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Nl Financial Highlights

1 Year Year Year

Ended Ended Ended

December 31, December 31, December 31,

(Dollar amounts in millions, except per share data) 2005 2004 2003
Revenues $ 10,017 $ 8567 $ 7,979
Net earnings $ 2,528 $ 2,198 $ 2,373

Earnings per share - diluted " $ 4.1 $ 363 $ 4.18
Total assets $175,085 $128,496 $97,978
Common shareholders’ equity $ 12,816 $ 10,310 $ 8,085
Common shareholders’ equity per share $ 2136 $ 17.73 $ 14.61

) Prigr year diluted earnings per share and diluted weighted average share amounts have been restated due to the implementation in December 2004 of EITF 04-8, which
requires inclusion of shares issuable pursuant to the assumed conversion of the Company’s contingently convertible securities in the diluted earnings per share computations.
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Pre-tax Earnings From Other Businesses*
($ in miflions, years ended Dec. 31)

Pre-tax Mortgage Banking Earnings
($ in millions, years ended Dec. 31)

*includes Banking, Capital Markets, Insurance and Global Operations segments
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CFC Servicing Portfolio
{$ in billions, years ended Dec. 31}
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$435
'!363
B9 & <

CFC Residential Loan Production
($ in billions, years ended Dec. 31)

CFC Securities Trading Volume
($ in biltions, years ended Dec. 31}

This Annual Repart contains farward-looking statements within the meaning of Section 21E of the Securities Exchange Act of 1934, as amended, regarding management's beliefs, estimates, projections, and
assumptions with respect to, among other things, the Company's future operations, business plans and strategies, as well as industry and market conditions, all of which are subject to change. Actual results and
operations for any future period may vary materially from those projected herein and from past results discussed herein. Factors which could cause actual results to differ materially from historical results or those
anticipated include, but are not limited to: competitive and general economic conditions in each of our business segments; general economic conditions in the United States and abroad; loss of investment grade
rating that mav result in an increase in the cast of debt or loss of access to corporate debt markets; reduction in government support of homeownership; the level and volatility of interest rates; changes in interest rate
paths; the legal, regulatory and legislative environments in the markets in which the Company operates; and other risks detailed in documents filed by the Company with the Securities and Exchange Commission from
time to time. Words like “believe,” “expect,” “anticipate,” “promise,” "plan," and other expressions or words of similar meanings, as well as future or conditional verbs such as “will,” “would,” “should,” “could,” or
“may" are generally intended to identify forward-looking statements. The Company undertakes no obligation to publicly update or revise any forward-looking statements.
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Mr-Mozilo-at-the-New-York Stock Exchange, Sépt.-13, 2005




Nl Countrywide At A Glance

QVERVEW . C(USIOMERS _______________ ' |

MORTGAGE BANKING |

PRODUCTION

Originates loans directly to consumers financing a home

Consumers, Realtors® and home builders

S SrmamennnLennSeaEisaenmes  Originates loans directly to consumers financing a home;
Focuses on debt consolidation and nonprime loans

Primarily consumers with prime and nonprime-quality
credit

D Originates home loans through a network of independent mortgage
brokers

Approximately 30,000 mortgage brokers across
the country

Purchases mortgage loans from mortgage banks and financial
institutions

Approximately 2,100 mortgage bankers, commercial
banks, thrifts, savings & loans and credit unions

T e Collects and processes loan payments and pravides customer service,
il A SCTOW administration, investar accounting, collections, lass mitigation
and foreclosure services

Consumers, other mortgage lenders and
investars

CLOSING SERVICES

———— |1 OVidES appraisal services, credit reports, flood determinations and
title products

OTHER BUSINESSES

70% CHL; 30% external customers
{based on revenues)

BANKING

e Provides residential mortgage foans (HELOCs, ARMs), deposit products (CDs
and money market, checking and savings accounts), investment products
(annuities and mutual funds), and document custody services; and through
its subsidiary, ReConTrust Company N.A., the Bank offers mortgage foreclosure
and reconveyance services

Retail consumers, commercial banks, CHL and
other businesses

Ao i e rovides short-term secured (mortgage loan inventory) financing to

mortgage lenders

Mortgage bankers

CAPITAL MARKETS

Y e e e— |/ nderwrites, buys and sells debt securities
(MBS, ABS, Government/Agency Debt and CMBS)

Approximately 1,400 institutional customers (broker-
dealers, money managers, pension funds, insurance
companies, banks, thrifts and other financial institutions)

Manages disposition of credit-sensitive residential mortgage loan assets

Mortgage loan servicers/investors and CLD
customers

Mo EXChange (USEH) Brokers bulk mortgage servicing rights and provides valuation services

o tACHAHEE

Large financial institutions that buy and sell
mortgage servicing rights

Originates and sells commercial real estate mortgage loans

Owners of commercial real estate, commercial
mortgage brokers and CMBS institutional investors

Provides mezzanine layer of reinsurance on primary mortgage insurance (PM!)

Major mortgage insurance companies

Underwrites lender-placed property and auto insurance, and voluntary
homeowners, auto, life, disability and renters insurance

Banks, mortgage lenders, finance companies, insurance
agencies, builders, renters and consumers

Full-service insurance agency for personal, commercial, surety and
employee benefits insurance

Retail consumers and commercial businesses
including builders, real estate brokers, mortgage
bankers and commercial property owners

Provides automated property valuations

U.K. lenders and surveyors

Develops and licenses mortgage processing and servicing technology

Global Home Loans (GHL), Barclays PLC
and UKValuation

e L e Provides call center, data processing and information technology related services

Countrywide Financial Corporation (CFC) and GHL

‘ Supports operations company-wide o

'CENTRAL OFFICE
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31,832
662 branch offices, inbound and outbound call Bank of America, Chase, Washington Funded $116 billion
centers, Internet, B2B and JV relationships Mutual, Wells Fargo ($129 biltion including Countrywide Bank fundings)
195 field branches and 76 National Sales Ameriquest, Household, New Century, Funded $26 billion
Center branches. FSLD has a presence in Washington Mutual, Wells Fargo
38 states.
52 branch offices, 7 fulfillment centers Ameriquest, Chase, New Century, Option | Funded $80 billion
One, Washington Mutual, Wells Fargo ($103 billion including Countrywide Bank fundings)
4 regional offices, national sales presence, Chase, CitiMortgage, GMAC-RFC, Wall Funded $197 billion
B28B Street, Washington Mutual, Wefls Fargo ($212 billion incfuding Countrywide Bank fundings)
7,923
Servicing facilities located in Simi Valley & Bank of America, Chase, CitiMortgage, | $1.1 trillion servicing portfolio, up 33% over 2004
Lancaster, CA; Richardson, Plano & Washington Mutual, Wells Fargo (includes $30 billion sub-servicing portfalio)
Fort Worth, TX; Mumbai, India .
1,648
LandSafe’s sales force, in coordination Fidelity National, First American, Completed 22 million transactions, which inciude appraisals,
with other CHL sales teams; the Internet Land America Lender Services credit reports, flood determinations, title insurance
policies and escrow services, up 32% over 2004
2,078
Internet, call centers and 86 Financial Centers Traditional and Internet banks T Assets reached $73 billion
located primarily within CMD branch offices
National sates presence GMAC-RFC, Washington Mutual, Wall Average mortgage warehouse advances increased over
Street firms, regional banks 35% from 2004 to 2005
683
Capital Markets sales force, with offices in Calabasas, CA; | Wall Street broker-dealers and regional $3.6 triflion in securities trading volume, up 14% over 2004.
Atlanta, GA; Chicago, IL; Fort Lauderdale, FL; Geneva, IL;| broker-dealers Ranked #1 in real estate ABS underwritings and #4
New York, NY; San Francisco, CA; London; Tokyo in non-Agency MBS underwriting for 2005
Various sales forces of CFC C-BASS, EMC, GMAC-RFC, Goldman Completed 9 securitizations in 2005; purchased $4 billion
: Sachs, Lehman Brothers, UBS (principal balance) in assets for CHL in 2005 |
CSC sales force Specialized servicing brokers; Phoenix Brokered $102 billion in servicing rights,
Capital and Matrix Financial up 27% over 2004
CRF sales force, CSC sales force, CHL Wall Street broker-dealers, insurance Funded $3.9 billion in loans in 2005
sales force companies and commercial banks
2,100
Corporate relationships with PMI carriers N/A Net premiums earned of $181 million, up 15% over 2004
Internal sales force, insurance agents and AlG, Assurant, SFIS, ZC Sterling and Net premiums earmed of $773 million,
Countrywide Insurance Services other writers of personal insurance up 24% over 2004
3 call centers, Internet, direct mail and Retail/commercial insurance agencies 164,000 policies sold
commercial brokers in regional/branch offices
3,251
Branding, referrals and relationships Hometrack Lid. Fee income increased 33% over 2004
Corporate relationships Lynx Financial Systems, UNISYS Signed a new three-year contract for software licensing
and support with Barclays PLC
Corporate relationships Cther India outsource providers Employee base of 1,662, including contractors
N - i 4,941

54,456 TOTAL

*Includes full-time employees,
contractors, and temparary felp

S,
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\| Letter To Shareholders

Evolution of the Business Model—Consalidated Pre-tax Earnings

—
$326 Million

Mortgage Lending
l BEE Mortgage Banking 1N Banking

$586 Million

W Other Businesses (Capital Markets, Insurance and Global Operations)

l
$4.1 Billion

15%

26%

*Fiscal year ended February 29, 1996
**Fiscal year ended February 28, 2001

Dear Countrywide Shareholders:

Countrywide is one of America's greatest success stories.
We have delivered decades of rapid growth to become,
the largest producer and servicer of home loans in U.S.
history, and this growth has translated into outstanding
returns for our long-term shareholders. At the same time,
Countrywide has been a leader in advancing the
American dream of homeownership. Although certain
external factors — such as the interest rate environment
and the housing market — have led some observers to
express concern about the future prospects of our
industry, | believe Countrywide will continue to create
shareholder value while doing even more to help fulfill
the American dream.

The real story of Countrywide begins with the present. The
Company advanced on multiple fronts in 2005, setting
new operational records, delivering strong earnings growth
in a challenging business environment, and positioning
Countrywide to become a stronger, more competitive and
more valuable company in coming years. In the core
Mortgage Lending business, total residential loan
production reached $491 billion® — a record not just for
Countrywide, but for the entire industry. The Company’s
loan servicing portfolio grew 33%, and in the process
Countrywide became the first in its industry to cross the'
$1 trillion threshold. Countrywide gained significant
market share, up more than 25% from 2004 to 2005, -
according to market estimates.® Looking at our other
strategically related businesses, Countrywide Bank's assets
increased 78% from 2004 to a total of $73 billion,
driving the Banking segment’s pre-tax earnings past the
billion-dollar mark for the first time. In the Capital Markets
business, securities trading volume reached $3.6 trillion,

a Company record. The Insurance segment, which
encompasses the Balboa family of companies, generated
nearly $1 billion in net premiums earned. Altogether, the
Company’s Banking, Capital Markets, Insurance, Global
Operations and other business activities contributed $1.7
billion in pre-tax earnings, or 41% of the consolidated 2005
total, up 36% over 2004. Consolidated net earnings for the
corporation increased 15% over 2004 to $2.5 billion.
Earnings per diluted share reached $4.11, up 13% over
the prior year and the second-highest EPS figure in
Countrywide’s history. In all, we remained the undisputed
#1 mortgage originator and servicer in America.”®

Importantly, we achieved these strong results despite
volatile interest rates, declining profit margins across the
industry and the adverse effects of hurricanes Katrina
and Rita, which included an $87 million after-tax charge
to earnings for hurricane-related losses. This is the rea/
story of Countrywide’s success — our ability to persevere
and succeed in the long run, regardless of the
business climate. Our success also reflects the
continuing ‘evolution of our business model. As you can
see from the graphs at the top of this page,
Countrywide’s business model has steadily transitioned
from a mortgage banking focus to a broader mortgage
lending focus, with our Banking business producing an
increasing portion of our earnings since we acquired
Treasury Bank, now known as Countrywide Bank, in
2001. A decade ago, our Mortgage Banking operation
delivered 96% of Countrywide’s pre-tax earnings; in
2005, that figure was 59%, with another 26% coming
from the Banking business and 15% from Capital
Markets, Insurance and Global Operations.

" fncludes 2005 Mortgage Banking, Banking and Capital Markets production
@ Inside Mortgage Finance, Jan. 27, 2006
® [nside Mortgage Finance, Jan. 27 and Feb. 3, 2006

[3)]



N\l Letter To Shareholders (continued)

Beyond our operational and financial achievements
in 2005, the real story of Countrywide was written
on other fronts as well: We continued to work hard
to make the American dream possible for more
people, we responded quickly and compassionately
to help hurricane victims along the U.S. Gulf
Coast, and we further refined the capabilities
necessary to sustain our growth while at the same
time preparing for another challenging year in
2006. Our positive momentum in all these areas
demonstrates why our new advertising campaign
features this signature statement: No one can do
what Countrywide Can®™.

Making the American Dream Come True

Increasing the opportunities for homeownership across
America has been Countrywide's guiding principle
since its founding in 1969. We focus on improving
access to home financing for homebuyers by lowering
the barriers to entry, and educating consumers on
which loan products best fit their needs — particularly

with respect to low- to moderate-income families.
Challenges remain, but there is progress. For the past
few years, Countrywide has been lobbying hard to
reduce the minimum servicing fee for mortgage loans.
This fee is the portion of the borrower’s principal and
interest payment that government-sponsored
enterprises (GSEs) such as Fannie Mae require
companies like Countrywide to retain in order to
ensure they effectively service a borrower’s loan.
Because loan servicing is less expensive now than
when the fees were first introduced, the real story
is that servicers are forced to hold more capital in
reserve than necessary, adding to the cost of a loan. If
these fees were reduced across the board, lenders
could have an opportunity to reduce the overall cost of
a loan. In 2005, Fannie Mae agreed to reduce the
minimum servicing fee on the adjustable rate loans
it guarantees. We applaud Fannie Mae for taking a
first step in this direction, and we will continue to
leverage Countrywide’s industry leadership position
to push for reductions in minimum servicing fees
for all other loans.

The Countrywide Business Model
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Comparison of 10-Year Total Return Among
Countrywide Financial Corporation, the S&P 500 Index and the S&P Financials Index

700%
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Dec.'95  Dec.’96  Dec.’97 Dec.’98  Dec.’99  Dec.’'00 Dec.’01 Dec.’02  Dec.’03  Dec.’04  Dec.’05

S&P 500 Index

Countrywide

S&P 500 Financials Index

Source: Bloomberg total return analysis, assuming dividends are reinvested in Countrywide stock

Countrywide’s Response to Hurricanes Katrina and Rita

After parts of Louisiana and Mississippi were demolished
by 2005's hurricanes, Countrywide moved quickly and
decisively on behalf of homeowners in need. We
deployed key resources from across the Company to
help serve people in affected communities. Frontline
Countrywide personnel were granted broad authority to
act as necessary to cushion the financial impact on
displaced homeowners, an effort described in more detail
on page 16 of this report. Entering 2006, Countrywide
continued to work with borrowers and investors to extend
forbearance or to modify loan terms and payments as
appropriate. I am proud of how selflessly Countrywide
employees volunteered both their time and money to ease
the suffering of those whose lives were changed by the
hurricanes of 2005.

Looking Ahead to 2006

We expect 2006 to bring more challenges to our business,
such as decreasing origination volumes, continued margin
compression and market consolidation. At Countrywide,
however, we view such challenges as opportunities.
Historically, periods of decliining originations have resulted
in industry consolidation; but industry consolidation
provides us the opportunity to hire many talented sales
professionals, thereby strengthening our organization.
Regardless of the market environment ahead, we intend to
remain focused on growth through the continuing evolution
of our business model. Never content to rest with the status
quo, we will keep building upon the foundation of our
existing businesses and creating new opportunities 1o
position ourselves for more growth. With an eye toward
greater earnings diversification and stability, this prudent

mindset should continue to translate into superior long-
term financial performance.

The real story of Countrywide's success could never have
been possible last year without the hard work of our
employees — not only for making our 2005 achievements
happen, but also for helping shape our future success.
Ultimately, the quality of any company'’s strategic focus
and ability to execute on its plans is directly related to
the quality of its people. Countrywide is fortunate to
have tremendous talent and skills at all levels in the
organization, from our highly experienced management
team to the more than 54,000 Countrywide men and
women who continue to inspire me with their dedication,
strong sense of ethics and consistent ability to seize the
opportunities before them. Countrywide's ability to write
new chapters to one of America’s greatest success
stories will depend, as always, on the hard work of our
employees, the leadership of our management team, the
diligent oversight of our Board of Directors, and our
steadfast determination to provide the best service that
Countrywide Can for consumers and business partners. On
the following pages, we have invited real-life customers,
business partners and employees to tell you the rea/
story of Countrywide’s success — a performance
delivered by hard-working people with unmatched
professionalism and expertise. No one can do what
Countrywide Can — this is the REAL Countrywide story.

—

Angelo R. Mozilo
Chairman and CEO
April 2006

~J




Nl Mortgage Lending

Help Homeowners Realize Their Dreams

Countrywide’s mortgage lending operations performed
exceptionally well in 2005, setting new Company and
industry records with $491 biltion in total home loan
fundings and becoming the first in the U.S. to build a
residential mortgage servicing portfolio in excess of $1
trillion. In doing so, Countrywide not only maintained its #1
positions in mortgage loan production and servicing, but
also expanded its market share leadership. Loan origination
market share grew to 16% in 2005, up from 12% in the
prior year, while Countrywide’s share of the loan servicing
business increased to 12% at the end of 2005, up from
11% in 2004. For the industry as a whole, total mortgage
origination volume increased from $2.9 trillion in 2004
to $3.1 trillion in 2005.%

For 2006, many industry forecasts call for reduced origination
volume and continued pricing pressure. But, as the market
leader, Countrywide is well-prepared to pursue its goal of
profitable market share growth.

The mortgage lending operation's strategies are carried out by
three complementary origination channels — retail, wholesale
and correspondent lending. Approximately 15,000 field sales
professionais pursue customer leads in these three channels,
up more than 3,000 from year-end 2004. Retail salespeople
in the Consumer Markets and Full Spectrum Lending
divisions are supported by a decentralized operating structure
with more than 850 branch locations across America. Along
with a multi-level pricing matrix, this structure helps
streamline pricing and underwriting decisions, ensuring a
speedier and more efficient ioan process for borrowers and
business partners. The sales effort is further enabled by
Countrywide’s national advertising and brand marketing
campaign, Countrywide Can — as in, no other lender can
provide the personal service, product menu or opportunity to
realize the American dream the way Countrywide Can. In the
Wholesale Lending Division, a network of approximately 30,000
approved mortgage brokers provide sales growth opportunities
that help Countrywide remain the industry’s largest wholesale
lender, a position it has held since early 2003. In the
Correspondent Lending Division, closed loans are purchased
from approximately 2,100 approved financial institutions with
which Countrywide maintains business relationships.

The key strategies to support the mortgage lending operation’s
future growth include:

New product development — An important element of
the segment’s value proposition — to customers and its
salespeople — is that Countrywide maintains one of the
broadest product lines in the industry. The real story for
customers {(whether they are individual consumers, like
Cheryl and Pat Cable on the facing page, Realtors®,
builders, mortgage brokers or correspondent lenders) is that
if a customer has a loan preference, it likely will be on
Countrywide's product menu.

Market share growth and salesforce expansion — Countrywide
continues to pursue market share growth aggressively, but
with an eye toward maintaining the Company’s profitability.
The mortgage lending group’s salesforce growth, fueted by
an emphasis on providing attractive and profitable career
opportunities for sales professionals, helps maintain
Countrywide's market share leadership. With an extensive
product menu, pricing flexibility, localized processing
supported by advanced technology, and strong brand
awareness, Countrywide Can provide talented salespeople
the tools they need to expand their business and increase
their sales volume. ‘

Increasing technology leadership — Countrywide’s proprietary
technologies help save time, reduce costs and increase
productivity. All systems are integrated from the time an
interest rate commitment is made to the borrower until the
loan is funded, and are geared toward continuous productivity
improvements.

The mortgage lending segment’'s market share growth
initiatives are supported by one underlying theme — ubiquity.
This segment’s long-range goal is not only to participate in,
but to be a leader in, every channel and segment of the
mortgage market — whether these channels or segments
are defined by geography, consumer demographic profile or
product preference.

™ Market position, market share and industry origination volume data from
Inside Mortgage Finance, Jan. 27 and Feb. 3, 2006
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Nl Mortgage Lending

Attract the Best and Brightest Talent in Financial Services

For seasoned professionals or aspiring entrants to the mortgage
lending field, Countrywide Can provide a springboard to a
successful sales career filled with opportunities for growth,
achievement and financial reward. Countrywide takes pride
in its reputation for recruiting, hiring and retaining the best
and the brightest — energetic, motivated, talented sales
professionals who can blossom into the home finance industry’s
highest producers. The real story at Countrywide is simple:
Throughout the Company, if you're an intense competitor,
with “fire in the belly” and the desire to pursue an exciting,
rewarding business career, then Countrywide is the place for
you. Professionals with this kind of competitive spirit gravitate
to Countrywide because it provides them with highly advanced
tools, ongoing training and the field support that they need
to succeed.

Approximately 15,000 field sales professionals working in
Countrywide's retail, wholesale and correspondent divisions
source loans for both the Mortgage Banking and Banking
segments. Many of these professionals have been attracted
to Countrywide because of its strong commitment to
mortgage lending. Its business model features all the key
elements that appeal to talented ioan originators, who
appreciate Countrywide's compelling value proposition:

¢ Countrywide’s brand is widely known and respected.

¢ Countrywide's product line is one of the broadest and most
comprehensive in the mortgage lending marketplace.

¢ Countrywide’s primary corporate and management focus is
on its mortgage lending franchise; unlike many of its larger
competitors, this franchise is neither a peripheral nor a
secondary business.

¢ Countrywide's salespeople enjoy localized processing,
fulfillment and underwriting support, an extremely
attractive platform for sales professionals.

* Countrywide's commitment to create and maintain industry-
leading technology demonstrates that the Company is in
the mortgage lending business for the long haul, as it
continuously seeks to enhance its technology infrastructure.

Regarding the product menu, Countrywide’s philosophy is
to maintain one of the industry’s most varied product

menus rather than being a niche lender. Thus, as consumer
preferences have broadened to include products other than

traditional fixed-rate mortgages, such as hybrids and other
non-agency conforming loans, Countrywide’s own product mix
has evolved swiftly to address these shifts. Countrywide
prides itself in addressing consumer needs decisively, with
an efficient product development process that permits its
mortgage lending operations to bring a new product to market
quickly. Enabling the entire process is technology, a critical
compenent in providing a distinct competitive advantage.

Countrywide’s proprietary technology primarily falls into
three categories:

Management information systems — These applications are
among the most robust and comprehensive in the financial
services industry, with the capability to provide real-time
feedback on virtually any mortgage data inquiry.

Artificial intelligence — The latest systems include automated
underwriting engines, automated property valuation engines,
and pricing and margin management applications.
Countrywide's automated underwriting system, CLUES,
handles all loan types — from conventional agency and
government loans to jumbo, prime and nonprime loans.

Web-based transaction platforms — These represent the core
foundation of the Company’s technology, including such
internally created systems as Countrywide Wholesale Business
Channel (CWBC), a mortgage broker platform, and Platinum,
a front-end system for correspondent lending. Countrywide is
currently developing the next generation of its web-based
origination platform technology, called Nex-OS. When fully
operational, Nex-0S will provide enhanced functionality,
scalability and other attributes for customers-and employees.

The common thread running through these systems is that
they are developed and built in-house. Sales professionals
appreciate that their technology tools are created by people
with a proprietary interest in the performance of those tools
— people who typically respond faster than external vendors
to requests for help or systems enhancement.

The real story is that with all of its mortgage lending strengths
— a prominent brand, a broad product portfolio, a mortgage-
centric focus and superior technology systems and support —
Countrywide Can continue to attract and retain the best talent
in the industry.




N Banking Segment
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Provide Highly Competitive Banking Products

The past year was exceptional for the Banking segment. The
segment’s total assets topped $77 billion and its pre-tax earnings
grew to $1.1 billion, increases of 73% and 84%, respectively, over
the prior year. At year-end, Countrywide Bank, the largest component
of the Banking segment, ranked #11 among national bank charters,
an exceptional ranking considering its brief existence.

The Bank has become a leading national bank by developing an
innovative deposit franchise and by leveraging the infrastructure,
resources and intellectual capital of its parent, Countrywide
Financial Corporation. Retail deposits, which at year-end accounted
for $17 billion, or 42% of total deposits, are gathered through the
Bank's Financial Centers, call centers and the Internet. Financial
Centers, the cornerstone of the deposit franchise, are mostly
located in Countrywide mortgage offices, which eliminates much
of the infrastructure cost associated with “bricks-and-mortar”
competitors. Each Financial Center takes up an average of 700
square feet and is staffed by one or two employees, versus the
standard bank branch size of 5,000 square feet and 15 1o 20
people. There are significant cost-effective opportunities to further
expand the Financial Center network: Of the Bank’s 86 Financial
Centers around the country at year-end, 73 were located in
Countrywide Home Loans (CHL) retail branches; nationwide, the
Company has more than 850 retail offices, providing the Bank with
ample room for Financial Center expansion. Due to its low-cost
structure, Countrywide Bank is able to offer Certificates of Deposit
(CD) and Money Market Deposit Accounts (MMDA) with highly
competitive rates, which first attracted Bank customers Jan and
Gene Brent, on the facing page.

While Countrywide Bank benefits from its affiliation with
America’s largest home lender, these synergies flow both ways.
The Bank’s portfolio lending capabilities offer important benefits
— the most important being the ability for Countrywide to
optimize its loan execution. In the past, the Company
securitized and sold nearly all of its loan production, recognizing
the benefits immediately in the form of gain-on-sale revenue.
Today, the Bank's growing portfolio provides a steadily
increasing stream of net interest income over time, which exerts
a stabilizing influence over CFC's consolidated income. Portfolio
lending capabilities also offer an efficient vehicle to manage
credit risk and provide greater flexibility in terms of product
design, thus strengthening CFC’s competitive position. In
addition, the Bank provides funding stability and increased

liquidity for financing mortgage originations at the Company,
and it helps broaden the Countrywide brand.

As in all of its businesses, the Company provides rigorous
management oversight to ensure that the Bank's growth is
disciplined and that credit risk is well-managed. The credit
quality of the Bank’s loan portfolio is outstanding, with a
weighted average Fair isaac Corporation (FICO) credit score of
725 at the end of 2005, and a weighted-average, original
combined loan-to-value ratio of 78%.

Looking ahead, the Bank's strategy remains centered on growing
the deposit franchise while lowering its cost of funds, allowing
greater investments in high-quality, short-duration assets. The
Bank will continue to leverage the CHL origination channels,
while originating new asset classes and diversifying its
balance sheet. Ultimately, a larger Bank increases liquidity,
recurring income, financial strength and returns for its parent
company — and it helps increase shareholder value.

The Bank maintains its operating efficiencies at extraordinary
levels, achieving a 21% efficiency ratio for 2005, while
continuing to invest in infrastructure to support future growth,
including new Financial Centers, technology and expansion of
deposit product offerings. The Bank’s retail deposit franchise
continues to excel: Of the $17 billion in retail deposits held at
year-end 2005 — reflecting a 124% annual growth rate — 60%
were generated from Financial Centers. At the end of 2005, 43
of the Financial Centers held deposit batances exceeding $100
million, with the largest site holding $428 mitlion. This
compares favorably with the average traditional bank branch,
which in 2005 had $65 million in deposits.®

The Bank’s strategy of using cost leadership to enable highly
competitive rates on CDs and MMDAs is combined with a
culture of excellent service. In customer surveys, the vast
majority of respondents report overall satisfaction and
indicate they are likely to consider Countrywide Bank for
their future banking needs, and to refer friends and
neighbors to the Bank. The real story of Countrywide Bank
is that it has grown deposits at an unprecedented pace, and
that Countrywide Can continue to do so while providing
outstanding service — all of which equates to a competitive,
low-cost, scalable funding source for the parent corporation.

U Source: SNL Datasource, as of Dec. 31, 2005
@ Source: Federal Deposit Insurance Corporation, as of June 30, 2005
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Nl Capital Markets

Deliver Superior Value for Institutional Customers

Countrywide’s Capital Markets segment is a fixed-income
investment banking business engaged in sales, trading and
underwriting of mortgage-backed, asset-backed, U.S. Treasuries
and other fixed-income securities; the origination and sale of
commercial mortgage loans; and related research and advisory
activities. Securities trading volume for the segment reached a
record high of $3.6 trillion in 2005, up 14% from 2004
volume of $3.1 trillion. Pre-tax earnings totaled $452 million in
2005, off 6% from the 2004 figure as the flattening yield
curve compressed margins in this business. Revenues of $798
million were led by $301 miltion, or 38% of the total, in
conduit activities, and $272 million, or 34%, in underwriting,
generated primarily from asset-backed securities (ABS) issuance
from home equity and nonprime lending activity. In addition,
this segment’s relatively new but rapidly growing commercial
real estate business, serving such business partners as
CBRE/Melody Co. executive Brian Halpern on the facing page,
generated $67 million in revenues, or 8% of the segment's total
in 2005 — demonstrating that Countrywide Can successfully
pursue its strategy of continuing to develop new business lines
and new revenue sources within its existing business segments.

