(1) (7 )
Balance, end of period $ � $ 1,513

(1)       Pursuant to the adoption of Statement No. 156, the valuation allowance was written off against the recorded
value of the MSR.

Note 5: Guarantees

In the ordinary course of business, the Company sells loans to third parties but retains credit risk exposure on those loans. When loans are sold
with retained credit risk provisions attached to the sale, the Company commits to stand ready to perform, if the loan defaults, by making
payments to remedy the default or repurchasing the loan. The Company also sells loans without retained credit risk that it may be required to
repurchase for violation of a representation or warranty made in connection with the sale of the loan that has a material adverse effect on the
value of the loan, or if the Company agreed to repurchase the loan in the event of a first payment or early payment default. When a loan sold to
an investor without retained credit risk fails to perform according to its contractual terms, the investor will typically review the loan file to search
for errors that may have been made in the process of originating the loan. If errors are discovered and it is determined that such errors constitute
a violation of a representation or warranty made to the investor in connection with the loan�s sale, then the Company will be required to either
repurchase the loan or indemnify the investor for losses sustained if the violation had a material adverse effect on the value of the loan. As of
March 31, 2006 and December 31, 2005, the amount of loans sold without retained credit risk totaled $561.09 billion and $555.51 billion, which
substantially represents
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WASHINGTON MUTUAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

the unpaid principal balance of the Company�s loans serviced for others portfolio. The Company has recorded loss contingency reserves of $132
million as of March 31, 2006 and $130 million as of December 31, 2005 to cover the estimated loss exposure related to loan origination process
errors that are inherent within this portfolio.

In 2004 and 2005, the Company�s Long Beach Mortgage Company subsidiary engaged in whole loan sale transactions of originated subprime
loans in which it agreed to repurchase from the investor each �early payment default� loan at a price equal to the loan�s face value plus the amount
of any premium paid by the investor. An early payment default occurs when the borrower fails to make the first post-sale payment due on the
loan by a contractually specified date. Usually when such an event occurs, the fair value of the loan at the time of its repurchase is lower than the
face value. In the fourth quarter of 2005, the Company experienced increased incidents of repurchases of early payment default loans sold by
Long Beach Mortgage Company. The Company has recorded loss contingency reserves of $7 million as of March 31, 2006 and $40 million as
of December 31, 2005 to cover estimated loss exposure related to such loan sales.

Note 6: Stock-Based Compensation

Effective January 1, 2003 and in accordance with the transitional guidance of Statement No. 148, Accounting for Stock-Based Compensation �
Transition and Disclosure, the Company elected to prospectively apply the fair value method of accounting for stock-based awards granted
subsequent to December 31, 2002. Effective January 1, 2006, the Company adopted Statement No. 123R, Share-Based Payment, using the
modified prospective application transition method. As the Company had already adopted Statement No. 148 and substantially all stock-based
awards granted prior to its adoption are fully vested at December 31, 2005, Statement No. 123R did not have a significant effect on the
Consolidated Statements of Income or the Consolidated Statements of Financial Condition. Prior to the Company�s adoption of Statement
No. 123R, benefits of tax deductions in excess of recognized compensation costs were reported as operating cash flows in the Consolidated
Statements of Cash Flows. Statement No. 123R requires excess tax benefits to be reported as a financing cash inflow rather than as a reduction
of taxes paid.

Statement No. 123R requires an entity that previously had a policy of recognizing the effect of forfeitures as they occurred to estimate the
number of outstanding instruments for which the requisite service is not expected to be rendered. The effect of this change in accounting
principle amounted to $25 million and has been reflected as a decrease to compensation and benefits expense.

Net income for the three months ended March 31, 2006 and 2005 includes $57 million and $36 million of compensation costs and $22 million
and $14 million of income tax benefits related to the Company�s stock-based compensation arrangements. As the Company elected to use the
modified prospective application method, results for the three months ended March 31, 2005 do not reflect any restated amounts.

Washington Mutual maintains an equity incentive plan and an employee stock purchase plan. The following information is a description of the
Company�s stock-based compensation plans:

2003 Equity Incentive Plan

In February 2003, the Board of Directors adopted the 2003 Equity Incentive Plan (�2003 EIP�). On April 15, 2003, the shareholders approved the
adoption of the 2003 EIP, which replaced the 1994 Stock Option Plan (�1994 Plan�) and the Company�s Equity Incentive Plan. Under the 2003
EIP, all of the
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Company�s employees, officers, directors and certain consultants, agents, advisors and independent contractors are eligible to receive awards.
Awards which may be granted under the 2003 EIP include stock options, stock appreciation rights, restricted stock and stock units, performance
shares and performance units and other stock or cash-based awards. The 2003 EIP is generally similar to the 1994 Plan and the Equity Incentive
Plan, and does not affect the terms of any option granted under the 1994 Plan or stock or shares awarded under the Equity Incentive Plan. The
maximum number of shares of Washington Mutual common stock available for grant under the 2003 EIP is 44,919,426, which includes
authorized shares not issued or subject to outstanding awards under the Company�s 1994 Plan or Equity Incentive Plan.

Under the 2003 EIP, the exercise price of the option must at least equal the fair market value of Washington Mutual�s common stock on the date
of the grant. The options generally vest on a graded schedule over one to three years, depending on the terms of the grant, and expire ten years
from the grant date.

1994 Stock Option Plan

Under the 1994 Stock Option Plan, options to purchase common stock of Washington Mutual were granted to officers, directors, consultants and
advisors of the Company. Under the 1994 Plan, the exercise price of the option was equal to the fair market value of Washington Mutual�s
common stock on the date of the grant. The options generally vest on a graded schedule over one to three years, depending upon the terms of the
grant, and expire five to ten years from the grant date. The 1994 Plan originally provided for the granting of options to purchase a maximum of
27,000,000 shares of common stock. During 2000, the Board of Directors amended, and the Company�s shareholders approved, an increase in the
maximum number of shares of common stock available for grant to 45,000,000. The 1994 Plan was replaced on April 15, 2003 with the 2003
EIP.

WAMU Shares Stock Option Plans

From time to time, the Board of Directors approves grants of nonqualified stock options to certain groups of employees. The grants have been
made pursuant to a series of plans, collectively known as �WAMU Shares.� The aggregate number of shares authorized by the Board of Directors
for grants under the WAMU Shares Plans was 14,511,900. On October 16, 2002, the Board amended the 1999 WAMU Shares and the 2001
WAMU Shares plans to allow grants to a broader group of employees, including management, so that some of the authorized but unissued
options could be granted to eligible employees as part of the annual grant in December 2003. Generally, eligible full-time and part-time
employees on the award dates were granted options to purchase shares of Washington Mutual common stock. The exercise price for all grants is
the fair market value of Washington Mutual�s common stock on designated dates, and all options vest one to three years after the award date and
expire five to ten years from the award date.
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The following table presents the status, and changes, of all stock option plans at March 31, 2006 during the three months then ended:

Weighted Average
Weighted Remaining Aggregate
Average Contractual Intrinsic Value

Number Price (in years) (in millions)
1994 Stock Option Plan:
Outstanding at December 31, 2005 19,590,567 $ 31.40 5.15 $ 237
Granted �
Exercised 1,953,912 30.35
Forfeited 899 36.53
Outstanding at March 31, 2006 17,635,756 31.52 4.92 196
Outstanding options exercisable as of
March 31, 2006 17,635,756 31.52 4.92 196
WAMU Shares Stock Option Plan:
Outstanding at December 31, 2005 4,869,410 $ 36.59 4.22 $ 34
Granted �
Exercised 987,298 35.34
Forfeited 144,456 34.53
Outstanding at March 31, 2006 3,737,656 37.00 4.61 21
Outstanding options exercisable as of
March 31, 2006 3,737,656 37.00 4.61 21
Acquired Plans:
Outstanding at December 31, 2005 8,217,386 $ 51.98 4.74 $ 104
Granted �
Exercised 1,086,469 19.38
Forfeited 78,348 85.27
Outstanding at March 31, 2006 7,052,569 56.36 4.48 74
Outstanding options exercisable as of
March 31, 2006 7,052,569 56.36 4.48 74
2003 Equity Incentive Plan:
Outstanding at December 31, 2005 17,271,539 $ 40.91 8.38 $ 45
Granted 6,909,432 43.34
Exercised 417,984 40.01
Forfeited 516,987 41.80
Outstanding at March 31, 2006 23,246,000 41.63 8.51 29
Outstanding options exercisable as of
March 31, 2006 8,549,791 40.62 7.46 17
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The fair value of the options granted under the Company�s stock options plans is estimated on the date of the grant using a binomial model that
used the assumptions noted in the following table. Expected volatilities are based on implied volatilities from traded options on the Company�s
stock, the historical volatility of the Company�s stock and other factors. Employees that have similar historical exercise behavior are grouped
together for valuation purposes. The expected term of options granted is derived from historical exercise behavior combined with possible option
lives based on remaining contractual terms of unexercised and outstanding options. The range given below results from certain groups of
employees exhibiting different behavior. The risk-free rate for periods within the contractual life of the option is based on the rate available on
zero-coupon government issues in effect at the time of the grant.

Three Months Ended March 31,
2006 2005

Weighted average grant-date fair value:
2003 Equity Incentive Plan $ 8.05 $ 8.41
Dividend yield 4.70 % 4.20-4.28 %
Expected volatility 23.40-25.50 27.05-30.74
Risk free interest rate 4.22-4.63 3.55-4.15
Expected life (in years) 5.1-6.2 years 4.5-7 years

The total intrinsic value of options exercised under the plans during the three months ended March 31, 2006 and 2005 was $177 million and $32
million. As of March 31, 2006, there was $110 million of total unrecognized compensation costs related to stock options. These costs are
expected to be recognized over a weighted average period of 2.1 years.

Cash received from stock options exercised for the three months ended March 31, 2006 was $132 million. The income tax benefits from stock
options exercised total $24 million for the same period.

Equity Incentive Plan

The 2003 Equity Incentive Plan (�2003 EIP�) and its predecessor plans (the Equity Incentive Plan and the Restricted Stock Plan) permits grants of
restricted stock, with or without performance-based vesting restrictions, for the benefit of all employees, officers, directors, consultants and
advisors of the Company. The Company measures the fair value of the 2003 EIP restricted stock awards based upon the market price of the
underlying common stock as of the date of grant. The 2003 EIP restricted stock awards are amortized over their applicable vesting period
(generally three years) using the straight-line method.

The following table presents the status and changes in restricted stock awards issued under all plans:

Shares

Weighted
Average Grant-
Date Fair Value

Restricted stock awards:
Nonvested balance at December 31, 2005 6,388,821 $ 40.75
Granted 3,748,628 43.33
Vested 1,617,361 41.53
Forteited 340,346 40.97
Nonvested balance at March 31, 2006 8,179,742 41.80

As of March 31, 2006, there was $279 million of total unrecognized compensation cost related to unvested restricted stock awards. The cost is
expected to be recognized over a weighted average period of 2.5 years.
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During the three months ended March 31, 2006 and 2005, 2003 EIP restricted stock and awards of 3.7 million and 3.5 million were granted with
a weighted average grant-date per share fair value of $43.33 and $40.44. The total fair value of EIP restricted stock and awards vested during the
three months ended March 31, 2006 and 2005 was $69 million and $43 million.

The 2003 Equity Incentive Plan also allows for awards denominated in units of stock (�performance units�).  These awards are paid out at the
Company�s discretion in cash or shares of Washington Mutual common stock at the end of a three-year period only if the Company achieves
specified performance goals compared to the performance of a peer group in the S&P Financial Index. The fair value of performance awards is
estimated at grant date utilizing a Monte Carlo valuation methodology to determine the value of the market condition, which is combined with
the estimated value of the performance conditions.  The total value of the award will be determined at the end of the three-year performance
period based on the actual results of the performance conditions and the value of the market condition determined at the grant date.

The following table presents the status and changes in performance unit awards:

Shares

Weighted
Average Grant-
Date Fair Value

Performance Unit awards:
Nonvested balance at December 31, 2005 1,086,348 $ 40.65
Granted 544,505 46.21
Vested � �
Forteited 91,469 41.45
Nonvested balance at March 31, 2006 1,539,384 42.56

As of March 31, 2006, there was $33.7 million of total unrecognized compensation cost related to unvested performance unit awards. The cost is
expected to be recognized over a weighted average period of 2.3 years.

The Long-Term Cash Incentive program (�LTCIP�) provides eligible employees the opportunity to earn cash awards aligned with the Company�s
common stock performance over a three-year period. Participants are awarded a number of units and on each of the three award anniversaries,
participants receive a cash payment equal to the value of one-third of the participant�s units multiplied by the average closing price of
Washington Mutual�s common stock over a period preceding the award anniversary date. These awards are classified as liabilities and are valued
at each reporting period, based on the closing price of the Company�s common stock.

The following table presents the status and changes in LTCIP awards:

Shares

Weighted Average
Grant Current
Fair Value

LTCIP awards:
Nonvested balance at December 31, 2005 1,429,180 $ 44.18
Granted � �
Vested 483,774 43.07
Forteited 13,105 42.83
Nonvested balance at March 31, 2006 932,301 42.30

As of March 31, 2006, there was $20 million of total unrecognized compensation cost related to unvested LTCIP awards. The cost is expected to
be recognized over a weighted average period of 1.6 years. Cash used to settle vested LTCIP awards was $21 million for the three months ended
March 31, 2006.
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Employee Stock Purchase Plan

The Employee Stock Purchase Plan (�ESPP�) was amended effective January 1, 2004, and the Plan Administrator exercised its discretion under
the Plan to change certain terms. The ESPP no longer permits lump sum contributions, excludes employees who work for less than 5 months per
year, has twelve monthly offering periods, and provides for purchase of stock at a 5% discount from the price at the end of the offering period.
The Company pays for the program�s administrative expenses. The plan is open to all employees who are at least 18 years old and work at least
20 hours per week. Participation is through payroll deductions with a maximum annual contribution of 10% of each employee�s eligible cash
compensation. Under the ESPP, dividends may be automatically reinvested at the discretion of the participant. The Company sold 163,356 and
138,054 shares to employees during the three months periods ended March 31, 2006 and 2005. At March 31, 2006, 2.2 million shares were
reserved for future issuance under this plan.

Note 7: Operating Segments

The Company has four operating segments for the purpose of management reporting:  the Retail Banking Group, the Card Services Group, the
Commercial Group and the Home Loans Group. The results of these operating segments are based on the Company�s management accounting
process. Unlike financial accounting, there is no comprehensive, authoritative guidance for management accounting that is equivalent to
generally accepted accounting principles. The management accounting process measures the performance of the operating segments based on
the management structure of the Company and is not necessarily comparable with similar information for any other financial institution. The
Company�s operating segments are defined by the products and services they offer.

During the fourth quarter of 2005, the Company announced its plans to reorganize its single family residential mortgage lending operations. This
reorganization combined the Company�s subprime mortgage origination business, Long Beach Mortgage Company, as well as its Mortgage
Banker Finance lending operations within the Home Loans Group. This change in structure was effective as of January 1, 2006 and was
retrospectively applied to the prior period operating segment financial results for comparability.

The principal activities of the Retail Banking Group include:  (1) offering a comprehensive line of deposit and other retail banking products and
services to consumers and small businesses; (2) originating, managing and servicing home equity loans and lines of credit; (3) providing
investment advisory and brokerage services, sales of annuities, mutual fund management and other financial services; and (4) holding the
Company�s portfolio of home loans held for investment, excluding home loans originated by Long Beach Mortgage Company (which are held by
the Home Loans Group).

Deposit products offered by the segment in all its stores include the Company�s signature free checking and interest-bearing Platinum checking
accounts, as well as other personal checking, savings, money market deposit and time deposit accounts.

Financial consultants provide investment advisory and securities brokerage services to the public while bank employees with insurance licenses
offer fixed annuities. The Company�s mutual fund management business offers investment advisory and mutual fund distribution services.

This segment�s home loan portfolio consists of home loans purchased from both the Home Loans Group and secondary market participants. The
segment also purchases and re-underwrites loans to subprime borrowers which are held in the home loan portfolio. Loans held in portfolio
generate interest income, including prepayment fees, and loan-related noninterest income, such as late fees.
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The principal activities of the Card Services Group include originating and servicing credit card loans and providing other cardholder services.
The Card Services Group manages the Company�s credit card operations, which target customers by leveraging the Company�s retail banking
distribution network and through direct mail solicitations, which serve as the Group�s primary new customer acquisition channels, augmented by
online and telemarketing activities and other marketing programs including affinity programs. In addition to credit cards, this segment markets a
variety of cardholder service products to its customer base. These products, which may be originated within the Company or jointly marketed
with others, include debt suspension, auto- and health-related services, credit-related services, and selected insurance products.

The principal activities of the Commercial Group include:  (1) providing financing to developers and investors for the acquisition or construction
of multi-family dwellings and, to a lesser extent, other commercial properties; and (2) servicing multi-family and other commercial real estate
loans and either holding such loans in portfolio as part of its commercial asset management business or selling them in the secondary market.

The principal activities of the Home Loans Group include:  (1) originating and servicing home loans, including those home loans made to
subprime borrowers through the Company�s subsidiary, Long Beach Mortgage Company; (2) buying and selling home loans in the secondary
market; (3) providing financing and other banking services to mortgage bankers for the origination of mortgage loans; (4) holding Long Beach
Mortgage Company�s home loans held for investment; and (5) selling insurance-related products and participating in reinsurance activities with
other insurance companies.

Home loans are either originated in the retail and wholesale channels or are purchased from other lenders through the correspondent channel.
The profitability of each channel varies over time and the Company�s emphasis on each channel varies accordingly. The segment offers a wide
variety of home loans, including: fixed-rate home loans; adjustable-rate home loans or �ARMs� (where the interest rate may be adjusted as
frequently as every month); hybrid home loans (where the interest rate is fixed for a predetermined time period, typically 3 to 5 years, and then
converts to an ARM that reprices monthly or annually, depending on the product); government insured or guaranteed home loans; and Option
ARM loans (which each month provide the borrower with the option to make a fully-amortizing, interest-only or minimum payment). Option
ARM loans are not offered by Long Beach Mortgage Company.

As part of the Company�s specialty mortgage finance operations, this Group also originates home loans to subprime borrowers through the broker
network maintained by Long Beach Mortgage Company. Such loans may be held in the Company�s specialty mortgage finance home loan
portfolio or sold to secondary market participants.

From an enterprise-wide perspective, loans are either retained or sold. Loans which are sold generate gain or loss on sale as well as interest
income from the time they are funded until the time they are sold, while loans held in portfolio generate interest income and ancillary noninterest
income. The decision to retain or sell home loans, and the related decision to retain or not retain servicing when loans are sold, involve the
analysis and comparison of expected interest income and the interest rate and credit risks inherent with holding loans in portfolio, with the size
of the gain or loss that would be realized if the loans were sold and the expected expense of managing the risk related to any retained mortgage
servicing rights. Fixed-rate home loans, which subject the Company to more interest rate risk than other types of home loans, are generally sold
as part of the Company�s overall asset/liability risk management process. Such decisions are elements of the Company�s capital management
process.
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For management reporting purposes, home loans that are not held in portfolio by this segment are either transferred through inter-segment sales
to the Retail Banking Group or are sold to secondary market participants, including the housing government-sponsored enterprises � such as
Fannie Mae, Freddie Mac and the regional Federal Home Loan Banks. The premium received on inter-segment sales to the Retail Banking
Group is based on prices available in the secondary market, adjusted for hedging costs.

The Home Loans Group may retain the right to service home loans, whether held for sale, sold to secondary market participants or held in
portfolio. Mortgage servicing involves the administration and collection of home loan payments. In servicing home loans, the Company collects
and remits loan payments, responds to borrower inquiries, applies the collected principal and interest to the individual loans, collects, holds and
disburses escrow funds for payment of property taxes and insurance premiums, counsels delinquent customers, supervises foreclosures and
property dispositions and generally administers the loans. In return for performing these functions, the Company receives servicing fees and
other remuneration.

In addition to selling loans to secondary market participants, the Home Loans Group generates both interest income and noninterest income by
acquiring home loans from a variety of sources, pooling and securitizing those loans, selling the resulting mortgage-backed securities to
secondary market participants and providing ongoing servicing and bond administration for all securities issued.

The Home Loans Group makes insurance products available to its customers that complement the mortgage process, including private mortgage
insurance, mortgage life insurance, flood, homeowners�, earthquake and other property and casualty insurance. Other types of insurance products
made available include accidental death and dismemberment and term and whole life insurance. This segment also manages the Company�s
captive reinsurance activities.

The Corporate Support/Treasury and Other category includes enterprise-wide management of the Company�s interest rate risk, liquidity, capital,
borrowings, and a majority of the Company�s investment securities. As part of the Company�s asset and liability management process, the
Treasury function provides oversight and direction across the enterprise over matters that impact the profile of the Company�s balance sheet, such
as product composition of loans that the Company holds in the portfolio, the appropriate mix of wholesale and capital markets borrowings at any
given point in time, and the allocation of capital resources to the business segments. This category also includes the costs of the Company�s
technology services, facilities, legal, human resources, and accounting and finance functions to the extent not allocated to the business segments
as well as the community lending and investment operations. Community lending and investment programs help fund the development of
affordable housing units in traditionally underserved communities. Also reported in this category is the net impact of funds transfer pricing for
loan and deposit balances and items associated with transfers of loans from the Retail Banking Group to the Home Loans Group when home
loans previously designated as held for investment are transferred to held for sale, such as lower of cost or fair value adjustments and the
write-off of inter-segment premiums.

The Company uses various management accounting methodologies, which are enhanced from time to time, to assign certain balance sheet and
income statement items to the responsible operating segment. Methodologies that are applied to the measurement of segment profitability
include:  (1) a funds transfer pricing system, which allocates interest income funding credits and funding charges between the operating
segments and the Treasury Division. A segment will receive a funding credit from the Treasury Division for its liabilities and its share of
risk-adjusted economic capital. Conversely, a segment is assigned a charge by the Treasury Division to fund its assets. The system takes into
account the interest rate risk profile of
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the Company�s assets and liabilities and concentrates their sensitivities within the Treasury Division, where it is centrally managed. Certain basis
and other residual risk remains in the operating segments; (2) a calculation of the provision for loan and lease losses based on management�s
current assessment of the long-term, normalized net charge-off ratio for loan products within each segment, which is recalibrated periodically to
the latest available loan loss experience data. This calculation differs, in some respects, from the Company�s financial accounting methodology
that is used to estimate incurred credit losses inherent in the Company�s loan portfolio under generally accepted accounting principles; (3) the
allocation of certain operating expenses that are not directly charged to the segments (i.e., corporate overhead), which generally are based on
each segment�s consumption patterns; (4) the allocation of goodwill and other intangible assets to the operating segments based on benefits
received from each acquisition; and (5) inter-segment activities which include the transfer of certain originated home loans that are to be held in
portfolio from the Home Loans Group to the Retail Banking Group and a broker fee arrangement between Home Loans and Retail Banking.
When originated home loans are transferred, the Home Loans Group records a gain on the sale of the loans based on an assumed profit factor.
This profit factor is included as a premium to the value of the transferred loans, which is amortized as an adjustment to the net interest income
recorded by the Retail Banking Group while the loan is held for investment. If a loan that was designated as held for investment is subsequently
transferred to held for sale, the inter-segment premium is written off through Corporate Support/Treasury and Other. Inter-segment broker fees
are recorded by the Retail Banking Group when home loans are initiated through retail banking stores. The results of all inter-segment activities
are eliminated as reconciling adjustments that are necessary to conform the presentation of management accounting policies to the accounting
principles used in the Company�s consolidated financial statements.

During the fourth quarter of 2005, the Company began integrating the Card Services Group into its management accounting process. During this
period and through the first quarter of 2006, only the funds transfer pricing management accounting methodology was applied to this segment.
As charges related to the administrative support functions of the former Providian Financial Corporation continue to be incurred by the Card
Services Group, corporate overhead charges have not been allocated to this segment. The Company evaluates the performance of the Card
Services Group on a managed asset basis. Managed financial information is derived by adjusting the GAAP financial information to add back
securitized loan balances and the related interest and fee income and credit losses.
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Financial highlights by operating segment were as follows:

Three Months Ended March 31, 2006

Corporate
Support/

Retail Card Home Treasury Reconciling Adjustments
Banking Services Commercial Loans and
Group Group(1) Group(2) Group(2) Other Securitization(3) Other Total
(dollars in millions)

Condensed
income statement:
Net interest income
(expense) $ 1,523 $ 614 $ 198 $ 268 $ (173 ) $ (432 ) $ 119 (4) $ 2,117
Provision for loan and lease
losses 50 330 1 1 � (225 ) (75 )(5) 82
Noninterest income
(expense) 741 345 13 408 173 207 (162 )(6) 1,725
Inter-segment revenue
(expense) 14 � � (14 ) � � � �
Noninterest expense 1,160 289 68 599 95 � � 2,211
Income (loss) before income
taxes 1,068 340 142 62 (95 ) � 32 1,549
Income taxes (benefit) 408 130 54 24 (52 ) � � 564
Net income
(loss) $ 660 $ 210 $ 88 $ 38 $ (43 ) $ � $ 32 $ 985
Performance and other
data:
Efficiency ratio(7) 50.91 % 30.15 % 32.37 % 90.47 % n/a n/a n/a 57.54 %
Average loans $ 189,142 $ 20,086 $ 31,011 $ 34,586 $ 1,142 $ (12,107 ) $ (1,534 )(8) $ 262,326
Average assets 202,235 22,764 33,833 64,198 33,186 (10,219 ) (1,701 )(8)(9) 344,296
Average deposits 139,062 n/a 2,263 16,530 33,179 n/a n/a 191,034
Loan volume 7,255 n/a 2,769 44,998 24 n/a n/a 55,046
Employees at end of period 30,336 2,871 1,351 16,017 9,806 n/a n/a 60,381

(1)         Operating results for the Card Services Group are presented on a managed basis as the Company treats securitized and sold credit card receivables as if
they were still on the balance sheet in evaluating the overall performance of this operating segment.

(2)         Effective January 1, 2006, the Company reorganized its single family residential mortgage lending operations. This reorganization combined the
Company�s subprime mortgage origination business, Long Beach Mortgage Company, as well as its Mortgage Banker Finance lending operations with the Home
Loans Group. Previously these operations were reported within the Commercial Group. This change in organization was retrospectively applied to prior periods.

(3)         The managed basis presentation of the Card Services Group is derived by adjusting the GAAP financial information to add back securitized loan balances
and the related interest and fee income and credit losses. Such adjustments to arrive at the reported GAAP results are eliminated within Securitization
Adjustments.

(4)         Represents the difference between home loan premium amortization recorded by the Retail Banking Group and the amount recognized in the Company�s
Consolidated Statements of Income. For management reporting purposes, loans that are held in portfolio by the Retail Banking Group are treated as if they are
purchased from the Home Loans Group. Since the cost basis of these loans includes an assumed profit factor paid to the Home Loans Group, the amortization of
loan premiums recorded by the Retail Banking Group includes this assumed profit factor and must therefore be eliminated as a reconciling adjustment.

(5)         Represents the difference between the long-term, normalized net charge-off ratio used to assess expected loan and lease losses for the operating segments
and the financial accounting methodology that is used to estimate incurred credit losses inherent in the Company�s loan portfolio.

(6)         Represents the difference between gain from mortgage loans primarily recorded by the Home Loans Group and the gain from mortgage loans recognized
in the Company�s Consolidated Statements of Income. A substantial amount of loans originated or purchased by this segment are considered to be salable for
management reporting purposes.
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(7)         The efficiency ratio is defined as noninterest expense divided by total revenue (net interest income and noninterest income).

(8)         Includes the inter-segment offset for inter-segment loan premiums that the Retail Banking Group recognized from the transfer of portfolio loans from the
Home Loans Group.

(9)         Includes the impact to the allowance for loan and lease losses of $167 million that results from the difference between the long-term, normalized net
charge-off ratio used to assess expected loan and lease losses for the operating segments and the financial accounting methodology that is used to estimate incurred
credit losses inherent in the Company�s loan portfolio.
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Three Months Ended March 31, 2005

Retail
Banking
Group

Commercial
Group(1)

Home
Loans
Group(1)

Corporate
Support/
Treasury
and
Other

Reconciling
Adjustments Total

(dollars in millions)
Condensed income statement:
Net interest income (expense) $ 1,401 $ 229 $ 396 $ (176 ) $ 113 (2) $ 1,963
Provision for loan and lease losses 37 1 1 � (23 )(3) 16
Noninterest income (expense) 638 75 747 (63 ) (62 )(4) 1,335
Inter-segment revenue (expense) 12 � (12 ) � � �
Noninterest expense 1,058 54 611 116 � 1,839
Income (loss) before income taxes 956 249 519 (355 ) 74 1,443
Income taxes (benefit) 361 94 196 (144 ) 34 541
Net income (loss) $ 595 $ 155 $ 323 $ (211 ) $ 40 $ 902
Performance and other data:
Efficiency ratio(5) 51.59 % 17.83 % 53.95 % n/a n/a 55.77 %
Average loans $ 177,635 $ 29,563 $ 38,903 $ 1,082 $ (1,556 )(6) $ 245,627
Average assets 190,496 32,726 61,038 25,376 (1,801 )(6)(7) 307,835
Average deposits 132,982 2,998 17,408 21,797 n/a 175,185
Loan volume 12,493 2,433 44,495 94 n/a 59,515
Employees at end of period 27,699 1,268 14,815 8,706 n/a 52,488

(1)                 Effective January 1, 2006, the Company reorganized its single family residential mortgage lending
operations. This reorganization combined the Company�s subprime mortgage origination business, Long Beach
Mortgage Company, as well as its Mortgage Banker Finance lending operations with the Home Loans Group.
Previously these operations were reported within the Commercial Group. This change in organization has been
retrospectively applied to prior periods.

(2)                 Represents the difference between home loan premium amortization recorded by the Retail Banking Group
and the amount recognized in the Company�s Consolidated Statements of Income. For management reporting
purposes, loans that are held in portfolio by the Retail Banking Group are treated as if they are purchased from the
Home Loans Group. Since the cost basis of these loans includes an assumed profit factor paid to the Home Loans
Group, the amortization of loan premiums recorded by the Retail Banking Group includes this assumed profit factor
and must therefore be eliminated as a reconciling adjustment.

(3)                 Represents the difference between the long-term, normalized net charge-off ratio used to assess expected
loan and lease losses for the operating segments and the financial accounting methodology that is used to estimate
incurred credit losses inherent in the Company�s loan portfolio.

(4)                 Represents the difference between gain from mortgage loans primarily recorded by the Home Loans Group
and the gain from mortgage loans recognized in the Company�s Consolidated Statements of Income. A substantial
amount of loans originated or purchased by this segment are considered to be salable for management reporting
purposes.

(5)                 The efficiency ratio is defined as noninterest expense divided by total revenue (net interest income and
noninterest income).
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(6)                 Includes the inter-segment offset for inter-segment loan premiums that the Retail Banking Group recognized
from the transfer of portfolio loans from the Home Loans Group.

(7)                 Includes the impact to the allowance for loan and lease losses of $245 million that results from the
difference between the long-term, normalized net charge-off ratio used to assess expected loan and lease losses for the
operating segments and the financial accounting methodology that is used to estimate incurred credit losses inherent in
the Company�s loan portfolio.
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WASHINGTON MUTUAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

Note 8:  Condensed Consolidating Financial Statements

The following are the condensed consolidating financial statements of the parent companies of Washington Mutual, Inc. and New American
Capital, Inc.