Along with the commercial real estate unit, called Countrywide
Commercial Real Estate Finance, the primary subsidiaries of
Capital Markets include Countrywide Securities Corporation
(CSQC), a broker-dealer serving the institutional market, and
Countrywide Asset Management Corp., a business that
manages distressed assets. In its product portfolio, CSC acts
as an underwriter and issuer of ABS and mortgage-backed
securities (MBS). CSC is a leader in this business, ranking
#1 in 2005 in underwriting of real estate ABS securities and
#4 in the non-agency MBS category.?”

The real story of Countrywide’s Capital Markets business is
that it creates synergies with the Company's mortgage lending
activities by leveraging relationships with institutional
customers, mortgage analytics and Countrywide Home Loans'
production activity. This synergy flows back to the mortgage
lending operation through the expertise of Capital Markets’
research and strategy department, which provides market
intelligence and analytic model development, and through the

securitization and structuring services of CSC. As part of its
trading activity and sales of securitized loans into the
secondary market, for example, Capital Markets can evaluate
what kind of pricing or demand exists in the secondary market
for a particular mortgage product, and then decide whether to
recommend offering it to the market. Most business activities
for this segment are focused on highly liquid, fixed-income
securities — primarily residential and commercial mortgage-
backed and U.S. Treasury securities. Other markets
include futures trading. Looking ahead, a promising growth
opportunity for Capital Markets is asset and investment
management, whereby the Company forms and manages
private equity funds and collateralized debt obligations.
These activities are designed to drive growth in fee income,
which provides greater revenue balance because it is less
dependent on mortgage origination volume.

Capital Markets’ strategy is to continue broadening its product
offerings and developing new, but related, business lines to
diversify its revenue stream and expand its institutional client
base. U.S. Treasury trading activity, for example, has become a
significant contributor to securities trading volume growth. And
since its creation in mid-2004, the commercial real estate
business has funded more than $4 billion in loans. Futures
trading is the segment’s newest activity. CSC Futures Inc.
commenced operations in 2005 and acts as an introducing
broker on futures and options trades. This business line expands
Capital Markets’ product portfolio and complements the U.S.
Treasury trading operation, thus expanding the revenue
opportunities for that business. Capital Markets also expanded
its global sales presence in April 2005 by establishing a Tokyo
office. This branch has established relationships with major
institutional investors in Japan and is seeking to expand its
reach in Asia, including China, one of the world’s largest buyers
of U.S. Treasury and Agency securities. With the new Tokyo
branch, another in London and seven Capital Markets offices in
the U.S. at year-end, the segment’s reach is global — and is
expected to keep growing.

™ Inside MBS & ABS, Jan. 13 and Jan. 27, 2006 15
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N Community Involvement

O d

Make a Difference in our Communities

Since Countrywide's founding in 1969, its people have
consistently demonstrated exceptionally high fevels of care and
commitment to the communities in which they live and work.
Nowhere was this more evident than in employees’ response to
the hurricane disasters on the U.S. Gulf Coast in 2005.

After hurricanes Katrina and Rita struck, employee volunteers
throughout the Company focused on meeting the needs of
families and homeowners in areas devastated by the storms.
Some employees, fike New Orleans Branch Operations Manager
Lisa Simmons-Frazier on the facing page, went beyond the call of
duty to serve customers, often at significant personal sacrifice. At
the same time, Countrywide committed to provide $1.6 million
for immediate relief efforts and long-term rebuilding in the
region. In addition, the Company provided temporary mortgage
payment relief to borrowers whose homes were destroyed, or who
were unable to work. Specific actions included:

e | aunching a special initiative with the Company's primary
charitable organization, Rebuilding Together, to rebuild homes
in areas devastated by the hurricanes. Countrywide made an
immediate grant of $500,000 and piedged to provide an
additional $500,000 in matching donations.

e Contributing $500,000 to the American Red Cross from
Countrywide and its employees through its emergency relief
fund, and donating $100,000 to a shelter in Dallas that
provided temporary housing and support for hurricane evacuees.

e Implementing a 90-day payment moratorium for borrowers
who contacted Countrywide and indicated an inability to make
payments in the immediate future.

e Establishing toll-free hotlines for customers and staffing call
centers with service representatives who were specially trained
to address their needs.

e Creating a food and supply program with donations from
Countrywide employees. Supplies were delivered to temporary
shelters and non-profit agencies supporting hurricane victims.

¢ Holding job fairs in the Dallas area for people displaced by
the hurricanes.

The real story behind this outpouring of care and generosity for
people in need is that Countrywide Can make a difference. In

fact, the impetus behind Countrywide's disaster response efforts
extends to several other longstanding community involvement
activities by Countrywide and its employees. All of these
activities are directly related to Countrywide's core mission —
making the dream of homeownership a reality for all Americans.
In particular, Countrywide is focused on helping pecple in
underserved segments of society achieve their homeownership
dreams. Considering the homeownership rates among whites in
America is approaching 73%, compared with roughly 60%
for Asian Americans, 50% for Latinos and 48% for African
Americans, it is critical for companies like Countrywide to do
everything possible to close this gap.

Countrywide’s We House America campaign, launched in 1992,
is aimed specifically at helping to increase homeownership
rates among minorities and low- to moderate-income borrowers
by offering mortgage products tailored to their needs. In early
2005, the Company announced that it would effectively
double its commitment under the We House America
program and fund a total of $1 trillion in loans to minorities
and low- to moderate-income Americans by 2010. By the end
of 2005, the real story is that Countrywide had funded over
$511 billion of the targeted amount.

The activities outlined above go to the heart of the real
character of Countrywide, its people and its culture. The
Company's corporate culture has long been rooted in a strong
sense of ethics and doing the right thing. In survey after survey,
Countrywide employees consistently rank ethics and integrity as
the #1 corporate value at Countrywide. As the Company'’s total
workforce surpassed 54,000 in 2005 — almost double its
size from just three years ago — it is important to note that
Countrywide’s devotion to ethics, integrity and a culture of
compliance are taken just as seriously now as they were
when the Company was founded. As its workforce continues to
grow, Countrywide will remain committed to hiring the best,
most talented and ethically-grounded professionals in its
industry. As it grows and diversifies, Countrywide is confident
that its quality workforce will continue to provide the highest
level of customer and community service possible, as
demonstrated by the Company’s disaster relief efforts of 2005.

W 1.8, Census Bureau, March 1, 2006
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N\l Shareholders

Create Outstanding Shareholder Vélue

Countrywide strives to create long-term value for shareholders. emerging stronger after each cycle. The result has been nearly
While it remains focused on its core Mortgage Banking business, 30 years of continuous profitability, with a 34% compound
Countrywide is committed to the continued strengthening of annual growth rate in net earnings since 1977. Long term, the
its Banking, Capital Markets, Insurance and Global Operations ~ Company has demonstrated that Countrywide Can generate
segments, with the aim of enhancing the Company’s growth and  outstanding returns, as evidenced by its 10-year cumulative
creating greater earnings balance. As such, Countrywide is total return of 592% versus a 136% return. by the S&P 500"
committed to deploying economic capital in the areas that offer At the end of 2005, Countrywide's market capitalization stood
the greatest potential financial return. Since 1969, the real story  at $20 billion, an increase of 188% from five years ago.

of Countrywide is that it has navigated its way through various Countrywide currently ranks #122 on the Fortune 500 list and
economic cycles, gaining experience, overcoming obstacles and ~ #126 on the S&P 500 Index.?

Emphasize Strategic Planninvg and Skillful Execution

: Countrywide's consistently strong performance could not-have
occurred without a bold vision for market leadership, an emphasis on
strategic and financial planning, and skillful execution of its plans. .
Strategic planning at Countrywide is a highly disciplined exercise, “MEHCU ﬂ 0 US
anchored by specific processes and procedures under the overall .
guidance of Stanford L. Kurland, Countrywide’s President and Chief Straﬁeg IC
Operating Officer. Mr. Kurland has been chief architect of a planning .
process that has helped drive the Company'’s performance for the pﬂa nnin g,
benefit of shareholders like George Winard, on the facing page. Mr. :
Kurland also has spearheaded efforts to ensure Countrywide has the Sk ﬂ HU ﬂ
necessary infrastructure in place to sustain its industry-leading p
position over time. The primary components of this infrastructure are: EXBCUU@H @f

* A superior mix of businesses, anchored by the mortgage lending - our Dﬂaﬂs, Sﬂ'@ﬂg

activities
* Leading-edge technology, consistently refined to meet the g@‘\/@m a 1 Ce

Company's needs and leadership

e Best-in-class governance, internal controls and risk mitigation
activities, all put into place ahead of Countrywide’s growth 1 d@\/@ﬂ@pmeﬂ.ﬂ:

Steering the Company through an ever-changing marketplace is are CHU(CB]H

an experienced management team, committed to ensuring that .
Countrywide applies the most appropriate accounting principles to 'H:a Ct@rs n

its business and that its results are reported with accuracy, clarity . y
and transparency. As Countrywide employees gain experience and C@U mry\/\/ﬂd@ S
are assigned greater responsibility, the Company focuses on

developing their managerial skills and building a strong-bench SUCCess.

of top managers who will assume future stewardship of the

Countrywide legacy. Countrywide's rigorous leadership programs Stanford L. Kurland
help broaden its executives’ skills, expose them to new challenges President and Chief Operating Officer
and prepare them to assume the mantle of leadership, while also Countrywide Financial Corporation
helping them meet their career goals and professional growth

objectives. The Company's steadfast attention to strategic planning,

execution of its plans, strong governance and development.of its

leadership team is critical to its success. The real story is that

together these activities have contributed significantly to the

superior returns of the past — and have set the stage for future

growth and financial returns for Countrywide shareholders. * Source: Bloomberg, as of Dec. 30, 2005
2 Source: Fortune and S&P rankings, as of April 5, 2006
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\|] Governance

Set Industry Standards for Governance

Countrywide’s Code of Business Ethics sets a high standard for
honesty and ethical behavior by every employee. The Company’s
governance structure is driven by ethics, accountability,
transparent disclosures and the appropriate “tone at the top” —
the fundamentals of effective governance. A strong, enterprise-
wide governance structure helps to ensure that the Company
has a strong system of internal controls and risk management
practices in place ahead of its growth. Such governance is
necessary for Countrywide to support its long-term strategies and
future business success.

The Board of Directors is responsible for ensuring that
Counirywide is managed in a manner that serves the best
interests of the Company. With 14 members, 11 of whom are
independent directors, the Board takes its fiduciary duties
and rasponsibilities seriously, meeting regularly with senior
management and employees to monitor Countrywide’s
performance and the adequacy of its strategic plans.

The Board’s oversight is supported by senior management
committees responsible for ensuring that Countrywide
employs the highest caliber of governance, compliance,
reporting, risk assessment and risk management activities
possible. This committee structure includes:

o The Executive Risk Committee, which assesses and manages
all credit, market, operational, reputation and strategic risks
within the Company, ensuring alignment with the Company’s
mission and core strategy. It is supported by:

- The Asset/Liability Committee, which assesses and
manages the Company’s market risk and reviews risk
positions presented by division risk management
groups, suggesting changes to positions or parameters
as appropriate.

- The Credit Risk Committee, which focuses on
identification, measurement and control of credit
risk throughout the organization and enforces risk
monitoring and controls as appropriate.

- The Operational Risk Committee, which assists senior
management with the oversight of all aspects of
operational risk management processes and the
implementation of monitoring policies and procedures.

and Internal Controls

© The Executive Strategy Commitiee provides strategic vision
and corporate direction to Countrywide by ensuring divisional
plans and priorities are aligned. It also guides the allocation
of resources, and defines top strategic goals and initiatives.

Separately, the Enterprise Risk Assessment (ERA) divisicn
provides an ongeing, independent assessment of market, credit
and operational risk and ensures the sufficiency of risk
documentation in the Countrywide Organizational Risk
Assessment Database (CORAD). ERA reports to the Audit &
Ethics Committee of the Board and to the Company’s president.
The Internal Audit department, which also reports independently
to the Board's Audit & Ethics Committee, conducts regularly
scheduled testing of the sufficiency of internal controls
throughout the Company and reports its findings to the Executive
Risk Committee and the Audit & Ethics Committee.

Countrywide also takes its enterprise-wide governance
structure to the operational level, where risk managers in
business unit operations across the Company are charged with
identifying, measuring, mitigating and monitoring individual
business risks in their respective areas.

Equally important in Countrywide’s governance activities is a
focus on succession planning, to ensure continuity in CFC’s
business. The real story of Countrywide is that each division
and corporate function of the Company is required to
maintain clear, up-to-date succession plans for its key
executives; these plans are reviewed regularly to ensure
that appropriate succession plans are in place at all times.
And, just as the Board holds management to high
governance standards, so do Board members themselves,
as they conduct a self-evaluation process where the role
and effectiveness of the Board and its committees are
scrutinized. Looking ahead, Countrywide Can and will strive
to continue to deliver excellent returns with a business
foundation built upon its enterprise-wide governance structure
— which includes a proactive Board of Directors, an
experienced management team, a corporate culture grounded
in ethics and integrity, and proven systems and processes
embedded in the Company's risk management infrastructure.
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CORPORATE OFFICE

Angelo R. Mozilo*
Chairman of the Board & Chief Executive Officer

Stanford L. Kurland*
President & Chief Operating Officer

David Sambot*
Executive Managing Director,
Business Segment Operations

Carlos M. Garcia*
Executive Managing Director,
Chief of Banking & Insurance Operations

Eric P. Sieracki*
Executive Managing Director,
Chief Financial Officer

Kevin W. Bartlett
Senior Managing Director,
Chief Investment Officer

Andrew S. Bielanski
Senior Managing Directar,
Marketing

Susan E. Bow
Senior Managing Director, General Counsel,
Carporate & Securities, & Corporate Secretary

Marshall M. Gates*
Senior Managing Director,
Chief Administrative Officer

Leora I. Goren
Senior Managing Director,
Chief Human Resources Officer

Richard K. Jones
Senior Managing Director,
Chief Information Officer

Anne D. McCallion*
Senior Managing Director,
Chief of Financial Operations & Planning

John P. McMurray
Senior Managing Director,
Chief Credit Officer

Laura K. Milleman*
Senior Managing Director,
Chief Accounting Officer

Sandor E. Samuels*
Senior Managing Director,
Chief Legal Officer & Assistant Secretary

Jennifer S. Sandefur
Senior Managing Director,
Treasurer

Walter Smiechewicz
Senior Managing Director,
Enterprise Risk Assesment

Jeffrey K. Speakes*
Senior Managing Director,
Chief Economist

David A. Spector
Senior Managing Director,
Secondary Marketing

Richard B. Wentz

Senior Managing Director,

General Counsel, Mortgage Banking Operations,
Chief Ethics Officer & Assistant Secretary

* Section 16 Executive Officer

Managing Directors

Joshua Adler, Secondary Marketing

John Ardy, Process Engineering Group

Charles B. Benedict, IT Governance

Patrick M. Benton, Corporate Real Estate Admin.
David ). Bigelow, Investor Relations

Vincent Breitenbach, Corporate Treasury
Bradley W. Coburn, Assistant Treasurer

Mark T. DeJesse, Chief Trading Officer

John DelPonti, Financial Operations

Jeannie Finkel, Talent Acquisition Strategies
David A. Fox, Globa! Risk Management

Alan Frelix, Strategic Planning

Lawrence Gee, Technical Accounting

Edward Godycki, Chief Technology Officer
Gregory L. Hendry, Financial Reporting
Michael Hogan, Financial Systems Risk Mgmt.
Timothy J. Huss, HR Chief Operating Officer
Shiva C. lyer, Fin. Planning & Corp. Budgeting

Nancy K. Jagielski, Employee Relations/Compliance

Aratha Johnsan, Chief of Staff,
Executive Office of the President

Susan E. Kelsey, Dep. Counsel, Mortgage Banking

Barhara F. Neal, Corporate Insurance
Richard A. Pohi, Mortgage Bank Accounting

iBarry L. Pyle, Corporate Development

Charles K. Quon Jr., Compensation & Benefits
Beverly Reynalds, Chief Compliance Cfficer
Julie L. Scammaharn, General Auditor

Karen Schoen, Performance Management Group
Thomas M. Scrivener, Financial Analysis & Admin.
Mary Jane Seebach, Public Affairs

A. Michae! Smith, Internal Audit

Michael J. Smith, Valuations & Analysis

Gregory Snelson, Consolidated Accounting

lain Stabie, Artificial Intelligence Development
Steven E. Sylvers, Corporate Taxation

Daniel Tarman, Corporate Communications
Steve Taw, Chief Data Security Officer

Douglas A. Thampson, Senior Deputy Counse!
Mark S. Upson, Administration

Maurice D. Watkins, Org. & Risk Asséssment
Howard B. Wexler, Gen. Cnsl, Diversified Ops.
Sherry Whitley, Regulétory Relations

Rod R. Williams, Credit Risk Management
Patrick D. Zorsch, Enterprise Systems

b Countrywide Officers ,

MORTGAGE BANKING
Production

Andrew Gissinger, IlI*
Senior Managing Director, Chief Production Officer,
Countrywide Home Loans, Inc.

Jack W. Schakett*

Senior Managing Director,
Enterprise Operations & Technology,
Countrywide Home Loans, Inc.

Mark E. Elbaum
Senior Managing Director, Chief Financial Officer,
Countrywide Home Loans, Inc.

Managing Directors

Todd Baur, Collateral Valuation

D. Steve Boland, Reverse Mortgages

G. Richard Bright, Chief Admin. Officer, Production
Stephen M. Douglass, Marketing Production Strategy
Marc Fisher, Production Compliance/Ops Support
Preston R. James, Operations

Rabert Kellar, Production Technologies

JoAnn Kruse, Credit Risk Leadership

Brian Kuelbs, Products & Pricing

Sam Qurfalian, Production Technology

Farzad Abolfathi, Production Technology

Consumer Markets Division

Joe D. Anderson

Senior Managing Director & President,
Consumer Markets Division

Managing Directors

Brian S. Hale, Chief Production Officer

Glen Cooper, Risk Management

David Doyle, Consumer Direct Production
Dan A. Hanson, Distributed Retalil

Kenneth E. Harthausen, Strategic Bus. Alliances
Blythe B. Hughes, Human Resources

B. Russell Smith, Chief Operations Officer
Stephen W. G. Smith, Chief Financial Officer

Divisional Executive Vice Presidents

Robert Brown, Midwest Division

James Comosa, Northeast Division

Lisa Farrar, Central Division

Tom Hunt, Southern California/Nevada Division
Charles Rogers, Southeast Division

Gregory Sayegh, Northwest Division
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Full Spectrum Lending Division

Gregory A. Lumsden
Senior Managing Director & President,
Full Spectrum Lending Division

Managing Directors

Scott W. Bridges, National Production

Clifford K. Kitashima, Chf. Credit/Compliance Officer
Peter S. Kucma, Chief Financial Officer

Rebecca S. Mairone, Chief Operating Officer
Lioyd M. Sargeant, Production, Sales & Mkig.
Peter A. Yaskowitz, Lead Management

Divisional Executive Vice Presidents
Rich Ferre, Western Division

George Grafer, National Production
Nicholas Markopoulos, Eastern Division
William Zielke, National Production

Wholesale Lending Division

Todd A. Dal Porto
Senior Managing Director & President,
Wholesale Lending Division

Managing Directors

Brian A. Robinett, Chief Operating Officer
Charles A, Hoffmans, Chief Financial Officer
Joseph A. Miller, National Operations Manager
Kathy Milner, Chief Administrative Officer
Deborah L. Rosen, Specialty Lending

Eric Spence, National Sales Manager

Divisional Executive Vice Presidents
Jeff Garrison, West Division — Prime Lending

Scott Houp, Midwest & Northeast Division —
Prime Lending

Jeff Keeland, Eastern Division — Specialty
Lending Sales

William Passan, Western Division — Specialty
Lending Sales
Institutional Mortgage Services Group

Douglas E. Jones

Senior Managing Director & President,
Institutional Mortgage Services Group
Managing Directors

Paut Szymanski, Chief Financial Officer

Correspondent Lending Division

Managing Directors

Jeffrey S. Detwiler, National Sales

John P. Dixon, Chief Credit Officer

Carla W. Navas, Chief Operations Officer

Daniel Thompson, Structured Solutions

Divisional Executive Vice Presidents

Rex Adams, Retail Sales/Marketing,
Central Division

Russell Anderson, Retail Sales/Marketing,
Western Division

Karen Bausman, Nonprime Sales Division

Joseph Kresser, Retail Sales/Marketing,
Eastern Division

Lance Lemoine, Home Equity Sales

Servicing

Steve R. Bailey

Senior Managing Director,

Loan Administration

Managing Directors

Dorianne Cotter-Lackard, Chief Technology Officer
Michael J. Gross, Mortgage Servicing

Angela C. Hess, Finance

Richard A. Hildebrand, Chief Operations Officer
Kevin L. Meyers, Chief Financial Officer

Matthew J. Skoglund, Customer Contact

Richard Wilson, Loan Administration

BANKING
Countrywide Bank

James S. Furash*

Senior Managing Director, President &

Chief Executive Officer, Countrywide Bank N.A.
Managing Directors

Paul L. Deitch, Bank Operations & Technology
Doreen Y. Delaney, Chief Administrative Officer
Pierre Habis, Retail Banking

Gregory W. Jackson, Commercial Lending

S. Dean Lesiak, Risk Management

Michael L. Muir, Chief Financial Officer

Craig Naselow, Treasurer

Clifford Rossi, Chief Credit Officer

Richard Silva, Chief Risk Oversight Officer
Carman C. Turner Jr., Chief Accounting Officer

Timothy H. Wennes, Chief Operating Officer

Warehouse Lending

Thomas C. Williams
Managing Director & President,
Countrywide Warehouse Lending

Divisignal Executive Vice Presidents

Kenneth Blume, Regional Sales,
Eastern Division

Leigh Ann Richardsaen, Regional Sales,
Western Division

CAPITAL MARKETS

Ranjit M. Kripalani*

Senior Managing Director, President &
Chief Executive Officer,

Countrywide Capital Markets

Managing Directors

). Grant Couch Jr., Chief Operating Officer

Anand K. Bhattacharya, Fixed Inc. Strategy & Research
Kim M. Campbell, [nstitutional Sales Group

David Cassan, Operations

Kevin Clare, Institutional Sales Group

Warren de Haan, Commercial R. E. Finance
Nancy De Liban, Structured Finance and Banking
Susan Estes, Government Dealership

Boyd Fellows, Commercial R. E. Finance

Robert I. Frank, Information Technology

Julianne M. Fries, Chief Compliance Officer
Steven E. Hively, Chief Financial Officer

Michael W. Schloessmann, Transaction Mgmt. Group
Christopher Tokarski, Commercial R. E. Finance
Perry S. Ward, Commercial R. E. Finance

INSURANCE

Robert James

Senior Managing Directar, President &
Chief Executive Officer,

Countrywide Insurance Group

Managing Directors
Craig L. Carson, Chief Marketing Officer
Ronald Closser, Personal Lines

David Kuhn, Commercial Lines

Mark McEiroy, Financial Institutions

GLOBAL OPERATIONS

Michael Keating
Senior Managing Director,
Global Operations

Thomas Jones
Managing Director & President,
Countrywide U.K. Services, Ltd.
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CONSUMER MARKETS DIVISION
Narthwest Division

Region 5 Region 9 Region 12 Region 23 Region 34 Region 54
Benicia, CA Anchorage, AK Broomfield, CO Blossom Hill, CA American Fork, UT Antioch, CA
Chico, CA Beaverton, OR Castle Rock, CO Campbell, CA Billings, MT Castro Valley, CA
Citrus Heights, CA Bellevue, WA® Cheyenne, WY Cupertino, CA Midvale, UT Concord, CA
Elk Grove, CA Boise, ID? Colorade Springs, CO® Los Altos, CA Ogden, UT Danville, CA
Eugene, OR Coeur d'Alene, ID Denver, CO® Menlo Park, CA QOrem, UT Fremont, CA
Fairfield, CA Eagle, 1D Edwards, CO Monterey, CA Riverdale, UT Honolulu, HI?
Folsom, CA Everett, WA Evergreen, CO Morgan Hill, CA Saint George, UT Kahului, HI
Fresno, CA Federal Way, WA Fort Collins, CO San Jose, CA® Salt Lake City, UT® Livermore, CA
Medford, OR Kennewick, WA Grand Junction, CO San Mateo, CA South Jordan, UT® QOakland, CA
Merced, CA Kirkland, WA Greeley, CO Santa Cruz, CA West Jardan, UT Pearl City, R!
Modesto, CA? Lake Oswego, OR? Greenwood Village, CO®  Sonoma, CA Pleasanton, CA
Roseville, CA® Lakewood, WA Lakewood, CO? San Bruno, CA
Sacramento, CA“ Lynnwood, WA Littleton, CO San Francisco, CA
Salem, OR Nampa, 1D Longmont, CO Walnut Creek, CA
Stockton, CA Ozk Harbor, WA Louisville, CO
Vacaville, CA Olympia, WA Loveland, CO
Visalia, CA Portland, OR® Parker, CO
Walnut Creek, CA Poulsbo , WA Pueblo, CO
Yuba City, CA Puyallup, WA Windsor, CO

Renton, WA

Seattle, WA®

Spokane, WA

Spokane Valley, WA

Twin Falls, ID

Vancouver, WA
Southern California/Nevada Division
Region 7 Region 45 Region 46 Region 52 Region 53
Aliso Viejo, CA Arcadia, CA Bakersfield, CA® Beverly Hills, CA Carlsbad, CA?
Brea, CA City of Industry, CA Colton, CA Camarillo, CA Chuta Vista, CA
Corona, CA® Fountain Valiey, CA® Fontana, CA Encino, CA Encinitas, CA
Fullerton, CA Glendale, CA Henderson, NV®? Oxnard, CA Escondido, CA
Murrieta, CA Huntington Beach, CA Lancaster, CA Santa Barbara, CA? Irvine, CA
Orange, CA Lakewood, CA Las Vegas, NV® Santa Clarita, CA La Mesa, CA

Palm Desert, CA
Riverside, CA¥
Santa Ana, CA®

Long Beach, CA
Los Angeles, CA
Montebello, CA

Ontario, CA
Paso Robles, CA
Redlands, CA®

Santa Monica, CA
Thousand Oaks, CA
Torrance, CA

Mission Viejo, CA®
Newport Beach, CA
San Diego, CA®

Temecula, CA® Pasadena, CA Renog, NV Van Nuys, CA San Marcos, CA
Tustin, CA San Dimas, CA San Luis Obispo, CA Ventura, CA

South Gate, CA Santa Maria, CA Westlake Village, CA

Whittier, CA Upland, CA Woodland Hills, CA

Victorville, CA

Southeast Division
Region 18 Region 22 Region 28 Region 36 Region 40
Atlanta, GA® Alexandria, VA Altamonte Springs, FL Boca Raton, FL Asheviile, NC
Augusta, GA Baltimore, MD Brandon, FL Coral Gables, FL Cary, NC
Calhoun, GA Charlottesville, VA Clearwater, FL@ Delray Beach, FL Charleston, SC
Chattanooga, TN Cockeysvilie, MD Clermont, FL Fort Lauderdale, FL? Charlotte, NC®
Covington, GA Fairfax, VA Daytona Beach, FL Fort Myers, FL Columbia, SC
Duluth, GA Frederick, MD Gainesville, FL Lakeland, FL Durham, NC
Marietta, GA Gaithersburg, MD Indian Shores, FL Miami, FL® Greensboro, NC
McDonough, GA Greenbelt, MD Jacksonville, FL@ Miami Lakes, FL Greenville, SC
Newnan, GA Newport News, VA Jacksonville Beach, FL Naples, FL Hilton Head Island, SC
Peachtree City, GA Richmond, VA® Kissimmee, FL Palm Beach Gardens, Jacksonville, NC
Roswell, GA Severna Park, MD Lake Mary, FL® FL® Myrtle Beach, SC

Woodstock, GA

Virginia Beach, VA®
Waldorf, MD
Washington, DC

Merritt Island, FL
New Port Richey, FL
Orlando, FL¥

Palm Harbor, FL
Tampa, FL

Vero Beach, FL
Viera, FL

Winter Springs, FL

Port Charlotte, FL
Sarasota, FL
Sunrise, FL
Weston, FL

New Bern, NC
Raleigh, NC
Wilmington, NC
Winston-Salem, NC




CONSUMER MARKETS DIVISION

Central Division

A Production Office Locations (continued) |

Region 10 Region 16 Region 17 Region 25 Region 26 Region 51
Baton Rouge, LA Appleton, WI Albuquerque, NM® Arlington, TX® Abilene, TX Chicago, IL®
Beaumont, TX Arlington Heights, IL Chandler, AZ Bedford, TX Amarillo, TX Elmhurst, IL
Bellaire, TX Barrington, 1L Flagstaff, AZ Cedar Hill, TX Austin, TX“ Frankfort, IL
College Station, TX Bloomingdale, IL® Gilbert, AZ Dallas, TX* Corpus Christi, TX Glenview, 1L
Conroe, TX Brookfield, WI® Glendale, AZ Flower Mound, TX Edmond, OK Naperville, 1L
Hammond, LA Chicago, IL? Goodyear, AZ Fort Worth, TX El Paso, TX Northfield, 1L
Houston, TX® Crystal Lake, IL Lake Havasu City, AZ Frisco, TX Kerrville, TX Oak Lawn, IL
Katy, TX Downers Grove, |L® Mesa, AZ Garland, TX Killeen, TX Palatine, IL
Kingwood, TX Eau Claire, Wl Phoenix, AZ® Lewisville, TX Lawton, OK Park Ridge, IL
Mandeville, LA Elgin, IL Prescott, AZ Little Rock, AR Lubbock, TX
Metairie, LA Geneva, IL Scottsdale, AZ? Longview, TX Midland, TX
Missouri City, TX Green Bay, W! Sierra Vista, AZ McKinney, TX Norman, OK
Montgomery, TX Hinsdale, IL Tempe, AZ® Plano, TX Oklahoma City, OK
New Orleans, LA Homewood, IL Tucson, AZ® Richardson, TX Round Rack, TX
Pearland, TX Janesville, Wi Southlake, TX San Antonio, TX®
Post Qak, TX Joliet, IL San Marcas, TX
Shenandoah, TX Lake Villa, IL Tulsa, OK
Shreveport, LA Lombard, IL Waco, TX
Spring, TX Madison, W!
Sugar Land, TX Menominee, Mi
The Woodlands, TX Muskego, W!