CONDENSED CONSOLIDATING STATEMENTS OF INCOME

Three Months Ended March 31, 2006

Washington
Mutual, Inc.
(Parent Only)

New 
American
Capital, Inc.
(Parent Only)

All Other
Washington
Mutual, Inc.
Consolidating
Subsidiaries Eliminations

Washington
Mutual, Inc.
Consolidated

(in millions)
Interest Income
Notes receivable from subsidiaries $ 7 $ 29 $ 5 $ (41 ) $ �
Other interest income 2 4 4,656 (5 ) 4,657
Total interest income 9 33 4,661 (46 ) 4,657
Interest Expense
Borrowings 144 7 1,209 (41 ) 1,319
Other interest expense � � 1,221 � 1,221
Total interest expense 144 7 2,430 (41 ) 2,540
Net interest income (expense) (135 ) 26 2,231 (5 ) 2,117
Provision for loan and lease losses � � 82 � 82
Net interest income (expense) after provision for loan
and lease losses (135 ) 26 2,149 (5 ) 2,035
Noninterest Income 4 � 1,729 (8 ) 1,725
Noninterest Expense 32 10 2,176 (7 ) 2,211
Net income (loss) before income taxes, dividends from
subsidiaries and equity in undistributed income
of subsidiaries (163 ) 16 1,702 (6 ) 1,549
Income tax expense (benefit) (48 ) 2 610 � 564
Dividends from subsidiaries 3,600 1,809 � (5,409 ) �
Equity in undistributed loss of subsidiaries (2,500 ) (729 ) � 3,229 �
Net Income $ 985 $ 1,094 $ 1,092 $ (2,186 ) $ 985
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WASHINGTON MUTUAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

Three Months Ended March 31, 2005

Washington
Mutual, Inc.
(Parent Only)

New
American
Capital, Inc.
(Parent Only)

All Other
Washington
Mutual, Inc.
Consolidating
Subsidiaries Eliminations

Washington
Mutual, Inc.
Consolidated

(in millions)
Interest Income
Notes receivable from subsidiaries $ 4 $ 24 $ 3 $ (31 ) $ �
Other interest income 1 � 3,470 (38 ) 3,433
Total interest income 5 24 3,473 (69 ) 3,433
Interest Expense
Borrowings 95 7 742 (70 ) 774
Other interest expense � � 696 � 696
Total interest expense 95 7 1,438 (70 ) 1,470
Net interest income (expense) (90 ) 17 2,035 1 1,963
Provision for loan and lease losses � � 16 � 16
Net interest income (expense) after provision for loan
and lease losses (90 ) 17 2,019 1 1,947
Noninterest Income 4 � 1,354 (23 ) 1,335
Noninterest Expense 33 1 1,826 (21 ) 1,839
Net income (loss) before income taxes, dividends from
subsidiaries and equity in undistributed income
of subsidiaries (119 ) 16 1,547 (1 ) 1,443
Income tax expense (benefit) (30 ) 7 564 � 541
Dividends from subsidiaries 285 284 � (569 ) �
Equity in undistributed income of subsidiaries 706 657 � (1,363 ) �
Net Income $ 902 $ 950 $ 983 $ (1,933 ) $ 902
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WASHINGTON MUTUAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

CONDENSED CONSOLIDATING STATEMENTS OF FINANCIAL CONDITION

March 31, 2006

Washington
Mutual, Inc.
(Parent Only)

New
American
Capital, Inc.
(Parent Only)

All Other
Washington
Mutual, Inc.
Consolidating
Subsidiaries Eliminations

Washington
Mutual, Inc.
Consolidated

(in millions)
Assets
Cash and cash equivalents $ 2,902 $ 256 $ 6,314 $ (3,604 ) $ 5,868
Available-for-sale securities 54 � 26,920 � 26,974
Loans, net of allowance for loan and lease
losses � 8 263,374 � 263,382
Notes receivable from subsidiaries 30 950 484 (1,464 ) �
Investment in subsidiaries 31,984 30,208 � (62,192 ) �
Other assets 1,395 529 50,701 (448 ) 52,177
Total assets $ 36,365 $ 31,951 $ 347,793 $ (67,708 ) $ 348,401
Liabilities
Notes payable to subsidiaries $ 268 $ 24 $ 1,172 $ (1,464 ) $ �
Borrowings 9,727 465 102,275 � 112,467
Other liabilities 551 51 213,557 (4,044 ) 210,115
Total liabilities 10,546 540 317,004 (5,508 ) 322,582
Stockholders� Equity 25,819 31,411 30,789 (62,200 ) 25,819
Total liabilities and stockholders� equity $ 36,365 $ 31,951 $ 347,793 $ (67,708 ) $ 348,401

December 31, 2005

Washington
Mutual, Inc.
(Parent Only)

New
American
Capital, Inc.
(Parent Only)

All Other
Washington
Mutual, Inc.
Consolidating
Subsidiaries Eliminations

Washington
Mutual, Inc.
Consolidated

(in millions)
Assets
Cash and cash equivalents $ 781 $ 108 $ 6,653 $ (1,328 ) $ 6,214
Available-for-sale securities 55 � 24,604 � 24,659
Loans, net of allowance for loan and lease
losses 1 8 261,510 � 261,519
Notes receivable from subsidiaries 1,354 3,550 473 (5,377 ) �
Investment in subsidiaries 34,707 31,116 � (65,823 ) �
Other assets 1,396 605 51,668 (2,488 ) 51,181
Total assets $ 38,294 $ 35,387 $ 344,908 $ (75,016 ) $ 343,573
Liabilities
Notes payable to subsidiaries $ 266 $ 549 $ 6,918 $ (7,733 ) $ �
Borrowings 10,194 705 104,262 � 115,161
Other liabilities 555 34 202,040 (1,496 ) 201,133
Total liabilities 11,015 1,288 313,220 (9,229 ) 316,294
Stockholders� Equity 27,279 34,099 31,688 (65,787 ) 27,279
Total liabilities and stockholders� equity $ 38,294 $ 35,387 $ 344,908 $ (75,016 ) $ 343,573
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WASHINGTON MUTUAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS

Three Months Ended March 31, 2006

Washington
Mutual, Inc.
(Parent Only)

New 
American
Capital, Inc.
(Parent Only)

All Other
Washington
Mutual, Inc.
Consolidating
Subsidiaries(1)

Washington
Mutual, Inc.
Consolidated

(in millions)
Cash Flows from Operating Activities
Net income $ 985 $ 1,094 $ (1,094 ) $ 985
Adjustments to reconcile net income to net cash provided (used)
by operating activities:
Equity in undistributed (income) loss of subsidiaries 2,500 698 (3,198 ) �
Decrease in other assets 15 116 2,224 2,355
Increase (decrease) in other liabilities 48 105 (248 ) (95 )
Other � (2 ) 5,499 5,497
Net cash provided by operating activities 3,548 2,011 3,183 8,742
Cash Flows from Investing Activities
Purchase of securities � � (7,034 ) (7,034 )
Proceeds from sales and maturities of securities � � 4,242 4,242
Origination of loans, net of principal payments 1 � (8,803 ) (8,802 )
Decrease (increase) in notes receivable from subsidiaries 1,324 2,600 (3,924 ) �
Investment in subsidiaries 84 (101 ) 17 �
Other � � (1,486 ) (1,486 )
Net cash provided (used) by investing activities 1,409 2,499 (16,988 ) (13,080 )
Cash Flows from Financing Activities
Proceeds (repayments) from borrowings, net (370 ) (762 ) (1,205 ) (2,337 )
Cash dividends paid on preferred and common stock (499 ) (3,600 ) 3,600 (499 )
Repurchase of common stock (2,108 ) � � (2,108 )
Other 141 � 8,795 8,936
Net cash provided (used) by financing activities (2,836 ) (4,362 ) 11,190 3,992
Increase (decrease) in cash and cash equivalents 2,121 148 (2,615 ) (346 )
Cash and cash equivalents, beginning of year 781 108 5,325 6,214
Cash and cash equivalents, end of year $ 2,902 $ 256 $ 2,710 $ 5,868

(1)                 Includes intercompany eliminations.
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WASHINGTON MUTUAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

Three Months Ended March 31, 2005

Washington
Mutual, Inc.
(Parent Only)

New 
American
Capital, Inc.
(Parent Only)

All Other
Washington
Mutual, Inc.
Consolidating
Subsidiaries(1)

Washington
Mutual, Inc.
Consolidated

(in millions)
Cash Flows from Operating Activities
Net income $ 902 $ 950 $ (950 ) $ 902
Adjustments to reconcile net income to net cash provided (used) by
operating activities:
Equity in undistributed (income) loss of subsidiaries (706 ) (621 ) 1,327 �
Increase in other assets (491 ) (219 ) (171 ) (881 )
Increase (decrease) in other liabilities (53 ) 284 770 1,001
Other (2 ) � (4,055 ) (4,057 )
Net cash provided (used) by operating activities (350 ) 394 (3,079 ) (3,035 )
Cash Flows from Investing Activities
Purchase of securities � � (5,964 ) (5,964 )
Proceeds from sales and maturities of securities � � 4,070 4,070
Origination of loans, net of principal payments � � (2,640 ) (2,640 )
Decrease (increase) in notes receivable from subsidiaries (200 ) � 200 �
Investment in subsidiaries (17 ) (10 ) 27 �
Other � � (798 ) (798 )
Net cash used by investing activities (217 ) (10 ) (5,105 ) (5,332 )
Cash Flows from Financing Activities
Proceeds (repayments) from borrowings, net 1,099 � (1,976 ) (877 )
Cash dividends paid on preferred and common stock (402 ) (275 ) 275 (402 )
Repurchase of common stock (100 ) � � (100 )
Other 130 � 9,972 10,102
Net cash provided (used) by financing activities 727 (275 ) 8,271 8,723
Increase in cash and cash equivalents 160 109 87 356
Cash and cash equivalents, beginning of year 1,517 71 2,867 4,455
Cash and cash equivalents, end of year $ 1,677 $ 180 $ 2,954 $ 4,811

(1)                 Includes intercompany eliminations.
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MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Restatement of Financial Statements

Subsequent to the original filing of the Company�s Quarterly Report on Form 10-Q, the Company completed a comprehensive review and
reconciliation of its current and deferred income tax accounts and concluded that a $337 million reduction to retained earnings was necessary,
representing cumulative adjustments to net income recorded in prior periods up to and including 2001. No adjustments were made to net income
or earnings per share for any of the periods from 2002 through June 30, 2006. The adjustments reflect corrections to the tax accounting records
related to matters occurring prior to 2002 at the Company and predecessor companies, including H.F. Ahmanson & Co., Great Western
Financial Corp. and American Savings Bank, which the Company acquired in the late 1990s. The adjustments arose primarily from inadequate
tax records, delays in reconciling tax accounts and errors in recording the impact of certain tax payments and the income tax expense of the
Company during those years. Accordingly, these adjustments affected the balance of retained earnings and certain tax accounts at December 31,
2001 and each period thereafter. Refer to Note 2 to the Consolidated Financial Statements � �Restatement of Financial Statements� for further
information regarding the effects of this restatement on the Company�s Consolidated Statements of Financial Condition at March 31, 2006. The
accompanying Management�s Discussion and Analysis gives effect to the restatement.

Cautionary Statements

The Company�s Form 10-Q and other documents that it files with the Securities and Exchange Commission (�SEC�) contain forward-looking
statements. In addition, the Company�s senior management may make forward-looking statements orally to analysts, investors, the media and
others. Forward-looking statements can be identified by the fact that they do not relate strictly to historical or current facts. They often include
words such as �expects,� �anticipates,� �intends,� �plans,� �believes,� �seeks,� �estimates,� or words of similar meaning, or future or conditional verbs such as
�will,� �would,� �should,� �could� or �may.�

Forward-looking statements provide management�s current expectations or predictions of future conditions, events or results. They may include
projections of the Company�s revenues, income, earnings per share, capital expenditures, dividends, capital structure or other financial items,
descriptions of management�s plans or objectives for future operations, products or services, or descriptions of assumptions underlying or relating
to the foregoing. They are not guarantees of future performance. By their nature, forward-looking statements are subject to risks and
uncertainties. These statements speak only as of the date they are made. Management does not undertake to update forward-looking statements
to reflect the impact of circumstances or events that arise after the date the forward-looking statements were made. There are a number of
factors, many of which are beyond management�s control or its ability to accurately forecast or predict their significance, which could cause
actual conditions, events or results to differ materially from those described in the forward-looking statements. Significant among these factors
are:

•  Volatile interest rates impact the mortgage banking business;

•  Rising interest rates, unemployment and decreases in housing prices;

•  Risks related to the option adjustable-rate mortgage product;

•  Risks related to subprime lending;

•  Risks related to the integration of the Card Services business;

•  Risks related to credit card operations;
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•  Changes in the regulation of financial services companies, housing government-sponsored enterprises and credit
card lenders;

•  The Company faces competition from banking and nonbanking companies;

•  General business and economic conditions, including movements in interest rates, the slope of the yield curve and
the potential overextension of housing prices in certain geographic markets; and

•  Negative public opinion impacts the Company�s reputation.

Each of these factors can significantly impact the Company�s businesses, operations, activities, condition and results in significant ways that are
not described in the foregoing discussion and which are beyond the Company�s ability to anticipate or control, and could cause actual results to
differ materially from the outcomes described in the forward-looking statements. These factors are described in greater detail in �Business �
Factors That May Affect Future Results� in the Company�s 2005 Annual Report on Form 10-K/A.

Controls and Procedures

Disclosure Controls and Procedures

The Company�s management, with the participation of the Company�s Chief Executive Officer and Chief Financial Officer, has evaluated the
effectiveness of the Company�s disclosure controls and procedures as of the end of the period covered by this report. Based on such evaluation,
the Company�s Chief Executive Officer and Chief Financial Officer have concluded that, as of the end of such period, the Company�s disclosure
controls and procedures are effective in recording, processing, summarizing and reporting, on a timely basis, information required to be
disclosed by the Company in the reports that it files or submits under the Securities Exchange Act of 1934.

In reaching the conclusion that disclosure controls and procedures were effective, management had considered the potential financial impact of
control deficiencies associated with the matters giving rise to the restatement described in Note 2 to the Consolidated Financial Statements on
page 6. Management believes this restatement is immaterial and was not the result of a material weakness in the Company�s internal control over
financial reporting. Accordingly, management has not changed its conclusion described above that the Company�s disclosure controls and
procedures were designed and operating effectively as of March 31, 2006.

Management reviews and evaluates the design and effectiveness of the Company�s disclosure controls and procedures on an ongoing basis, which
may result in the discovery of deficiencies, and improves its controls and procedures over time, correcting any deficiencies that may have been
discovered.

Changes in Internal Control Over Financial Reporting

Management reviews and evaluates the design and effectiveness of the Company�s internal control over financial reporting on an ongoing basis,
which may result in the discovery of deficiencies, some of which may be significant, and changes its internal control over financial reporting as
needed to maintain their effectiveness, correcting any deficiencies, as needed, in order to ensure the continued effectiveness of the Company�s
internal controls. There have not been any changes in the Company�s internal control over financial reporting during the first quarter of 2006 that
have materially affected, or are reasonably likely to materially affect, the Company�s internal control over financial reporting. For management�s
assessment of the Company�s internal control over financial reporting, refer to the Company�s 2005 Annual Report on Form 10-K/A,
�Management�s Report on Internal Control Over Financial Reporting.�
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Overview 

Net income for the first quarter of 2006 was $985 million, or $0.98 per diluted share, compared with $902 million, or $1.01 per diluted share, in
the first quarter of 2005. Although net income increased, earnings per share declined due to the issuance of 127 million common shares in
conjunction with the Company�s acquisition of Providian Financial Corporation in the fourth quarter of 2005.

Net interest income was $2.12 billion in the first quarter of 2006, compared with $1.96 billion in the first quarter of 2005. The increase was due
to growth in average interest-earning assets, including the addition of the credit card portfolio from the Providian acquisition. Partially offsetting
the increase in net interest income was contraction in the net interest margin. The net interest margin in the first quarter of 2006 was 2.75%, a
decline of 8 basis points from the first quarter of 2005. The decrease was primarily due to an increase in the cost of the Company�s
interest-bearing liabilities, which was driven by the continual increase in short-term interest rates since June of 2004. As the U.S. economy
rebounded from the downturn during the early part of the decade, the Federal Reserve moved to reduce the stimulative economic effect of an
accommodative monetary policy by initiating a series of 25 basis point increases in the targeted federal funds rate. This benchmark interest rate
has increased from 1.00% in the second quarter of 2004 to 4.75% at the end of the first quarter of 2006. These increases have gradually shifted
the Federal Reserve�s monetary policy towards an interest rate range that neither stimulates nor hinders economic forces. Although the Federal
Reserve has not stated that the current federal funds rate represents a position of fiscal policy neutrality, it has indicated that the current rate is no
longer at a level that would stimulate economic expansion. Accordingly, the current rate appears to be close to entering the Federal Reserve�s
target zone. Until rates move into that zone, additional increases are likely. Since the Company�s adjustable-rate home loans and securities
reprice to current market rates more slowly than its wholesale borrowing sources, the Company expects the net interest margin will continue to
be pressured until the federal funds rate stabilizes.

Partially mitigating the disparity in repricing speeds is the growth in home equity line of credit balances, which have repricing frequencies that
are more closely aligned with the faster repricing behavior of the Company�s wholesale borrowings. The average balance of home equity lines of
credit was $37.18 billion in the first quarter of 2006, an increase of $2.70 billion, or 8% from the first quarter of 2005, while the yield on this
portfolio increased from 5.29% to 7.18%. Additionally, the net interest margin benefited from the addition of the higher-yielding Providian
credit card portfolio in the fourth quarter of 2005.

In conjunction with changes made to regulatory financial reporting standards by the Office of Thrift Supervision, the Company reclassified loan
prepayment fees from portfolio loan-related noninterest income to interest income in the first quarter of 2006, and retrospectively applied this
classification change to prior periods. The effect of this change increased the net interest margin by 8 basis points in the first quarter of 2006 and
10 basis points in the first quarter of 2005.

Noninterest income totaled $1.73 billion in the first quarter of 2006, compared with $1.34 billion in the first quarter of 2005. The increase was
largely due to consumer loan sales and servicing income of $431 million and credit card fee income of $138 million, all of which is attributable
to the acquisition of Providian on October 1, 2005. Also contributing to the increase in noninterest income was a litigation award of $134 million
recorded in the first quarter of 2006 from the partial settlement of a supervisory goodwill lawsuit filed against the United States Government by
Home Savings of America FSB, which the Company acquired in 1998. Partially offsetting these noninterest income increases was a decline in
the profitability of the Company�s home mortgage loan operations.

Revenue from sales and servicing of home mortgage loans was $263 million in the first quarter of 2006, compared with $775 million for the
same period in the prior year. The decrease is primarily attributable to higher mortgage servicing rights (�MSR�) risk management costs that
occurred due to a flat yield curve interest rate environment and a change in the risk profile of the MSR asset due to higher
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mortgage interest rates. A key element of the valuation of the MSR asset is the expected life of the underlying mortgage loans. As mortgage
interest rates move higher, the number of customers with a financial incentive to prepay their mortgages diminishes, which extends the expected
life of the mortgage loan and increases the fair value of the MSR asset. However, as market interest rates approach or exceed the weighted
average coupon rate on the Company�s portfolio of mortgage loans serviced, the effect of further increases in mortgage interest rates on the fair
value of the MSR asset is less significant. At March 31, 2005, the Fannie Mae 30-year conventional fixed-mortgage rate was 5.48%, while the
weighted average coupon rate of the Company�s loan servicing portfolio was 5.83%. Conversely, the Fannie Mae rate was 6.01% and the
weighted average coupon rate of the servicing portfolio was 5.98% at March 31, 2006. Accordingly, the increase in the fair value of the MSR
asset during the first quarter of 2005 was significantly larger than the increase in MSR fair value in the first quarter of 2006. In response to this
change in MSR sensitivity, the Company repositioned its risk management instruments, primarily through the usage of interest rate option
contracts. This repositioning contributed to higher hedging costs in the first quarter of 2006. The flat yield curve also affected the performance of
the Company�s MSR risk management instruments. Some of these instruments, such as forward commitments to purchase mortgage-backed
securities and interest rate swaps, produce more favorable results when the yield curve is steep.

With the current flat yield curve environment, the interest rates offered on the Company�s short-term adjustable-rate loans, such as the Option
ARM, are nearly at the same level as rates offered on fixed-rate products and are higher than rates offered on medium-term adjustable-rate
mortgages. Accordingly, short-term adjustable rate loans, as a percentage of total home loan volume, declined from 35% in the first quarter of
2005 to 23% in the first quarter of 2006, while medium-term and fixed-rate loans, as a percentage of total home loan volume, increased from
65% to 77% between the same periods. Although total home loan volume was down approximately 7% between the two periods, loan volume on
medium-term adjustable-rate mortgages, which carry a fixed rate of interest during their initial interest rate period (which typically lasts for 3 or
5 years), was particularly strong, growing from $13.41 billion in the first quarter of 2005 to $16.52 billion in the first quarter of 2006, an
increase of over 23%. These products substantially account for the $8.71 billion increase in the Company�s home loan portfolio since the end of
2005.

The Company recorded a provision for loan and lease losses of $82 million in the first quarter of 2006, compared with $217 million in the fourth
quarter of 2005 and $16 million in the first quarter of 2005. Reflecting the higher risk profile associated with the unsecured, higher-yielding
credit card lending activities that the Company acquired from its purchase of Providian, the provision in the first quarter of 2006 included a
provision of $105 million that was attributable to the credit card portfolio. This amount was down from $195 million in the fourth quarter of
2005, reflecting significantly lower credit card charge-offs. Credit card loss rates were affected by the fourth quarter 2005 change in consumer
bankruptcy law. As the new bankruptcy law is generally more restrictive to consumers, bankruptcy filings increased before the new law was
enacted. This had the effect of accelerating charge-offs in the fourth quarter, with a corresponding reduction in the first quarter of 2006.
Excluding the credit card portfolio, the Company recorded a $23 million reversal in the provision for loan and lease losses in the most recent
quarter, reflecting the continuation of a benign residential credit lending environment that was fostered by generally stable or appreciating
housing prices in the Company�s geographic markets, low unemployment rates and a relatively low mortgage interest rate environment.

The Company continues to grow its retail banking business by opening new stores and enhancing its array of products. During the first quarter of
2006, depositor and other retail banking fees were $578 million, an 18% increase from the same quarter of the prior year. The growth was driven
by strong increases in the number of retail checking accounts, including strong customer responses to the Company�s new free checking product.
The number of retail checking accounts at March 31, 2006 totaled
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approximately 10.2 million, an increase of over 1 million accounts from the March 31, 2005 total of 9.2 million. Total retail transaction
accounts, which include checking, money market and savings accounts, increased by over 1.7 million over this same period. Since the beginning
of the year, the Company has opened 29 new stores, and has established a target of opening between 150 and 200 new stores within its existing
markets during 2006. Although the Company expects total noninterest expense to be higher in 2006 than in 2005 as a result of the continuing
expansion of the retail banking franchise and the full-year effect of absorbing the credit card operations acquired from Providian into the
Company�s cost structure, those efforts will also be accompanied by rigorous expense management discipline and the implementation of
operational efficiencies and productivity improvements, including the redeployment of certain back office support operations to more
cost-effective labor markets and the consolidation of other administrative support facilities.

On April 23, 2006 the Company and Commercial Capital Bancorp, Inc. (�CCB�), a multifamily and small commercial real estate lending
institution located in Southern California, entered into a definitive agreement in which Washington Mutual, Inc. will acquire the outstanding
shares of CCB in exchange for cash of $16.00 for each CCB share, which results in a preliminary transaction value of approximately $983
million. The acquisition is expected to be completed in the third quarter of 2006 and is subject to the approval of CCB shareholders and the
Office of Thrift Supervision.

Critical Accounting Estimates

The preparation of financial statements in accordance with the accounting principles generally accepted in the United States of America (�GAAP�)
requires management to make a number of judgments, estimates and assumptions that affect the reported amount of assets, liabilities, income
and expenses in the Consolidated Financial Statements. Various elements of the Company�s accounting policies, by their nature, involve the
application of highly sensitive and judgmental estimates and assumptions. Some of these policies and estimates relate to matters that are highly
complex and contain inherent uncertainties. In some instances, different estimates and assumptions could have been reasonably used to supplant
those that were applied. Had those alternative estimates and assumptions been applied, the differences that may result from those alternative
applications could have a material effect on the financial statements.

The Company has identified three accounting estimates that, due to the judgments and assumptions inherent in those estimates, and the potential
sensitivity of its Consolidated Financial Statements to those judgments and assumptions, are critical to an understanding of its Consolidated
Financial Statements. These estimates are: the fair value of certain financial instruments and other assets; derivatives and hedging activities; and
the allowance for loan and lease losses and contingent credit risk liabilities.

Management has discussed the development and selection of these critical accounting estimates with the Company�s Audit Committee. The
Company believes that the judgments, estimates and assumptions used in the preparation of its Consolidated Financial Statements are
appropriate given the facts and circumstances as of March 31, 2006. These judgments, estimates and assumptions are described in greater detail
in the Company�s 2005 Annual Report on Form 10-K/A in the �Critical Accounting Estimates� section of Management�s Discussion and Analysis
and in Note 1 to the Consolidated Financial Statements � �Summary of Significant Accounting Policies.�

Recently Issued Accounting Standards

In February 2006, the Financial Accounting Standards Board (�FASB�) issued Statement of Financial Accounting Standards (�Statement�) No. 155,
Accounting for Certain Hybrid Financial Instruments. This Statement amends Statements No. 133, Accounting for Derivative Instruments and
Hedging Activities and No. 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities to
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simplify and achieve more consistency in the accounting for certain financial instruments. This Statement permits fair value remeasurement for
any hybrid financial instrument with an embedded derivative that otherwise would require bifurcation, provided the entire instrument is
accounted for on a fair value basis and establishes a requirement to evaluate interests in securitized financial assets to identify interests that are
freestanding derivatives or that are hybrid financial instruments that contain an embedded derivative requiring bifurcation. This Statement also
allows a qualifying special purpose entity to hold a derivative financial instrument that pertains to a beneficial interest. Statement No. 155 is
effective for all of the Company�s financial instruments acquired or issued after December 31, 2006. The Company is currently evaluating the
impact this guidance will have on the Consolidated Statements of Income and the Consolidated Statements of Financial Condition.
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Summary Financial Data

Three Months Ended
March 31,
2006 2005
(dollars in millions, except
per share amounts)

Profitability
Net interest income $ 2,117 $ 1,963
Net interest margin 2.75 % 2.83 %
Noninterest income $ 1,725 $ 1,335
Noninterest expense 2,211 1,839
Net income 985 902
Basic earnings per common share 1.01 1.04
Diluted earnings per common share 0.98 1.01
Basic weighted average number of common shares outstanding (in thousands) 973,614 864,933
Diluted weighted average number of common shares outstanding (in thousands) 1,003,460 888,789
Dividends declared per common share $ 0.50 $ 0.46
Return on average assets 1.14 % 1.17 %
Return on average common equity 14.35 16.90
Efficiency ratio(1) 57.54 55.77
Asset Quality
Nonaccrual loans(2)(3) $ 1,731 $ 1,569
Foreclosed assets(3) 309 264
Total nonperforming assets(2)(3) 2,040 1,833
Nonperforming assets/total assets(2)(3) 0.59 % 0.57 %
Restructured loans(3) $ 21 $ 27
Total nonperforming assets and restructured loans(2)(3) 2,061 1,860
Allowance for loan and lease losses(3) 1,642 1,280
Allowance as a percentage of total loans held in portfolio(3) 0.68 % 0.60 %
Provision for loan and lease losses $ 82 $ 16
Net charge-offs 105 37
Capital Adequacy(3)
Stockholders� equity to total assets 7.41 % 6.70 %
Tangible equity(4) to total tangible assets(4) 5.75 4.93
Estimated total risk-based capital to risk-weighted assets(5) 10.77 11.05
Per Common Share Data
Book value per common share(3)(6) $ 27.10 $ 24.60
Market prices:
High 45.51 42.55
Low 41.89 38.96
Period end 42.62 39.50

(1)       The efficiency ratio is defined as noninterest expense divided by total revenue (net interest income and
noninterest income).

(2)              Excludes nonaccrual loans held for sale.

(3)              As of quarter end.

(4)              Includes MSR, but excludes unrealized net gain/loss on available-for-sale securities and derivatives, goodwill
and intangible assets, all of which are applied to both the numerator and the denominator. At March 31, 2006 includes
minority interests of $1.97 billion in the numerator.

(5)       Estimate of what the total risk-based capital ratio would be if Washington Mutual, Inc. were a bank holding
company subject to Federal Reserve Board capital requirements.
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(6)       Excludes 6 million shares held in escrow at March 31, 2006 and 2005.

33

Edgar Filing: WASHINGTON MUTUAL INC - Form 10-Q/A

44



Summary Financial Data (Continued)

Three Months Ended
March 31,
2006 2005
(in millions)

Supplemental Data
Average balance sheet:
Total loans held for sale $ 29,821 $ 38,307
Total loans held in portfolio 232,505 207,320
Total interest-earning assets 307,825 277,080
Total assets 344,296 307,835
Total interest-bearing deposits 158,434 142,639
Total noninterest-bearing deposits 32,600 32,546
Total stockholders� equity 27,461 21,343
Period-end balance sheet:
Total loans held for sale 25,020 41,197
Total loans held in portfolio, net of allowance for loan and lease losses 238,362 212,834
Total assets 348,401 319,359
Total deposits 200,002 183,631
Total stockholders� equity 25,819 21,430
Loan volume:
Home loans:
Short-term adjustable-rate loans(1):
Option ARMs 7,121 15,644
Other ARMs 2,943 974
Total short-term adjustable-rate loans 10,064 16,618
Medium-term adjustable-rate loans(2) 16,521 13,409
Fixed-rate loans 17,605 17,723
Total home loan volume(3) 44,190 47,750
Total loan volume 55,046 59,515
Home loan refinancing(4) 23,756 28,641
Total refinancing(4) 24,758 29,703

(1)       Short-term is defined as adjustable-rate loans that reprice within one year or less.

(2)       Medium-term is defined as adjustable-rate loans that reprice after one year.

(3)              Includes specialty mortgage finance loans which represent purchased subprime home loan portfolios and
subprime home loans originated by Long Beach Mortgage Company. Specialty mortgage finance loan volume was
$6.42 billion and $7.66 billion for the three months ended March 31, 2006 and 2005.

(4)              Includes loan refinancing entered into by both new and pre-existing loan customers.

Earnings Performance

Net Interest Income

Net interest income increased $154 million, or 8%, for the three months ended March 31, 2006 compared with the same period in 2005. The
increase was due to growth in average interest-earning assets, which increased 11% between the same periods. Partially offsetting the increase in
net interest income was contraction in the net interest margin, which declined 8 basis points from the first quarter of 2005. The decrease in the
net interest margin was due to an increase in the cost of the Company�s interest-bearing liabilities, which was driven by continual increases in
short-term interest rates since June of 2004. This causes compression in the margin as the Company�s interest-bearing liabilities reprice at a faster
pace than the Company�s interest-earning assets. Partially mitigating the disparity in repricing speeds is the growth in home equity line of credit
balances, which have repricing frequencies that are more closely aligned with the faster repricing behavior of the Company�s wholesale
borrowings. Additionally, the margin benefited from the addition of the higher-yielding Providian credit card portfolio in the fourth quarter of
2005.
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Average balances, together with the total dollar amounts of interest income and expense related to such balances and the weighted average
interest rates, were as follows:

Three Months Ended March 31,
2006 2005
Average
Balance Rate

Interest
Income

Average
Balance Rate

Interest
Income

(dollars in millions)
Assets
Interest-earning assets:
Federal funds sold and securities purchased under
agreements to resell $ 3,754 4.62 % $ 43 $ 1,354 2.55 % $ 9
Trading assets 11,692 6.80 198 5,713 5.54 79
Available-for-sale securities(1):
Mortgage-backed securities 20,144 5.29 266 15,487 4.45 173
Investment securities 4,845 4.62 56 4,627 4.44 51
Loans held for sale(2) 29,821 6.25 466 38,307 4.94 472
Loans held in portfolio(2)(3):
Loans secured by real estate:
Home(4) 117,720 5.58 1,643 110,131 4.65 1,280
Specialty mortgage finance(5) 19,956 5.92 295 18,554 5.73 266
Total home loans 137,676 5.63 1,938 128,685 4.81 1,546
Home equity loans and lines of credit 51,331 6.97 884 44,679 5.44 601
Home construction(6) 2,059 6.34 33 2,242 5.77 32
Multi-family 25,758 5.92 382 22,667 5.08 288
Other real estate 5,157 6.84 88 5,425 6.71 91
Total loans secured by real estate 221,981 6.01 3,325 203,698 5.04 2,558
Consumer:
Credit card 7,808 10.74 206 � � �
Other 622 11.03 17 770 10.50 20
Commercial 2,094 5.42 28 2,852 5.25 37
Total loans held in portfolio 232,505 6.18 3,576 207,320 5.06 2,615
Other(7) 5,064 4.17 52 4,272 3.21 34
Total interest-earning assets 307,825 6.07 4,657 277,080 4.97 3,433
Noninterest-earning assets:
Mortgage servicing rights 8,260 6,090
Goodwill 8,298 6,196
Other assets 19,913 18,469
Total assets $ 344,296 $ 307,835

(This table is continued on the next page.)

(1)         The average balance and yield are based on average amortized cost balances.

(2)         Nonaccrual loans and related income, if any, are included in their respective loan categories.

(3)         Interest income for loans held in portfolio includes amortization of net deferred loan origination costs of $98
million and $78 million for the three months ended March 31, 2006 and 2005.

(4)         Capitalized interest recognized in earnings that resulted from negative amortization within the Option ARM
portfolio totaled $203 million and $25 million for the three months ended March 31, 2006 and 2005.

(5)         Represents purchased subprime home loan portfolios and subprime home loans originated by Long Beach
Mortgage Company and held in its investment portfolio.
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(6)         Represents loans to builders for the purpose of financing the acquisition, development and construction of
single-family residences for sale and construction loans made directly to the intended occupant of a single-family
residence.

(7)         Interest-earning assets in nonaccrual status (other than loans) and related income, if any, are included within this
category.

35

Edgar Filing: WASHINGTON MUTUAL INC - Form 10-Q/A

48



(Continued from the previous page.)

Three Months Ended March 31,
2006 2005
Average
Balance    Rate   

Interest
Expense

Average
Balance    Rate   

Interest
Expense

(dollars in millions)
Liabilities
Interest-bearing liabilities:
Deposits:
Interest-bearing checking deposits $ 40,436 2.29 % $ 228 $ 49,917 1.63 % $ 201
Savings and money market deposits 44,816 2.38 263 41,997 1.42 147
Time deposits 73,182 4.02 730 50,725 2.77 348
Total interest-bearing deposits 158,434 3.11 1,221 142,639 1.97 696
Federal funds purchased and commercial paper 7,463 4.46 83 3,486 2.49 22
Securities sold under agreements to repurchase 15,280 4.46 170 16,621 2.65 110
Advances from Federal Home Loan
Banks 66,995 4.46 746 66,591 2.82 469
Other 26,636 4.81 320 18,400 3.78 173
Total interest-bearing liabilities 274,808 3.72 2,540 247,737 2.39 1,470
Noninterest-bearing sources:
Noninterest-bearing deposits 32,600 32,546
Other liabilities 8,875 6,196
Minority interests 552 13
Stockholders� equity 27,461 21,343
Total liabilities and stockholders� equity $ 344,296 $ 307,835
Net interest spread and net interest income 2.35 $ 2,117 2.58 $ 1,963
Impact of noninterest-bearing sources 0.40 0.25
Net interest margin 2.75 2.83

Noninterest Income

Noninterest income consisted of the following:

Three Months Ended
March 31, Percentage
    2006        2005    Change
(in millions)

Revenue from sales and servicing of home mortgage loans $ 263 $ 775 (66 )%
Revenue from sales and servicing of consumer loans 431 1 �
Depositor and other retail banking fees 578 490 18
Credit card fees 138 � �
Securities fees and commissions 119 110 8
Insurance income 33 46 (29 )
Trading assets loss (68 ) (98 ) 31
Loss from sales of other available-for-sale securities (7 ) (122 ) 94
Other income 238 133 77
Total noninterest income $ 1,725 $ 1,335 29
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Revenue from sales and servicing of home mortgage loans

Revenue from sales and servicing of home mortgage loans, including the effects of derivative MSR risk management instruments, consisted of
the following:

Three Months Ended
March 31,

Percentage
Change

    2006        2005    
(in millions)

Revenue from sales and servicing of home mortgage loans:
Sales activity:
Gain from home mortgage loans and originated mortgage-backed securities $    157 $    181 (13 )%
Revaluation gain from derivatives economically hedging loans to be sold(1) 52 80 (35 )
Gain from home mortgage loans and originated mortgage-backed securities, net of
hedging and risk management instruments 209 261 (20 )
Servicing activity:
Home mortgage loan servicing revenue, net(2) 572 510 13
Change in MSR fair value due to valuation inputs or assumptions 413 � �
Change in MSR fair value due to payments on loans and other (409) � �
MSR valuation adjustments(3) � 539 �
Amortization of MSR � (570) �
Revaluation gain (loss) from derivatives economically hedging MSR (522) 35 �
Home mortgage loan servicing revenue, net of MSR valuation changes and derivative risk
management instruments 54 514 (89 )
Total revenue from sales and servicing of home mortgage
loans $    263 $    775 (66 )

(1)         Represents derivatives used as economic hedges of loans held for sale and commitments to originate or
purchase home loans to be sold.