Qakbrook Terrace, 1L

Orland Park, IL

Peoria, IL

Rockford, IL

Saint Charles, IL

Schaumburg, IL

Sheboygan, Wi

Shorewood, 1L

Sturtevant, Wl

Wausau, WI

West Allis, Wl
Midwest Division
Region 11 Region 14 Region 20 Region 35 Region 39 Region 55
Canton, OH Birmingham, AL Ann Arbor, Mi Chesterfield, MO Avon, IN Albert Lea, MN
Cleveland, OH Brentwood, TN Auburn Hills, M| Columbia, MO Beaver Creek, OH Blaine, MN
Cuyahoga Falls, OH Destin, FL Clarkston, M| Edwardsville, IL Cincinnati, OH® Bloomington, MN“
Erie, PA Fort Walton Beach, FL Detroit, MI Fenton, MO Dayton, OH Cedar Falls, 1A
Fairlawn, OH Hatitiesburg, MS Grand Blanc, M Kansas City, MO® Elizabethtown, KY Cedar Rapids, IA?
Findlay, OH Huntsville, AL Grand Rapids, Ml Lawrence, KS Evansville, IN Clive, 1A
Gahanna, CH Jackson, MS Kalamazoo, Mi Lee's Summit, MO Fishers, IN Davenport, (A
Hilliard, OH Jackson, TN Muskegon, Ml Lenexa, KS Fort Mitchell, KY Eden Prairie, MN
Medina, OH Johnson City, TN Novi, Ml Q' Fallon, MO Fort Wayne, IN Lakeville, MN
Mentor, OH Knoxville, TN Okemaos, Ml Overland Park, KS? Greenwood, IN® Maple Grove, MN
Monroeville, PA Madison, TN Toledo, OH Saint Louis, MO Indianapolis, IN“ Omaha, NE
Morgantown, WV Memphis, TN Traverse City, Ml Saint Peters, MO Kokomo, IN Rochester, MN
Pittsburgh, PA® Mobile, AL Troy, MI? Springfield, MO Lexington, KY Saint Cloud, MN
Rocky River, OH Montgomery, AL Woodhaven, M! Topeka, KS Louisville, KY® Sioux City, 1A
Scott Depot, WV Murfreesboro, TN Wichita, KS® Middletown, OH Woodbury, MN

Solon, OH
Strongsville, OH
Warren, OH

West Worthington, OH
Woodmere, OH

Nashville, TN?
Panama City, FL
Pensacola, FL
Tallahassee, FL

Milford, OH
Mishawaka, (N
New Albany, IN
Paducah, KY
Schererville, N
Springfield, OH

Troy, OH
Northeast Division
Region 3 Region 33 Region 47
Ambler, PA Newtown, PA Bloomfield, NJ North Bergen, NJ Barnstable, MA Pembroke, MA
Avalon, NJ Philadelphia, PA Brooklyn, NY Paramus, NJ Boston, MA® Portsmouth, NH
Broomall, PA Plymouth Meeting, PA Danbury, CT Raritan, NJ Braintree, MA Queensbury, NY
Easton, PA Quakertown, PA Forest Hills , NY Rye, NY Burlington, MA Raynham, MA
Frazer, PA Sewell, NJ Greenwich, CT® Stamford, CT Dartmouth, MA Shrewshury, MA
Hamilton, NJ Shrewsbury, NJ Hauppauge, NY Staten Island, NY Dedham, MA South Portland, ME

Huntingdon Valley, PA
Lancaster, PA
Lansdale, PA
Manalapan, NJ®
Marlton, NJ

Mays Landing, NJ
Mechanicsburg, PA
Newark, DE

Tom's River, NJ?
Trexlertown, PA
Wilmington, DE
Wyoming, PA
Wyomissing, PA
York, PA

Madison, CT
Melville, NY®
Milford, CT
Milltown, NJ
Morristown, NJ
New York, NY
Newark, NJ
Newburgh, NY

Westfield, NJ
Westport, CT

White Plains, NY
Yorktown Heights, NY

East Greenwich, RI
East Providence, RI
Latham, NY
Manchester, NH
Nashua, NH
Northampton, MA
Norwich, CT
Peabody, MA

Southington, CT
Syracuse, NY
Waltham, MA@
Webster, NY

West Hartford, CT
West Springfield, MA
Williamsville, NY
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b Production Office Locations (continued)

FULL SPECTRUM LENDING DIVISION

Western Division

Region 498 Region 499 Region 607 Region 615 Region 619 Region 624
Clear Lake City, TX Fresno, CA Colorado Springs, CO Chula Vista, CA Brookfield, WI Albuguergue, NM
Dallas, TX Newark, CA Denver, CO Escondido, CA Davenport, 1A Austin, TX
Houston, TX® Salinas, CA Englewood, CO Huntington Beach, CA Eagan, MN Dallas, TX
Oklahoma City, OK San Jose, CA Mesa, AZ Lake Forest, CA Maple Grove, MN Overland Park, KS
Tulsa, OK San Mateo, CA Phoenix, AZ Long Beach, CA Milwaukee, Wi San Antonio, TX
Santa Rosa, CA Scottsdale, AZ San Diego, CA Woodbury, MN
Walnut Creek, CA Tempe, AZ
Region €628 Region 720 Region 831 Region 834
Alta Loma, CA Elk Grove, CA Arcadia, CA Bellevue, WA
Murray, UT Fairfield, CA Burbank, CA Clackamas, OR
San Clemente, CA Honolulu, HI Brea, CA Federal Way, WA
San Dimas, CA? Reno, NV Las Vegas, NV Portland, OR
Santa Ana, CA Rosevilie, CA Los Angeles, CA Seattle, WA
Sacramento, CA® Northridge, CA Spokane, WA
Stockton, CA Riverside, CA Tacoma, WA
Eastern Division
Region 493 Region 494 Region 495 Region 497 Region 621 Region 622
Fort Wayne, IN Burr Ridge, IL Charlotte, NC Beltsville, PA Atlanta, GA® Cranford, NJ
Grand Rapids, Ml Chicago, IL Davidson, NC Broomall, PA Birmingham, AL New York, NY
Indianapolis, IN Oakbrook Terrace, IL Greensboro, NC Columbia, MD Duluth, GA Pearl River, NY
Livonia, Ml Rolling Meadows, IL Greenville, SC Hampton, VA Lexington, KY Rutherford, NJ
Troy, Ml St. Charles, MO Knoxville, TN Richmond, VA Louisville, KY Staten Island, NY
St. Louis, MO Raleigh, NC Rockville, MD Memphis, TN Tarrytown, NY
Skokie, IL Virginia Beach, VA Trevose, PA Montgomery, AL
Vernon Hills, IL Vienna, VA Metairie, LA
Voorhees, NJ Nashville, TN
Region €27 Region 632 Region 636 Region 835 Region 836
Bradenton, FL Akron, OH Braintreg, MA Dartmouth, MA Altammonte Springs, FL West Palm Beach, FL
Clearwater, FL Camp Hill, PA Burlington, MA Garden City, NY Banita Springs, FL Westen, FL
Jacksonville, FL Cincinnati, OH Nashua, NH Hauppauge, NY Doral, FL
Metbourne, FL Dublin, OH Newington, NH Lake Success, NY Fort Lauderdale, FL
Pensacola, FL Edison, NJ Worcester, MA Warwick, Rl Fort Myers, FL
Port Orange, FL Farmington, CT Miami, FL
Spring Hill, FL Miami Lakes, FL
Tampa, FL Orlando, FL
CMD Bivision
Region 492 Region 617 Region 618 Region 620 Region 626 Region 630
Bothell, WA Franklin, TN Atlanta, GA Bakersfield, CA Arfington, TX (KB/JV Nonprime)
Portland, OR Indianapolis, IN Charlotte, NC Costa Mesa, CA Bellaire, TX Plano, TX
Roseville, CA Mary Esther, FL Columbia, SC Diamond Bar, CA Broomfield, CO
San Jose, CA Mason, OH Fairfax, VA Glendale, CA Dallas, TX
Seattle, WA Southfietd, Ml Miami, FL Las Vegas, NV Denver, CO
Walnut Creek, CA Strongsville, OH Sarasota, FL Riverside, CA Phoenix, AZ
Wexford, PA Tampa, FL San Diego, CA Richardson, TX
Ventura, CA Tempe, AZ
Region 631 Region 830
Babylon, NY Eden Prairie, MN
Howell, NJ Qverland Park, KS
Quincy, MA Schaumburg, IL
Shelton, CT
Springfield. NJ
Trevose, PA
Wakefield, MA
National Sales Center Division
Region 488 Region 480 Region 616 Region 623 Region 625 Region 629
Rosemead, CA Rosemead, CA Chandler, AZ Fort Worth, TX Richardson, TX Chandler, AZ

Region 654
Rolling Meadows, 1L

Region 890

Van Nuys,CA
Simi Valley, CA

Region 891-828B
Richardson, TX




WHOLESALE LENDING DIVISION
Prime Lending Group
Southwest & Southeast Division

Midwest & Northeast Division

Region 81 Region 83 Region 96 Region 78 Region 92 Region 85

Austin, TX Boca Raton, FL Atlanta, GA Chicago, IL Boston, MA Cleveland, OH

Dallas, TX Miami, FL Birmingham, AL Detroit, M! Ceolumbia, MD Columbus, OH

Houston, TX Orlando, FL Charlotte, NC Grand Rapids, M! East Hanover, NJ Indianapotis, IN

Kansas City, KS Tampa, FL New Orleans, LA Milwaukee, WI Fairfax, VA Louisville, KY

Oklahoma City, OK Raleigh, NC Minn/St. Paul, MN Hartford, CT Nashville, TN

Phoenix, AZ Long Island, NY Pittsburgh, PA

Philadelphia, PA St. Louis, MO

West Division Prime Lending Fulfiliment Centers

Region 85 Region 91 Region 98 Jacksonville, FL Chandler, AZ

Fresno, CA El Segundo, CA Boise, (D

Las Vegas, NV Pasadena, CA Denver, CO

Sacramento, CA Rancho Cucamonga, CA Honolulu, HI

San Jose, CA San Diego, CA Portland, OR

San Rafael, CA Santa Ana, CA Salt Lake City, UT

Walnut Creek, CA Woodland Hills, CA Seattle, WA

Specialty Lending Group

Southeast Division Northeast Division

Region 304 Region 312 Region 314 Region 301 Region 316 Region 318

Florida Mid Atlantic BP Direct New York Northeast New England
Jacksonville

Central Division

Region 302 Region 303 Region 305 Region 310 Region 313

Midwest Ohio Valley Texas BP Direct Richardson  Tennessee

West Division

Region 308 Region 309 Region 317 Region 318

Northwest Southwest BP Direct Denver Southwest It

Califarnia Division

Region 306 Region 307 Region 311 Region 315

Central California Northern Catifornia Southern California BP Direct Anaheim

Specialty Lending Group Fulfililment Centers

Anaheim, CA Richardson, TX Jacksonville, FL Denver, CO Jericho, NY

CORRESPONDENT LENDING DIVISION

Offices

West Hills, CA Pittsburgh, PA Plano, TX Lansdale, PA Tampa, FL

COUNTRYWIDE CAPITAL MARKETS

Offices

Calabasas, CA New York, NY Chicago, IL Fort Lauderdale, FL Atlanta, GA London Tokyo

San Francisco, CA Geneva, L
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BANK LOCATIONS

Little Rock, AR
Gilbert/Mesa, AZ
Phoenix, AZ
Scottsdale, AZ

Sun City, AZ
Beverly Hilis, CA
Brea, CA

City of Industry, CA
Concord, CA
Encino, CA
Fountain Valley, CA
Glendale, CA
Irvine, CA

Menlo Park, CA
Mill Valley, CA
Mission Viejo, CA
Northridge, CA
Qakland, CA
Pasadena, CA

San Francisco, CA
San Jose, CA

San Mateo, CA
Santa Barbara, CA
Sunnyvale, CA
Thousand Oaks, CA
Torrance, CA
Ventura, CA

West Los Angeles, CA
Whittier, CA
Cherry Creek, CO
Lakewood. CO

REGIONAL CENTERS

Littleton, CO
Clearwater, FL
Fort Myers, FL
Lake Mary, FL
Naples, FL

New Port Richey, FL
Orlando, FL
Sarasota, FL
Elmhurst, IL
Glenview, IL
Highland Park, IL
Libertyville, IL
Lincoln Park, IL
Naperville, IL
QOak Lawn, IL
Orland Park, IL
Schaumburg, 1L
Wheaton, IL
Braintree, MA
Brookling, MA
Framingham, MA
Saugus, MA
Waltham, MA
Woburn, MA
Birmingham, M}
Northville, Ml
Sterling Heights, Ml
Cherry Hill, NJ
Livingston, NJ
Marristown, NJ
Paramus, NJ

Wayne, NJ

Westfield, NJ
Mamaroneck, NY
Scarsdale, NY

Staten Island, NY
Fairtawn, OH

Mayfield Heights, OH
Rocky River, OH
Berwyn, PA

Broomall, PA
Huntingdon Valley. PA
Philadelphia, PA
Pittsburgh, PA
Squirrel Hill, PA
Upper St. Clair, PA
Dallas, TX

Fort Worth, TX
Houston/Bellaire, TX
Northwest Houston, TX
Plano, TX

Southeast Houston, TX
The Woodlands, TX
West Houston, TX

Call Centers

Plano, TX
Tempe, AZ

(800) 283-8875

5220 Las Virgenes Road
Calabasas, CA 91302
(818) 871-4000

26745, 26775 Malibu Hills Road
Calabasas Hills, CA 91301
(818) 871-2300

29701, 29851 Agoura Road
Agoura Hills, CA 91301
(818) 575-1500

31303 Agoura Road
Westlake Village, CA 91363
(818) 874-8000

225 West Hilicrest Drive
Thousand QOaks, CA 91360
(805) 381-4000

8501, 8511 and 8521 Fallbrook Avenue
West Hills, CA 81304
(818) 316-8000

400 Countrywide Way
Simi Valley, CA 93065
(805) 520-5100

450 American Street
Simi Valley, CA 93065
(805) 520-5100

2900, 2850 Madera Road
Simi Valley, CA 93065
(805) 955-1000

1757, 1800 Tapo Canyon Road
Simi Valley, CA 93063
(805) 577-4200

994 Flower Glen Road
Simi Valley, CA 93065
(805) 955-3000

35 North Lake Avenue
Pasadena, CA 91101
(626) 304-8400

55 South Lake Avenue
Pasadena, CA 91101
(626) 229-2000

1515 Walnut Grove Avenue
Rosemead, CA 91770
(626) 927-3000

3349 Michelson Drive, Suite 200
Irvine, CA 82612
(949) 222-8000

176, 177 Countrywide Way
Lancaster, CA 93536
(661) 851-5100

6400 Legacy Drive
Plano, TX 75024
(972) 608-6000

7105 Corporate Drive, Bldgs A, B and C
Plano, TX 75024
{972) 608-6000

5401 North Beach Street
Fort Worth, TX 76137
(817) 230-6000

2555, 2565 West Chandler Boulevard
Chandler, AZ 85224
(480) 224-5000

6303 Owensmouth Avenue, 11th Floor
Woodland Hills, CA 91367
(818) 225-3000

8075 South River Parkway
Tempe, AZ 85284
(480) 755-2600

1330 West Southern Avenue
Tempe, AZ 85282
(480) 437-5000

2375 N. Glenville Drive, Buildings A, B & C

Richardson, TX 75082
(972) 498-5000

2380 Performance Drive
Richardson, TX 75082
(972) 498-5000




b Glossary of Financial Services Fer

Adjustable Rate Mortgage (ARM) — A mortgage loan with interest rates that adjust with
changes to a specified index periodically and as agreed to at the beginning of the loan.

Asset-Backed Security (ABS) — A debt security that is backed by an underlying asset
such as mortgages, auto loans, student loans or credit card debt

Broker/Dealer — A firm that buys and sells securities for itself and other parties.

Commercial Paper (CP) — Short-term obligations issued by a corporation or bank to
finance items such as mortgage fundings, inventory, and accounts receivable, Typical
maturities range from overnight to 270 days.

Delinquency — The instance where a borrower fails to make a payrment by the due date
specified in the mortgage agreement.

Derivative — A financial security whose value is derived from an underlying security or
interest rate. '

Distressed Asset (Loan) — A loan that has a delinguent pay history or other defect that
impairs its value.

Earned Premium — The portion of a premium paid by an insured that has been
allocated to the insurance company’s loss experience, expenses and profit year to date.

Escrow Balances — Funds held by a mortgage servicer that derive from payments
made by borrowers for principal/interest (Pl) and taxes/insurance (T1). The Pl funds,
net of service fees, are ultimately remitted by the servicer to the MBS investors and the
Ti funds are remitted to tax authorities and insurance providers. '

Federal Reserve — The Federal Reserve serves as the U.S. central bank, conducts
the nation’s monetary policy, and maintains the stability of the financial system. As a
financial holding company, Countrywide is regulated by the Federal Reserve.

FDIC Insurance — Insurance provided by the Federal Deposit Insurance Corporation, a
government entity, on bank deposits to maintain the stability of and public confidence in
the U.S. financial system. Accounts with Countrywide Bank, N.A., are FDIC insured up to
an aggregate of $100,000 per depositor.

FHLB Advances — Funding provided by Federal Home Loan Banks, a group of 12
banks that were created in 1932 to improve the supply of funds to local lenders.
Countrywide Bank, N.A. is a member of the Federal Home Loan Bank of Atlanta. All
FHLBs are regulated by the Federal Housing Finance Board, an independent regulatory
agency of the executive branch of the U.S, Government.

Foreclosure — The judicial process where property owner rights to a property are
terminated due to default on mortgage payments.

GAP Auto Insurance — Guaranteed Auto Protection (GAP) insurance covers the
difference between the vehicle’s actual cash value and the outstanding loan/lease balance
at the time of loss.

Government Sponsored Entity (GSE) — Private organizations with government
charters whose function is to provide fiquidity for the residential loan market. GSEs,
such as Fannie Mae and Freddie Mac, purchase loans from lenders and assume credit
risk for the asset, thereby protecting investors in mortgage-backed securities (MBS).

Guaranty Fee — A fee charged by GSESs to lenders to guarantee timely payment of
principal and interest from the mortgages underlying an MBS. Guaranty fees include
compensation to the GSEs for assuming credit risk on the securitized loans.

HELOC (Home Equity Line of Credit) — A type of second morigage where the borrower
is approved for a certain credit limit (based upon the equity in the home). The borrower
may draw on that credit line until the limit is reached and is initially required to only pay
interest on the amount drawn.

Homeowners Insurance — A package policy that combines (1) coverage against the
insured's property being destroyed or damaged and (2) coverage for liability exposure
of the insured. Homeowners policies cover both individuals, as well as property. In
addition to the insured, those covered include histher spouse, their relatives, and any
others under 21 who are residents of the insured’s household.

Home Warranty Insurance — Covers a wide array of mechanical breakdowns of home
appliances and systems.

Interest Only (1/0) Strip — A security whose cash flows are based entirely on the
interest payments of a specific pool or tranche within a mortgage-backed security.

Interest Rate Swap — An agreement by which two parties agree to “swap” interest
payment streams. Commonly, parties will swap fixed for floating interest rates and vice-versa.

Insurance Agency — A company that sells insurance to consumers but does not
assume the insurance risk.

Insurance Carrier — A company that underwrites and assumes the insurance risk.

Insurance Loss Ratio — The relationship of incurred losses plus loss adjustment
expense to earned premiums, expressed as a percentage.

Jumbo Loan — A mortgage loan where the amount borrowed is greater than the GSE
limit, currently $417,000.

Lender-Placed Insurance — Also referred to as creditor-placed insurance. An
insurance policy placed by the lender to protect the asset (auto/property) when the
borrower has failed to maintain adequate coverage.

Loan Servicing — The function of collecting the mortgage payments from the
borrower and also providing the relevant customer service. Duties also include investor
accounting, escrow administration, foreclosure services and loss mitigation.

Medium-Term Notes (MTNs) — Corporate debt obligations with scheduled principal
and interest payment dates. MTNs generally have terms from one to ten years.

Mortgage-Backed Security (MBS) — A security backed by pools of mortgages.
Payments made by borrowers on the underlying mortgages are passed on to
investors.

Mortgage Catastrophe Insurance — Provides coverage above that of a traditional
homeowner insurance policy. Typical coverage includes paying the mortgage for up to
24 months, paying a portion of the deductible on the primary homeowners insurance
policy in addition to other benefits.

Mortgage Servicing Rights (MSR) — The asset that represents the present value of
the contractual net positive cash flow to be realized over the life of a loan or pool of
loans subject to a servicing agreement between the servicer and the loan’s beneficial
interest holder.

Nonprime Loan — A mortgage loan for borrowers with credit profiles that generally do not
meet GSE criteria.

Office of the Comptroller of the Currency (0CC) — The administrator of national
banks and the primary regulator of Countrywide Bank, N.A. The OCC is a bureau of the U.S.
Department of the Treasury.

Pipeline — Loan applications in process or commitments to buy closed loans,

Pooling — The process of grouping together mortgage foans with similar characteristics
to form an ABS or MBS.

Prepayment Speeds — The rate at which a morigage debt is paid off prior to its due
date. Prepayment speed is expressed as a percentage and is calculated as annualized
total prepayments divided by average servicing volume.

Primary Mortgage Insurance (PMI) — Insurance written by a private mortgage
insurance company to protect the lender or investor in MBS from losses caused by
payment default by the borrower. Usually required if the initial loan to vatue ratio
exceeds 80%.

Reinsurance — A form of insurance that insurance companies buy for their own
protection. Assumed reinsurance: To accept part or all of the risk of a primary
insurer or other reinsurer. Ceded reinsurance: To transfer risk from an insurance
company to a reinsurance company.

Replacement Cost — The cost to replace an insured’s damaged or destroyed property
with fike kind and guality. Equivalent to the actual cash value, minus wear and tear
(physical depreciation) and obsolescence.

Residual Interest — The present value of cash flows to be received by the residual
holder after senior investor debt service and credit enhancement.

Secondary Mortgage Market — The markets where lenders and investors buy and selt
existing mortgages and MBS and ABS securities.

Securitization — The process of pooling loans into mortgage-backed securities for sale
into the secondary mortgage market.

Service Fee — A fee, representing a percentage of the outstanding balance of a pool of
loans, paid to a servicer for administering mortgages on behalf of investors.

Servicing Portfolio — The total doflar value of all outstanding loan balances
administered by the servicer.

Subservicing — An arrangement where the owner of servicing rights contracts out the
loan administration duties to another party.

Unpaid Principal Balance (UPB) — The qutstanding principal balance on a mortgage
loan.

Weighted Average Coupon (WAC) — The weighted average of the interest rates of
loans within a pool or portfolio. The weighting factor is the UPB of the loan.
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Inquiries Regarding Your Stock Holdings

In all correspondence or telephone inquiries, please
mention Countrywide Financial Corporation, your
name as printed on your share certificate, your
Social Security number, your address and your
telephone number.

Registered Shareholders

(Shares held in your name)
Address shareholder inquiries or send certificates
for transfer and address changes to:

American Stock Transfer & Trust Company
Attention: Stock Transfer Department

59 Maiden Lane

Plaza Level

New York, NY 10038

(866) 669-9898

www.amstock.com

Beneficial Shareholders

(Shares heid by your broker in the name of the
brokerage house)
Questions should be directed to your broker.

Employee Stock Option Participants

Questions regarding your account, outstanding
options or shares received through option
exercises should be addressed to:

Countrywide Financial Corporation
Equity Benefit Plan Administration
55 South Lake Avenue

MS 55-56

Pasadena, CA 91101

(866) 447-4232

Employee 401(k) Benefit Plan Participants

Questions regarding your 401{k) statements, loan
pravisions, fund transfers or other plan matters
should be addressed to:

Countrywide Financial Corparation

Human Resources: Employee Benefits Services
55 South Lake Avenue

MS 55-56

Pasadena, CA 91101

(866) 447-4232

Dividend Reinvestment Plan

By enrolling in Countrywide Financial Corporation's
Dividend Reinvestment and Stock Purchase Plan,
shareholders may reinvest cash dividends on all, or
some paortion, of their common stock and may
purchase the Company's common stock on a
manthly basis with optional cash payments.
Information on this Plan is available from:

American Stock Transfer & Trust Company
Dividend Reinvestment Department

P.O. Box 922

Wall Street Station

New York, NY 10269-0560

(866) 669-3898

www.amstock.com

Company Information

Shareholders with questions regarding Countrywide
Financial Corporation or who are interested in obtaining
a copy of the Company's Annual Report on Form 10-K
without exhibits, as filed with the Securities and
Exchange Commission, for the year ended December
31, 2005, should contact:

Countrywide Financial Corporation
Investor Relations

4500 Park Granada

MS CH-19

Calabasas, CA 91302-1613

(818) 225-3550

Countrywide’s Commitment to Shareholders
The goal of Countrywide’s Investor Relations
department is to provide the highest level of
service to our shareholders, as evidenced by the
following customer survey-based awards and
recognition:
¢ Angelo Mozilo, “CEO of the Year” among
Mortgage Finance companies
(Institutional Investor magazine)

¢ #1 Investor Relations program in the Mortgage
Finance sector (/nstitutional Investor magazine)

¢ #1 Investor Relations program in the Banking
sector (Greenwich Associates)

Investor Relations Contacts

David J. Bigelow

Managing Director, Investor Relations
David_Bigelow@countrywide.com

or

Lisa Riordan

Executive Vice President, Investor Relations
Lisa_Riordan@countrywide.com

The Company has a website located at
www.countrywide.com and makes its annuat reports
on Form 10-K, quarterly reports on Form 10-Q,
current reports on Form 8-K, and all amendments
to these reports available, free of chargs on the
website as soon as reasonably practicable after such
material is electronically filed with, or furnished to, the
Securities and Exchange Commission. You may also
receive Emait Alerts when press releases,
presentations, annual reports and SEC filings are
added to our website. Simply click on "Shareholder
Services" when you enter the Investor Relations
Home Page and choose the "Email Alerts" option.

CEO & CFO Certifications

The Company has filed the certifications of its
Chief Executive Officer and Chief Financial Officer
required by Section 302 of the Sarbanes-Oxley Act
of 2002 as Exhibits 31.1 and 31.2, respectively, in
its Annual Report on Form 10-K for the year ended
December 31, 2005. In addition, the Company has
submitted the CEO’s 2005 certification with the New
York Stock Exchange.

CFC
NYSE.

Annual Shareholders’ Meeting
The Annual Meeting of Shareholders will be held on
Wednesday, June 14, 2006, at 10:00 a.m. (PDT) at:

Countrywide’s Corporate Headquarters
Learning Center Auditorium

4500 Park Granada

Calabasas, CA 91302

Accountants

KPMG LLP

355 South Grand Ave., Suite 2000
Los Angeles, CA 90071-1568

Mortgage Products

If you are in the process of purchasing a new
home, are interested in refinancing or obtaining a
home equity loan or would like to know about our
diversified financial products and services, we are
ready to serve you. A special unit of our Company
is dedicated to responding to your inquiries and
ensuring that you are satisfied.

Please call the Shareholder Hotline at (800) 544-8191.

Banking Products

Countrywide Bank, N.A. is pleased to offer great
rates to consumers on deposit products, including
certificates of deposit, money market accounts,
savings accounts, interest-bearing checking
accounts, and a variety of commercial banking
services designed o meet the needs of our
specialty market customers like Title, Escrow,
Qualified Intermediaries, Property Managers, HOAs
and Bankruptcy Trustees. For our current rates or
to apply, please visit one of our Financial Centers,
call our customer care center at 877-CWBANK-5
(877-292-2655), or visit us through the Internet at
www.countrywidebank.com.