(2)         Includes late charges and loan pool expenses (the shortfall of the scheduled interest required to be remitted to
investors compared to what is collected from the borrowers upon payoff).

(3)         Net of fair value hedge ineffectiveness as well as any impairment/reversal recognized on MSR that resulted
from the application of the lower of cost or fair value accounting methodology in 2005.

In March 2006, the FASB issued Statement No. 156, Accounting for Servicing of Financial Assets, which amends Statement No. 140,
Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities. For each class of separately recognized servicing
asset, this Statement permits an entity to choose either to amortize such assets in proportion to and over the period of estimated net servicing
income and perform an impairment assessment at each reporting date, or to report servicing assets at fair value at each reporting date and record
changes in fair value in earnings in the period in which the changes occur. At its initial adoption, the Statement permits a one-time
reclassification of available-for-sale securities to trading securities, provided that the securities are identified as offsetting the entity�s exposure to
changes in fair value of servicing assets that are reported at fair value. As permitted by the early adoption provisions of this accounting standard,
the Company applied Statement No. 156 to its financial statements on January 1, 2006 and elected to measure all classes of mortgage servicing
assets at fair value. The Company also elected to transfer its January 1, 2006 portfolio of available-for-sale MSR risk management securities to
trading. Upon electing the fair value method of accounting for its mortgage servicing assets, the Company discontinued the application of fair
value hedge accounting. Accordingly, beginning in 2006, all derivatives held for MSR risk management are treated as economic hedges, with
valuation changes recorded as revaluation gain (loss) from derivatives economically hedging MSR. Additionally, upon the change from the
lower of cost or fair value accounting method to fair value
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accounting under Statement No. 156, the calculation of amortization and the assessment of impairment were discontinued and the MSR
valuation allowance was written off against the recorded value of the MSR. Those measurements have been replaced by fair value adjustments
that encompass market-driven valuation changes and the runoff in value that occurs from the passage of time, which are each separately
reported.

The retrospective application of this Statement to prior periods is not permitted. However, the Company believes that, due to the significant
differences between the fair value measurement method and the lower of cost or fair value method of accounting for MSR, comparative, pro
forma information prepared on a fair value basis of accounting that is consistent with the standards of Statement No. 156 is valuable to users of
this financial information. Accordingly, the first quarter information for 2005 presented in the MSR valuation and risk management table below
conforms to the presentation of the first quarter of 2006, and incorporates the assumption that the fair value measurement method of accounting
for MSR was in effect during 2005. As such, all of the derivatives designated as MSR risk management instruments during that period are
presented in the revaluation gain (loss) from derivatives line item, even if they previously qualified for hedge accounting treatment. This pro
forma presentation only affects the classification of amounts reported within the individual line items of this table; it does not change, in total,
the MSR valuation and risk management results disclosed in previous reports.

Three Months Ended
March 31,

2006
(Pro Forma)
2005

(in millions)
MSR Valuation and Risk Management:
Change in MSR fair value due to valuation inputs or assumptions $ 413 $ 764
Gain (loss) on MSR risk management instruments:
Revaluation loss from derivatives (522 ) (398 )
Revaluation loss from certain trading securities (42 ) (109 )
Loss from sales of certain available-for-sale securities � (44 )
Total loss on MSR risk management instruments (564 ) (551 )
Total changes in MSR valuation and risk management $ (151 ) $ 213

The following tables reconcile the gains (losses) on investment securities that are designated as MSR risk management instruments to trading
assets income (loss) and the loss on other available-for-sale securities that are reported within noninterest income during the three months ended
March 31, 2006 and 2005:

Three Months Ended March 31, 2006
MSR Other Total
(in millions)

Trading assets loss $ (42 ) $ (26 ) $ (68 )
Loss from sales of other available-for-sale securities � (7 ) (7 )

Three Months Ended March 31, 2005
MSR Other Total
(in millions)

Trading assets gain (loss) $ (109 ) $ 11 $ (98 )
Loss from sales of other available-for-sale securities (44 ) (78 ) (122 )
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MSR valuation and risk management results were $(151) million in the first quarter of 2006, compared with $213 million in the first quarter of
2005. The decrease is largely attributable to a decrease in MSR valuation adjustments of approximately $350 million on a pro forma basis,
reflecting a reduction in the MSR�s sensitivity to increases in interest rates. As interest rates move higher, the number of customers with a
financial incentive to prepay their mortgages diminishes. This lengthens the expected life of the loan and thus increases the value of the MSR.
However, when market interest rates approach or exceed the weighted average coupon rate on the Company�s portfolio of mortgage loans
serviced, the effect of further increases in interest rates on the fair value of the MSR asset is less significant. The Fannie Mae 30-year mortgage
rate at the end of the first quarters of 2006 and 2005 was 6.01% and 5.48%, respectively, compared with the weighted average coupon rate of the
loan servicing portfolio of 5.98% and 5.83%, respectively. Accordingly, the increase in the fair value of the MSR asset during the first quarter of
2005 was significantly larger than the increase in MSR fair value in the first quarter of 2006. In response to this change in MSR sensitivity, the
Company repositioned its risk management instruments, primarily through the usage of interest rate option contracts. This repositioning
contributed to higher hedging costs in the first quarter of 2006. The flat yield curve also affected the performance of the Company�s MSR risk
management instruments. Some of these instruments, such as forward commitments to purchase mortgage-backed securities and interest rate
swaps, produce more favorable results when the yield curve is steep.

The value of the MSR asset is subject to prepayment risk. Future expected net cash flows from servicing a loan in the servicing portfolio will not
be realized if the loan pays off earlier than anticipated. Moreover, since most loans within the servicing portfolio do not contain penalty
provisions for early payoff, a corresponding economic benefit will not be received if the loan pays off earlier than expected. MSR represent the
discounted present value of the future net cash flows the Company expects to receive from the servicing portfolio. Accordingly, prepayment risk
subjects the MSR to potential declines in fair value.

The Company estimates MSR fair value using a discounted cash flow model. The discounted cash flow model calculates the present value of the
estimated future net cash flows of the servicing portfolio based on various factors, such as servicing costs, expected prepayment speeds and
discount rates, about which management must make assumptions based on future expectations. While the Company�s model estimates a value,
the specific value used is based on a variety of market-based factors, such as documented observable data and anticipated changes in prepayment
speeds. The reasonableness of management�s assumptions about these factors is evaluated through quarterly independent broker surveys.
Independent appraisals of the fair value of the servicing portfolio are obtained periodically, but not less frequently than quarterly, and are used
by management to evaluate the reasonableness of the fair value conclusions.

39

Edgar Filing: WASHINGTON MUTUAL INC - Form 10-Q/A

52



At March 31, 2006, key economic assumptions considered by these models and the sensitivity to immediate changes in those assumptions were
as follows:

March 31, 2006
Mortgage Servicing Rights
Fixed-Rate
Mortgage Loans

Adjustable-Rate
Mortgage Loans

Government and
Government-
Sponsored
Enterprise

Privately
Issued All Types

Subprime
Loans

(dollars in millions)
Fair value of home loan MSR $ 5,671 $ 928 $ 1,756 $ 218
Expected weighted-average life (in years) 6.2 6.4 2.7 1.9
Constant prepayment rate(1) 10.94 % 10.96 % 30.21 % 40.42 %
Impact on fair value of 25% decrease $ 720 $ 110 $ 336 $ 50
Impact on fair value of 50% decrease 1,622 247 849 122
Impact on fair value of 25% increase (579 ) (90 ) (239 ) (43 )
Impact on fair value of 50% increase (1,060 ) (164 ) (419 ) (61 )
Discounted cash flow rate 8.58 % 10.59 % 10.56 % 20.53 %
Impact on fair value of 25% decrease $ 530 $ 100 $ 89 $ 13
Impact on fair value of 50% decrease 1,175 227 191 28
Impact on fair value of 25% increase (441 ) (81 ) (79 ) (11 )
Impact on fair value of 50% increase (814 ) (148 ) (149 ) (20 )

(1)                 Represents the expected lifetime average.

These sensitivities are hypothetical and should be used with caution. As the table above demonstrates, the Company�s methodology for
estimating the fair value of MSR is highly sensitive to changes in assumptions. For example, the Company�s determination of fair values uses
anticipated prepayment speeds. Actual prepayment experience may differ and any difference may have a material effect on MSR fair value.
Changes in fair value resulting from changes in assumptions generally cannot be extrapolated because the relationship of the change in
assumption to the change in fair value may not be linear. Also, in this table, the effect of a variation in a particular assumption on the fair value
of the MSR is calculated without changing any other assumption; in reality, changes in one factor may be associated with changes in another (for
example, increases in market interest rates may result in lower prepayments, but credit losses may increase), which may magnify or counteract
the sensitivities. Thus, any measurement of MSR fair value is limited by the conditions existing and assumptions made as of a particular point in
time. Those assumptions may not be appropriate if they are applied to a different point in time. Refer to �Market Risk Management� for discussion
of how MSR prepayment risk is managed and to Note 1 to the Consolidated Financial Statements � �Summary of Significant Accounting Policies�
in the Company�s 2005 Annual Report on Form 10-K/A for further discussion of how MSR fair value is measured.

Gain from home mortgage loans and originated mortgage-backed securities, net of hedging and risk management instruments decreased due to
lower sales volume and generally lower margins on those sales. The fair value changes in loans held for sale and the offsetting changes in the
derivative instruments used as fair value hedges are recorded within gain from mortgage loans when hedge accounting treatment is achieved.
Loans held for sale where hedge accounting treatment is not achieved are recorded at the lower of cost or fair value. This accounting method
requires declines in the fair value of these loans, to the extent such value is below their cost basis, to be immediately recognized in earnings, but
any increases in the value of these loans that exceed their original cost basis may not be recorded until the loans are sold. However, all changes
in the value of derivative instruments that are used to manage the interest rate risk of these loans must be recognized in earnings as those
changes occur. At March 31, 2006, the amount by
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which the aggregate fair value of loans held for sale exceeded their aggregate cost basis was approximately $6 million.

All Other Noninterest Income Analysis

Revenue from sales and servicing of consumer loans of $431 million and credit card fees of $138 million is attributable to the addition of the
Company�s credit card operations in the fourth quarter of 2005.

Depositor and other retail banking fees increased by $88 million, or 18%, primarily due to growth in the number of noninterest-bearing checking
accounts. The number of noninterest-bearing checking accounts at March 31, 2006 totaled approximately 8.0 million, compared with
approximately 7.2 million at March 31, 2005.

Insurance income decreased $13 million, or 29%, predominantly due to a decline in mortgage-related insurance income, as payoffs of loans with
mortgage insurance more than offset insurance income generated from loan volume during the first three months of 2006.

The decrease in loss from sales of other available-for-sale securities in the first quarter of 2006, compared with the same period in 2005, was due
to the partial restructuring of the available-for-sale securities portfolio in the first quarter of 2005, which resulted in the sale of approximately $3
billion of lower-yielding debt securities and the subsequent purchase of securities with comparatively higher yields.

The increase in other income is substantially due to a $134 million litigation award recorded by the Company in the first quarter of 2006 from
the partial settlement of the Company�s claim against the U.S. Government with regard to the Home Savings supervisory goodwill lawsuit.

Noninterest Expense

Noninterest expense consisted of the following:

Three Months Ended
March 31, Percentage
    2006        2005        Change    
(in millions)

Compensation and benefits $ 1,044 $ 876 19 %
Occupancy and equipment 392 402 (2 )
Telecommunications and outsourced information services 135 104 29
Depositor and other retail banking losses 56 55 3
Advertising and promotion 96 55 75
Professional fees 36 34 6
Postage 124 63 95
Loan expense 29 23 28
Other expense 299 227 32
Total noninterest expense $ 2,211 $ 1,839 20

Employee compensation and benefits increased $168 million, or 19%, from the first quarter of 2005 primarily due to higher salaries expense
resulting from an increase in employees, due to growth in the Company�s operations, including the addition of the Company�s credit card
operations. The number of employees was 60,381 at March 31, 2006 compared with 52,488 at March 31, 2005. Also included within this line
item is the one-time cumulative effect of the Company�s adoption of Statement No. 123R, Share-Based Payment, effective as of January 1, 2006.
Statement No. 123R requires an entity that previously had a policy of recognizing the effect of forfeitures as they occurred to estimate the
number of outstanding instruments for which the requisite service is not expected to be rendered. The effect of this change in accounting
principle was to decrease compensation and benefits expense by $25 million.
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The increase in telecommunications and outsourced information services for the three months ended March 31, 2006 compared with the same
period in 2005 was predominantly due to the addition of the Company�s credit card operations, partially offset by a reduction in vendor charges.

Substantially all of the increase in advertising and promotion expense for the three months ended March 31, 2006 was due to marketing and
other professional services expense incurred due to the addition of the Company�s credit card operations.

Postage expense increased for the three months ended March 31, 2006 compared with the same period in 2005 primarily due to increased direct
mail solicitation volume related to the Company�s credit card operations.

The increase in other expense from the first quarter of 2005 was partly due to the increase in amortization of other intangibles related to the
Company�s purchase of Providian.

Review of Financial Condition

Securities

Securities consisted of the following:

March 31, 2006
Amortized
Cost

Unrealized
Gains

Unrealized
Losses

Fair
Value

(in millions)
Available-for-sale securities
Mortgage-backed securities:
U.S. Government $ 77 $ � $ (2 ) $ 75
Agency 13,772 52 (209 ) 13,615
Private issue 7,891 10 (203 ) 7,698
Total mortgage-backed securities 21,740 62 (414 ) 21,388
Investment securities:
U.S. Government 1,344 � (31 ) 1,313
Agency 3,108 � (67 ) 3,041
Other debt securities 1,144 10 (11 ) 1,143
Equity securities 88 1 � 89
Total investment securities 5,684 11 (109 ) 5,586
Total available-for-sale securities $ 27,424 $ 73 $ (523 ) $ 26,974

December 31, 2005
Amortized
Cost

Unrealized
Gains

Unrealized
Losses

Fair
Value

(in millions)
Available-for-sale securities
Mortgage-backed securities:
Agency $ 14,138 $ 55 $ (112 ) $ 14,081
Private issue 6,633 18 (84 ) 6,567
Total mortgage-backed securities 20,771 73 (196 ) 20,648
Investment securities:
U.S. Government 408 � (1 ) 407
Agency 2,550 � (36 ) 2,514
Other debt securities 988 12 (4 ) 996
Equity securities 93 2 (1 ) 94
Total investment securities 4,039 14 (42 ) 4,011
Total available-for-sale securities $ 24,810 $ 87 $ (238 ) $ 24,659
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The realized gross gains and losses on securities for the periods indicated were as follows:

Three Months Ended
March 31,
      2006            2005      
(in millions)

Available-for-sale securities
Realized gross gains $ 52 $ 33
Realized gross losses (53 ) (152 )
Realized net gain (loss) $ (1 ) $ (119 )

Loans

Loans held in portfolio consisted of the following:

March 31,
2006

December 31,
2005

(in millions)
Loans secured by real estate:
Home:
Short-term adjustable-rate loans(1):
Option ARMs(2) $ 70,169 $ 70,191
Other ARMs 15,781 14,666
Total short-term adjustable-rate loans 85,950 84,857
Medium-term adjustable-rate loans(3) 49,391 41,511
Fixed-rate loans 8,660 8,922
Total home loans(4) 144,001 135,290
Home equity loans and lines of credit 51,872 50,851
Home construction(5) 2,095 2,037
Multi-family 26,151 25,601
Other real estate 5,353 5,035
Total loans secured by real estate 229,472 218,814
Consumer:
Credit card 7,906 8,043
Other 602 638
Commercial 2,024 2,137
Total loans held in portfolio(6) $ 240,004 $ 229,632

(1)      Short-term is defined as adjustable-rate loans that reprice within one year or less.

(2)      The total amount by which the unpaid principal balance (�UPB�) of Option ARM loans exceeded their original
principal amount was $291 million at March 31, 2006 and $157 million at December 31, 2005.

(3)      Medium-term is defined as adjustable-rate loans that reprice after one year.