Insurance Products

Countrywide Insurance Services, Inc. is alsc pleased
to offer you personally failored and competitive
insurance products and services.

Please call (800) 6639-6653 for a quote.

You may also reach us through the Internet at
www.countrywide.com or
http://insurance.countrywide.com

@ Countrywide Bank, N.A. and Countrywide Home Loans, [nc. are
Equal Housing Lenders. © 2006 Countrywide Financial Corporation.
Trade/servicemarks are the property of Countrywide Financial Corporation
and/or its subsidiaries. Countrywide Financial Corporation is the holding
company for: Countrywide Home Loans, Inc., Countrywide Bank, N.A,
Countrywide Insurance Group (including the Batboa Insurance Group of
companies), Countrywide fnsurance Services, Inc. {CW Insurance Agency in
New York), DirectNet Insurance Agency, Inc. Countrywide Home Loans'
licensing information: Arizana Mortgage Banker License Number BK8805;
Licensed by the Department of Corporations under the California Residential
Mortgage Lending Act; Georgia Reg. #5929; lllinois Residential Mortgage
Licensee; Massachusetts Mortgage Lender License No. ML 1623; this is not
an offer to enter into an interest rate lock-in agreement under Minnesota faw;
in MN, Countrywide Home Loans of Minnesota, Inc. makes all HELOCS of
$100,000 or less; Licensed by the New Hampshire Banking Department; New
Jersey {818) 313-6526, Licensed Mortgage Banker, NJ Department of Banking
and Insurance; Licensed Mortgage Banker, NYS Banking Department;
Registered with the Pennsylvania Banking Bepartment; Rhode Istand
Lender's License. Some praducts may not be available in all states. This is
not a commitment to lend. Restrictions apply. All rights reserved.
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PART1
Item 1.  Business
Overview

Countrywide Financial Corporation (“Countrywide”) is a holding company which, through its
subsidiaries (collectively, the “Company”), is engaged in mortgage lending and other finance-related
businesses, including mortgage banking, retail banking and mortgage warehouse lending, securities
dealing, insurance underwriting and international mortgage loan processing and subservicing.

We manage our business through five business segments—Mortgage Banking, Banking, Capital
Markets, Insurance and Global Operations. We primarily conduct the following operations in these
segments: : ‘ ‘

e Mortgage Banking—We originate, purchase, securitize and service mortgage loans nationwide.

Banking—We operate a federally-chartered bank that primarily invests in mortgage loans and home
equity lines of credit primarily sourced through our mortgage banking operation. We also provide
short-term secured financing to mortgage lenders through a non-depository lending company.

o Capital Markets—We operate an institutional broker-dealer that primarily specializes in trading and
underwriting mortgage-backed securities. During 2004, this segment began originating for sale loans
secured by commercial real estate. We also manage within this segment the acquisition and
disposition of mortgage loans on behalf of Countrywide Home Loans (“CHL”), our primary
mortgage banking subsidiary.

o Insurance—We offer property, casualty, life and credit insurance as an underwriter and as an
independent agent. We also provide reinsurance coverage to primary mortgage insurers.

o Global Operations—We provided mortgage loan application processing and mortgage loan servicing
on behalf of a financial institution in the United Kingdom through a joint venture with that
institution. This joint venture was terminated on December 23, 2005. We will continue to offer
these services in addition to licensing the proprietary technology supporting these services. Certain
of the Company’s administrative functions are performed through an Indian subsidiary.

Mortgage banking continues to be our core business, generating 59% of our pre-tax earnings in 2005.
Our other segments generated the following percentages of our pre-tax earnings in 2005: Banking—25%;
Capital Markets—11%; Insurance—4%; and Global Operations—1%. We have leveraged our mortgage
lending operations in recent years to capitalize on meaningful related opportunities to provide sources of
earnings that are less cyclical than the mortgage banking business. For financial information about our
segments, see the “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Operating Segment Results” section and “Note 26—Segments and Related Information” in
the financial statement section of this Report.

Available Information

We have a Web site located at www.countrywide.com and make our Annual Reports on Form 10-K,
Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and all exhibits and amendments to these
reports available, free of charge, on that Web site, as soon as reasonably practicable after such material is
electronically filed with, or furnished to, the Securities and Exchange Commission. Our Corporate
Governance Guidelines, our Code of Business Ethics, and the charters of the committees of our Board of
Directors are also available on our Web site and printed copies are available upon request.



Loan Production

We produce residential and commercial mortgage loans within the Mortgage Banking, Banking and
Capital Markets Segments. Most of the mortgage loans we produce in the Mortgage Banking and Capital
Markets Segments are sold into the secondary mortgage market, primarily in the form of mortgage-backed
securities. We generally perform the ongoing servicing functions related to the mortgage loans that we
produce. Loans produced in our Banking Segment are generally held for investment.

Types of Loans
We originate and purchase mortgage loans that generally fall into one of the following four categories:

o Prime Mortgage Loans—These are prime credit quality first-lien mortgage loans secured by single-
family residences. References to loans secured by single-family residences in this document include
loans secured by one-to-four dwelling unit residential real estate. '

e Prime Home Equity Loans—These are prime credit quality second-lien mortgage loans, including
home equity lines of credit, secured by single-family residences.

* Nonprime Mortgage Loans—These are first- and second-lien mortgage loans secured by single-
family residences, made to individuals with credit profiles that do not qualify them for a prime loan.

e Commercial Real Estate Loans—These are prime credit quality first-lien mortgage loans secured by
commercial properties, such as apartment bu11d1ngs retail properties, offices, industrial sites, hotels
and other commercial properties. :

The majority of our loan production consists of Prime Mortgage Loans. Prime Mortgage Loans
include conventional mortgage loans, loans insured by the Federal Housing Administration (“FHA”) and
loans guaranteed by the Veterans Administration (“VA”). A significant portion of the conventional loans
qualify for inclusion in guaranteed mortgage securities backed by Fannie Mae or Freddie Mac
(“conforming loans”). Some of the conventional loans we produce either have an original loan amount in
excess of the Fannie Mae and Freddie Mac loan limit for single-family loans ($417,000 for 2006) or
otherwise do not meet Fannie Mae or Freddie Mac guidelines. Loans that do not meet Fannie Mae or
Freddie Mac guidelines are referred to as “nonconforming loans.” In certain tables and elsewhere in this
Report, FHA and VA loans may be referred to as Government Loans.

The following table summarizes our mortgage loan production by business segment and by loan type:

Mortgage Loan Production
Ten Months
Ended
Years Ended December 31, December 31,
2005 2004 2003 2002 2001
(in millions)
By Segment:
Mortgage Banking ................... $427,916 $317,811 $398,310 $242437  $121,002
Banking............cooiiiiiiia, 42,003 27,116 14,354 805 —
Capital Markets: .
Conduit acquisitions(1) ........... 21,028 18,079 22,200 8,659 2,967
Commercial Real Estate .......... 3,925 358 — — —
Total Mortgage Loans.............. $494,872 $363,364 $434,864 $251,901 $123,969
By Loan Type:
Prime Mortgage Loans. ............... $403,604 $292,672  $396,934 $230,830  $112,750
Nonprime Mortgage Loans............ 44,637 39,441 19,827 9,421 5,580
Prime Home Equity Loans ............ 42,706 30,893 18,103 11,650 5,639
Commercial Real Estate .............. 3,925 358 — — —
Total Mortgage Loans .............. $494.872 $363,364 $434,864 $251,901 $123,969

(1) Acquisitions from third parties




For additional loan production statistics, see the section in this Report entitled “Business—Loan
Production Tables.”

Mortgage Banking Segment

Our Mortgage Banking Segment produces mortgage loans through a variety of channels on a national
scale. Most of the mortgage loans we produce in this segment are sold into the secondary mortgage
market, primarily in the form of mortgage-backed securities. We generally perform the ongoing servicing
functions related to the mortgage loans that we produce. We also provide various loan closing services such
as title, escrow and appraisal. We group the activities of our Mortgage Banking Segment into three
business sectors—Loan Production, Loan Servicing and Loan Closing Services. See the section in this
Report entitled “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Seasonality” for a discussion of the effect of seasonality on our business.

Loan Production

We produce mortgage loans through four production divisions of Countrywide Home Loans
(“CHL”)—Consumer Markets, Wholesale Lending, Correspondent Lending and Full Spectrum Lending
and, beginning in the third quarter of 2005, through Countrywide Bank. Countrywide Bank funds loans for
both investment purposes and for sale. Bank production in the Mortgage Banking Segment includes loans
originated for sale at the Bank together with bulk sales of loans from the Bank to the Mortgage Banking
Segment. ;

The following table summarizes our Mortgage Banking loan prbduction by division:

Mortgage Loan Production(1)

Ten Months
Ended
Years Ended December 31, December 31,
2005 2004 2003 2002 2001
(in millions)

Correspondent Lending. ........ $197,104 $133,588 $194,948 $109,474 $ 42,502
Consumer Markets............. 116,399 95,619 104,216 62,189 37,357
Wholesale Lending............. 80,660 72,848 91,211 67,188 39,312
Full Spectrum Lending ......... : 25,670 15,756 7,935 3,586 1,831
Countrywide Bank ............. 8,083 — — — —_
TotalLoans ................. $427916 $317,811 $398,310 $242,437  $121,002

(1) For additional production statistics, see the section in this Report entitled “Business—Loan
Production Tables.”

Correspondent Lending Division

Our Correspondent Lending Division purchases mortgage loans from other lenders, which include
mortgage bankers, commercial banks, savings and loan associations, home builders and credit unions. As
of December 31, 2005, this Division served approximately 2,100 lenders, who are subject to initial and
ongoing credit evaluation and monitoring, operating in all 50 states and the District of Columbia.

For 2005, Countrywide was ranked by Inside Mortgage Finance as the largest correspondent lender, in
terms of volume, among residential correspondent mortgage lenders nationwide.




Consumer Markets Division

Our Consumer Markets Division (“CMD”) originates mortgage loans through three business
channels: the Distributed Retail channel, the Business-to-Consumer channel and the Strategic Business
Alliances channel.

The Distributed Retail channel is the branch network which originates loans through relationships
with consumers, builders, realtors and through joint ventures. As of December 31, 2003, this channel
consisted of 662 branch offices in 48 states and the District of Columbia, including 70 dedicated joint
venture branches. This channel has a sales force of 6,373 primary originators, which includes those
dedicated to joint venture relationships. The sales staff for the Distributed Retail channel is primarily
focused on consumer lending through relationships established with previous customers, realtors, builders
and joint venture partners. The Distributed Retail channel (including the joint venture relationships)
originated 83% of Consumer Markets Division total volume for the year ended December 31, 2005.

The Business-to-Consumer channel primarily originates mortgage loans directly from portfolio
customers through the Internet and through our call centers. The Business-to-Consumer channel focuses
on customer retention and marketing by providing our existing customers with an efficient and convenient
means to obtain financing for a new home, refinance their existing mortgage or to obtain a Home Equity
loan. As of December 31, 2005, the Business-to-Consumer channel consisted of four call centers with a
sales staff of 749. This channel accounted for 15% of CMD’s total volume for the year ended
December 31, 2005.

The Strategic Business Alliance channel facilitates and manages the development of new sources of
loans by developing and deploying relationships with organizations that influence the placement of
mortgage services and by supporting acquisition-related activities. This channel focuses primarily on
developing revenue-sharing arrangements such as joint ventures, third party outsourcing, relocation
lending, marketing service agreements and brokered-in agreements. This channel accounted for 2%
(excluding Distributed Retail volume from joint venture relationships) of CMD’s total volume for the year
ended December 31, 2005.

For 2005, Countrywide was ranked by Inside Mortgage Finance as the second largest retail lender, in
terms of volume, among residential retail mortgage lenders nationwide.

Wholesale Lending Division

Our Wholesale Lending Division underwrites and funds mortgage loans sourced by mortgage loan
brokers and other financial intermediaries. The Division offers a wide variety of Prime and Nonprime
Mortgage Loan and Prime Home Equity Loan products. Business is solicited through a sales force, the
Internet (www.CWBC.com), advertising and participation of branch management and sales personnel in
trade associations.

As of December 31, 2005, our Wholesale Lending Division operated 52 branch offices and seven
fulfillment centers in various parts of the United States. Through this Division we source loans through
approximately 30,000 mortgage loan brokers nationwide.

For 2005, Countrywide was ranked by Inside Mortgage Finance as the largest wholesale originator, in
terms of volume, among residential wholesale mortgage lenders nationwide.
Full Spectrum Lending Division

The Full Spectrum Lending Division originates Nonprime and Prime Mortgage Loans with the
primary focus on refinance and home equity products. This Division operates through a network of




195 retail branch offices located in 38 states, as well as 7 call centers. The branches and call centers of this
Division are supported by 3 fulfillment centers for underwriting and funding of these mortgage loans.

The Division’s mortgage production is generated primarily through customer retention efforts
directed to Countrywide’s nonprime servicing portfolio, but also through direct mail, internet, mass media
and joint venture relationships. Of the 195 Full Spectrum retail branch offices, 45 operate with a large
network of sales associates who are dedicated to the fulfiliment of referrals of Nonprime Mortgage Loan
customers from Countrywide’s Consumer Markets Division.

Countrywide Bank Mortgage Banking Activities

Countrywide Bank produces loans for sale by our Mortgage Banking Segment. As this activity is a
Mortgage Banking activity, the mortgage loan production and the income relating to the sale of these loans
is included in the Mortgage Banking Segment. The production of loans by Countrywide Bank for our

Mortgage Banking operations is an efficient means to manage growth of the Bank’s portfolio of loans held
for investment while complying with regulatory requirements.

Affordable and Multicultural Home Loan Programs

For more than a decade, we have pursued a variety of affordable home loan initiatives designed to
increase homeownership opportunities for low-to moderate-income borrowers and those with diverse
backgrounds. Our long-time initiative, known as We House America®, supports affordable housing

programs undertaken by Fannie Mae and promoted by various government agencies, including the U S.
Department of Housing and Urban Development.

We have specifically designed We House America loan programs to meet the needs of low-to
moderate-income borrowers and others with financial, employment or personal situations which might
prevent them from qualifying for traditional mortgages. These loan programs enable such borrowers to
qualify for a home loan by allowing, for example, lower down payments, lower cash reserves, alternative
income sources and more flexible underwriting criteria than on a typical loan. The mortgage loans we
produce through We House America are sold and serviced on a non-recourse basis, generally through
guarantee programs sponsored by Fannie Mae.

Through We House America, we provide telephone-based counseling services and web channel
resources to educate prospective first-time minority and low- to moderate-income homebuyers about the
home loan process. We House America also provides bilingual counselors and instructors, and educational
materials printed in other languages.

We have made other significant commitments to affordable lending and multicultural markets
initiatives designed to increase homeownership opportunities among minority and immigrant communities.
For example, we are approved to participate in more than 950 mortgage loan programs that assist with
down payments and closing costs, which are offered by state, county and city agencies, municipalities and
not-for-profit organizations. In early 2005, we extended our five-year We House America Campaign, with a
goal of originating $1.0 trillion in loans to targeted homebuyers by the end of 2010. As of December 31,
2005, we made loans to 3.4 million borrowers and funded $512 billion (including Prime and Nonprime
Mortgage Loans) toward this goal.

Loan Servicing

When we sell mortgage loans, we generally retain the rights to service these loans. The value we assign
to these rights are referred to as mortgage servicing rights (“MSRs”). We may also retain other financial
interests when we securitize mortgage loans. We include the value of these retained interests on our




balance sheet. The results of the Loan Servicing Sector include the performance of these interests, as well
as the operational and other financial activities related to servicing mortgage loans.

In servicing mortgage loans, we collect and remit loan payments, respond to customer inquiries,
account for principal and interest, hold custodial (impound) funds for payment of property taxes and
insurance premiums, counsel delinquent mortgagors, supervise foreclosures and property dispositions. We
receive servicing fees and other remuneration in return for performing these functions.

Mortgage Servicing Rights, Other Retained Interests and the Servicing Hedge

Our MSRs arise from contractual agreements between us and investors (or their agents) in mortgage-
backed securities and mortgage loans. Although MSRs generally arise from the securitization of mortgage
loans that we originate, we also occasionally purchase MSRs from other servicers. For a more complete
description of MSRs, see “Note 3—Loan Sales” in the financial statement section of this Report.

MSRs and other retained interests are generally subject to a loss in value when mortgage rates
decline. To moderate the effect on earnings of declines in value of MSRs and other retained interests, we
maintain a portfolio of financial instruments, primarily derivative contracts, which generally increases in
value when interest rates decline. This portfolio of financial instruments is referred to as the “Servicing
Hedge.” See “Note 4—Derivative Financial Instruments—Risk Management Activities Related to
Mortgage Servicing Rights (MSRs) and Other Retained Interests” in the financial statement section of this
Report for a further discussion of our Servicing Hedge.

Loan Servicing Operations

The various functions within our loan servicing operations are briefly described in the following
paragraphs. These operations are performed in six primary locations: two in California, three in Texas and
one in Mumbai, India.

Customer Service

Our Customer Service Call Centers managed more than 51 million contacts with customers in 2005.
These contacts were primarily handled through our Customer Service Representatives, Automated Phone
System and Web site (www.customers.countrywide.com). This division also prints monthly statements and
oversees outbound customer correspondence. Approximately 23% of our customers have chosen to receive
electronic statements, which reduces the cost and improves the timeliness of providing loan information to
them.

Remittance Processing

Our Remittance Processing division processes all payments, loan payoffs and payoff demand
statements. Approximately 39% of our customers make their monthly payments electronically using
various automated payment methods.

Collections and Loss Mitigation

Our Collections and Loss Mitigation units work with delinquent borrowers to bring their mortgages
back to current status and to avoid foreclosure if possible. Workout efforts are tailored to the specific
borrower circumstances and comply with the requirements of the mortgage investor.

Foreclosure and Bankruptcy

Foreclosure and bankruptcy are complex processes that are subject to federal and state laws and
regulations, as well as various guidelines imposed by mortgage investors and insurers. Our workflow-based




systems facilitate consistent processing of defaulted mortgage loans, as well as an efficient flow of data
between internal and external business partners. To minimize related costs and to increase efficiency, we
utilize our own companies in support of our foreclosure and bankruptcy activities.

Investor Accounting

Our Investor Accounting department reconciles custodial accounts, processes investor remittances
and maintains accounting records on behalf of our mortgage investors, including Fannie Mae, the
Government National Mortgage Association (“Ginnie Mae”) and Freddie Mac, as well as more than
2,000 private investors.

Related Services

We perform several loan servicing functions internally that other loan servicers commonly outsource
to third parties. We believe the integration of these functions gives us a competitive advantage by lowering
overall servicing costs and enabling us to provide a high level of service to our mortgage customers and
mortgage investors. In addition to providing foreclosure and bankruptcy activities, our integrated services

include property tax payment processing, performing property inspections, and insurance tracking and
premium payment processing.

The following table sets forth certain information regarding the Company’s loan servicing portfolio,
including mortgage loans and securities held for sale and residential mortgage loans subserviced for others,
for the periods indicated:

Ten Months
Ended
Years Ended December 31, December 31,
2005 2004 2003 2002 2001
(in millions) :
Beginning owned servicing portfolio.... § 821,475 §$ 630,451 § 441,267 $ 327,541  $284,961
Activity during the period: ' :
Residential loan production ......... 490,947 363,006 434,864 251,901 123,969
Purchased MSRs (bulk acquisitions). . 51,377 40,723 6,944 . 4,228 3,770
Runoff(1) . ...t (281,491) (212,705) (252,624) (140,445) (85,159)
Servicingsold. . .................... (1,119) — — (1,958) —
Ending owned servicing portfolio. . .. ... - 1,081,189 821,475 630,451 441,267 327,541
Subservicing portfolio................. 29,901 16,847 14,404 11,138 9,086
Total servicing portfolio. .......... $1,111,090 §$ 838,322 § 644,855 $ 452,405  $336,627
MSR portfolio . .....cooiii it $ 978,988 § 758,975 § 581,964 § 422328  $315,131
Mortgage loansowned . ............... 102,201 62,500 48,487 18,939 12,410
Subservicing portfolio. ................ 29,901 16,847 14,404 11,138 9,086
Total servicing portfolio. .......... $1,111,090 $ 838322 $ 644,855 § 452,405  $336,627




Composition of owned servicing portfolio
at period end:
Conventional mortgage . .............
Nonprime Mortgage.................
Prime Home Equity .................
FHA-insured mortgage ..............
VA-guaranteed mortgage ............
Total owned servicing portfolio . . . ..

Delinquent mortgage loans(2):

Total delinquent mortgage loans. . ..
Loans pending foreclosure(2)...........

Delinquent mortgage loans(2):
Conventional .......................
Nonprime Mortgage.................
Prime Home Equity .................
Government. ..........c.evvviennnn

Total delinquent mortgage loans. . ..

Loans pending foreclosure(2):
Conventional .............. P
Nonprime Mortgage. ................
Prime Home Equity .................
Government............ooieeiinn.,

Total loans pending foreclosure. . . ..

As of December 31,

2003 2004 2003 2002 2001
(dollar amounts in millions)
$ 863,688 $639,148 $512,889 $343420 $235,804
© 116,101 84,608 36,332 21,976 18,495
51,491 45,053 24174 15,667 11,198
36,949 39,618 43,281 45,252 46,190
12,960 13,048 13,775 14,952 15,854
$1,081,189 $821,475 $630,451 $441,267 $327,541
2.59% 2.35% 235% 2.73% 3.11%
0.87% 0.70% 0.72% 0.87% 0.98%
1.15% 0.78% 0.84% 1.02% 1.17%
4.61% 3.83% 3.91% 4.62% 5.26%
0.44% 0.42% 0.43% 0.55% 0.69%
2.60% 224% 221% 2.43% 2.45%
15.20% 11.29% 12.46% 14.41% 14.42%
1.57% 0.79% 0.73% 0.80% 1.48%
14.61% 13.14% 13.29% 12.61% 12.14%
4.61% 3.83% 3.91% 4.62% 5.26%
0.20% 0.21% 0.21% 0.23% 0.30%
2.03% 1.74% 2.30% 2.93% 3.39%
0.06% 0.03% 0.02% 0.05% 0.02%
1.09% 1.21% 1.20% 1.32% 1.23%
0.44% 0.42% 0.43% 0.55% 0.69%

(1) Runoff refers to principal repayments on loans.

(2) Expressed as a percentage of the total number of loans serviced, excluding subserviced loans and loans
purchased at a discount due to their non-performing status.

Properties securing the mortgage loans in the Company’s servicing portfolio are geographically
dispersed. The following is a summary of the geograpaical distribution of loans included in the Company’s
servicing portfolio for the top three states (as measured by unpaid principal balance) at

December 31, 2005:

State

CalifOrmia . ..ot e e e e
Florida ....ooviiiii i e e e e

Unpaid Principal % Total
Balance Balance

(in. millions)

$ 329008  30%
73,389 1%
49,166 4%
659,527  59%
SLIIL090  100%




Loan Closing Services Sector

We provide loan closing products and services such as credit reports, appraisals, title reports, property
valuation services and flood determinations through our LandSafe, Inc. group of companies. We provide
these services primarily to customers referred by our loan production divisions but to third parties as well.

Competition . ‘

The mortgage lending business is inherently complex due to several factors:
e The continuing evolution of the secondary mortgage market

¢ The proliferation of mortgage products

¢ Greater regulation imposed on the industry by more levels of government has resulted in increased
costs and the need for higher levels of specialization.

¢ Increasing interest rate volatility, compounded by homeowners’ increasing tendency to refinance
their mortgages as the refinance process has become more efficient and cost effective, has resulted
in significant fluctuations in the volume of mortgage loans originated from year to year. These
swings in mortgage origination volume have placed significant operational and financial pressures
on mortgage lenders.

To compete effectively in this environment, mortgage lenders must have a very high level of
operational, technological and managerial expertise. In addition, the residential mortgage business has
become more capital-intensive and therefore access to capital at a competitive cost is critical. Primarily as a
result of these factors, the industry has consolidated significantly.

Today, large, sophisticated financial institutions dominate the residential mortgage industry. These
industry leaders are primarily commercial banks operating through their mortgage banking subsidiaries.
Today, the top 30 mortgage lenders have a combined 88% share of the mortgage origination market, up
from 63% five years ago.

This consolidation trend also is reflected in loan servicing. Today, the tdp 30 mortgage servicers
combined have a 71% share of the total mortgages outstanding, up from 64% five years ago.

Generally, we compete as a mortgage banker by consistently offering a wide selection of mortgage
loans through all marketing channels on a national scale, by providing high-quality service, and by pricing
our mortgage loans at competitive rates.

Banking Segment

Our Banking Segment consists of the following operations:

» The investment and fee-based activities of Countrywide Bank, N.A., an FDIC-insured, federally-
chartered bank (“Banking Operations™)

¢ Countrywide Warehouse Lending, a non-depository lending company that provides short-term
secured financing to mortgage lenders.

Countrywide Bank

Mortgage Banking Activities

Countrywide Bank produces loans for sale that are part of our Mortgage Banking Segment. As this
activity is a Mortgage Banking activity, the mortgage loan production and the income relating to the sale of
these loans is included in the Mortgage Banking Segment. The production of loans by Countrywide Bank



for our Mortgage Banking operations is an efficient means to manage growth of the Bank’s portfolio of
loans held for investment while minimizing the operational impact of complying with regulatory
requirements.

Banking Operations

Our Banking Operation primarily originates and purchases mortgage loans and home equity lines of
credit for investment purposes. The majority of these loans are sourced through our mortgage banking
subsidiary, Countrywide Home Loans. For liquidity and asset-liability management purposes, we also
invest in collateralized mortgage obligations and other securities that supplement the loan portfolio of our
Banking Operations. ' '

Our banking operations continue to leverage the relationship with the Mortgage Banking Segment by
sourcing high-quality mortgage assets through existing production distribution channels and then funding
the loans for retention in the Bank’s investment portfolio. Asset growth is funded by the Bank’s overall
low-cost liability base, where growth is driven by the continued expansion of its core retail deposit
franchise. The Bank obtains retail deposits, primarily certificates of deposit, through the Internet, call
centers and 86 financial centers, 73 of which are located in Countrywide Home Loans’ retail branch offices
as of December 31, 2005. The Bank activities provide the Company with an expanded product menu, lower
cost funding sources and opportunities for a diversified revenue stream through net interest income.

Through Countrywide Bank we offer deposit accounts. We also sell these deposit products online,
from call centers and through deposit brokers (generally well-recognized financial intermediaries).
Countrywide Bank also offers commercial deposit accounts to title and mortgage insurance companies
through a developing commercial business unit. A significant portion of Countrywide Bank’s deposit
liabilities are comprised of custodial funds that relate to the loan servicing portfolio of Countrywide Home
Loans. Countrywide Bank also borrows funds on a secured basis from the Federal Home Loan Bank of
Atlanta, executes repurchase agreements and purchases federal funds to supplement its deposit liabilities.

Countrywide Bank acts as a mortgage document custodian, primarily for our mortgage banking
operations. As a document custodian, we verify, maintain and release collateral for issuers, servicers,
sellers and purchasers of debt securitizations. We also provide other services including safekeeping,
review/certification, release requests and customer reporting.

Properties securing the mortgage loans in our portfolio of loans held for investment are concentrated
in the State of California. The following is a summary of the geographical distribution of loans included in
the Bank’s loan inventory portfolio for the top three states (as measured by unpaid principal balance) at
December 31, 2005:

Unpaid Principal % Total

State Balance Balance
(in millions)

Califormia . . .ottt e e $29,818 47%

VLM « v et ettt e e e 3,491 6%

Florida ... ..o 2,896 5%

Allotherstates ... e e 28,177 42%

TOMAL « v v vt $64,382 100%

Countrywide Warehouse Lending

We provide committed and uncommitted lines of credit to mortgage bankers to finance their
mortgage loan inventories (“warehouse”). Most of these mortgage bankers sell loans to our Correspondent
Lending Division. All of these advances are secured by mortgage loans that have a market value in excess
of the balance of our advances.




Competition

We operate in a highly competitive environment. Competition for retail deposits comes primarily
from other insured depository institutions, which include approximately 7,500 commercial banks and
approximately 1,300 savings institutions. We attract and retain deposits through a combination of
competitive rates, physical presence, and experienced banking professionals, as well as easy access to our
products through call centers and the Internet at www.countrywidebank.com. Because of our low-cost
structure, we are able to offer deposit rates that are among the most competitive in the industry.

Countrywide Bank invests primarily in short duration residential mortgage loans. Competition in
making real estate loans come principally from other savings institutions, mortgage banking companies,
and commercial banks. The majority of loans that the Banking Segment invests in are sourced by the
Mortgage Banking Operation. Countrywide Bank also competes with commercial banks and investment
banks in the purchase of loans from third parties.

Our Banking Segment’s competitive position is enhanced by its relationship with our Mortgage
Banking Segment. For example, a significant portion of Countrywide Bank’s deposit liabilities consists of
custodial funds controlled by Countrywide Home Loans. As discussed above, Countrywide Bank obtains
retail deposit products through financial centers placed within certain of Countrywide Home Loans’ retail
branch offices. This economical use of space reduces the Bank’s deposit acquisition costs. Countrywide
Bank also provides mortgage document custodial, reconveyance and foreclosure trustee services for our
Mortgage Banking Segment.

Capital Markets Segment

Our Capital Markets Segment primarily operates as a registered securities broker dealer, a residential
mortgage loan manager and a commercial mortgage loan originator. We also operate broker dealers in
Japan and the United Kingdom, an introducing broker dealer of futures contracts, an asset manager and a
broker of mortgage servicing rights. With the exception of our commercial mortgage activities, we transact
only with institutional customers, such as banks, other depository institutions, insurance companies, asset
managers, mutual funds, pension plans, other broker dealers and governmental agencies. Customers of our
commercial real estate finance business are the owners or sponsors of commercial properties, who can be
individuals or institutions.

Our activities consist of the following:

Conduit

Conduit activities include the purchase, warehousing and ultimate disposition of residential mortgage
loans on behalf of Countrywide Home Loans. In our conduits, we manage both Nonprime Mortgage Loans
and Prime Mortgage Loans which are either acquired from third parties or originated by Countrywide
Home Loans. We dispose of the loans through sale to third parties or through securitization. We also
manage the acquisition and disposition of delinquent or otherwise illiquid residential mortgage loans,
some of which have been originated under FHA and VA programs. We attempt to cure the loans, using
the servicing operations of Countrywide Home Loans, with the intent to securitize those loans that become
eligible for securitization. The remaining loans are serviced through foreciosure and liquidation, which
includes the collection of government insurance and guarantee proceeds relating to defaulted FHA and
VA program loans.

Securities Trading

Securities trading activities include the trading of debt securities in the secondary market after the
original issuance of the security. We generally trade mortgage-related fixed-income securities, including
Mortgage-Backed Securities (“MBS”), collateralized mortgage obligations and asset-backed securities
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issued by Fannie Mae, Freddie Mac, Ginnie Mae and other financial institutions, including Countrywide
Home Loans. We also trade securities issued by the U.S. Department of Treasury and other governmental
agencies.

Underwriting

Underwriting activities encompass the assumption of the risk of buying a new issue of securities from
the issuer and reselling the securities to investors, either directly or through dealers. Capital Markets
primarily underwrites mortgage-related debt securities. In return for assuming this risk, Capital Markets
earns an underwriting spread that is the difference between the amount paid to the issuer of securities and
the offering price to investors, net of expenses. The spread earned on each transaction may vary based
upon the nature of the market and the terms of the underwriting agreement. Capital Markets participates
in both competitive bid and negotiated underwritings. We underwrite for CHL and for third parties.

Brokering

Brokering activities include brokerage of residential mortgage loan transactions, brokerage of
mortgage servicing rights, advisory services and brokering of exchange traded futures contracts and
commodity options in an agent capacity. The brokerage of residential mortgage loans, mortgage servicing
rights and futures contracts can be between third parties or between CHL and third parties.

Origination and Sale of Commercial Mortgage Loans

Capital Markets originates and sells commercial mortgage loans. Commercial mortgages are
mortgages secured by commercial properties, such as apartment buildings, retail properties, offices,
industrial sites, hotels and other. These loans are significantly larger than residential mortgage loans. The
average loan balance of the commercial loans originated in 2005 was $15.2 million.

Asset Management

Asset management activities derive from the management of assets for the benefit of investors. This
may include managing a private equity fund, as well as collateralized debt and bond obligations. We
receive fees, including performance fees, for providing hese services. We may also share in the results of
the funds when we hold an investment interest in the fund.

Competition

The securities industry is both highly competitive and fragmented. In the mortgage securities market,
we compete with global investment banks as well as regional broker-dealers. We believe by leveraging the
strengths of Countrywide Home Loans and by specializing in the mortgage securities market, we can offer
information, products and services tailored to the unique needs of institutional customers, giving us an
advantage in the market. In contrast, many of our competitors offer a broader range of products and
services, which may place us at a competitive disadvantzge. However, by offering more non-residential
mortgage related products and services to the global institutional investor markets we believe this helps us
compete. '

For 2005, according to Inside MBS & ABS, we ranked fourth among Non-Agency MBS Underwriters.

Insurance Segment
Our Insurance Segment’s primary activities are:

« Offering property, casualty, life and credit insurance as an underwriter and as an insurance agency
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s Providing reinsurance coverage to primary mortgage insurers

We manage these activities through two business units—Balboa Life and Casualty Group and Balboa
Reinsurance Company.

Life and Casualty Operations

Life and Casualty operations include the operations of Balboa Life and Casualty Group, an insurance
underwriter/carrier, and Countrywide Insurance Services Group, an insurance agency.

Balboa Life and Casualty Group

We underwrite property, casualty, life and credit insurance in all 50 states and the District of
Columbia through our Balboa Life and Casualty Group. However, during October 2005, we filed a notice
with the Florida Office of Insurance Regulation to discontinue-underwriting voluntary homeowners and
renters insurance in Florida.

Balboa Life and Casualty Group offers the following insurance product lines:

o Lender-Placed Property and Auto—We offer lender-placed real-property hazard insurance and
lender-placed auto insurance. Such insurance is provided on behalf of auto and mortgage lenders
when borrowers fail to have agreed-upon insurance coverage in place to protect the lender’s
security interest. We also provide insurance tracking services, which alert a lender when there is a
lapse in a borrower’s insurance, for more than 17.2 million loans, including nearly 7.4 million loans
serviced within our Mortgage Banking Segment.

* Voluntary Homeowners and Auto—We underwrite retail homeowners and auto insurance and home
warranty plans for consumers. ;

¢ Life and Credit—We underwrite term life, credit life and credit disability insurance products.

Our retail insurance products are offered by select general insurance agents serving the consumer
market, including our Countrywide Insurance Services Group.

The Balboa Lifé and Casualty Group has received an “Excellent” rating from A.M. Best Company, an
insurance company rating and information service. The “Excellent” rating is defined by the A.M. Best
Company as having “an excellent ability to meet ongoing obligations to policyholders.”

Countrywide Insurance Services Group

Our Countrywide Insurance Services (“CIS”) Group operates an insurance agency that provides
consumers, in particular our mortgage customers, with homeowners insurance, life insurance, disability
insurance, automobile insurance and various other insurance products. CIS also operates a full-service
commercial insurance brokerage that offers a comprehensive menu of products and services to meet the
insurance needs of small, mid-size and large commercial businesses. The commercial insurance brokerage
distributes a wide array of competitively priced property & casualty and employee benefits programs in
specialty niche markets, including home builders, mortgage brokers and bankers, real estate brokers and
commercial property owners.

Balboa Reinsurance Company

We provide a mezzanine layer of reinsurance coverage for losses between minimum and maximum
specified amounts to the insurance companies that provide primary mortgage insurance (“PMI”) on loans
in our servicing portfolio. We provide this coverage with respect to substantially all of the loans in our
portfolio that are covered by PMI, which generally includes all conventional loans with an original loan

13




that receive high equity-equivalent treatment as a means of supplementing our capital base and supporting
our growth.

For a further discussion of our liquidity and capital management see the section in this Report
entitled “Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Liquidity and Capital Management.”

Interest Rate Risk

We typically bear interest rate risk from the time a loan application is taken through the sale of the
loan. Thereafter, we continue to bear interest rate risk related to the interests we retain in the loans sold,
which are typically in the form of mortgage servicing rights and residual securities, We also bear interest-
rate risk to the extent that our loan and securities investment portfolios’ yields change on a different basis
or at different times than the rates we pay on our borrowings. For a further discussion of our interest rate
risk and how this risk is managed, see the section in this Report entitled “Management’s Discussion and
Analysis of Financial Condition and Results of Operations—Quantitative and Qualitative Disclosures
About Market Risk.”

Credit Risk

When we securitize our mortgage loans we retain varying levels of credit risk. This credit risk arises
through representations and warranties that we make as part of our securitization activities, as well as
through retention of limited recourse for credit losses in the case of certain securitizations. For a further
discussion of our exposure to credit risk and how we nranage this risk, see the section in this Report
entitled “Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Credit Risk Management.” :

Operational Risk

Countrywide, like all large corporations, is exposed to many types of operational risk, including the
risk of fraud by employees or outsiders, unauthorized transactions by employees, or operational errors,
including clerical or record-keeping errors or those resulting from faulty or disabled computer or
telecommunications systems.

For a further discussion of our operational risk and how we manage this risk see the section in this
Report entitled “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Operational Risk.”

Regulationé , )
Regulations Applicable to Bank Holding Companies and Financial Holding Companies
General : '

We are a registered bank holding company under the Bank Holding Company Act, as amended (the
“BHC Act”). As such, we are subject to supervision and examination by the Board of Governors of the
Federal Reserve System (the “FRB”). The FRB has authority to issue cease and desist orders against bank
holding companies if it determines that their actions represent unsafe and unsound practices or violations
of law. The FRB is empowered to impose civil money penalties for violations of banking statutes and
regulations. Regulation by the FRB is primarily inténded to protect depositors of the Bank and the Bank
Insurance Fund of the Federal Deposit Insurance Corporation, not our shareholders or creditors.
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¢ Providing reinsurance coverage to primary mortgage insurers

We manage these activities through two business units—Balboa Life and Casualty Group and Balboa
Reinsurance Company.

Life and Casualty Operations

Life and Casualty operations include the op‘erations of Balboa Life and Casualty Group, an insurance
underwriter/carrier, and Countrywide Insurance Services Group, an insurance agency.

Balboa Life and Casualty Group

We underwrite property, casualty, life and credit insurance in all 50 states and the District of
Columbia through our Balboa Life and Casualty Group. However, during October 2005, we filed a notice

with the Florida Office of Insurance Regulation to discontinue underwriting voluntary homeowners and
renters insurance in Florida.

Balboa Life and Casualty Group offers the following insurance product lines:

o Lender-Placed Property and Auto—We offer lender-placed real-property hazard insurance and
lender-placed auto insurance. Such insurance is provided on behalf of auto and mortgage lenders
when borrowers fail to have agreed-upon insurance coverage in place to protect the lender’s
security interest. We also provide insurance tracking services, which alert a lender when there is a
lapse in a borrower’s insurance, for more than 17.2 million loans, including nearly 7.4 million loans
serviced within our Mortgage Banking Segment.

» Voluntary Homeowners and Auto—We underwrite retail homeowners and auto insurance and home
warranty plans for consumers.

e Life and Credit—We underwrite term life, credit life and credit disability insurance products.

Our retail insurance products are offered by select general insurance agents serving the consumer
market, including our Countrywide Insurance Services Group.

The Balboa Life and Casualty Group has received an “Excellent” rating from A.M. Best Company, an
insurance company rating and information service. The “Excellent” rating is defined by the A.M. Best
Company as having “an excellent ability to meet ongoing obligations to policyholders.”

Countrywide Insurance Services Group

Our Countrywide Insurance Services (“CIS”) Group operates an insurance agency that provides
consumers, in particular our mortgage customers, with homeowners insurance, life insurance, disability
insurance, automobile insurance and various other insurance products. CIS also operates a full-service
commercial insurance brokerage that offers a comprehensive menu of products and services to meet the
insurance needs of small, mid-size and large commercial businesses. The commercial insurance brokerage
distributes a wide array of competitively priced property & casualty and employee benefits programs in

specialty niche markets, including home builders, mortgage brokers and bankers, real estate brokers and
commercial property owners.

Balboa Reinsurance Company

We provide a mezzanine layer of reinsurance coverage for losses between minimum and maximum
specified amounts to the insurance companies that provide primary mortgage insurance (“PMI”) on loans
in our servicing portfolio. We provide this coverage with respect to substantially all of the loans in our
portfolio that are covered by PMI, which generally includes all conventional loans with an original loan
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amount in excess of 80% of the property’s appraised value. In return for providing this coverage, we earn a
portion of the PMI premiums.

Competition

The lender-placed insurance market is dominated by a small number of providers, competing on
policy terms and conditions, service, technological innovation, compliance capability, loan tracking ability
and commissions.

The homeowners, auto, term life, credit-life and credit-disability marketplaces are dominated by large,
well-known providers. Consumers select such insurance based on price, service, commissions and the
efficiency and effectiveness of marketing and underwriting operations.

We compete generally by providing high-quality service and pricing our products at competitive rates,
as well as by leveraging our residential mortgage loan customer base.

Global Operations Segment

The primary activities we conduct in our Global Cperations Segment include:

o Loan Processing and Subservicing—We provide mortgage loan application processing and mortgage
loan subservicing in the UK. Before December 23, 2005, this business was a joint venture between
Barclays, PLC (“Barclays”) and us. We held a majority interest in that venture. On December 23,
2005, we reached an agreement with Barclays to terminate the joint venture. The termination
agreement provides for the transfer of the Barc.ays mortgage business back to Barclays effective
February 1, 2006, for us to acquire Barclays’ interest in the venture, and for a three-year software
licensing agreement, which allows Barclays to use our global originations, servicing and arrears
management systems. We acquired Barclay’s interest in the joint venture on December 23, 2005.

In 2005, we processed more than 11.3 billion pcunds sterling ($20.3 billion) in loans, all of which are
subserviced for Barclays Bank, PLC, our joint venture partner until December 2005. At
December 31, 2005, Global’s subservicing portfolio was 59 billion pounds sterling ($102 billion).

¢ Offshore Services—We perform business process and technology services for various units of the
Company both in the U.S. and UK through our Mumbai, India service center.

s Valuation Services—We provide electronic resicential property valuation services to third parties in
the UK through a majority-owned joint venture.

Competition

Our competitors in this segment include direct lenders, business process outsourcers and technology
companies operating in Europe and India. We compete by leveraging Countrywide’s mortgage expertise
and our proprietary technology.

Financing of Operations

Uses of Financing

We have significant short-term and long-term financing needs. Our short-term financing needs arise
primarily from the following:

e Warehousing of mortgage loans pending sale
¢ Trading activities of our broker-dealer

» Providing mortgage warehouse credit to others
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Our long-term financing needs arise primarily from the following:
o Investments in mortgage loans

¢ Investments in MSRs and other interests that we retain when we securitize mortgage loans.

Sources of Financing
We meet our short- and long-term financing needs primarily through the following means:

o Unsecured commercial paper and medium-term notes

Short-term repurchase agreements

Asset-backed financings

Deposit-gathering

Federal Home Loan Bank advances

Retained earnings
¢ Revolving lines of credit.

We typically access the unsecured public corporate debt market by issuing commercial paper and
medium-term notes. At times, we may also issue subordinated debt, convertible debt and securities that
rating agencies credit with high equity-equivalency.

Our ongoing access to the public debt markets is dependent on a high credit rating. For the last
12 years, we have consistently maintained solid investment-grade ratings. To maintain investment-grade
ratings we must, among other considerations, maintain a high level of liquidity, including access to
alternative sources of funding such as committed bank stand-by lines of credit. We also must maintain a
conservative debt-to-equity ratio. Current credit ratings are as follows:

Countrywide Countrywide

Home Loans Financial Corporation
Rating Agency ‘ Short-Term  Long-Term  Short-Term  Long-Term
Standard & Poors............... ... o il A-1 A A-1 A
Moody’s Investors Service.................. P-2 A3 P-2 A3
Fitch ...... .o F1 A F1 A

We use short-term secured financing such as repurchase agreements and asset-backed commercial
paper conduits to finance a substantial portion of our mortgage loan inventory and securities trading
portfolio. Countrywide Bank finances its investments in mortgage loans primarily with a combination of
deposit liabilities and secured Federal Home Loan Bank advances.

We rely substantiaily on the secondary mortgage market as a source of long-term capital to support
our mortgage banking operations. Most of the mortgage loans that we produce in our Mortgage Banking
Segment are sold in the secondary mortgage market, primarily in the form of MBS and asset-backed
securities. 1

We ensure our ongoing access to the secondary mortgage market by consistently producing quality
mortgages and servicing those mortgages at levels that meet or exceed secondary mortgage market
standards. As described elsewhere in this document, we make significant investments in personnel and
technology to ensure the quality of our mortgage loan production.

Our primary source of equity capital is retained earnings. We supplement our equity capital with
$1.0 billion in trust-preferred securities that receive varying degrees of “equity treatment” from rating
agencies, bank lenders and regulators. From time to time, we may issue common stock or other securities
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that receive high equity-equivalent treatment as a means of supplementing our capital base and supporting
our growth.

For a further discussion of our liquidity and capital management see the section in this Report
entitled “Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Liquidity and Capital Management.”

Interest Rate Risk

We typically bear interest rate risk from the time a loan application is taken through the sale of the
loan. Thereafter, we continue to bear interest rate risk related to the interests we retain in the loans sold,
which are typically in the form of mortgage servicing rights and residual securities. We also bear interest-
rate risk to the extent that our loan and securities investment portfolios’ yields change on a different basis
or at different times than the rates we pay on our borrowings. For a further discussion of our interest rate
risk and how this risk is managed, see the section in this Report entitled “Management’s Discussion and
Analysis of Financial Condition and Results of Operations—Quantitative and Qualitative Disclosures
About Market Risk.”

Credit Risk

When we securitize our mortgage loans we retain varying levels of credit risk. This credit risk arises
through representations and warranties that we make as part of our securitization activities, as well as
through retention of limited recourse for credit losses in the case of certain securitizations. For a further
discussion of our exposure to credit risk and how we manage this risk, see the section in this Report
entitled “Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Credit Risk Management.” : :

Operational Risk

Countrywide, like all large corporations, is exposed to many types of operational risk, including the
risk of fraud by employees or outsiders, unauthorized transactions by employees, or operational errors,
including clerical or record-keeping errors or those resulting from faulty or disabled computer or
telecommunications systems.

For a further discussion of our operational risk and how we manage this risk see the section in this
Report entitled “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Operational Risk.”

Regulations
Regulations Applicable to Bank Holding Companies and Financial Holding Companies
General

We are a registered bank holding company under the Bank Holding Company Act, as amended (the
“BHC Act”). As such, we are subject to supervision and examination by the Board of Governors of the
Federal Reserve System (the “FRB”). The FRB has authority to issue cease and desist orders against bank
holding companies if it determines that their actions represent unsafe and unsound practices or violations
of law. The FRB is empowered to impose civil money penalties for violations of banking statutes and
regulations. Regulation by the FRB is primarily intended to protect depositors of the Bank and the Bank
Insurance Fund of the Federal Deposit Insurance Corpcration, not our shareholders or creditors.
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Limitation on Activities

The activities of bank holding companies and their subsidiaries are generally limited to the business of
banking, managing or controlling banks or furnishing or performing services for their subsidiaries, and
other activities that the FRB has determined to be so closely related to banking or managing or controlling
banks as to be a proper incident thereto. Under provisions of the BHC Act enacted as part of the Gramm-
Leach Bliley Act (the “GLB Act”), a bank holding company, all of whose controlled depository institutions
are “well capitalized” and “well managed” (as defined in federal banking regulations) and which obtains
“satisfactory” Community Reinvestment Act ratings, may elect to become a “financial holding company”
and engage in a broader range of activities. The Company is a financial holding company.

A financial holding company that desires to engage in activities that are financial in nature or
incidental to a financial activity but not previously authorized by the FRB must obtain approval from the
FRB before engaging in such activities. The BHC Act requires a bank holding company to obtain prior
approval of the FRB before making certain acquisitions.

If any subsidiary bank of a financial holding company ceases to be “well capitalized” or “well
managed,” the financial holding company will not be in compliance with the requirements of the BHC Act
regarding financial holding companies. If a financial holding company is notified by the FRB of such a
change in the ratings of any of its subsidiary banks, it must take certain corrective actions within specified
timeframes. -

If any subsidiary bank of a financial holding company receives a rating under the Community
Reinvestment Act of less than “satisfactory,” then the financial holding company is prohibited from
engaging in new activities or acquiring companies other than bank holding companies, banks or savings
associations until the rating is raised to “satisfactory” or better.

Regulatory Capital Requirements

The FRB has promulgated capital adequacy guidelines for use in its examination and supervision of
bank holding companies. If a bank holding company’s capital falls below minimum required levels, then
the bank holding company must implement a plan to increase its capital, and its ability to pay dividends
and make acquisitions of new bank subsidiaries may be restricted or prohibited.

To be classified as “adequately capitalized,” the FRB’s capital adequacy guidelines require that a bank
holding company maintain a Tier 1 Leverage ratio equal to at least 4.0% of its average total consolidated
assets, a Tier 1 Risk-Based Capital ratio equal to 4.0% of its risk-weighted assets and a Total Risk-Based
Capital ratio equal to 8.0% of its risk-weighted assets. To be classified as “well capitalized,” a bank holding
company is required to maintain a Tier 1 Leverage ratio of 5.0% or greater, a Tier 1 Risk-Based Capital
ratio of 6.0% or greater, and a Total Risk-Based Capital ratio of 10.0% or greater. On December 31, 2005,
the Company was in compliance with all of the FRB’s capital adequacy guidelines.

On December 31, 2005, the Company’s Leverage ratio was 6.3%, the Tier 1 Risked-Based Capital
ratio was 10.7% and Total Risk-Based Capital ratio was 11.7%.

The federal banking regulatory agencies are in the process of proposing revised capital standards that
would apply to all financial institutions that are not subject to the Basel II Accord, with the expressed
intention to align those standards more closely with those that would be applicable to Basel I1 institutions.
These standards would only apply to Countrywide if it is neither required to adopt, nor voluntarily elects to
adopt, the Basel I1 Accord. For a discussion of the Basel II Accord, see the section of this Report entitled
“Business-Regulation-Basel IT Capital Standards.”

17




Interstate Banking and Branching

Under the Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 (the “Riegle-Neal
Act”), a bank holding company is permitted to acquire the stock or substantially all of the assets of banks
located in any state regardless of whether such transaction is prohibited under the laws of any state. The
FRB will not approve an interstate acquisition if, as a result of the acquisition, the bank holding company
would control more than 10% of the total amount of insured deposits in the United States or would
control more than 30% of the insured deposits in the home state of the acquired bank. The 30% of insured
deposits state limit does not apply if the acquisition is the initial entry into a state by a bank holding
company or if the home state waives such limit. The Riegle-Neal Act also authorizes banks to merge across
state lines, thereby creating interstate branches. Banks are also permitted to acquire and to establish new
branches in other states where authorized under the laws of those states.

Under the Riegle-Neal Act, individual states may restrict interstate acquisitions in two ways. A state
may prohibit an out-of-state bank holding company from acquiring a bank located in the state unless the
target bank has been in existence for a specified minimum period of time (not to exceed five years). A state
may also establish limits on the total amount of insured deposits within the state which are controlled by a
single bank holding company, provided that such deposit limit does not discriminate against out-of-state
bank holding companies.

Source of Strength

FRB regulations require a bank holding company to serve as a source of financial and managerial
strength to its subsidiary banks. Under this “source of strength doctrine,” a bank holding company is
expected to stand ready to use its available resources to provide adequate capital funds to its subsidiary
banks during periods of financial stress or adversity, ard to maintain resources and the capacity to raise
capital that it can commit to its subsidiary banks. Furtkermore, the FRB has the right to order a bank
holding company to terminate any activity that the FRI3 believes is a serious risk to the financial safety,
soundness or stability of any subsidiary bank.

Regulations Applicable to Counnywide Bank
General

Countrywide Bank, N.A. (the “Bank”), a federally chartered bank, is subject to regulation and
examination by the Office of the Comptroller of the Currency (the “OCC”). The Bank is also regulated by
the Federal Deposit Insurance Corporation (the “FDIC”). The OCC is empowered to issue cease and
desist orders against the Bank if it determines that activities of the Bank represent unsafe and unsound
banking practices or violations of law. The OCC has the power to impose civil money penalties for
violations of banking statutes and regulations. Regulation by this agency is primarily intended to protect
the depositors of the Bank and the Bank Insurance Furd of the FDIC, not shareholders or other creditors

of the Company or the Bank,

Bank Regulatory Capital Requirements

The OCC has adopted minimum capital requirements applicable to national banks, which are similar
to the capital adequacy guidelines established by the FKB for bank holding companies. Federal banking
laws classify an insured financial institution in one of the following five categories, depending upon the
amount of its regulatory capital: well capitalized, adequately capitalized, undercapitalized, significantly
undercapitalized and critically undercapitalized. On December 31, 2005, the Bank was in compliance with
the OCC’s minimum capital requirements and satisfied the requirements to be classified as well
capitalized.
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The Bank must be well capitalized and well managed for the Company to remain a financial holding
company. On December 31, 2005, the Bank’s Leverage ratio was 7.3%, the Tier 1 Risked-Based Capital
ratio was 12.2% and Total-Risk Based Capital ratio was 12.5%.

Deposit Insurance and Assessments

As a result of the Federal Deposit Insurance Reform Act of 2005, the FDIC will use a risk-based
assessment system to determine assessment rates to be paid by member institutions such as the Bank. Until
new regulations are issued with respect to that system, FDIC assessments will continue to range from zero
cents to 27 cents per $100 of insured deposits based upon the level of an institution’s capital as well the
degree of supervisory concern over the institution. '

Limitations on Interest Rates and Loans to One Borrower

The rate of interest a bank may charge on certain classes of loans is limited by state and federal law.
At certain times in the past, these limitations have resulted in reductions of net interest margins on certain
classes of loans. Federal and state laws impose additional restrictions on the lending activities of banks.
The maximum amount that a national bank may loan to one borrower generally is limited to 15% of the
bank’s capital, plus an additional 10% for loans fully secured by readily marketable collateral, as such term
is defined in applicable regulation. '

Payment of Dividends

The Bank is subject to federal and state laws limiting the payment of dividends. Under the Federal
Deposit Insurance Act (“FDIA”), an FDIC-insured institution may not pay dividends while it is -
undercapitalized or if payment would cause it to become undercapitalized. The OCC also generally
prohibits the declaration of a dividend out of the capital and surplus of a bank.

Community Reinvestment Act

The Bank is subject to the Community Reinvestment Act (“CRA”) and implementing regulations.
CRA regulations establish the framework and criteria by which the bank regulatory agencies assess an
institution’s record of helping to meet the credit needs of its community, including low- and moderate-
income neighborhoods. CRA ratings are taken into account by regulators in reviewing certain applications
made by the Company and its banking subsidiaries.

Limitations on Transactions with Affiliates

Countrywide Financial Corporation and its non-bank subsidiaries are affiliates of the Bank within the
meaning of Sections 23A and 23B of the Federal Reserve Act and regulations promulgated thereunder.
Transactions between a bank and an affiliate are generally subject to the requirement that they be on
terms and conditions, including credit standards, substantially the same as, or at least as favorable to the
bank as, those prevailing at the time for comparable transactions with non-affiliates or, in the absence of
comparable transactions, on terms and conditions that would be offered to nonaffiliates. In addition,
certain transactions between a bank and an affiliate, such as asset purchases by a bank from an affiliate,
and bank extensions of credit to or for the benefit of an affiliate, are defined as “covered transactions,” and
are subject to quantitative limitations and more stringent qualitative restrictions, including but not limited
to collateralization and safety and soundness requirements.
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Other Banking Activities

The investments and activities of the Bank are also subject to regulation by federal banking agencies,
with respect to:

¢ Investments in subsidiaries

o Investments for the Bank’s account (including limitations on investments)
s Unsecured commercial paper and medium-term notes

o Loans to officers, Directors and their affiliates

e Security requirements

¢ Anti-tying limitations, anti-money laundering,

¢ Financial privacy and customer identity verification requirements
¢ Truth-in-lending

e The types of interest-bearing deposit accounts which it can offer
¢ Trust department operations

¢ Brokered deposits

o Audit requirements

¢ Issuance of securities

¢ Branching

e Mergers and acquisitions.

Regulations Applicable to Non-Bank Subsidiaries
General

As discussed below, the non-bank subsidiaries of the Company are subject to supervision and
examination by the FRB and may be subject to the supervision of, and regulation and licensure by, other
state and federal regulatory agencies. There are also a number of proposed and enacted federal, state and
local laws aimed at protecting a consumer’s privacy. Generally, privacy laws cover a wide range of issues
including limiting a company’s ability to share information with third parties or affiliates, providing
stronger identity theft protection, victim’s assistance programs and security breach notification, providing
the ability to avoid telemarketing solicitations through “do-not-call” lists, and limiting e-mail and fax
advertising. These laws also impose penalties for non-compliance.

Mortgage Banking Segment

Our mortgage banking business is subject to the rules, regulations or guidelines of, and/or
examination or investigation by, the following entities with respect to the processing, originating, selling
and servicing of mortgage loans:

o The Federal Reserve Board
e The Department of Housing and Urban Development (“HUD”)

o The Federal Housing Administration

The Department of Veteran Affairs

Fannie Mae, Freddie Mac and Ginnie Mae
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Office of the Comptroller of Currency
The Federal Home Loan Bank (“FHLB”)

e The Federal Trade Commission

State regulatory authorities and Attorneys General.

The rules, regulations and requirements of these entities, among other things, impose licensing
obligations on the Company or its subsidiaries; establish standards for advertising as well as processing;
underwriting and servicing mortgage loans and appraisal practices; prohibit discrimination; restrict certain
loan features in some cases; and fix maximum mterest rates and fees in some states.

As an FHA lender, we are required to submit to the FHA Commissioner, on an annual basis, audlted
financial statements, Ginnie Mae, HUD, Fannie Mae and Freddie Mac require the maintenance of
specified net worth levels (which vary among the entities). Our affairs are also subject to examination by
the Federal Housing Commissioner to assure compliance with FHA regulations, policies and procedures.