(4)      Includes specialty mortgage finance loans, which are comprised of purchased subprime home loans and
subprime home loans originated by Long Beach Mortgage Company and held in its investment portfolio. Specialty
mortgage finance loans were $20.24 billion and $21.15 billion at March 31, 2006 and December 31, 2005.

(5)      Represents loans to builders for the purpose of financing the acquisition, development and construction of
single-family residences for sale and construction loans made directly to the intended occupant of a single-family
residence.

(6)      Includes net unamortized deferred loan origination costs of $1.61 billion and $1.53 billion at March 31, 2006
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Other Assets

Other assets consisted of the following:

March 31,
2006

December 31,
2005

(in millions)
Premises and equipment $ 3,257 $ 3,262
Investment in bank-owned life insurance 3,436 3,056
Accrued interest receivable 1,710 1,914
Foreclosed assets 309 276
Identifiable intangible assets 634 677
Derivatives 836 821
Accounts receivable 3,770 4,593
Other 3,038 2,850
Total other assets $ 16,990 $ 17,449

Deposits

Deposits consisted of the following:

March 31,
2006

December 31,
2005

(in millions)
Retail deposits:
Checking deposits:
Noninterest bearing $ 22,378 $ 20,752
Interest bearing 39,289 42,253
Total checking deposits 61,667 63,005
Savings and money market deposits 38,197 36,664
Time deposits 41,534 40,359
Total retail deposits 141,398 140,028
Commercial deposits 14,559 11,459
Wholesale deposits 31,277 29,917
Custodial and escrow deposits(1) 12,768 11,763
Total deposits $ 200,002 $ 193,167

(1)       Substantially all custodial and escrow deposits reside in noninterest-bearing checking accounts.

The increase in noninterest-bearing retail checking deposits was largely driven by an increase in free checking account deposits, including $740
million in deposits related to the Company�s new Free Checking product that was launched during the first quarter of 2006. Interest-bearing
checking deposits decreased as customers shifted from Platinum checking accounts to money market, savings and time deposits as a result of
higher rates offered for these products. Substantially all of the $3.10 billion increase from December 31, 2005 in commercial deposits was due to
increases in Mortgage Banker Finance money market accounts. Wholesale deposits increased 5% from year-end 2005, due predominantly to an
increase in institutional investor brokered certificates of deposits.

Transaction accounts (checking, savings and money market deposits) comprised 71% of retail deposits at March 31, 2006, unchanged from
year-end 2005. These products generally have the benefit of lower interest costs, compared with time deposits, and represent the core customer
relationship that is maintained within the retail banking franchise. At March 31, 2006, deposits funded 57% of total assets, compared with 56%
at December 31, 2005.
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Borrowings

At March 31, 2006, the Company�s borrowings were largely comprised of advances from the Federal Home Loan Banks (�FHLB�) of San
Francisco and Seattle and repurchase agreements. Advances from the San Francisco FHLB represented 85% of total FHLB advances at
March 31, 2006. The mix of borrowing sources at any given time is dependent on market conditions.

Operating Segments

The Company has four operating segments for the purpose of management reporting:  the Retail Banking Group, the Card Services Group, the
Commercial Group and the Home Loans Group. Refer to Note 7 to the Consolidated Financial Statements � �Operating Segments� for information
regarding the key elements of management reporting methodologies used to measure segment performance.

During the fourth quarter of 2005, the Company announced its plans to reorganize its single family residential mortgage lending operations. This
reorganization combined the Company�s subprime mortgage origination business, Long Beach Mortgage Company, as well as its Mortgage
Banker Finance lending operations within the Home Loans Group. This change in structure was effective as of January 1, 2006 and was
retrospectively applied to the prior period operating segment financial results for comparability.

The Company serves the needs of 19.5 million consumer households through its 2,168 retail banking stores, 498 lending stores and centers,
3,812 ATMs, telephone call centers and online banking.

Financial highlights by operating segment were as follows:

Retail Banking Group

Three Months Ended
March 31, Percentage
2006 2005 Change
(dollars in millions)

Condensed income statement:
Net interest income $ 1,523 $ 1,401 9 %
Provision for loan and lease losses 50 37 36
Noninterest income 741 638 16
Inter-segment revenue 14 12 23
Noninterest expense 1,160 1,058 10
Income before income taxes 1,068 956 12
Income taxes 408 361 13
Net income $ 660 $ 595 11
Performance and other data:
Efficiency ratio(1) 50.91 % 51.59 % (1 )
Average loans $ 189,142 $ 177,635 6
Average assets 202,235 190,496 6
Average deposits 139,062 132,982 5
Loan volume 7,255 12,493 (42 )
Employees at end of period 30,336 27,699 10

(1)       The efficiency ratio is defined as noninterest expense divided by total revenue (net interest income and
noninterest income).

The increase in net interest income was primarily due to an increase in deposit transfer pricing credits, which increased due to rising short-term
interest rates. The credits more than offset the increase in interest expense on such deposits. Partially offsetting this increase in net interest
income was higher transfer pricing charges applied to the portfolio of loans held for investment, which more than offset the growth in interest
income generated from those loans. The increase in transfer pricing charges was due to higher
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short-term interest rates. Generally, the Company�s transfer pricing methodology is closely aligned with current market interest rate conditions.

The increase in noninterest income was primarily due to growth in depositor and other retail banking fees resulting from the growth in the
number of retail checking accounts. The number of retail checking accounts at March 31, 2006 totaled approximately 10.2 million, compared to
approximately 9.2 million at March 31, 2005, an increase of one million accounts.

The increase in noninterest expense was primarily due to employee compensation and benefits expense and occupancy and equipment expense.
These increases are attributable to the continued expansion of the retail banking distribution network, which included the opening of 28 net new
retail banking stores in the first quarter of 2006 and a total of 198 net new retail banking stores in the preceding twelve months.

Card Services Group

Three Months Ended
March 31, 2006
(dollars in millions)

Condensed income statement:
Net interest income $ 614
Provision for loan and lease losses 330
Noninterest income 345
Noninterest expense 289
Income before income taxes 340
Income taxes 130
Net income $ 210
Performance and other data:
Efficiency ratio(1) 30.15 %
Average loans $ 20,086
Average assets 22,764
Employees at end of period 2,871

(1)       The efficiency ratio is defined as noninterest expense divided by total revenue (net interest income and
noninterest income).

During the fourth quarter of 2005, the Company began integrating the Card Services Group into its management accounting process. During this
period and through the first quarter of 2006, only the funds transfer pricing management accounting methodology was applied to this segment.
As charges related to the administrative support functions of the former Providian Financial Corporation continue to be incurred by the Card
Services Group, corporate overhead charges have not been allocated to this segment. The Company evaluates the performance of the Card
Services Group on a managed asset basis. Managed financial information is derived by adjusting the GAAP financial information to add back
securitized loan balances and the related interest and fee income and credit losses.

During the first quarter of 2006 growth in the credit card franchise resulted in an increase in average loans to $20 billion on a base of over 10
million customer accounts. A significant part of this growth was the result of cross-selling credit card products to the retail banking customer
base. Credit losses were affected by the change in consumer bankruptcy law in the fourth quarter of 2005. As the new law is generally more
restrictive to consumers, bankruptcy filings increased before the new law was enacted. This had the effect of accelerating charge-offs in the
fourth quarter with a corresponding reduction in the first quarter of 2006.
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Commercial Group

Three Months Ended
March 31, Percentage
2006 2005 Change
(dollars in millions)

Condensed income statement:
Net interest income $ 198 $ 229 (14 )%
Provision for loan and lease losses 1 1 �
Noninterest income 13 75 (82 )
Noninterest expense 68 54 26
Income before income taxes 142 249 (43 )
Income taxes 54 94 (42 )
Net income $ 88 $ 155 (44 )
Performance and other data:
Efficiency ratio(1) 32.37 % 17.83 % 81
Average loans $ 31,011 $ 29,563 5
Average assets 33,833 32,726 3
Average deposits 2,263 2,998 (25 )
Loan volume 2,769 2,433 14
Employees at end of period 1,351 1,268 7

(1)       The efficiency ratio is defined as noninterest expense divided by total revenue (net interest income and
noninterest income).

The decrease in net interest income was substantially due to higher transfer pricing charges, which more than offset the growth in interest
income generated from multi-family and other commercial loans held by this group. The increase in transfer pricing charges was due to higher
short-term interest rates. Generally, the Company�s transfer pricing methodology is closely aligned with current market interest rate conditions.

Substantially all of the decrease in noninterest income was due to a $59 million pretax gain on the sale of a real estate investment property
during the first quarter of 2005.

The increase in noninterest expense was primarily due to a reduction in contingent liability reserves occurring during the first quarter of 2005.
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Home Loans Group

Three Months Ended
March 31, Percentage
2006 2005 Change
(dollars in millions)

Condensed income statement:
Net interest income $ 268 $ 396 (33 )%
Provision for loan and lease losses 1 1 �
Noninterest income 408 747 (45 )
Inter-segment expense 14 12 23
Noninterest expense 599 611 (2 )
Income before income taxes 62 519 (88 )
Income taxes 24 196 (88 )
Net income $ 38 $ 323 (88 )
Performance and other data:
Efficiency ratio(1) 90.47 % 53.95 % 68
Average loans $ 34,586 $ 38,903 (11 )
Average assets 64,198 61,038 5
Average deposits 16,530 17,408 (5 )
Loan volume 44,998 44,495 1
Employees at end of period 16,017 14,815 8

(1)                 The efficiency ratio is defined as noninterest expense divided by total revenue (net interest income and
noninterest income).

The decrease in net interest income was substantially due to higher transfer pricing charges, which more than offset growth in the interest
income generated from loans and investment securities held by this group. The increase in transfer pricing charges was due to higher short-term
interest rates. Generally, the Company�s transfer pricing methodology is closely aligned with current market interest rate conditions.

The decrease in noninterest income was predominantly due to a flat yield curve and lower fair value sensitivity of MSR to increases in mortgage
interest rates, resulting in less favorable MSR asset valuation adjustments in the first quarter of 2006 as compared with the same quarter in the
prior year. Also contributing to the decrease in noninterest income was lower gain on sale due to decreased sale volume and lower sale margins.

The decrease in noninterest expense was primarily due to reduced technology expense and loan expense resulting from productivity and
efficiency improvements. This decrease was largely offset by higher compensation and benefits expense in the first quarter of 2006 compared to
the first quarter of 2005, due to a net addition of 1,200 employees to this group over the preceding twelve months.
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Corporate Support/Treasury and Other

Three Months Ended
March 31, Percentage
2006 2005 Change
(dollars in millions)

Condensed income statement:
Net interest income (expense) $ (173 ) $ (176 ) (2 )%
Noninterest income (expense) 173 (63 ) �
Noninterest expense 95 116 (19 )
Loss before income taxes (95 ) (355 ) (73 )
Income tax benefit (52 ) (144 ) (64 )
Net loss $ (43 ) $ (211 ) (80 )
Performance and other data:
Average loans $ 1,142 $ 1,082 5
Average assets 33,186 25,376 31
Average deposits 33,179 21,797 52
Loan volume 24 94 (75 )
Employees at end of period 9,806 8,706 13

The increase in noninterest income was primarily due to a litigation award of $134 million from the partial settlement of the Home Savings
supervisory goodwill lawsuit recorded during the first quarter of 2006.

The decrease in noninterest expense was primarily due to lower occupancy and equipment expense, telecommunications and outsourced
information services, and the one-time cumulative effect of the Company�s adoption of Statement No. 123R, Share-Based Payment, on
January 1, 2006. This adoption resulted in a $25 million decrease to compensation and benefits expense in the first quarter of 2006.

The increase in average deposits was largely due to growth in brokered certificates of deposits held by institutional investors.

Off-Balance Sheet Activities

Asset Securitization

The Company transforms loans into securities through a process known as securitization. When the Company securitizes loans, the loans are
sold to a qualifying special-purpose entity (�QSPE�), typically a trust. The QSPE, in turn, issues securities, commonly referred to as asset-backed
securities, which are secured by future cash flows on the sold loans. The QSPE sells the securities to investors, which entitle the investors to
receive specified cash flows during the term of the security. The QSPE uses the proceeds from the sale of these securities to pay the Company
for the loans sold to the QSPE. These QSPEs are not consolidated within the financial statements since they satisfy the criteria established by
Statement No. 140, Accounting for the Transfers and Servicing of Financial Assets and Extinguishments of Liabilities. In general, these criteria
require the QSPE to be legally isolated from the transferor (the Company), be limited to permitted activities, and have defined limits on the
assets it can hold and the permitted sales, exchanges or distributions of its assets.

When the Company sells or securitizes loans, it generally retains the right to service the loans and may retain senior, subordinated, residual, and
other interests, all of which are considered retained interests in the sold or securitized assets. Retained interests may provide credit enhancement
to the investors and, absent the violation of representations and warranties, generally represent the Company�s maximum risk exposure associated
with these transactions. Retained interests in mortgage loan securitizations, excluding the rights to service such loans, were $2.26 billion at
March 31, 2006, of which $1.86 billion have either a AAA credit rating or are agency insured. Retained interests in credit card securitizations
were $1.75 billion
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at March 31, 2006. Additional information concerning securitization transactions is included in Notes 6 and 7 to the Consolidated Financial
Statements � �Securitizations� and �Mortgage Banking Activities� in the Company�s 2005 Annual Report on Form 10-K/A.

Guarantees

The Company may incur liabilities under certain contractual agreements contingent upon the occurrence of certain events. A discussion of these
contractual arrangements under which the Company may be held liable is included in Note 5 to the Consolidated Financial Statements �
�Guarantees.�

Capital Adequacy

The regulatory capital ratios of Washington Mutual Bank and Washington Mutual Bank fsb (�WMBfsb�) and minimum regulatory capital ratios to
be categorized as well-capitalized were as follows:

March 31, 2006 Well-Capitalized
WMB WMBfsb Minimum

Tier 1 capital to adjusted total assets (leverage) 6.76 % 84.38 % 5.00 %
Adjusted tier 1 capital to total risk-weighted assets 8.92 298.82 6.00
Total risk-based capital to total risk-weighted assets 11.82 299.80 10.00

The Company�s federal savings bank subsidiaries are also required by Office of Thrift Supervision regulations to maintain tangible capital of at
least 1.50% of assets. WMB and WMBfsb satisfied this requirement at March 31, 2006.

The Company�s broker-dealer subsidiaries are also subject to capital requirements. At March 31, 2006, all of its broker-dealer subsidiaries were
in compliance with their applicable capital requirements.

On October 18, 2005, the Company adopted a new share repurchase program approved by the Board of Directors (the �2005 Program�).  Under
the 2005 Program, the Company is authorized to repurchase up to 100 million shares of its common stock, as conditions warrant. There is no
fixed termination date for the 2005 Program, and purchases may be made in the open market, through block trades, accelerated share repurchase
transactions and other private transactions.

In October 2005, the Company entered into a contractual agreement with an investment bank under which the Company repurchased 15.5
million shares of its outstanding common stock. The contract was settled in January 2006 at an average share price of $43.18, for a total of $669
million. In March 2006, the Company entered into a contractual agreement with an investment bank under which the Company repurchased 34
million shares of its outstanding common stock at an initial purchase price of $43.61 per share, for a preliminary total of $1.48 billion. Under the
agreement, the counterparty borrowed the shares at the contract�s inception, which were sold to, and immediately canceled by, the Company. In
turn, the counterparty will purchase the borrowed shares in the open market over a subsequent time period. The agreement is subject to a future
contingent purchase price adjustment based on the actual costs of the shares purchased by the counterparty, and the contract allows for the
settlement of this adjustment to occur either in cash or shares of Washington Mutual common stock, at the Company�s option.

At April 28, 2006, the total remaining common stock repurchase authority under the 2005 Program was approximately 37.5 million shares.

As a result of recently revised guidance from the Company�s rating agencies that allows high equity content securities, such as preferred stock
and hybrid capital instruments, to be included as core capital elements within the capital structures of financial institutions, the Company
initiated a review of its capital funding and issuance strategies, and adopted a capital management program that is consistent with the revised
guidance. As part of this program, the Company issued $2 billion of high equity content securities in March 2006 through Washington Mutual
Preferred Funding LLC, an indirect subsidiary of Washington
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Mutual Bank. As core capital elements, such securities have been included as equity components within the Company�s tangible equity to total
tangible assets ratio.

Risk Management

The Company is exposed to four major categories of risk: credit, liquidity, market and operational.

The Company�s Chief Enterprise Risk Officer is responsible for enterprise-wide risk assessment. The Company�s Enterprise Risk Management
function oversees the identification, measurement, monitoring, control and reporting of credit, market and operational risks. The Company�s
Treasury function is responsible for the measurement, management and control of liquidity risk. The Internal Audit function, which reports to
the Audit Committee of the Board of Directors, provides independent assessment of the Company�s compliance with risk management controls,
policies and procedures.