Mortgage origination activities are subject to the Fair Housing Act, Equal Credit Opportunity Act,
Truth-in-Lending Act, Home Mortgage Disclosure Act, the Real Estate Settlement Procedures Act and
the Home Ownership Equity Protection Act and the regulations promulgated under those statutes, as well
as other federal laws and other regulations. These laws prohibit discrimination, require the disclosure of
certain basic information to mortgagors concerning credit terms and settlement costs, prohibit referral fees
and require the maintenance and disclosure of information regarding the disposition of mortgage
applications based on race, gender, geographical distribution, income level and APR over certain
thresholds. We expect the publication of such information to lead to helghtened scrutiny of all mortgage
lenders’ loan pricing and underwriting practices.

Currently, there are a number of proposed and recently enacted federal, state and local laws and
regulations and guidance addressing responsible lending practices with respect to borrowers with
blemished credit or nontraditional mortgage products. In general, these laws and regulations would or will
impose new loan disclosure requirements; restrict or prohibit certain loan terms, fees and charges such as
prepayment penalties; may require borrower counseling; and increase penalties for non-compliance. Due
to our lending practices, we do not believe that the existence of, or compliance with, these laws and
regulations would have a material adverse impact on our business. '

However, there can be no assurance that more restrictive laws, rules and regulations will not be
adopted in the future or that the existing laws, rules and regulations will not be applied in a manner that
may adversely impact our business or make compliance more difficult or expensive.

Capital Markets Segment

Securities broker-dealer operations are subject to federal and state securities laws, as well as the
rules of the United States Securities and Exchange Commission, the National Association of Securities
Dealers, Inc., Financial Services Agency of Japan, Financial Services Authority of the United Kingdom,
the National Futures Association and the Commodities and Futures Trading Commission. State and
federal securities laws govern many aspects of the broker-dealer’s business, including the maintenance of
required levels of net capital, the establishment of segregated cash accounts for the benefit of customers,
the monthly and annual reporting of operating and financial data to regulators, the approval and
documentation of trading activity, the retention of records and the governance of the manner in which
business may be conducted with customers.

Insurance Segment

The Company, by virtue of its ownership of insurance companies, is a member of an insurance holding
company group pursuant to the provisions of the insurance holding company acts (collectively the

21




“Holding Company Acts”). The insurance company entities are subject to the various state insurance
departments’ broad regulatory, supervisory and administrative powers. These powers relate primarily to:
the standards of capital and solvency which must be met and maintained; the licensing of insurers and their
agents; the nature and limitation of insurers’ investments; the approval of rates, rules and form; the
issuance of securities by insurers; periodic examinations of the affairs of insurers; and the establishment of
reserves required to be maintained for unearned premiums, losses and other purposes.

Pursuant to the Holding Company Acts, the Company must provide state insurance departments with
certain financial information. In addition, certain transactions specified by the Holding Company Acts may
not be effected without the prior notice and/or approval of the applicable insurance department. Examples
of transactions that may require prior approval include, but are not limited to, sales, purchases, exchanges,
loans and extensions of credit, and dividends and investments between the insurance company entity and
other entities within the holding company group.

Global Operations

The mortgage loan application processing and servicing business of our Global Operations Segment is
regulated by the Financial Services Authority in the United Kingdom.

Taxation

Countrywide files a consolidated federal income tax return and a combined income tax return in
California and certain other states. Additional income tax returns are filed on a separate entity basis in
various other states and localities.

Deferred taxes are provided for the future tax effects of temporary differences between the book and
tax basis of assets and liabilities. The Company’s primary temporary difference relates to its investment in
mortgage servicing rights retained upon the sale of mortgage loans. According to the Internal Revenue
Code and related administrative guidance, substantiaily all of the Company’s gain on sale of loans is
recognized in future periods as servicing fee income is earned.

Countrywide is generally subject to California’s higher income tax rate for financial corporations in
lieu of having to pay certain state and local personal property and other taxes that are paid by non-
financial corporations. The statutory financial corporation tax rate was 10.84% for both 2005 and 2004.

The Company apportions taxable income to the various states in which it does business based on its level of
business activity in those states, which is determined primarily by reference to payroll costs, revenues and
property (including loans outstanding). Among the many factors that the Company considers in
determining where to conduct its business activities are prevailing state income tax rates.

As a matter of course, the Company is regularly audited by federal, state and other tax authorities.
The Internal Revenue Service has examined Countrywide’s tax returns for tax years through 2002, and is
currently examining 2003 and 2004. The Company is not currently under examination by the California
Franchise Tax Board, which has audited tax years through 2001. Management believes it has adequately
provided for probable tax liabilities that may be assessed for years in which the statute of limitations
remain open.

Future Legislation

Various legislation, including proposals to change substantially the financial institution regulatory
system, is from time to time introduced in Congress. This legislation may change banking statutes and the
operating environment of the Company in substantia_ and unpredictable ways. If enacted, this legislation
could increase or decrease the cost of doing business, limit or expand permissible activities or affect the
competitive balance among banks, savings associations, credit unions and other financial institutions. We
cannot predict whether any of this potential legislation will be enacted and, if enacted, the effect that it, or
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any implementing regulations, could have on the Company’s business, results of operations or financial
condition.

Basel I Capital Standards

We may be required to comply with, or decide to adopt, certain new capital and other regulatory
requirements proposed by the Basel Committee on Banking Supervision. These proposed requirements,
which are often referred to as the Basel IT Accord, would, among other things, modify the capital charge
applicable to credit risk and incorporate a capital charge for operational risk. The Basel IT Accord also
places greater reliance on market discipline than current standards. We have not yet determined whether
to adopt to the Basel IT Accord. The Basel II standards will be mandatory with respect to banking
organizations with total banking assets of $250 billion or more or total on-balance-sheet foreign exposure
of $10 billion or more. ‘

If we choose to opt in, Countrywide Financial Corporation will be required to implement advanced
measurement techniques employing internal estimates of certain key risk drivers to derive capital
requirements. Prior to our implementation of the new capital regime, we will be required to demonstrate
to our primary federal regulators that our measurement approaches meet relevant supervisory standards.
Although opting into Basel II may require us to meet more onerous computational requirements, we
believe it may provide a more favorable capital treatment with respect to home loans. U.S. regulators have
proposed an effective date of January 1, 2008 with a gradual phase-in schedule. If Countrywide Financial
Corporation adopts Basel II, voluntarily or mandatorily, the Basel II Accord requirements would replace
existing risk-based capital requirements, but not the leverage capital requirements imposed under U.S. law
and regulation.

The references in the foregoing discussion to various aspects of statutes and regulations are
summaries which do not purport to be complete and which are qualified in their entirety by reference to
the actual statutes and regulations.

Workforce

At December 31, 2005, we had a workforce of 54,456, including regular employees and temporary
staff, engaged in the following activities:

‘ Workforce
Mortgage Banking:
Loan Production:
Consumer Markets Division . . .......ovvvvnon. s e 16,488
Wholesale Lending Division. .. ... e e 4,268
Correspondent Lending DiviSION. . . .. ..t vveui it 2,331
Full Spectrum Lending Division. . ... .. ..o e 7,532
Production Technology . ....... PR P R 1,213
Total Loan Production. ... ... 31,832
L0aN SeIVICII g . . oo ottt e e 7,923
Loan Closing SEIVICES .. vuv vttt et e 1,648
Banking..................... SO 2,078
Capital Markets. . ... ..ot e e 683
IOSUTAIICE .« . ot tie ettt et et e et et et e e e et e e e 2,100
Global OpPerations. . . . ... vttt e e 3,251
Corporate Administrationand Other ........... ... . i i 4,941
5 1 PP 54,456
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Other than certain Global Home Loans employees who are represented by an independent trade
union in the United Kingdom, none of our employees are represented by a collective bargaining agent.

Additional Information

Countrywide Financial Corporation was incorporited in New York on March 14, 1969, and on
February 6, 1987, was reincorporated in Delaware. The Company was originally named OLM Credit
Industries, Inc., and has also been known as Countryw.de Credit Industries, Inc.

Loan Production Tables
The following table presents our consolidated loan production by loan type for the periods indicated:

Consolidated Mortgage Loan Production

Ten Months
) Ended
Years Ended December 31, December 31,
2005 _ 2004 2003 2002 2001
(dollars in millions, except average loan amount)
Conventional Conforming Loans
NumberofLoans ............... 809,630 846,395 1,517,743 999,448 504,975
Volumeof Loans. ............... $ 167,675 § 138,845 § 235,868 $§ 150,110 $ 76,432
Percent of Total Dollar Volume . 33.9% 38.2% 54.2% 59.6% 61.7%
Conventional Non-conforming Loans :
NumberoflLoans ............... 826,178 509,711 554,571 277,626 137,593
Volume of Loans. ............... $ 225217 $ 140,580 $ 136,664 $ 61,627 $ 22,209
Percent of Total Dollar Volume . 45.5% 38.7% 31.4% 24.5% 17.9%
Nonprime Mortgage Loans
NumberofLoans ............... 278,112 250,030 124,205 63,195 43,359
Volume ofLoans. ............... $ 44,637 $ 39441 $ 19,827 $ 9421 § 5,580
Percent of Total Dollar Volume . 9.0% 10.9% 4.6% 3.7% 4.5%
Prime Home Equity Loans
NumberofLoans ............... 683,887 587,046 453,817 316,049 164,503
Volumeof Loans................ $ 42,706 $ 30,893 § 18103 $ 11,650 $ 5,639
Percent of Total Dollar Volume . 8.6% 8.35% 4.2% 4.6% 4.5%
FHA/VA Loans
NumberofLoans ............... 80,528 105,562 196,063 - 157,626 118,734
Volumeof Loans. ............... $ 10,712 $ 13247 $§ 24,402 §$ 19,093 $ 14,109
Percent of Total Dollar Volume . 2.2% 3.6% 5.6% 7.6% 11.4%
Commercial Real Estate Loans
NumberofLoans ............... 258 30 — — —
Volume of Loans. ............... $ 3925 § 358 — — —
Percent of Total Dollar Volume . 0.8% 0.1% 0.0% 0.0% 0.0%
Total Loans
NumberofLoans ............... 2,678,593 2,298,774 2,846,399 1,813,944 969,164
Volumeof Loans. ............... $ 494,872 $ 363,364 $ 434,864 $ 251,901 $123,969
Average Loan Amount(1)........ $ 183,000 $ 158,000 $ 153,000 $ 139,000 $128,000
Non-Purchase Transactions(2). ... 53% 51% 72% 66% 63%
Adjustable-Rate Loans(2)........ 52% 52% 21% 14% 12%

(1) Excludes commercial real estate loans.

(2) Percentage of total loan production based on dolla: volume.




The following table presents our Mortgage Banking loan production by loan type:

Conventional Conforming Loans

NumberofLoans ................
Volume of Loans. ................
Percent of Total Dollar Volume .

Conventional Non-conforming Loans

NumberofLoans ................
VolumeofLoans. ................
Percent of Total Dollar Volume .

Nonprime Mortgage Loans

Numberofloans ................
VolumeofLoans.................
Percent of Total Dollar Volume .

Prime Home Equity Loans

NumberoflLoans ................
Volume of Loans.................
Percent of Total Dollar Volume .

FHA/VA Loans

NumberofLoans ................
VolumeofLoans.................
Percent of Total Dollar Volume .

Total Loans

Numberofloans ................
Volumeof Loans. ................
Average Loan Amount ...........

Mortgage Banking Loan Production

Ten Months
Ended
Years Ended December 31, December 31,
2005 2004 2003 2002 2001
(dollars in millions, except average loan amount)

766,613 821,932 1,509,721 993,243 504,435

$ 157,271 $ 133,852 $ 234455 $ 148941 $ 76,356
36.8% 42.1% 58.9% 61.5% 63.1%

712,270 430,362 492,512 265,972 136,898

$ 186,526 $ 114,315 $ 111,661 $ 57,041 § 21,935
43.6% 36.0% 28.0% 23.5% 18.1%

254,172 218,821 95,062 . 43,938 26,347

$ 40,080 § 33481 $ 15525 $ 6,590 $ 3,418
. 9.3% 10.5% 3.9% 2.7% 2.8%

492,586 391,967 292,171 290,285 164,495

'$ 33334 § 23351 $ 12,268 .8 10,848 § 5,639
7.8% 7.4% 3.1% 4.5% 4.7%

80,445 102,207 196,058 157,359 117,590

$ 10,69 $ 12812 § 24401 $ 19,017 $ 13,654
2.5% 4.0% 6.1% 7.8% 11.3%

2,306,086 1,965,289 2,585,524 1,750,797 949,765

$ 427916 $ 317,811 $ 398310 §$ 242437 $121,002

$ 186,000 $ 162,000 $ 154,000 $ 138,000 $127,000
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The following table presents our Correspondent Lending Division mortgage loan production by loan

type:
Correspondent Lending Division Loan Production
Ten Months
Ended
Years Ended December 31, December 31,
2005 2004 2003 2002 2001
(dollars in millions, except average loan amount)
Conventional Conforming Loans
NumberofLoans .................... 462,572 422,505 847,914 484,795 159,752
Volume of Loans. ............ e $ 95105 § 72411 $ 139,569 §$ 77,503 $ 28,344
Percent of Total Dollar Volume ... .. 48.3% 54.2% 71.6% 70.8% 66.7%
Conventional Non-conforming Loans
NumberofLoans ...........covvvvnn. 306,570 153,036 151,248 74,051 48,453
VolumeofLoans..................... $ 80,695 $ 40,781 $§ 34,525 $ 16,188 $§ 5,390
Percent of Total Dollar Volume .. ... 40.9% 30.5% 17.7% 14.8% 12.7%
Nonprime Mortgage Loans
NumberofLoans .................... 62,420 62,895 26,836 13,590 7,117
VolumeofLoans.............c.ovvnn. $ 10,055 § 9446 §$ 4110 $§ 1869 $ 867
Percent of Total Dollar Volume .. ... 51% 7.1% 2.1% 1.7% 2.0%
Prime Home Equity Loans
NumberofLoans .................... 85,471 69,769 31,279 44,709 33,489
Volume of Loans. .. ...ovvvernnnnnn. $ 5401 $ 3916 § 1,542 § 1873 § 1235
Percent of Total Dollar Volume .. ... 27% 2.9% 0.8% 1.7% 2.9%
FHA/VA Loans
NumberofLoans ..............c.co.... 41,928 52,752 115,182 03,932 53,638
VolumeofLoans...........c.ccvvvunn. $ 58«8 $ 7,034 §$ 15202 $ 12,041 $ 6,666
Percent of Total Dollar Volume .. ... 3.0% 5.3% 7.8% 11.0% 15.7%
Total Loans
Numberofloans .................... 958,961 760,957 1,172,459 711,077 302,449
VolumeofLoans..............c..c.... $197,104 $133,588 $§ 194,948 $109,474 § 42,502
Average Loan Amount ............... $206,000 $176,000 $ 166,000 $154,000 $141,000




The following table presents our

Conventional Conforming Loans
Numberof Loans ...............
Volume of Loans. ...............

Percent of Total Dollar Volume

Conventional Non-conforming Loans

NumberofLoans ...............

Percent of Total Dollar Volume
Nonprime Mortgage Loans
NumberofLoans ...............
Volumeof Loans................
Percent of Total Dollar Volume
Prime Home Equity Loans
NumberofLoans ...............
Volume of Loans. ...............
Percent of Total Dollar Volume
FHA/VA Loans
Numberof Loans ...............
Volume of Loans................
Percent of Total Dollar Volume
Total Loans
NumberofLoans ...............
Volumeof Loans................
Average Loan Amount ..........

Consumer Markets Division mortgage loan production by loan type:

Consumer Markets Division’s Mortgage Loan Production

Ten Months
Ended
Years Ended December 31, December 31,

2005 2004 2003 2002 2001
: (dollars in millions, except average loan amount)

....... 155,739 230,994 355,790 259,738 172,797
....... $ 33,721 '$ 34,852 §$ 48,864 § 35167 $ 23,761
....... 29.0% 36.4% 46.9% 56.5% 63.6%

....... 243,803 157,543 183,711 74,447 32,136
....... $ 60,771 $ 40,859 $ 39,515 $ 15451 $ 5,338
....... 522% 42.7% 37.9% 24.9% 14.3%

e 1,608 408 217 138 6
....... $ 152 % 16 § 8 S 5 % 1
e 0.1% 0.0% 0.0% 0.0% 0.0%

....... 233,804 258,985 213,732 159,792 92,134
....... $ 17,661 $ 15003 S 8,167 $ 5408 § 2,841
....... 15.2% 15.8% 7.8% 8.7% 7.6%

....... 32,473 42,311 | 69,422 56,905 50,348
....... $ 4094 $ 4889 $ 7662 $§ 6,158 $ 5416
....... ©35% 51% 7.4% 9.9% 145%

....... 667,427 690,241 822,872 551,020 347,421

....... $116,399 $ 95,619 $104216 §$ 62,189 $ 37,357
....... $174,000 $139,000 $127,000 $113,000 $108,000
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The following table presents Wholesale Lending Division mortgage loan production by loan type:

Conventional Conforming Loans
NumberofLoans ...............
Volume of Loans. ...............

Percent of Total Dollar Volume

Conventional Non-conforming Loans
NumberofLoans ...............
Volume of Loans. ...............

Percent of Total Dollar Volume

Nonprime Mortgage Loans
NumberofLoans ...............
Volume of Loans. ...............

Percent of Total Dollar Volume

Prime Home Equity Loans
NumberofLoans ...............
Volume of Loans................

Percent of Total Dollar Volume

FHA/VA Loans
Numberofloans ...............
Volumeof Loans................

Percent of Total Dollar Volume

Total Loans
NumberofLoans ...............
Volume of Loans................
Average Loan Amount ..........

Wholesale Lending Division Loan Production

Ten Months
Ended
Years Ended December 31, December 31,
2005 2004 2003 2002 2001

(dollars in millions, except average loan amount)

....... 123954 156,658 301,260 248,089 171,658
....... $ 24,098 $ 24985 $ 45415 $ 36,190 § 24,224
....... 29.9% 34.3% 49.8% 53.9% 61.6%

....... 126,805 112,755 153,781 116,146 56,161
....... '$ 37,115 $ 31,363 $ 37,041 $ 25214 $ 11,185
....... 46.0% 43.1% 40.6% 37.5% 28.5%

....... 94,646 77,985 29,094 9,627 6,971
S $ 15203 $ 11,825 $ 5,004 $ 1,639 $ 841
....... 18.8% 16.2% 5.5% 2.4% 21%

....... 37,193 52,781 41,874 82,465 37,370
....... $ 3490 $ 3786 $ 2214 § 3327 § 1490
....... 4.3% 52% 2.4% 5.0% 3.8%

....... 6,024 7,144 11,454 6,522 13,604
....... $ 754 $ 889 § 1537 $§ 818 § 1,572
....... 1.0% 1.2% 1.7% 1.2% 4.0%

....... 388,622 407,323 537,463 462,849 285,764

....... $ 80,660 $ 72,848 § 91,211 $ 67,188 §$ 39,312
....... $208,000 $179,000 $170,000 $145,000 $138,000
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The following table presents our Full Spectrum Lending Division mortgage loan production by loan
type:

Full Spectrum Lending Division Loan Production

Ten Months
} Ended
Years Ended December 31, December 31,
2005 2004 2003 2002 2001

(dollars in millions, except average loan amount)
Conventional Conforming Loans

NumberofLoans ................... 24,328 11,775 4,757 621 228
Volumeof Loans. ................... $ 4344 § 1604 § 607 $ 81 § 27
Percent of Total Dollar Volume . ... 16.9% 10.2% 7.7% 2.3% 1.5%
Conventional Non-conforming Loans ‘
Numberof Loans ................... 27,668 7,028 3772 1,328 148
Volumeof Loans.................... $ 5619 $ 1312 § 580 $ 188 § 22
Percent of Total Dollar Volume .... 21.9% 8.3% 7.3% 5.2% 1.2%
Nonprime Mortgage Loans
NumberofLoans ................... 95,498 77,533 38,915 20,583 12,253
Volumeof Loans. ................... $ 14,679 $ 12,194 § 6,403 $ 3,077 § 1,709
Percent of Total Dollar Volume .. .. 57.2% 77.4% 80.7% 85.8% 93.3%
Prime Home Equity Loans .
Numberof Loans ................... 16,665 10,432 5,286 3,319 1,502
Volume of Loans. . .................. $ 1028 $ 646 $ 345 § 240 § 73
Percent of Total Dollar Volume .. .. 4.0% 4.1% 4.3% 6.7% 4.0%
FHA/VA Loans
Number of Loans ................... . — — — — —
Volume of Loans.................... — — — — —
Percent of Total Dollar Volume .. .. 0.0% 0.0% 0.0% 0.0% 0.0%
Total Loans
NumberofLoans ................... 164,159 106,768 52,730 25,851 14,131
Volume of Loans. ................... $ 25670 §$ 15756 $ 7,935 § 358 § 1,831
Average Loan Amount .............. $156,000 $148,000 $150,000 $139,000 $130,000
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The following table presents our Countrywide Bank production of loans for sale in our Mortgage
Banking Segment by loan type:

Countrywide Bank Mortgage Banking Loan Production

Ten Months
Ended
Years Ended December 31, December 31,
2005 2004 2003 2002 2001

(dollars in millions, except average loan amount)
Conventional Conforming Loans

NumberofLoans ........................... 20 — — — —
Volume of Loans. . ........c.ovvviviiiinnnnnnn. $ 3 — — — —
Percent of Total Dollar Volume ............ 0.0% 00% 00% 00% 0.0%
Conventional Non-conforming Loans
NumberofLoans ...............coviee.... 7,424 — — — —
Volumeofloans...........ccoviiiiniain., $ 2326 — — — —
Percent of Total Dollar Volume ............ 288% 00% 0.0% 0.0% 0.0%
Nonprime Mortgage Loans
NumberofLoans ..............coii.t. — — — — —
VolumeofLoans. ..........cviieiinininn.. — — — — —
Percent of Total Dollar Volume ............ 00% 00% 00% 0.0% 0.0%
Prime Home Equity Loans
NumberofLoans ..........covveevian.. 119,453 — — — —
Volumeof Loans. . ....covvi v iin i, $ 5,754 — — _— _
Percent of Total Dollar Volume ............ M12% 00% 00% 00% 0.0%
FHA/VA Loans

NumberofLoans ............ .o, — — — — _
Volume of Loans. .......covvv i, — — — _
Percent of Total Dollar Volume ............ 0.0% 0.0% 0.0% 0.0% 0.0%

Total Loans
NumberofLoans .........c.coiiiiiin... 126,897 — — — —
Volume of Loans. . ....vvvvviieiiieiniinnn. $ 8083 — — — —

Average Loan Amount ...............ooouv. $ 64000 — — — —




The following table presents our Capital Markets mortgage loan production by loan type, which
consists of mortgage loans managed on behalf of Countrywide Home Loans:

Capital Markets Mortgage Loan Production

Ten Months
Ended
Years Ended December 31, December 31,
2005 2004 2003 2002 2001

(doltars in millions, except average loan amount)
Conventional Conforming Loans

NumberofLoans ................... 37,208 19,481 7,818 5,910 540

Volumeof Loans. ................... $ 9,020 $ 4083 § 1342 $ 1,038 $ 76
Percent of Total Dollar Volume . ... 36.1% 22.1% 6.0% 12.0% 2.6%
Conventional Non-conforming Loans
NumberofLoans ................... 19,190 17,730 37,466 11,654 695
Volume of Loans. ................... $ 7364 $ 7,327 $ 16,267 $ 4586 § 274
Percent of Total Dollar Volume . ... 29.5% 39.7% 73.3% 53.0% 9.2%
Nonprime Mortgage Loans
Numberofloans ................... 23,940 31,209 29,143 19,257 17,012
Volume of Loans. . ....oovevvvvvnnnnn. $ 4548 $ 5960 $ 4302 § 2,831 § 2162
Percent of Total Dollar Volume . . .. 18.2% 32.3% 19.4% 32.6% 72.9%
Prime Home Equity Loans _
NumberofLoans ............... .... 1,407 2,440 6,228 3,037 8
Volume of Loans.................... $ 80 $§ 274 § 288 § 128 —
Percent of Total Dollar Volume .. .. 0.3% 1.5% 1.3% 1.5% 0.0%
FHA/VA Loans
Numberofloans ................... 83 3,355 5 267 1,144
VolumeofLoans. ................... $ 16 § 435 § . 1 93 76 $ 455
Percent of Total Dollar Volume .. .. 0.2% 2.4% 0.0% 0.9% 15.3%
Commercial Real Estate Loans ' ‘
NumberofLoans ................... 258 30 — — —
Volume of Loans. ................. . % 3925 § 358 — — —
Percent of Total Dollar Volume .. .. 15.7% 2.0% 0.0% 0.0% 0.0%
Total Loans ‘
NumberofLoans ................... 82,086 74,245 80,660 40,125 19,399
Volumeof Loans. ................... $ 24953 § 18437 § 22200 $ 8659 $§ 2967
Average Loan Amount(1)............ "$257,000 $244,000 $275,000 $216,000 $153,000

(1) Excludes commercial real estate loans
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The following table presents our mortgage loan production for our Banking Operations by loan type:

Banking Operations Mortgage Loan Production

Ten Months
Ended
Years Ended December 31, December 31,
2005 2004 2003 2002 2001
(dollars in millions, except average loan amount)
Conventional Conforming Loans '
NumberofLoans ..................... 5,809 4,982 204 295 —
Volume of Loans. . ........o.covvvnn... $ 1,384 $ 910 $ 71§ 131 —
Percent of Total Dollar Volume . ..... ‘ 3.3% 3.4% 0.5%  163% 0.0%
Conventional Non-conforming Loans ‘
NumberofLoans ..................... 94,718 61,619 24,593 — —
Volume of Loans. ..................... $ 31,327 $ 18,938 §$§ 8,736 — —
Percent of Total Dollar Volume ...... 74.6% 69.8% 60.9% 0.0% 0.0%
Nonprime Mortgage Loans
NumberofLoans ..................... —_ — — —_ —
VolumeofLoans. .............cocvun... —_ — —_ — —
Percent of Total Dollar Volume ...... 0.0% 0.0% 0.0% 0.0% 0.0%
Prime Home Equity Loans ,
NumberofLoans ...........couvuunn.. 189,894 192,639 155,418 22,727 e
Volumeof Loans. ........covvvivnnnnn. $ 9,292 $§ 7268 $ 5547 $ 674 —
Percent of Total Dollar Volume ...... 22.1% 26.8% 38.6% 83.7% 0.0%
FHA/VA Loans
NumberofLoans .........covvvevnnn.. — — — —_ —
Volumeofloans...................... —_ —_ — — —
Percent of Total Dollar Volume . ..... 0.0% 0.0% 0.0% 0.0% 0.0%
Total Loans
Numberof Loans ..................... 290,421 259,240 180,215 23,022 —
VolumeofLoans. ..................... $ 42003 $ 27,116 $ 14354 $ 805 —
Average Loan Amount ................ . $145,000 $105,000 . $ 80,000 $35,000 0.0%

Item 1A. Risk Factors
Forward-Looking Statements
Factors That May Affect Our Future Results ’

We make forward-looking statements in this Report and in other reports we file with the SEC. In
addition, we make forward-looking statements in press releases and our management may make forward-
looking statements orally to analysts, investors, the media and others. Generally, forward-looking
statements include:

» Projections of our revenues, income, earnings per share, capital structure or other financial items
¢ Descriptions of our plans or objectives for future operations, products or services

» Forecasts of our future economic performance, interest rates, profit margins and our share of future
markets '

¢ Descriptions of assumptions underlying or relating to any of the foregoing

Forward-looking statements give management’s expectation about the future and are not guarantees.
Words like “believe,” “expect,” “anticipate,” “promise,” “plan” and other expressions or words of similar
meanings, as well as future or conditional verbs such as “will,” “would,” “should,” “could,” or “may” are
generally intended to identify forward-looking statements. There are a number of factors, many of which
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are beyond our control, that could cause actual results to differ significantly from management’s
expectations. Some of these factors are discussed below.

Readers are cautioned not to place undue reliance on forward-looking statements. Forward-looking
statements speak only as of the date they are made. We do not undertake to update them to reflect
changes that occur after the date they are made.

General business, economic, market and political conditions may significantly affect our earnings

Our business and earnings are sensitive to general business and economic conditions in the United
States. These conditions include short-term and long-term interest rates, inflation, fluctuations in both
debt and equity capital markets, and the strength of the U.S. economy, as well as the local economies in
which we conduct business. If any of these conditions worsen, our business and earnings could be adversely
affected. For example, a rising interest rate environment could decrease the demand for loans; or, business
and economic conditions that negatively impact household incomes could decrease the demand for our
home loans and increase the number of customers who become delinquent or default on their loans. The
risk of borrower default becomes more important to our business as our portfolio of loans held for
investment continues to grow.

In addition, our business and earnings are significantly affected by the fiscal and monetary policies of
the federal government and its agencies. We are particularly affected by the policies of the Federal
Reserve Board, which regulates the supply of money and credit in the United States, The Federal Reserve
Board’s policies influence the size of the mortgage origination market, which significantly impacts the
earnings of our Loan Production Sector and the value of our investment in MSRs and other retained
interests. The Federal Reserve Board’s policies also influence the yield on our interest-earning assets and
the cost of our interest-bearing liabilities. Changes in those policies are beyond our control and difficult to
predict and can have a material effect on the Company s business, results of operations and financial
condition.

Political conditions can also impact our earnings. Acts or threats of war or terrorism, as well as actions
taken by the U.S. or other governments in response to such acts or threats, could impact business and
economic conditions in the United States.

The volatility of our mortgage banking business may significantly affect our earnings

The level and volatility of interest rates significantly affect the mortgage banking industry. For
example, a decline in mortgage rates generally increases the demand for home loans as borrowers
refinance, but also generally leads to accelerated payoffs in our mortgage servicing portfoho which
negatively impacts the value of our MSRs.

We attempt to manage interest rate risk in our mortgage banking business primarily through the
natural counterbalance of our loan production and servicing operations. In addition, we also use
derivatives extensively in order to manage the interest rate, or price risk, inherent in our assets, liabilities
and loan commitments. Our main objective in managing interest rate risk is to moderate the impact of
changes in interest rates on our earnings over time. Our interest rate risk management strategies may
result in significant earnings volatility in the short term. The success of our interest rate risk management
strategy is largely dependent on our ability to predict the earnings sensitivity of our loan servicing and loan
production operations in various interest rate environments. There are many market factors that impact
the performance of our interest rate risk management activities including interest rate volatility, the shape
of the yield curve and the spread between mortgage interest rates and Treasury or swap rates. The success
of this strategy impacts our net income. This impact, which can be either positive or negative, can be
material.
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Our accounting policies and methods are fundamental to how we report our financial condition and results
of operations, and they may require management to make estimates about matters that are inherently
uncertain

We have identified several accounting policies as being “critical” to the presentation of our financial
condition and results of operations because they require management to make particularly subjective or
complex judgments about matters that are inherently uncertain and because of the likelihood that
materially different amounts would be recorded under different conditions or using different assumptions.
These critical accounting policies relate to our gain from sale of loans and securities, valuation of retained
interests and interest rate management activities. Because of the inherent uncertainty of the estimates
associated with these critical accounting policies, we cannot provide any assurance that we will not make
significant subsequent adjustments to the related amounts recorded. For more information, please refer to
the “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Critical
Accounting Policies” section in this Report.

The financial services industry is highly competitive

We operate in a highly competitive industry that could become even more competitive as a result of
economic, legislative, regulatory and technological changes. Competition for mortgage loans comes
primarily from large commercial banks and savings institutions. Many of our competitors have fewer
regulatory constraints. For example, national banks and federal savings and loan institutions are not
subject to certain state laws and regulations targeted at predatory lending practices and we could be at a
competitive disadvantage with respect to fulfilling legitimate nonprime credit opportunities. Another
competitive consideration is that other companies have lower cost structures and others are less reliant on
the secondary mortgage market for funding due to their greater portfolio lending capacity.

We face competition in such areas as mortgage product offerings, rates and fees, and customer
service, both at the retail and institutional level. In addition, technological advances and heightened
e-commerce activities have increased consumers’ accessibility to products and services generally. This has
intensified competition among banking as well as nonbanking companies in offering financial products and
services, with or without the need for a physical presence.

Negative public opinion could damage our reputation and adversely impact our earnings

Reputation risk, or the risk to our business, earnings and capital from negative public opinion, is
inherent in our business. Negative public opinion can result from our actual or alleged conduct in any
number of activities, including lending practices, corporate governance and acquisitions, and from actions
taken by government regulators and community organizations in response to those activities. Negative
public opinion can adversely affect our ability to keep and attract customers and employees and can expose
us to litigation and regulatory action. Because virtually all of our businesses operate under the
“Countrywide” brand, actual or alleged conduct by one business can result in negative public opinion
about other Countrywide businesses. Although we take steps to minimize reputation risk in dealing with
our customers and communities, as a large diversified financial services company with a relatively high
industry profile, this risk will always be present in our organization.

Changes in regulations could adversely affect our business

We are heavily regulated by banking, mortgage lending and insurance laws at the federal, state and
local levels, and proposals for further regulation of the financial services industry are continually being
introduced. We are subject to many other federal, state and local laws and regulations that affect our
business, including those regarding taxation and privacy. Congress and state legislatures, as well as federal
and state regulatory agencies, review such laws, regulations and policies and periodically propose changes
that could affect us in substantial and unpredictable ways. Such changes could, for example, limit the types
of financial services and products we offer, or limit our liability or increase our cost to offer such services
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and products. It is possible that one or more legislative proposals may be adopted or regulatory changes
may be implemented that would have an adverse effect on our business. Our failure to comply with such
laws or regulations, whether actual or alleged, could expose us to fines, penalties or potential litigation
liabilities, including costs, settlements and judgments, any of which could adversely affect our earnings.

We depend on the accuracy and completeness of information about customers and counterparties

In deciding whether to extend credit or enter into other transactions with customers and
counterparties, we may rely on information furnished to us by or on behalf of customers and
counterparties, including financial statements and other financial information. We also may rely on
representations of customers and counterparties as to the accuracy and completeness of that information
and, with respect to financial statements, on reports of independent auditors. For example, in deciding
whether to extend credit to institutional customers, we may assume that a customer’s audited financial
statements conform with GAAP and present fairly, in all material respects, the financial condition, results
of operations and cash flows of the customer. Qur financial condition and results of operations could be

negatively impacted to the extent we rely on financial statements that do not comply with GAAP or are
materially misleading.

We are exposed to operational risks

Countrywide, like all large corporations, is exposed to many types of operational risk, including the .
risk of fraud by employees or outsiders, unauthorized transactions by employees or operational errors,
including clerical or record-keeping errors or those resulting from faulty or disabled computer or
telecommunications systems. Given the high volume of transactions at Countrywide, certain errors may be
repeated or compounded before they are discovered and successfully corrected. Our dependence upon
automated systems to record and process transaction volume may further increase the risk that technical
system flaws or employee tampering or manipulation of those systems will result in losses that are difficult
to detect. We may be subject to disruptions of our systems, arising from events that are wholly or partially
beyond our control (including, for example, computer viruses or electrical or telecommunications outages),
which may give rise to losses in service to customers and to loss or liability. We are exposed to the risk that
our external vendors may be unable to fulfill their contractual obligation to us (or will be subject to the
same risk of fraud or operational errors by their respective employees as we are), and to the risk that our
(or our vendors’) business continuity and data security systems prove not to be adequate to allow us to
resume operations in the event of a disruption to our (or our vendors’) operations. We also face the risk
that the design of our controls and procedures prove inadequate or are circumvented, thereby causing
delays in detection or errors in information. Although we maintain a system of controls designed to keép
operational risk at appropriate levels, there can be no assurance that we will not suffer losses from
operational risks in the future that may be material in amount.

Other Factors

The above description of risk factors is not exhaustive. Other factors that could cause actual results to
differ materially from historical results or those anticipated include, but are not limited to:

o A general decline in'U.S. housing prices or in activity in the U.S. housing market

+ Aloss of investment-grade credit ratings, which may result in increased cost of debt or loss of access
to corporate debt markets

¢ A reduction in the availability of secondary markets for our mortgage loan products
¢ A reduction in government support of homeownership

* A change in our relationship with the housing-related government agencies and Government
Sponsored Enterprises (GSEs)
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e Changes in regulations or the occurrence of other events that impact the business, operation or
prospects of GSEs

o Ineffectiveness of our hedging activities
e The level and volatility of interest rates
¢ Changes in interest rate paths

¢ Changes in generally accepted accounting principles or in the legal, regulatory and legislative
environments in the markets in which the Company operates

¢ The ability of management to effectively implement the Company’s strategies
¢ The level of competition in each of our business segments

e The occurrence of natural disasters or other events or circumstances that could impact our
operations or could impact the level of claims in the Insurance Segment

Other risk factors are described elsewhere herein as well as in other reports and documents that we
file with or furnish to the SEC. Other factors that could also cause results to differ from our expectations
may not be described in any such report or document. Each of these factors could by itself, or together with
one or more other factors, adversely affect our business, results of operations and/or financial condition.

Item 1B. Unresolved Staff Comments
None.

Item 2.  Properties

We have 31 central office locations that support our administrative, loan production and loan
servicing activities. These locations are office buildings or space in office buildings and most are located in
Southern California, Dallas-Fort Worth, Texas and Chandler, Arizona. Of these locations, we own 19
properties and lease 12 properties, which are generally on one- to ten-year terms. These locations are
primarily used in our Mortgage Banking and Banking segments, with approximately nine being used by our
Capital Markets and Insurance segments. In addition, we have seven locations in the U.K. and two in India
that are primarily used by our Global segment. We also have retail branch offices throughout the United
States, which are generally leased on two- to five-year terms and which are used primarily by our Mortgage
Banking Segment.

Item 3.  Legal Proceedings

We are defendants in, or parties to, a number of pending and threatened legal actions and
proceedings involving matters that are generally incidental to our business. These matters include actions
and proceedings involving alleged breaches of contract, violations of consumer protection and other laws
and regulations, and other disputes arising out of our operations. Certain of these matters involve claims
for substantial monetary damages, and others purport to be class actions.

Based on our current knowledge, we do not believe that liabilities, if any, arising from any single
pending action or proceeding will have a material adverse effect on the consolidated financial position,
results of operations or cash flows of the Company and its subsidiaries. We are not, however, able to
predict with certainty the outcome or timing of the resolution of any of these actions or proceedings or the
ultimate impact on us or our results of operations in a particular future period.

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

None.
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PART 11

Item 5.  Market for the Company’s Common Stock, Related Stockholder Matters and Issuer Purchase of
Equity Securities ‘

The Company’s common stock is listed on the New York Stock Exchange and the Pacific Stock’
Exchange (Symbol: CFC). The following table sets forth the high and low sales prices (as reported by the
New York Stock Exchange) for the Company’s common stock and the amount of cash dividends declared
during the last two periods:

For the Year Ended December 31, 2004

‘ _ Stock Price Cash Dividends
Period Ended High Low Declared
March 31,2004 .. ... e $32.41 $23.13 $0.07
June 30,2004 . ... e $36.27 $27.20 $0.08
September 30,2004 .. ... $39.83  $32.75 $0.10
December31,2004........ i $39.93 $30.30 £0.12

For the Year Ended December 31, 2005

Stock Price Cash Dividends
Period Ended High Low Declared
March 31,2005 .....ooovii i e $38.65 $31.19 $0.14
June 30,2005 . .. oo $40.31 $30.54 $0.15
September 30,2005 ... ... iiii $39.64  $32.38 $0.15
December 31,2005 . ..ottt $36.74  $29.35 $0.15

The Company has declared and paid cash dividends on its common stock quarterly since 1982. The
Board of Directors of the Company declares dividends based on its review of the most recent quarter’s
profitability along with the Company’s earnings prospects and capital requirements. During the years
ended December 31, 2005 and 2004, the Company declared quarterly cash dividends totaling $0.59 and
$0.37 per share, respectively.

The ability of the Company to pay dividends in the future is limited by the earnings, cash position and
capital needs of the Company, general business conditions and other factors deemed relevant by the
Company’s Board of Directors. The Company is prohibited under certain of its debt agreements, including
its guarantee of Countrywide Home Loans’ revolving credit facility, from paying dividends on any capital
stock (other than dividends payable in capital stock or stock rights) if in default; otherwise the Company
may pay dividends in an aggregate amount not to exceed the greater of: (i) the after-tax net income of the
Company, determined in accordance with generally accepted accounting principles, for the fiscal year to
the end of the quarter to which the dividends relate, or (ii) the aggregate amount of dividends paid on
common stock during the immediately preceding year. The ability of the Company to pay dividends may
also be limited by the Federal Reserve Board if it determines that the payment of dividends by the
Company would hinder its ability to serve as a source of strength for Countrywide Bank or would otherwise
be detrimental to the continued viability of Countrywide Bank or the Company.

The primary source of funds for payments to stockholders by the Company is dividends received from
its subsidiaries. Accordingly, such payments by the Company in the future also depend on various
restrictive covenants in the debt obligations of its subsidiaries, the earnings, the cash position and the
capital needs of its subsidiaries, as well as laws and regulations applicable to its subsidiaries. Unless the
Company and Countrywide Home Loans each maintains specified minimum levels of net worth and
certain other financial ratios, dividends cannot be paid by the Company and Countrywide Home Loans to
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remain in compliance with certain of Countrywide Home Loans’ debt obligations (including its revolving
credit facility). See “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Liquidity and Capital Resources.”

As of February 24, 2006 there were 1,940 shareholders of record of the Company’s common stock,
with 602,995,163 common shares outstanding.

The following table shows Company repurchases of its common stock for each calendar month during
the quarter ended December 31, 2005.

Total Number of

Shares Purchased Maximum Number of
Total Number as Part of Publicly = Shares That May Yet Be
of Shares Average Price Paid Announced Plan Purchased Under the
Calendar Month Purchased(l) per Share or Program(1) Plan or Program(1)

October............. 78 $31.05 n/a n/a
November........... 8,261 $34.62 n/a n/a
December........... 99 $34.07 n/a n/a
Total ............. 8,438 $34.58 n/a n/a

(1) The Company has no publicly announced plans or programs to repurchase its stock. The shares
indicated in this table represent only the withholding of a portion of restricted shares to cover taxes on

vested restricted shares.
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Item 6.

Statement of Earnings Data(1):

Revenues:
Gain on sale of loans and securities. . . ..
Net interest income after provision for

loanlosses. ...,
Net loan servicing fees and other income
(loss) from retained interests
Net insurance premiums earned. .......
Other revenue
Total revenues

Expenses:
Compensation expenses
Occupancy and other office expenses . ..
Insurance claims expenses. ............
Advertising and promotion expenses. . . .
Other operating expenses

Total expenses

Earnings before income taxes

Provision for income taxes...............

Net earnings

Per Share Data:
Earnings
Basic ...
Diluted
Cash dividends declared
Stock price at end of period(2)

Selected Financial Ratios:

Returnon average assets................
Return on average equity
Dividend payout ratio

Selected Operating Data (in millions):
Loan servicing portfolio(3)
Volume of loans originated. . ............
Volume of loans sold

Selected Consolidated Financial Data

Ten Months
Ended
Years Ended December 31, December 31,
2008 2004 2003 2002 2001

(dollar amounts in thousands, except per share data)

$ 4,861,780 $4,842,082

$5,887,436 $3,471,209 $1,602,573

2,237,935 1965541 1359390 765,665 305,769
1,493,167 465,650 (463,050)  (865,752) (2,146)
953,647 782,685 732816 561681 316,432
470,179 510,669 462,050 358864 247,923
10,016,708 8,566,627 71978642 4291667 2,470,551
3615483 3,137,045 2590936 1,773,318 968,232
879,680 643,378 525,192 403976 280,403
441,584 390,203 360,046 277,614 134,819
229,183 171,585 103,902 86,278 54,068
703,012 628,543 552,794 407458 244410
5868042 4970754 4132870 2948644 1681932
4,147,766 35595873 3845772 1,343,023 788,619
1619676 1,398299 1472822 501244 302,613
$ 2,528,090 $2,197574 $2,372950 $ 841,779 § 486,006
$ 428 $ 390 § 444 $ 169 § 101
$ 411 $ 363 $ 418 $ 162 § 097
$ 059 § 037 $ 015 $ 009 $§ 010
$ 3419 $ 3701 $ 2528 § 1291 $ 1024
1.46% 1.80% 2.65% 1.77% 1.61%
267%  2353% 34.25%  18.20% 12.71%
13.81% 9.53% 3.39% 6.67% 6.85%

$ 1,111,090 $ 838322 $ 644855 $ 452,405 $ 336,627
$ 494872 $ 363364 $ 434864 $ 251,901 $ 123,969
$ 409,508 $ 324,726 $ 374245 $ 241,601 $ 118,953




Selected Balance Sheet Data at End of
Period(1):

Loans:
Heldforsale .......................
Held forinvestment . ................

Securities purchased under agreements to
repurchase, federal funds sold and
securities borrowed ............. S

Investment in other financial
INStruments . ......covuiin ... e

Mortgage servicing rights. . .............

Other assets. .. ..ovvernernenenncnnn.

Totalassets ............ e

Notespayable ............ ...
Securities sold under agreements to
repurchase and federal funds
purchased .................. ..o
Deposit liabilities .....................
Other liabilities. .. .............. e
Common shareholders’ equity ..........
Total liabilities and shareholders’

Selected Financial Ratios:

Equity to average assets. . ..............
MSR capitalization ratio at period end . ..
Tier 1 risk-based capital ratio ...........
Total risk-based capital ratio............

December 31,

2005 2004 2003 2002 2001
(dollar amounts in thousands, except per share data)

$ 36,818,688 $ 37,350,149 $24,103,625 $15,042,072 $10,622,771
70,071,152 39,661,191 26,375,958 6,081,598 3,455,404
106,889,840 77,011,340 50,479,583 21,123,670 14,078,175
23,317,361 13,456,448 10,448,102 5,997,368 4,491,878
11,455,745 10,091,057 12,761,764 10,901,915 3,527,832
12,610,839 8,729,929 6,863,625 5,384,933 6,116,082
20,811,585 19,206,931 17,424,599 14,650,645 9,030,452
$175,085,370 $128,495,705 $97,977,673 $58,058,531 $37,244,419
$ 76,187,886 $ 66,613,671 $39,948461 $19,821,536 $17,182,618
134,153,205 20,465,123 32,013,412 22,634,839 9,452,852
39,489,256 20,013,208 9,327,671 3,114,271 675,480
12,439,163 11,093,627 8,603,413 7,326,752 5,845,827
12,815,860 10,310,076 8,084,716 5,161,133 4,087,642
$175,085,370 $128,495,705 $97,977,673 $58,058,531 $37,244,419

6.45% 7.66% 7.74% 9.70% 12.70%

1.29% 1.15% 1.18% 1.28% 1.94%

10.7% 111% 12.8% 12.2% 11.2%

11.7% 11.7% 13.7% 13.6% 12.8%

(1} Certain amounts in the consolidated financial statements have been reclassified to conform to current year

presentation.

(2) Adjusted to reflect the effect of subsequent stock splits.

(3) Includes warehoused loans and loans under subservicing agreements.
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Item 7.  Management’s Discussion and Analysis of Financial Condition and Results of Operations

As used in this Report, references to “we,” “our,” “the Company” or “Countrywide” refer to
Countrywide Financial Corporation and its consolidated subsidiaries unless otherwise indicated.

Overview

Countrywide is a diversified financial services company engaged in mortgage-finance related
businesses. We organize our operations into five business segments—Mortgage Banking, Banking, Capital
Markets, Insurance and Global Operations. Our goal is to continue as a leader in the mortgage banking
business and to use this leadership position to take advantage of meaningful opportunities that leverage
this business and provide sources of earnings that are sustainable in various interest rate environments.

This section gives an overview of critical items that are discussed in more detail throughout
Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Results of Operations

Our consolidated net earnings for 2005 were $2,528.1 million, an increase of 15% from 2004’s net
earnings of $2,197.6 million. This increase was primarily due to increased profitability of our Banking
Segment resulting from 115% growth in average interest-earning assets from 2004.

Mortgage Market

The mortgage banking business continues to be the primary source of our revenues and earnings.
Therefore, the dominant external influence on our operating results is the aggregate demand for mortgage

loans in the U.S., which is affected by such factors as prevailing mortgage interest rates and the strength of
the U.S. housing market.

For the year ended December 31, 2005, total U.S. residential mortgage production was estimated at
$2.79 trillion compared to $2.77 trillion for the year ended December 31, 2004. We increased our market
share to 17.6% for 2005 from 13.1% in the year-ago period. (Mortgage Market Source: Mortgage Bankers
Association). We attribute the increase in market share to operational effectiveness rather than aggressive
pricing. Third party forecasters predict total U.S. mortgage production for 2006 to be between $2.2 trillion
and $2.4 trillion, compared to $2.8 trillion in 2005. Due to differences in products represented and model
estimation logic, mortgage market estimates vary. We estimate the mortgage market for 2006 to be
$2.6 trillion compared to our estimate of $3.3 trillion for 2005.

Loan Production

Our total loan production volume increased during 2005 largely because we increased our market
share. Our adjustable rate loan production has remained relatively constant from last year at 52% of total
loan production. Although adjustable rate production has remained constant, the composition has changed
due to the increase in pay-option loans—which provide borrowers with the option to make fully-
amortizing, interest-only, or “negative-amortizing” payments.

Pay-option loans have increased from approximately 6% of our loan production during the year ended
December 31, 2004, to approximately 19% of our production during the year ended December 31, 2005.
These loans provide our Production Sector with greater pricing margins; our Servicing Sector with
increased servicing complexity during their option period; and, to the extent these loans are retained in the
Bank’s portfolio, our Banking Segment with lower initial net interest income during the period of the
loans’ reduced introductory interest rate. Approximately 82% of the pay-option loans produced in 2005
was originated for sale without recourse. The remainder of these loans, which amount to $17.2 billion,
were retained in the Bank’s portfolio of loans held for investment.

Our pay-option loan portfolio has a relatively high initial loan quality, with original average FICO
scores (a measure of credit rating) of 720 and original loan-to-value and combined loan-to-values of 75%
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and 78%, respectively. We only originate pay-option loans to borrowers who can qualify at the loan’s fully-
indexed interest rates. This high credit quality notwithstanding, lower initial payment requirements of pay-
option loans may increase the credit risk inherent in our loans held for investment. This is because when
the required monthly payments for pay-option loans eventually increase (in a period not to exceed 60
months), borrowers may be less able to pay the increased amounts and, therefore, more likely to default on
the loan, than a borrower with an amortizing loan. Qur exposure to this higher credit risk is increased by
any negative amortization that has been added to the principal balance.

Interest Rate Risk and Credit Risk

The principal market risk we face is interest rate risk—the risk that the value of our assets or liabilities
or our net interest income will change due to changes in interest rates. Market risk is most directly
reflected in the value of our interest rate lock commitments, inventory of loans held for sale, trading
securities, investment in other financial instruments and mortgage servicing rights (“MSRs”). We manage
market risk primarily through the natural counterbalance of our loan production operations and our
investment in MSRs, as well as with various financial instruments including derivatives. The primary
objective of our interest rate risk management activities is to reduce the variability of earnings caused by
changes in interest rates.

We also face credit risk, primarily related to our residential mortgage production activities in both the
Mortgage Banking and Banking Segments. Credit risk is the potential for financial loss resulting from the
failure of a borrower or an institution to honor its contractual obligations to us. Credit risk most directly
affects our mortgage loans held for investment and our other financial instruments that are credit
subordinated to other securities. We manage mortgage credit risk principally by selling most of the
mortgage loans that we produce and by retaining high credit quality mortgages in our loan portfolio. Our
Prime Mortgage Loans are generally sold on a non-recourse basis. Our Prime Home Equity and Nonprime
Mortgage Loans are generally sold with recourse, with credit risk limited to the carrying value of residual
securities we hold.

Losses from Hurricanes

Hurricane Katrina and other hurricanes that occurred during the third quarter of 2005 affected the
financial results of several of our business segments. Hurricane Katrina is notable because unlike other
hurricanes it caused losses as a result of flooding that many borrowers had not, and would not generally be
expected to be, insured against. The estimated losses from these hurricanes, primarily Hurricane Katrina,
consist of a charge to our insurance operations as well as uninsured losses associated with flood damage on
properties that collateralize mortgage loans and loans underlying MSRs and residuals. The effect on pre-
tax and after-tax earnings is summarized below:

Segment Pre-Tax Effect  After-Tax Effect Source
(in thousands) (in thousands)

Mortgage Banking..  $ (41,837) $(25,478)  Estimated credit losses relating to loans held for
sale and to credit-subordinated retained
interests; impairment of MSRs and provision for
servicing advances relating to government-
insured loans

Banking........... (7,237) (4,409)  Estimated credit losses relating to loans held for
investment

Capital Markets. . .. (3,212) (1,885)  Estimated losses relating to conduit activities

Insurance ......... (85.206) (55,384)  Estimated insured losses

$(137,492)  $(87,156)
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‘We continue to assess the impact of the hurricanes on our businesses, assets and ‘operations. While
our estimates are based on our best available information, they could ultimately be affected by many
factors, including, but not limited to, the short-term and long-term impact on the economies of the affected
communities; the conduct of borrowers in the affected areas; the actions of various third parties, including
government agencies and government-sponsored enterprises that support housing, insurance companies,
lenders and mortgage insurance companies; the apportionment of liability among insurers; the availability
of catastrophic reinsurance proceeds; factors impacting property values in the affected areas, including any
environmental factors such as the presence of toxic chemicals; and subsequent storm activity. As new
information becomes available we will continue to adjust our loss estimates on a prospective basis.

Liquidity and Capital

Our liquidity and financing requirements are significant. We meet these requirements in a variety of
ways, including use of the public corporate debt and equity markets, mortgage- and asset-backed securities
markets, and through the finrancing activities of our Bank. The objective of our liquidity management is to
ensure that adequate, diverse and reliable sources of cash are available to meet our funding needs on a
cost-effective basis. Our ability to raise financing at the level and cost required to compete effectively is
dependent on maintaining our high credit standing.

How we grow our businesses and meet our financing needs is influenced by regulatory agency and
public debt rating agency capital requirements. These requirements influence the nature of the financing
we are able to obtain and the rate at which we are able to grow. At December 31, 2003, we exceeded the
regulatory capital requirements to be classified as “well capitalized,” with Tier 1 capital ratio of 10.7% and
total risk based ratio of 11.7%. Our public ratings were classified “investment grade,” with long-term
ratings of A, A3 and A by Standard & Poors, Moody’s Investors Service and Fitch, respectively. We meet
our financing needs in a variety of ways, through the public corporate debt and equity markets, as well as
the mortgage and asset-backed securities markets, and through the deposit- gathermg and other financing
activities of our Bank.

Competition

The mortgage industry has undergone rapid consolidation in recent years, and we expect this trend to
continue in the future. Today the industry is dominated by large, sophisticated financial institutions. To
compete effectively in this business, we are required to maintain a high level of operational, technological
and managerial expertise, as well as to attract capital at a competitive cost. We believe that we will benefit
from industry consolidation through increased market share.

Critical Accounting Policies

* The accounting policies with the greatest impact on our financial condition and results of operations,
and which require the most judgment, pertain to our mortgage securitization activities, our investments in
MSRs and other retained interests, and our use of derivatives to manage interest rate risk. Qur critical
accounting policies involve the following three areas: 1) accounting for gains on sales of loans and
securities; 2) accounting for MSRs and other retained interests, including valuation of these retained
interests; and 3) accounting for derivatives and our related interest rate risk management activities.

Our accounting policies are described in “Note 2—Summary of Slgmﬁcant Accountmg Policies” in the
financial statement section of this report. '
Gain on Sale of Loans and Securities

Most of the mortgage loans we produce are sold in the secondary mortgage market, primarily in the
form of securities and to a lesser extent as whole loans. When we sell loans in the secondary mortgage
market we generally retain the MSRs. Depending on the type of securitization, there may be other
interests we retain including interest-only securities, principal-only securities and residual securities.
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We determine the gain on sale of a security or loans by allocating the carrying value of the underlying
mortgage loans between securities or loans sold and the interests retained, based on their relative
estimated fair values. The gain on sale we report is the difference between the cash proceeds from the sale
and the cost allocated to the securities or loans sold. The timing of such gain recognition is dependent on
meeting very specific accounting criteria and, as a result, the gain on sale may be recorded in a different
accounting period from when the securitization was completed. In addition, we may sell or securitize loans
in a different accounting period from when the loans were originated.

Here is an example of how this accounting works:

Carrying value of mortgage loans underlying a security(1)...................... $1,000,000
Fair values: —
S CUIIEY . e vttt e $ 998,000
Retained IMEEIEStS. v v vt oottt e e et e et ettt et 12,000
Total fair value . .....oovutitt e P $1,010,000
Computation of gain on sale of security:
Sales Proceeds. ..o vvvn i $ 998,000
Less: Cost allocated to security (81,000,000 x ($998,000+$1,010,000)) ......... 088,119
GaIN 0Ll SA1E. 4 v vttt ittt ettt e e e s $ 9,881
Initial recorded value of retained interests (81,000,000 — $988,119) ............. $ 11,881

(1) The carrying value of mortgage loans includes the outstanding principai balance of the loans, net of
deferred origination costs and fees, any premiums or discounts and any basis adjustment resulting
from hedge accounting. '

Accounting for MSRs and Other Retained Interests

MSRs are carried at the lower of their amortized cost or fair value. Therefore, once MSRs have been
recorded, they must be periodically amortized and evaluated for impairment. We compute MSR
amortization by applying the ratio of the net MSR cash flows projected for the current period to the
estimated total remaining net MSR cash flows. The estimated total net MSR cash flows are determined at
the beginning of each reporting period, using prepayment assumptions applicable at that time.