The Audit Committee of the Board of Directors oversees the Company�s monitoring and controlling of significant risk exposures, including the
Company�s guidelines and policies governing risk assessment and risk management. The Corporate Relations Committee of the Board of
Directors oversees the Company�s reputation and those elements of operational risk that impact the Company�s reputation. Governance and
oversight of credit, liquidity and market risks are provided by the Finance Committee of the Board of Directors. Risk oversight is also provided
by management committees whose membership includes representation from the Company�s lines of business and the Enterprise Risk
Management function. These committees include the Enterprise Risk Management Committee, the Credit Policy Committee, the Market Risk
Committee and the Asset and Liability Committee.

Enterprise Risk Management works with the lines of business to establish appropriate policies, standards and limits designed to maintain risk
exposures within the Company�s risk tolerance. Significant risk management policies approved by the relevant management committees are also
reviewed and approved by the Audit and Finance Committees. Enterprise Risk Management also provides objective oversight of risk elements
inherent in the Company�s business activities and practices and oversees compliance with laws and regulations.

Management is responsible for balancing risk and reward in determining and executing business strategies. Business lines, Enterprise Risk
Management and Treasury divide the responsibilities of conducting measurement and monitoring of the Company�s risk exposures. Risk
exceptions, depending on their type and significance, are elevated to management or Board committees responsible for oversight.

Credit Risk Management

Credit risk is the risk of loss arising from adverse changes in a borrower�s or counterparty�s ability to meet its financial obligations under
agreed-upon terms and exists primarily in lending and derivative portfolios. The degree of credit risk will vary based on many factors including
the size of the asset or transaction, the credit characteristics of the borrower, the contractual terms of the agreement and the availability and
quality of collateral. Credit risk management is based on analyzing the creditworthiness of the borrower, the adequacy of underlying collateral
given current events and conditions and the existence and strength of any guarantor support.

Certain residential loan types have features that may result in increased credit risk when compared to residential loans without those features.
For more information on such loans, refer to the Company�s 2005 Annual Report on Form 10-K/A, �Credit Risk Management � Features of
Residential Loans� and Note 5 to the Consolidated Financial Statements � �Loans and Allowance for Loan and Lease Losses � Features of
Residential Loans.�
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Nonaccrual Loans, Foreclosed Assets and Restructured Loans

Loans, excluding credit card loans, are generally placed on nonaccrual status upon reaching 90 days past due. Additionally, loans in
non-homogeneous portfolios are placed on nonaccrual status prior to becoming 90 days past due when payment in full of principal or interest is
not expected. Management�s classification of a loan as nonaccrual or restructured does not necessarily indicate that the principal or interest of the
loan is uncollectible in whole or in part. Nonaccrual loans and foreclosed assets (�nonperforming assets�) and restructured loans, in each instance
excluding credit card loans, consisted of the following:

March 31,
2006

December 31,
2005

(dollars in millions)
Nonperforming assets and restructured loans:
Nonaccrual loans(1):
Loans secured by real estate:
Home $ 490 $ 565
Specialty mortgage finance(2) 1,012 872
Total home nonaccrual loans 1,502 1,437
Home equity loans and lines of credit 92 88
Home construction(3) 15 10
Multi-family 21 25
Other real estate 69 70
Total nonaccrual loans secured by real estate 1,699 1,630
Consumer 6 8
Commercial 26 48
Total nonaccrual loans held in portfolio 1,731 1,686
Foreclosed assets(4) 309 276
Total nonperforming assets 2,040 1,962
As a percentage of total assets 0.59 % 0.57 %
Restructured loans $ 21 $ 22
Total nonperforming assets and restructured loans $ 2,061 $ 1,984

(1)         Nonaccrual loans held for sale, which are excluded from the nonaccrual balances presented above, were $201
million and $245 million at March 31, 2006 and December 31, 2005. Loans held for sale are accounted for at lower of
aggregate cost or fair value, with valuation changes included as adjustments to noninterest income.

(2)         Represents purchased subprime home loan portfolios and subprime home loans originated by Long Beach
Mortgage Company and held in its investment portfolio.

(3)         Represents loans to builders for the purpose of financing the acquisition, development and construction of
single-family residences for sale and construction loans made directly to the intended occupant of a single-family
residence.

(4)         Foreclosed real estate securing Government National Mortgage Association (�GNMA�) loans of $167 million and
$79 million at March 31, 2006 and December 31, 2005 have been excluded. These assets are fully collectible as the
corresponding GNMA loans are insured by the Federal Housing Administration (�FHA�) or guaranteed by the
Department of Veteran�s Affairs (�VA�).

Allowance for Loan and Lease Losses

The allowance for loan and lease losses represents management�s estimate of incurred credit losses inherent in the Company�s loan and lease
portfolios as of the balance sheet date. The estimation of the allowance is based on a variety of factors, including past loan loss experience, the
current credit profile of borrowers, adverse situations that have occurred that may affect the borrowers� ability to repay, the estimated value of
underlying collateral, the interest rate climate as it affects adjustable-rate loans and general economic conditions.
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In determining the allowance for loan and lease losses, the Company allocates a portion of the allowance to its various loan product categories
based on an analysis of individual loans and pools of loans. The tools utilized for this determination include statistical forecasting models that
estimate the default and loss outcomes based on an evaluation of past performance of loans in the Company�s portfolio and other factors as well
as industry historical loss data (primarily for homogeneous loan portfolios). Non-homogeneous loans are individually reviewed and assigned
loss factors commensurate with the applicable level of estimated risk.

Refer to Note 1 to the Consolidated Financial Statements � �Summary of Significant Accounting Policies� in the Company�s 2005 Annual Report on
Form 10-K/A for further discussion of the Allowance for Loan and Lease Losses.

Changes in the allowance for loan and lease losses were as follows:

Three Months Ended
March 31,
    2006        2005    
(dollars in millions)

Balance, beginning of period $ 1,695 $ 1,301
Allowance transferred to loans held for sale (30 ) �
Provision for loan and lease losses 82 16

1,747 1,317
Loans charged off:
Loans secured by real estate:
Home (11 ) (11 )
Specialty mortgage finance(1) (20 ) (10 )
Total home loans charged off (31 ) (21 )
Home equity loans and lines of credit (5 ) (5 )
Other real estate (3 ) (1 )
Total loans secured by real estate (39 ) (27 )
Consumer:
Credit card (63 ) �
Other (7 ) (13 )
Commercial (8 ) (6 )
Total loans charged off (117 ) (46 )
Recoveries of loans previously charged off:
Loans secured by real estate:
Specialty mortgage finance(1) 1 1
Home equity loans and lines of credit 1 �
Other real estate 1 1
Total loans secured by real estate 3 2
Consumer:
Credit card 4 �
Other 4 5
Commercial 1 2
Total recoveries of loans previously charged off 12 9
Net charge-offs (105 ) (37 )
Balance, end of period $ 1,642 $ 1,280
Net charge-offs (annualized) as a percentage of average loans held in portfolio 0.18 % 0.07 %
Allowance as a percentage of total loans held in portfolio 0.68 0.60

(1)         Represents purchased subprime home loan portfolios and subprime home loans originated by Long Beach
Mortgage Company and held in its investment portfolio.
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90 Days or More Past Due and Still Accruing

The total amount of loans held in portfolio, excluding credit card loans, that were 90 days or more contractually past due and still accruing
interest was $88 million and $107 million at March 31, 2006 and December 31, 2005. The majority of these loans are either VA- or
FHA-insured with little or no risk of loss of principal or interest. Credit card loans held in portfolio that were 90 days or more contractually past
due and still accruing interest were $116 million at March 31, 2006 and $87 million at December 31, 2005. Credit card loans are charged-off
when they are determined to be uncollectible or by the end of the month in which the account becomes 180 days past due.

As a result of regulatory guidelines issued in 2003, delinquent mortgages contained within GNMA servicing pools that are repurchased or are
eligible to be repurchased by the Company must be reported as loans on the Consolidated Statements of Financial Condition. As the Company
sells most of these repurchased loans to secondary market participants, they are classified as loans held for sale on the Consolidated Statements
of Financial Condition. Substantially all of these loans are either guaranteed or insured by agencies of the federal government and, therefore, do
not expose the Company to significant risk of credit loss. The Company�s held for sale portfolio contained $858 million and $1.06 billion of such
loans that were 90 days or more contractually past due and still accruing interest at March 31, 2006 and December 31, 2005.

Derivative Counterparty Credit Risk

Derivative financial instruments expose the Company to credit risk in the event of nonperformance by counterparties to such agreements. This
risk consists primarily of the termination value of agreements where the Company is in a favorable position. Credit risk related to derivative
financial instruments is considered and provided for separately from the allowance for loan and lease losses. The Company manages the credit
risk associated with its various derivative agreements through counterparty credit review, counterparty exposure limits and monitoring
procedures. The Company generally manages its derivative counterparty credit risk through the active use of collateralized trading agreements.
Further, the Company monitors all exposure and collateral requirements daily. The fair value of collateral received from a counterparty is
continually monitored and the Company may request additional collateral from counterparties or return collateral pledged as deemed
appropriate. The Company�s agreements generally include master netting agreements whereby the counterparties are entitled to settle their
positions �net.�  At March 31, 2006 and December 31, 2005, the gross positive fair value of the Company�s derivative financial instruments was
$857 million and $792 million. The Company�s master netting agreements at March 31, 2006 and December 31, 2005 reduced the exposure to
this gross positive fair value by $648 million and $561 million. The Company�s collateral against derivative financial instruments was $48
million and $82 million at March 31, 2006 and December 31, 2005. Accordingly, the Company�s net exposure to derivative counterparty credit
risk at March 31, 2006 and December 31, 2005 was $161 million and $149 million.

Liquidity Risk Management

The objective of liquidity management is to ensure the Company has the continuing ability to maintain cash flows that are adequate to fund
operations and meet its other obligations on a timely and cost-effective basis. The Company establishes liquidity guidelines for the parent
holding company, Washington Mutual, Inc., as well as for its principal operating subsidiaries. The Company also maintains contingency
liquidity plans that outline alternative actions and enable appropriate and timely responses under stress scenarios.
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Washington Mutual, Inc.

Liquidity for Washington Mutual, Inc. (�the Parent Company�) is generated through its ability to raise funds through dividends from subsidiaries
and in various capital markets through the issuance of unsecured debt, commercial paper and other securities.

One of Washington Mutual, Inc.�s key funding sources is from dividends paid by its banking subsidiaries. The Parent Company received
dividends from its banking subsidiaries during the first quarter of 2006 and expects to continue to receive dividends in the future. Banking
subsidiaries dividends may be reduced from time to time to ensure that internal capital targets are met. Various regulatory requirements related
to capital adequacy and retained earnings also limit the amount of dividends that can be paid by the Parent Company�s banking subsidiaries. For
more information on such dividend limitations applicable to the Company�s banking subsidiaries, refer to the Company�s 2005 Annual Report on
Form 10-K/A, �Business � Regulation and Supervision� and Note 19 to the Consolidated Financial Statements � �Regulatory Capital Requirements
and Dividend Restrictions.�

In January 2006, the Company filed an automatically effective registration statement under the Securities Offering Reform rules recently
adopted by the SEC. The Company registered an unlimited amount of debt securities, preferred stock and depositary shares on this registration
statement.

Washington Mutual, Inc. also has a commercial paper program and a revolving credit facility that are sources of liquidity. At March 31, 2006,
the commercial paper program provided for up to $1 billion in funds. In addition, the Company�s revolving credit facility of $800 million
provides credit support for Washington Mutual, Inc.�s commercial paper program as well as funds for general corporate purposes. At March 31,
2006, Washington Mutual, Inc. had no commercial paper outstanding and the entire amount of the revolving credit facility was available.

The Parent Company�s senior debt and commercial paper was rated A and F1 by Fitch, A3 and P2 by Moody�s and A- and A2 by Standard and
Poor�s.

Washington Mutual, Inc. maintains sufficient liquidity to cover all debt obligations maturing over the next twelve months.

Banking Subsidiaries

The principal sources of liquidity for the Company�s banking subsidiaries are customer deposits, wholesale borrowings, the maturity and
repayment of portfolio loans, securities held in the available-for-sale portfolio and mortgage loans designated as held for sale. Among these
sources, transaction account deposits and wholesale borrowings from FHLB advances, repurchase agreements and federal funds purchased
continue to provide the Company with a significant source of stable funding. During the first three months of 2006, those sources funded 60% of
average total assets. The Company�s continuing ability to retain its transaction account deposit base and to attract new deposits depends on
various factors, such as customer service satisfaction levels and the competitiveness of interest rates offered on deposit products. The Company
continues to have the necessary assets available to pledge as collateral to obtain additional FHLB advances and repurchase agreements to offset
potential declines in deposit balances.

For the three months ended March 31, 2006, the Company�s proceeds from the sales of loans were approximately $35 billion. These proceeds
were, in turn, used as the primary funding source for the origination and purchase, net of principal payments, of approximately $29 billion of
loans held for sale during the same period. Typically, a cyclical pattern of sales and originations/purchases repeats itself during the course of a
period and the amount of funding necessary to sustain mortgage banking operations does not significantly affect the Company�s overall level of
liquidity resources.

The Company�s banking subsidiaries also raise funds in domestic and international capital markets to supplement their primary funding sources.
In August 2003, the Company established a Global Bank Note
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Program that allows Washington Mutual Bank to issue senior and subordinated notes in the United States and in international capital markets in
a variety of currencies and structures. The program was renewed in December 2005. Washington Mutual Bank had $21 billion available under
this program at March 31, 2006.

Senior unsecured long-term obligations of Washington Mutual Bank were rated A by Fitch, A2 by Moody�s and A by Standard and Poor�s.
Short-term obligations were rated F1 by Fitch, P1 by Moody�s and A1 by Standard and Poor�s.

In June 2005, Long Beach Mortgage Company launched Strand Capital LLC (�Strand�), a single-seller asset-backed extendible note facility, to
augment its existing credit facilities. Strand has total funding capacity of $9.5 billion, and as of March 31, 2006 approximately $4.2 billion in
notes were outstanding.

Market Risk Management

Market risk is defined as the sensitivity of income, fair market values and capital to changes in interest rates, foreign currency exchange rates,
commodity prices and other relevant market rates or prices. The primary market risk to which the Company is exposed is interest rate risk.
Substantially all of its interest rate risk arises from instruments, positions and transactions entered into for purposes other than trading. These
include loans, MSR, securities, deposits, borrowings, long-term debt and derivative financial instruments.

The Company�s trading assets are primarily comprised of financial instruments that are retained from securitization transactions, or are purchased
for MSR risk management purposes. The Company does not take significant short-term trading positions for the purpose of benefiting from
price differences between financial instruments and markets.

Interest rate risk is managed within a consolidated enterprise risk management framework that includes asset/liability management and the
management of specific portfolios (MSR and Other Mortgage Banking) discussed below. The principal objective of asset/liability management
is to manage the sensitivity of net income to changing interest rates. Asset/liability management is governed by a policy reviewed and approved
annually by the Board. The Board has delegated the oversight of the administration of this policy to the Finance Committee of the Board.

MSR Risk Management

The Company manages potential changes in the fair value of MSR through a comprehensive risk management program. The intent is to mitigate
the effects of changes in MSR fair value through the use of risk management instruments. The risk management instruments include interest rate
contracts, forward rate agreements, forward purchase commitments and available-for-sale and trading securities. The securities generally consist
of fixed-rate debt securities, such as U.S. Government and agency obligations and mortgage-backed securities, including principal-only strips.
The interest rate contracts typically consist of interest rate swaps, interest rate swaptions, interest rate futures and interest rate caps and floors.
The Company may purchase or sell option contracts, depending on the portfolio risks it seeks to manage. The Company also enters into forward
commitments to purchase and sell mortgage-backed securities, which generally are comprised of fixed-rate mortgage-backed securities with 15
or 30 year maturities.

The fair value of MSR is primarily affected by changes in prepayments that result from shifts in mortgage rates. Changes in the value of MSR
risk management instruments vary based on the specific instrument. For example, changes in the fair value of interest rate swaps are driven by
shifts in interest rate swap rates and the fair value of U.S. Treasury securities is based on changes in U.S. Treasury rates. Mortgage rates may
move more or less than the rates on Treasury bonds or interest rate swaps. This could result in a change in the fair value of the MSR that differs
from the change in fair value of the MSR risk management instruments. This difference in market indices between the MSR and the risk
management instruments results in what is referred to as basis risk.

56

Edgar Filing: WASHINGTON MUTUAL INC - Form 10-Q/A

73



The Company manages the MSR daily and adjusts the mix of instruments used to offset MSR fair value changes as interest rates and market
conditions warrant. The objective is to maintain an efficient and fairly liquid mix as well as a diverse portfolio of risk management instruments
with maturity ranges that correspond well to the anticipated behavior of the MSR. The Company also manages the size of the MSR asset, such as
through the structuring of servicing agreements when loans are sold, and by periodically selling or purchasing servicing assets.

The Company believes this overall risk management strategy is the most efficient approach to managing MSR fair value risk. The success of this
strategy, however, is dependent on management�s decisions regarding the amount, type and mix of MSR risk management instruments that are
selected to manage the changes in fair value of the mortgage servicing asset. If this strategy is not successful, net income could be adversely
affected.

Other Mortgage Banking Risk Management

The Company also manages the risks associated with its home loan mortgage warehouse and pipeline. The mortgage warehouse consists of
funded loans intended for sale in the secondary market. The pipeline consists of commitments to originate or purchase mortgages to be sold in
the secondary market. The risk associated with the mortgage pipeline and warehouse is the potential for changes in interest rates between the
time the customer locks in the rate on the loan and the time the loan is sold.

The Company measures the risk profile of the mortgage warehouse and pipeline daily. To manage the warehouse and pipeline risk, management
executes forward sales commitments, interest rate contracts and mortgage option contracts. A forward sales commitment protects against a rising
interest rate environment, since the sales price and delivery date are already established. A forward sales commitment is different, however, from
an option contract in that the Company is obligated to deliver the loan to the third party on the agreed-upon future date. Management also
estimates the fallout factor, which represents the percentage of loans that are not expected to be funded, when determining the appropriate
amount of pipeline risk management instruments.

Asset/Liability Risk Management

The purpose of asset/liability risk management is to assess the aggregate interest rate risk profile of the Company. Asset/liability risk analysis
combines the MSR and Other Mortgage Banking activities with substantially all of the other remaining interest rate risk positions inherent in the
Company�s operations.

To analyze net income sensitivity, management projects net income in a variety of interest rate scenarios, assuming both parallel and
non-parallel shifts in the yield curve. These scenarios illustrate net interest income sensitivity that results from changes in the slope of the yield
curve and changes in the spread between Treasury and LIBOR rates. The net income simulations also demonstrate projected changes in MSR
and MSR hedging activity under a variety of scenarios. Additionally, management projects the fair market values of assets and liabilities under
different interest rate scenarios to assess their risk exposure over longer periods of time.

The projection of the sensitivity of net interest income and net income requires numerous assumptions. Prepayment speeds, decay rates (the
estimated runoff of deposit accounts that do not have a stated maturity), future deposit and loan rates and loan and deposit volume and mix
projections are among the most significant assumptions. Prepayments affect the size of the loan and mortgage-backed securities portfolios,
which impacts net interest income. All deposit and loan portfolio assumptions, including loan prepayment speeds and deposit decay rates,
require management�s judgments of anticipated customer behavior in various interest rate environments. These assumptions are derived from
internal and external analyses. The rates on new investment securities are based on secondary market rates while the rates on loans are based on
the rates offered by the Company to retail customers.
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The slope of the yield curve, current interest rate conditions and the speed of changes in interest rates all affect sensitivity to changes in interest
rates. Short-term borrowings and, to a lesser extent, interest-bearing deposits typically reprice faster than the Company�s adjustable-rate assets.
This lag effect is inherent in adjustable-rate loans and mortgage-backed securities indexed to the 12-month average of the annual yields on
actively traded U.S. Treasury securities adjusted to a constant maturity of one year and those indexed to the 11th District FHLB monthly
weighted average cost of funds index.

The sensitivity of new loan volume and mix to changes in market interest rate levels is also projected. Management generally assumes a
reduction in total loan production in rising long-term interest rate scenarios accompanied by a shift towards a greater proportion of
adjustable-rate production. Conversely, the Company generally assumes an increase in total loan production in falling long-term interest rate
scenarios accompanied by a shift towards a greater proportion of fixed-rate loans. The gain from mortgage loans also varies under different
interest rate scenarios. Normally, the gain from mortgage loans increases in falling long-term interest rate environments primarily from high
fixed-rate mortgage refinancing activity. Conversely, the gain from mortgage loans may decline when long-term interest rates increase if
management chooses to retain more loans in the portfolio.

In periods of rising interest rates, the net interest margin normally contracts since the repricing period of the Company�s liabilities is shorter than
the repricing period of its assets. The net interest margin generally expands in periods of falling interest rates as borrowing costs reprice
downward faster than asset yields.

To manage interest rate sensitivity, management utilizes the interest rate risk characteristics of the balance sheet assets and liabilities to offset
each other as much as possible. Balance sheet products have a variety of risk profiles and sensitivities. Some of the components of interest rate
risk are countercyclical. Management may adjust the amount or mix of risk management instruments based on the countercyclical behavior of
the balance sheet products.

When the countercyclical behavior inherent in portions of the Company�s balance sheet does not result in an acceptable risk profile, management
utilizes investment securities and interest rate contracts to mitigate this situation. The interest rate contracts used for this purpose are classified as
asset/liability risk management instruments. These contracts are often used to modify the repricing period of interest-bearing funding sources
with the intention of reducing the volatility of net interest income. The types of contracts used for this purpose may consist of interest rate swaps,
interest rate corridors, interest rate swaptions and certain derivatives that are embedded in borrowings. Management also uses receive-fixed
swaps as part of the asset/liability risk management strategy to help modify the repricing characteristics of certain long-term liabilities to match
those of the assets. Typically, these are swaps of long-term fixed-rate debt to a short-term adjustable-rate, which more closely resembles asset
repricing characteristics.

April 1, 2006 and January 1, 2006 Sensitivity Comparison

The table below indicates the sensitivity of net interest income and net income as a result of hypothetical interest rate movements on market risk
sensitive instruments. The base case used for this sensitivity analysis is similar to the Company�s most recent earnings plan for the respective
twelve-month periods as of the date the analysis was performed. The comparative results assume parallel shifts in the yield curve with interest
rates rising 100 basis points and decreasing 100 basis points in even quarterly increments over the twelve-month periods ending March 31, 2007
and December 31, 2006.

These analyses also incorporate assumptions about balance sheet dynamics such as loan and deposit growth and pricing, changes in funding mix
and asset and liability repricing and maturity characteristics. The projected interest rate sensitivities of net interest income and net income shown
below may differ significantly from actual results, particularly with respect to non-parallel shifts in the yield curve or changes in the spreads
between mortgage, Treasury and LIBOR rates.
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Comparative Net Interest Income and Net Income Sensitivity

Gradual Change in Rates
-100 basis points +100 basis points

Net interest income change for the one-year period beginning:
April 1, 2006 3.08 % (1.94 )%
January 1, 2006 2.62 (2.45 )
Net income change for the one-year period beginning:
April 1, 2006 (0.31 ) (2.84 )
January 1, 2006 2.59 (3.27 )

Net interest income was adversely impacted by rising short-term rates and the continued flattening of the yield curve. Short-term interest rates
have increased approximately 200 basis points since December 31, 2004 while long-term rates have increased approximately 50 basis points.
These yield curve movements have resulted in flat to slightly inverted Treasury and LIBOR curves at March 31, 2006.

Net interest income was projected to increase in the -100 basis point scenario primarily due to the expansion of the net interest margin. Net
income was projected to decrease slightly as other income was adversely impacted in this scenario.

Net interest income was projected to decrease in the +100 basis point scenario mainly due to contraction of the net interest margin. Net income
was projected to decline in this scenario mainly due to the adverse impact of net interest income.

These sensitivity analyses are limited in that they were performed at a particular point in time. The analyses assume management does not
initiate strategic actions, such as increasing or decreasing term funding or selling assets, to offset the impact of projected changes in net interest
income or net income in these scenarios. The analyses are also based on the reliability of various assumptions used, including prepayment
forecasts and discount rates, and do not incorporate other factors that would impact the Company�s overall financial performance in such
scenarios, most significantly the impact of changes in gain from mortgage loans that result from changes in interest rates. These analyses also
assume that the projected MSR risk management strategy is effectively implemented and that mortgage and interest rate swap spreads are
constant in all interest rate environments. These assumptions may not be realized. For example, changes in spreads between interest rate indices
could result in significant changes in projected net income sensitivity. Projected net income may increase if market rates on interest rate swaps
decrease by more than the decrease in mortgage rates, while the projected net income may decline if the rates on swaps increase by more than
mortgage rates. Accordingly, the preceding sensitivity estimates should not be viewed as an earnings forecast.

Operational Risk Management

Operational risk is the risk of loss resulting from human fallibility, inadequate or failed internal processes and systems, or from external events,
including loss related to legal risk. Operational risk can occur in any activity, function, or unit of the Company.

Primary responsibility for managing operational risk rests with the lines of business. Each line of business is responsible for identifying its
operational risks and establishing and maintaining appropriate business-specific policies, internal control procedures and monitoring tools for
these risks. To help identify, assess and manage corporate-wide risks, the Company uses corporate support groups such as Legal, Compliance,
Information Security, Continuity Assurance, Strategic Sourcing and Finance. These groups assist the lines of business in the development and
implementation of risk management practices specific to the needs of each business.
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The Operational Risk Management Policy, approved by the Audit Committee of the Board of Directors, establishes the Company�s operational
risk framework and defines the roles and responsibilities for the management of operational risk. The operational risk framework consists of a
methodology for identifying, measuring, monitoring and controlling operational risk combined with a governance process that complements the
Company�s organizational structure and risk management philosophy. The Operational Risk Management Committee ensures consistent
communication and oversight of significant operational risk issues across the Company and ensures sufficient resources are allocated to maintain
business-specific operational risk controls, policies and practices consistent with and in support of the operational risk framework and corporate
standards. The Operational Risk Management function, part of Enterprise Risk Management, is responsible for maintaining the framework and
works with the lines of business and corporate support functions to ensure consistent and effective policies, practices, controls and monitoring
tools for assessing and managing operational risk across the Company. The objective of the framework is to provide an integrated risk
management approach that emphasizes proactive management of operational risk using measures, tools and techniques that are risk-focused and
consistently applied company-wide.

The Company has a process for identifying and monitoring operational loss event data, thereby permitting root cause analysis and monitoring of
trends by line of business, process, product and risk-type. This analysis is essential to sound risk management and supports the Company�s
process management and improvement efforts.

PART II � OTHER INFORMATION

Item 1.   Legal Proceedings

In the ordinary course of business, the Company and its subsidiaries are routinely defendants in or parties to a number of pending and threatened
legal actions and proceedings, including actions brought on behalf of various classes of claimants. In certain of these actions and proceedings,
claims for substantial monetary damages are asserted against the Company and its subsidiaries. Certain of these actions and proceedings are
based on alleged violations of consumer protection, banking and other laws.

In July 2004, the Company and a number of its officers were named as defendants in a series of cases alleging violations of Section 10(b) of the
Securities Exchange Act of 1934 (the �Exchange Act�), Rule 10b-5 thereunder and Section 20(a) of the Exchange Act. By stipulation, those cases
were consolidated into a single case currently pending in the U.S. District Court for the Western Division of Washington. South Ferry L.P. #2 v.
Killinger et al., No. CV04-1599C (W.D. Wa., Filed Jul. 19, 2004) (the �Securities Action�). In brief, the plaintiffs in the Securities Action allege,
on behalf of a putative class of purchasers of Washington Mutual, Inc. securities from April 15, 2003, through June 28, 2004, that in various
public statements the defendants purportedly made misrepresentations and failed to disclose material facts concerning, among other things,
alleged internal systems problems and hedging issues.

The defendants moved to dismiss the Securities Action on May 17, 2005. After briefing, but without oral argument, the Court on November 17,
2005, denied the motion in principal part; however, the Court dismissed the claims against certain of the individual defendants, dismissed claims
pleaded on behalf of sellers of put options on Washington Mutual stock, and concluded that the plaintiffs could not rely on supposed violations
of accounting standards to support their claims. The remaining defendants subsequently moved for reconsideration or, in the alternative,
certification of the opinion for interlocutory appeal to the United States Court of Appeals for the Ninth Circuit. The District Court denied the
motion for reconsideration, but on March 6, 2006, granted the motion for certification. On March 20, 2006, the defendants filed with the Ninth
Circuit a motion asking that the Court accept for interlocutory review the District Court�s original order denying the motion to dismiss. Briefing
on that motion was completed on April 3, 2006. The District Court has stayed further proceedings before it pending the outcome of the
defendant�s motion to the Ninth Circuit.
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On November 29, 2005, 12 days after the Court denied the motion to dismiss the Securities Action, a separate plaintiff filed in Washington State
Superior Court a derivative shareholder lawsuit purportedly asserting claims for the benefit of the Company. The case was removed to federal
court, where it is now pending. Lee Family Investments, by and through its Trustee W.B. Lee, Derivatively and on behalf of Nominal Defendant
Washington Mutual, Inc. v. Killinger et al., No. CV05-2121C (W.D. Wa., Filed Nov. 29, 2005) (the �Derivative Action�). The defendants in the
Derivative Action include those individuals remaining as defendants in the Securities Action, as well as those of the Company�s current
independent directors who were directors at any time from April 15, 2003, through June 2004. The allegations in the Derivative Action mirror
those in the Securities Action, but seek relief based on claims that the independent director defendants failed properly to respond to the
misrepresentations alleged in the Securities Action and that the filing of that action has caused the Company to expend sums to defend itself and
the individual defendants and to conduct internal investigations related to the underlying claims. At the end of February, the parties submitted a
stipulation to the Court that the matter be stayed pending the outcome of the Securities Action. On March 2, 2006, the Court entered an Order
pursuant to that stipulation, staying the Derivative Action in its entirety.

Refer to Note 15 to the Consolidated Financial Statements � �Commitments, Guarantees and Contingencies� in the Company�s 2005 Annual Report
on Form 10-K/A for a further discussion of pending and threatened litigation action and proceedings against the Company.

Item 2.   Unregistered Sales of Equity Securities and Use of Proceeds

The table below represents share repurchases made by the Company for the quarter ended March 31, 2006. Management may engage in future
share repurchases as liquidity conditions permit and market conditions warrant.

Issuer Purchases of Equity Securities

(a) Total
Number
of Shares
(or Units)
Purchased(1)

(b) Average
Price Paid
per Share
(or Unit)

(c) Total
Number of
Shares (or Units)
Purchased as
Part of Publicly
Announced
Plans or
Programs(2)

(d) Maximum
Number (or
Approximate
Dollar Value)
of Shares
(or Units) that
May Yet Be
Purchased
Under the Plans
or Programs

January 3, 2006 to January 31, 2006 3,617,924 $ 42.53 3,341,500 81,158,500
February 1, 2006 to February 28, 2006 9,644,087 42.31 9,633,600 71,524,900
March 1, 2006 to March 31, 2006 34,001,852 43.61 34,000,000 37,524,900
Total 47,263,863 43.26 46,975,100 37,524,900

(1)                 In addition to shares repurchased pursuant to the Company�s publicly announced repurchase program, this
column includes shares acquired under equity compensation arrangements with the Company�s employees and
directors.

(2)                 Effective October 18, 2005, the Company adopted a new share repurchase program approved by the Board
of Directors (the �2005 Program�). Under the 2005 Program, the Company is authorized to repurchase up to 100 million
shares of its common stock as conditions warrant and had repurchased 62,475,100 shares under this program as of
March 31, 2006.

For a discussion regarding working capital requirements and dividend restrictions applicable to the Company�s banking subsidiaries, refer to the
Company�s 2005 Annual Report on Form 10-K/A, �Business � Regulation and Supervision� and Note 19 to the Consolidated Financial Statements �
�Regulatory Capital Requirements and Dividend Restrictions.�

Item 4.   Submission of Matters to a Vote of Security Holders

None.

Item 6.   Exhibits

(a) Exhibits
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See Index of Exhibits on page 63.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Company has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized on August 9, 2006.

WASHINGTON MUTUAL, INC.
By:   /s/ THOMAS W. CASEY

  Thomas W. Casey
  Executive Vice President and Chief Financial
  Officer
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WASHINGTON MUTUAL, INC.
INDEX OF EXHIBITS

Exhibit No.
3.1 Restated Articles of Incorporation of the Company, as amended (Incorporated by reference to the Company�s

Quarterly Report on Form 10-Q for the quarter ended September 30, 1999, File No. 001-14667).
3.2 Articles of Amendment to the Amended and Restated Articles of Incorporation of the Company creating a class

of preferred stock, Series RP (Incorporated by reference to the Company�s Annual Report on Form 10-K for the
year ended December 31, 2000, File No. 001-14667).

3.3 Restated Bylaws of the Company as amended (Incorporated by reference to the Company�s Annual Report on
Form 10-K/A for the year ended December 31, 2005, File No. 001-14667).

4.1 Rights Agreement dated December 20, 2000 between Washington Mutual, Inc. and Mellon Investor Services,
LLC (Incorporated by reference to the Company�s Current Report on Form 8-K filed January 8, 2001, File
No. 001-14667).

4.2 The Company will furnish upon request copies of all instruments defining the rights of holders of long-term debt
instruments of the Company and its consolidated subsidiaries.

4.3 Warrant Agreement dated as of April 30, 2001 (Incorporated by reference to the Company�s Registration
Statement on Form S-3, File No. 333-63976-01).

4.4 2003 Amended and Restated Warrant Agreement, dated March 11, 2003 by and between Washington
Mutual, Inc. and Mellon Investor Services, LLC (Incorporated by reference to the Company�s Current Report on
Form 8-K, dated March 12, 2003, File No. 001-14667).

10.1 Employment Offer Letter of James Corcoran (Incorporated by reference to the Company�s Current Report on
Form 8-K filed April 10, 2006, File No. 001-14667).

31.1 Certification of the Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (Filed
herewith).

31.2 Certification of the Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (Filed
herewith).

32.1 Certification of the Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
(Furnished herewith).

32.2 Certification of the Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
(Furnished herewith).

99.1 Computation of Ratios of Earnings to Fixed Charges (Filed herewith).
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