Impairment occurs when the current fair value of the MSRs fall below the asset’s amortized cost basis.
We stratify our MSRs by predominate risk characteristic when evaluating for impairment. If MSRs are
impaired, the impairment is recognized in current-period earnings and the carrying value of the MSRs is
adjusted through a valuation allowance. If the value of the MSRs subsequently increases, the recovery in
value is recognized in current-period earnings and the carrying value of the MSRs is adjusted through a
reduction in the valuation allowance. (As of December 31, 2005, the MSR impairment valuation allowance
was $0.4 billion.) If impairment is deemed to be other than temporary, the valuation allowance is applied
to reduce the cost basis of the MSRs. :

Other retained interests are designated as trading or available-for-sale securities at the time of
securitization. Once the other retained interests are recorded they must be periodically evaluated for
impairment. Other retained interests classified as available-for-sale securities are marked to market with
changes in value recognized as a component of shareholders’ equity (net of tax). If the security is impaired
and the impairment is deemed to be other than temporary, it is recognized in current-period earnings.
Once we record this impairment, we recognize subsequent increases in the value of these other retained
interests in earnings over the estimated remaining life of the investment through a higher effective yield.
Other retained interests classified as trading securities are marked to market with all changes in estimated
fair value recognized in current-period earnings.
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Valuation of MSRs and Other Retained Interests

The precise market value of retained interests cannot be readily determined because these assets are
not actively traded in stand-alone markets. Considerable judgment is required to determine the fair values
of our retained interests, and the exercise of such judgment can significantly impact the Company’s
earnings. Therefore, senior financial management exercises extensive and active oversight of this process.
The Company’s Asset and Liability Committee, which is comprised of several of our senior financial
executives, ultimately determines the valuation of MSRs and Other Retained Interests.

Our MSR valuation process combines the use of a sophisticated discounted cash flow model and
extensive analysis of current market data to arrive at an estimate of fair value at each balance sheet date.
The cash flow assumptions and prepayment assumptions used in our discounted cash flow mode! are based
on our empirical data drawn from the historical performance of our MSRs, which we believe are consistent
with assumptions used by market participants valuing similar MSRs, and from data obtained on the
performance of similar MSRs. The key assumptions used in the valuation of MSRs include mortgage
prepayment speeds and the discount rate (projected LIBOR plus option-adjusted spread). These variables
can, and generally will, change from quarter to quarter as market conditions and projected interest rates
change. The current market data utilized in the MSR valuation process and in the assessment of the
reasonableness of our valuation is obtained from MSR trades, MSR broker valuations, prices of interest-
only securities, and peer group MSR valuation surveys.

For our other retained interests, we also estimate fair value through the use of discounted cash flow
models. The key assumptions used in the valuation of our other retained interests include mortgage
prepayment speeds, discount rates, and for residual interests containing credit risk, the net lifetime credit
losses. (See “Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Credit Risk Management” section in this Report for further discussion of credit risk.) We develop cash
flow and prepayment assumptions based on our own data drawn from the historical performance of the
loans underlying our other retained interests. We believe that such empirical data are consistent with
assumptions that other major market participants would use in determining the assets’ fair value.

The following table shows the key assumptions we used to determine the fair values of our MSRs at
December 31, 2005, and the value sensitivity of our MSRs to changes in such assumptions.

MSRs

(dollar amounts
in thousands)

Fair value Of MRS, .ottt e e e ettt $12,720,755
Carrying value Of MSRS. . .. ..ottt e $12,610,839
Carrying value as a percentage of MSR portfoho ......................... 1.29%
Weighted-average servicefee............. PSP 0.35%
Weighted-average life (inyears) .......... P 5.6
Multiple of net service fee. ..o 3.7
Weighted-average annual prepaymentspeed ...l 22.8%
Impact of 5% adverse Change. . .. ........ovuvenvreeninnnneeeaanns. $ 238,131
Impact of 10% adverse change. ........ oo $ 463,010
Impact of 20% adverse change. . ... vi i $ 877,291
Weighted-average OAS(1) .. ..o 6.4%
Impact of 5% adversechange..............oooiviiiii i $ 94,600
Impact of 10% adverse change. ....... ..., $ 187,660
Impact of 20% adverse change.......... P $ 367,225

(1) Option-adjusted spread over LIBOR.
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The yield implied in the market value of the MSRs was 10.2% at December 31, 2005.

The following table shows the key assumptions we used to determine the fair values of our other
retained interests at December 31, 2005, and the fair value sensitivity of our other retained interests to
changes in such assumptions.

Other Retained
Interests
(dollar amounts
in thousands)

Fair value of retained interests. .. ...ovv vttt e $2,675,461
Weighted-average life (inyears) ...l 2.4
Weighted-average annual prepaymentspeed ..., 38.3%
Impact of 5% adversechange. ..., $ 57329
Impact of 10% adversechange.............. ..o, $ 110,297
Impact of 20% adverse Change. .. ........c.ovrrrienreaarnnnnnens, $ 214,392
Weighted-average annual discount rate ......... R 17.9%
Impact 0f 5% adverse change. . ........cooeiueiie i ieiineianens § 25,646
Impact of 10% adverse change. .......... ... $ 54,844
Impact of 20% adverse change. ... ..ottt § 117,472
Weighted-average net lifetime creditlosses. ........... ... oo iionn. e _ 1.7%
Impact of 5% adverse change. ............cov i $ 44834
Impact of 10% adverse change. ... ......oveiie it $ 90,552
Impact of 20% adverse change. .............oiiiiiiiii i, $ 177,589

These sensitivities are solely for illustrative purposes and should be used with caution. This
information is furnished to provide the reader with a basis for assessing the sensitivity of the values
presented to changes in key assumptions. As the figures indicate, changes in fair value based on a given
percentage variation in individual assumptions generally cannot be extrapolated. In addition, in the above
tables, the effect of a variation in a particular assumption on the fair value of the retained interests is
calculated without changing any other assumption. In reality, changes in one factor may coincide with
changes in another, which could compound or counteract the sensitivities.

Derivatives and Interest Rate Risk Management Activities

We use derivatives extensively in connection with our interest rate risk management activities. We
record all derivative instruments at fair value.

We may qualify some of our interest rate risk management activities for hedge accounting. A primary
requirement to qualify for hedge accounting is the documented demonstration initially and on an ongoing
basis that our interest rate risk management activity is highly effective. We use standard statistical
measures to determine the effectiveness of our hedging activity. If we are unable to, or choose not to,
qualify certain interest rate risk management activities for hedge accounting, then a possible earnings
mismatch may be created because, unlike the derivative instruments, the change in fair value of the related
asset or liability may not be reflected in current-period earnings. This issue is potentially most significant
regarding MSRs and inventory of loans held for sale, which are required to be carried at the lower of
amortized cost or market.

In connection with our mortgage loan origination activities, we issue interest rate lock commitments
(“IRLCs”) to loan applicants and financial intermediaries. The IRLCs guarantee a loan’s terms, subject to
credit approval, for a period typically between seven and 60 days. The majority of our IRLCs are derivative
instruments and, therefore, are required to be recorded at fair value, with changes in fair value reflected in
current-period earnings. However, unlike most other derivative instruments, there is no active market for
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IRLCs that can be used to determine their fair value. Consequently, we have developed a method for
estimating the fair value of our IRLCs.

We estimate the fair value of an IRLC based on the change in estimated fair value of the underlying
mortgage loan, adjusted for the probability that the loan will fund within the terms of the IRLC. The
change in fair value of the underlying mortgage loan is based on quoted MBS prices and is measured from
the date we issue the commitment. Therefore, at the time of issuance the estimated fair value of an IRLC
is zero. Subsequent to issuance, the value of an IRLC can be either positive or negative, depending on the
change in value of the underlying mortgage loan. The primary factor influencing the probability that the
loan will fund within the terms of the IRLC is the change, if any, in mortgage rates subsequent to the lock
date. In general, the probability of funding increases if mortgage rates rise and decreases if mortgage rates
fall. This is due primarily to the relative attractiveness of current mortgage rates compared to the
applicant’s committed rate. The probability that a loan will fund within the terms of the IRLC also is
influenced by the source of the application, age of the application, purpose for the loan (purchase or
refinance) and the application approval rate. We have developed closing ratio estimates using historical
empirical data that take into account all of these variables, as well as renegotiations of rate and point
commitments that tend to occur when mortgage rates fall. These closing ratio estimates are used to
calculate the number of loans that we expect to fund within the terms of the IRLCs.

Results of Operations Comparison—Year Ended December 31, 2005, (“2005”) and Year Ended December 31,
2004 (“2004”)

Consolidated Earnings Performance

Our earnings were $2,528.1 million for 2005, a 15% increase from 2004. Our diluted earnings per
share for 2005 were $4.11, a 13% increase from diluted earnings per share from the year-ago period.

The increase in our earnings was primarily the result of an increase in the profitability of our Banking
Segment which produced pre-tax earnings of $1,074.5 million, up 84% from the year-ago period. This
increase was due mainly to a 115% increase in average interest-earning assets at Countrywide Bank from
the year-ago period.

The Mortgage Banking Segment produced pre-tax earnings of $2,434.5 million for 2005, an increase
of 4%. In the Mortgage Banking Segment, improved financial performance of our MSRs was for the most
part offset by a decline in the profitability of our Loan Production Sector.

Production Sector pre-tax earnings were affected by market price pressure, which offset the positive
impact of increased sales of Prime Mortgage Loans and Nonprime Mortgage Loans. Loan Production

Sector pre-tax earnings were $1,659.5 million for 2005, a decrease of $1,024.8 million from the year-ago
period.

The pre-tax earnings in the Loan Servicing Sector, which incorporates the performance of our MSRs
and other retained interests, was $669.6 million, an improvement of $1,103.1 million from the year-ago
period. This increase in pre-tax earnings was primarily attributable to higher revenue resulting from a 32%
increase in the size of the average loan servicing portfolio, higher earnings on escrow balances and an
improvement in the amount of impairment/recovery of our retained interests, net of the Servicing Hedge.
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Operating Segment Results

Pre-tax earnings (loss) by segment are summarized below:

Mortgage Banking:

Loan Production..................

Capital Markets. .............c..os,
Insurance ............ ..o

The pre-tax earnings (loss) of each segment include intercompany transactions, which are eliminated

in the “other” category above.

Mortgage loan production by segment and product, net of intercompany sales, is summarized below:

Segment:

Mortgage Banking ................
Banking ....... B

Capital Markets:

Conduit acquisitions(1)..........
Commercial Real Estate.........

Product:

Prime Mortgage ..................
Nonprime Mortgage. ............. .
Prime Home Equity...............
Commercial Real Estate ...........

(1) Acquisitions from third parties.

Years Ended December 31,

2005

2004

(in thousands)

......................... $1,659,457  $2,684,258
......................... 669,611  (433,531)
......................... 105,457 84,986
......................... 2434525 2,335,713
......................... 1074480 582,483
......................... 451,629 479,115
......................... 183,716 160,093
......................... 35,353 41,865
......................... (31,937) (3,396)
......................... $4,147,766  $3,595,873

Years Ended
December 31,

2005

2004

{in millions)

............................. $427916 $317,811
............................. 42003 27,116
.............. eeeeeeeo 21,008 18,079
............................. 3,925 358

$494,872  $363,364
............................. $403,604  $292,672
............................. 44,637 39,441
................... . 42706 30,893
............................. 3,925 358

$494,872  §363,364
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The following table summarizes loan production by purpose and by interest rate type:

Years Ended
December 31,
2005 2004
(in millions)
Purpose:
NOD-PUTChASE . ..\ o ittt e $260,518 $186,781
PUIChasE. . . o 234,354 176,583
$494,872  $363,364
Interest Rate Type:
Adjustable Rate ...................... FA $257,332  $189,931
Fixed Rate . ..o 237,540 173,433
‘ o $494,872  $363,364
Mortgage Banking Segment

The Mortgage Banking Segment includes the Loan Production, Loan Servicing and Loan Closing
Services Sectors. The Loan Production and Loan Closing Services Sectors generally perform most
profitably when mortgage interest rates are relatively low and loan origination volume is high. Conversely,
the Loan Servicing Sector generally performs well when mortgage interest rates are relatively high and
loan prepayments are low. We expect the natural counterbalance of these sectors to continue to reduce the
impact of changes in mortgage interest rates on our earnings.

Loan Production Sector

The Loan Production Sector produces morigage loans through the four production divisions of -
Countrywide Home Loans (“CHL”)}—Consumer Markets, Wholesale Lending, Correspondent Lending
and Full Spectrum Lending, and, beginning in the third quarter of 2005, through Countrywide Bank.

Mortgage Banking loan production volume for 2005 increased 35% from the year-ago period. Our
market share increased in 2005, which resulted in an increase in both purchase and non-purchase loan
production. Purchase loan production increased 30% from the year-ago period. The increase in purchase
loans is significant because this component of the mortgage market has historically offered relatively stable
growth, averaging 11% per year over the last 10 years. The non-purchase, or refinance, component of the
mortgage market is highly volatile because it is driven almost exclusively by prevailing mortgage interest
rates.

The following table summarizes Mortgage Banking loan production by purpose and by interest rate

type:
Years Ended
December 31,
2005 2004
(in millions)
Purpose:
Non-purchase ................ ... ... e $226,400 $163,325
Purchase. ......covvniin i, e e 201,516 154,486
i $427,916 $317,811
Interest Rate Type: ‘
Fixedrate................covvnn. S P $224,692 $163,588
Adjustablerate......................‘...’....' .......... PRI 203,224 154,223

$427,916 $317,811

In 2005, 47% of our loan production was adjustable-rate in comparison to 49% in the year-ago périod.
The decrease in adjustable-rate production reflects the increase in short-term interest rates during the

49



current period and the relatively flat yield curve, increasing the relative attractiveness of fixed-rate
financing.

While virtually unchanged as a percentage of total loans funded, the volume of Mortgage Banking
Nonprime Mortgage and Prime Home Equity Loans produced (which is included in our total volume of
loans produced) increased 29% during 2005 compared to the year-ago period. Details are shown in the
following table:

Years Ended
December 31,
2005 2004
(dollar amounts
in millions)
Nonprime Mortgage Loans. . ......coovivviiiii e, . $40,089 $33,481
Prime Home EquityLoans. ..., 33334 23,351
$73,423 $56,832
Percent of total Mortgage Banking loan production ................ 17.2% 17.9%

The pre-tax earnings of the Loan Production Sector are summarized below:

Years Ended December 31,

2005 2004
Percentage of Percentage of
Loan Loan
Production Production
Amount Volume Amount Volume
(dollar amounts in thousands)
Revenues:
Prime Mortgage ............. $ 3,223,177 $ 3,187,108
Nonprime Mortgage.......... 1,096,145 1,364,912
Prime Home Equity . . ... el 820,072 1,130,406
Total revenues. ............ 5,139,394 1.20% 5,682,426 1.79%
Expenses:
Compensation............... 2,089,777 0.48% 1,894,187 0.60%
Other operating ............. 979,735 0.23% 703,309 0.22%
Allocated corporate .......... 410,425 0.10% 400,672 0.13%
Total expenses. ............ 3,479,937 0.81% 2,998,168 0.95%
Pre-tax earnings. . .............. $ 1,659,457 039% $ 2,684,258 0.84%
Total Mortgage Banking loan
productionn .................. $427,916,000 $317,811,000

Despite an increase in loan production, revenues (in dollars and expressed as a percentage of
mortgage loans produced) decreased over the year-ago period. Production Sector revenues were affected
by market price pressure and by the effect of flattening of the yield curve on the net interest income earned
while we hold loans for sale. Normally, a decline in net interest income caused by a flatter yield curve
would be mitigated by an increase in gain on sale, but in 2005 this was hindered by pricing pressure. In
2005, $408.5 billion of mortgage loans, or 95% of loan production, was sold compared to $324.7 billion of
mortgage loans, or 102% of loan production, in 2004. This decline in sales as a percentage of production
contributed to the decline in revenues as a percentage of mortgage loan production in the current year.

" Expenses increased from the year-ago period, primarily due to an increase in loan production. A shift
in the mix of production towards our correspondent channel, which traditionally has the lowest cost
structure, helped reduce expenses expressed as a percentage of production compared to the prior year. We
continued to expand our loan production operations in 2005 to support our long-term objective of market
share growth.
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During 2005, the Loan Production Sector operated at approximately 108% of planned operational
capacity, compared to 111% during the year-ago period. The primary capacity constraint in our loan
origination activities is the number of loan operations personnel we have on staff. Therefore, we measure
planned capacity by multiplying the number of our loan operations personnel by the number of loans we
expect each loan operations staff person to process under normal conditions. Management adjusts staffing
levels to account for changes in the current and projected near-term mortgage market. We plan to
continue building our sales staff as a primary means to increase our market share, particularly for purchase
loans.

The following table summarizes the number of people included in the Loan Production Sector
workforce: :

Workforce at
December 31,

2005 2004

Sales ...t e P 16,641 12,833
Operations: o o

Regular employees. .. .. ...ouen et 9,246 7,992

Temporarystaff................o i, JR 1,861 934

11,107 8926

Production technology. ... ... i e 1,213 1,024

Administration and SUPPOIt ... ...t 2,871 2,288

Total Loan Production Sector Workforce. ......ccvverieeeennnnnnen.. 31,832 25,071

The following table shows total Mortgage Banking loan production volume by division:

Years Ended
December 31,
2005 2004

. ‘ (in millions)
Correspondent Lending. . . ... $197,104 $133,588
Consumer Markets. .. ..ot i e 116,399 95,619
Wholesale Lending...................... e . 80,660 72,848
Full Spectrum Lending ........... ... it 25,670 15,756
Countrywide Bank ...... ..o i 3,083 —

$427916 $317.811

The Correspondent Lending division increased its overall loan production volume due primarily to an
increase in the mortgage market combined with increased market share resulting from a shift in consumer
preference towards agency conforming and pay-option loan products where we have a large market share.

The Consumer Markets Division continues to expand its commissioned sales force, which emphasizes
purchase loan production, to 5,974 at December 31, 2005, an increase of 1,149, or 24%, over the year-ago
period. This Division’s branch network has grown to 662 branch offices at December 31, 2005, an increase
of 85 offices from December 31, 2004.

The Consumer Markets Division’s commissioned sales force contributed $48.5 billion in purchase
originations during 2005, a 31% increase over the year-ago period. Such purchase production generated by
the commissioned sales force represented 77% of the Consumer Markets Division’s total purchase
production for 2005. '
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The Wholesale and Full Spectrum Lending Divisions also continue to increase their sales forces as a
means to increase market share. At December 31, 2005, the sales force in the Wholesale Lending Division
numbered 1,311, an increase of 17% compared to December 31, 2004.

The Full Spectrum Lending Division expanded its sales force to 4,871, an increase of 37% compared
to December 31, 2004 and has expanded its branch network to 195 branch offices at December 31, 2005, an
increase of 35 offices over the year-ago period.

Loan Servicing Sector

The Loan Servicing Sector includes approximately 7,900 employees who service our 7.4 million
mortgage loans. The Loan Servicing Sector’s resuits include fees and other income earned and expenses
incurred for servicing loans for others; the financial performance of our investments in MSRs and other
retained interests and associated risk management activities; and profits from subservicing activities in the
United States. The long-term performance of this sector is affected primarily by the level of interest rates,
the corresponding effect on the level of projected and actual prepayments in our servicing portfolio, our
operational effectiveness and our ability to manage interest rate risk.

The following table summarizes the results for the Loan Servicing Sector:

Years Ended December 31,
2005 2004
Percentage of Percentage of
Average Average
Servicing Servicing
Amount Portfolio Amount Portfolio
(dollar amounts in thousands)
Servicing fees, net of guarantee fees ........ $ 3194395 - 0333% $§ 2,382,685 0.327%
Miscellaneousfees .....ooovvveneninen... 508,576 0.053% 525,807 0.072%
Income from other retained interests ....... 455,986 0.048% 388,474 0.054%
Escrow balance income (expense) .......... 366,848 0.038% (86,514)  (0.012)%
Amortization of mortgage servicing rights . .. (2,288,354)  (0.238)% (1,940,457)  (0.267)%
Recovery (impairment) of retained interests . 21,950 0.002% (643,864)  (0.088)%
Servicing hedge losses .................... (523,078)  (0.055)% (215,343)  (0.030)%
Total servicing revenues. . ............... 1,736,323 0.181% 410,788 0.056%
Operating expenses. . . .......cooeuvenun.. 647,898 0.067% 460,552 0.063%
Allocated corporate expenses.............. 64,659 0.007% 77,015 0.011%
Total servicing expenses. . ............... 712,557 0.074% 537,567 0.074%
Interestexpense...............ooviiin. 354,155 0.037% 306,752 0.042%
Pre-tax earnings (10ss) ...l $ 669,611 0070% $§ (433,531) (0.060)%
Average servicing portfolio . ............... $959,691,000 $727,821,000

Our servicing portfolio grew to $1,111.1 billion at December 31, 2005, a 33% increase from
December 31, 2004. At the same time, the overall weighted-average note rate of loans in our servicing
portfolio increased to 6.1% from 5.9% at December 31, 2004.

Pre-tax earnings in the Loan Servicing Sector were $669.6 million during 2005, an improvement of
$1,103.1 million from the year-ago period. Such earnings improved due to a 32% increase in the average
servicing portfolio, an increase in escrow balance benefit due to higher short-term interest rates and
improvement in the value of our retained interests, net of the Servicing Hedge, which resulted from
reduced actual and anticipated prepayment rates. The servicing sector was negatively impacted in the
current year by hurricane losses of $29.2 million.
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Loan Closing Services Sector

This sector is comprised of the LandSafe companies, which provide credit reports, flood
determinations, appraisals, property valuation services and title reports primarily to the Loan Production
Sector but to third parties as well. '

The LandSafe companies produced $103.5 million in pre-tax earnings, an increase of 24% from the
year-ago period. The increase in LandSafe’s pre-tax earnings was primarily due to the increase in our loan
origination activity.

Banking Segment

The Banking Segment includes the investment and fee-based activities of Countrywide Bank, along
with the activities of Countrywide Warehouse Lending, a provider of mortgage inventory financing to
independent mortgage bankers. Part of our banking strategy is to hold loans in portfolio rather than
immediately selling them into the secondary mortgage market. Management believes this strategy will
provide a stream of earnings over the life of such loans, create a greater base of future earnings and
enhance the stability of earnings growth. In the short term, reported consolidated profits will be impacted
by the reduction in gains that would have been récognizable had the loans been sold.

Countrywide Bank, N.A. (the “Bank”) also produces loans for sale through our Mortgage Banking
Segment. As this activity is a Mortgage Banking activity, the mortgage loan production and the income
relating to the sale of these loans is included in the Mortgage Banking Segment. The production of loans
by Countrywide Bank for our Mortgage Banking operations is a means to manage growth of the Bank’s
portfolio of loans held for investment while complying with regulatory requirements.

The Banking Segment achieved pre-tax earnings of $1,074.5 million during 2005, as compared to
$582.5 million for the year-ago period. Following is the composition of pre-tax earnings by component:

Years Ended December 31,
2003 2004
(in thousands)
Countywide Bank investment and fee-based activities (“Banking
Operations™) . .....cocoeivi i, e $1,017,313  $534,091
Countrywide Warehouse Lending (“CWL”) ...........oooooonan, 90,033 71,414
Allocated COTPOrate EXPEnSeS. .. v vt viir it iar e naenss (32,866)  (23,022)
Total Banking Segment pre-tax €arnings ... .........ooeveininan. $1,074,480  $582,483
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The revenues and expenses of Banking Operations are summarized in the following table:

Years Ended December 31,

2005 2004
(dollar amounts in thousands)
INEEIESt INCOMIE . . oot e e e ettt e e e e e e e $ 3,219,590 $1,301,351
INLETESt EXPENSE « v vv it it eat e ie ittt aes (1,938,450)  (631,188)
Net interest iNCOME . ..ovevevrerereen,, e ere e 1,281,140 670,163
Provision for loanlosses ..................... P (81,644) (37,438)
Net interest income after provision for loan losses. ........... 1,199,496 632,725
NOD-INEETESt INCOME. o vttt e e oo ve e e e e e et ee i eiee s 147,990 65,550
NON-INTETESt EXPEINSE « o v vt v ereee et iieeraaennen (330,173) _ (164,184)
Pre-tax €arnings «.....eveurirnein it $ 1,017,313 $ 534,091
Efficiency ratio(1). .. ..o ovive e 21% 20%
After-tax return On average assetS . ... c.vur vt rinreineeanns. 1.01% 1.13%

(1) Non-interest expense reduced by mortgage insurance divided by the sum of net interest income plus
non-interest income. The Bank’s efficiency ratio reflects the benefit Countrywide Bank realizes from
leveraging CHL’s operations in originating mortgage loans and corporate support functions and the
pricing of such services.
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The change in net interest income is summarized below:

Interest-earning assets: -
Mortgage loans(1)........
Securities available for

sale(2) ...l
Short-term investments . . .
Other investments. .......
Total interest-earning
assets. ...,
Allowance for loan losses .
Otherassets . ............
Total non interest-
earning assets. .......
Total assets

Interest-bearing liabilities:
Money market deposits . . .
Savings
Escrow deposits..........
Time deposits. ...........

Total interest-bearing
deposits
FHLB advances..........
Other borrowed funds . . ..
Total borrowed funds. ..

Total interest-bearing
liabilities............

Non interest-bearing
liabilities and equity
Non interest-bearing

checking
Other liabilities
Shareholder’s equity. . . . ..
Total non interest-
bearing liabilities and
equity
Total liabilities and
shareholder’s equity . .

Net interest income. ........

Net interest spread(3)
Net interest margin(4)

Years Ended December 31,

(1) Average balances include nonaccrual loans.

(2) Average balances and yields for securities available for sale are based on average amortized cost

computed on the settlement date basis.

55

2005 2004
Interest Annualized Interest Annualized
Average Income/ Yield/ Average Income/ Yield/
Balance Expense Rate Balance Expense Rate
(dollar amounts in thousands) :
$52,741,015 $2,861,280 5.43% $23,989,383 $1,147,979 4.79%
6,091,499 | 284,867 4.68% 3,013,265 124,086 4.12%
723,341 25,049 3.46% 592,919 7,719 1.30%
1,131,121 48,394 4.28% 567,682 21,567 3.80%
60,686,976 3,219,590 531% 28,163,249 1,301,351 4.62%
(77,176) (29,008)
714,084 471,333
636,908 442 325
$61,323,884 $28,605,574
$ 2,733,997 98,862 3.62% $ 795,025 18,286 2.30%
1,110 16 1.45% 1,798 31 1.73%
11,895,480 382,332 321% 7,870,918 102,096 1.30%
16,210,538 585,139 3.61% 6,432,036 197,389 3.07%
30,841,125 1,066,349 346% 15,099,777 317,802 2.10%
22,065,097 769,711 349% 10,323,708 305,032 2.95%
3,175,166 102,390 3.22% 578,855 8,354 1.44%
25,240,263 872,101 3.46% 10,902,563 313,386 2.87%
56,081,388 1,938,450 346% 26,002,340 631,188 2.43%
464,388 95,664
767,389 416,821
4.010,719 2,090,749
5,242,496 2,603,234
$61,323,884 $28,605,574
$1,281,140 § 670,163
1.85% 2.19%
2.11% 2.38%




(3) Calculated as yield on total average interest-earning assets less rate on total average interest-bearing
liabilities.
(4) Calculated as net interest income divided by total average interest-earning assets.

The dollar amounts of interest income and interest expense fluctuate depending upon changes in
interest rates and upon changes in the volume of our interest-earning assets and interest-bearing liabilities.
Changes attributable to (i) changes in volume (changes in average outstanding balances multiplied by the
prior period’s rate), (ii) changes in rate (changes in average interest rate multiplied by the prior period’s
volume), and (iii) changes in rate/volume (changes in rate times the change in volume)—which were
allocated proportionately to the changes in volume and the changes in rate and included in the relevant
column below—were as follows:

2005 vs 2004
Increase (Decrease) Due to
Volume Rate Total Changes

(in thousands)
Interest-earning assets:

Mortgage loans(1) .....oovevviniinnaii..L, $1,500,308  § 212,993 $ 1,713,301
Securities available forsale(2) ............... 141,938 18,843 160,781
Short-term investmenmts .. .. ..., 2,028 15,302 17,330
Otherinvestments. .. .......ccvvvernnnernn.. 23,686 3,141 26,827
Total interest income. . ................... $1,667,960  $ 250,279 $ 1,918,239
Interest-bearing liabilities: _
Money market deposits ..................... $ (65265) § (15311) § (80,576)
SaVINES ..t 11 4 15
Escrow deposits. .. ... viiiiiii i (72,036) (208,200) (280,236)
Time deposits . .....ovvivviiiiiiiiiinen... (347,167) (40,583)  (387,750)
Total interest expense .................... (484,457) (264,090) (748,547)
FHLB advances. ...........coovvvninennen.. (400,995) (63,684) (464,679)
Other borrowed funds ................ . ..., (73,742) (20,294) (94,036)
Total borrowed funds. .................... (474,737) (83,978) (558,715)
Total interest-bearing liabilities............ (959,194) (348,068) (1,307,262)
Net interest income ............ovveennn.. $ 708,766 $ (97,789) $ 610,977

(1) Average balances include nonaccrual Joans.

(2) Average balances and yields for securities available for sale are based on average amortized cost
computed on the settlement date basis.

The increase in net interest income is primarily due to a $32.5 billion or 115% increase in average
interest-earning assets, partially offset by a 27 basis point reduction in net interest margin. Net interest
margin experienced compression during 2005 from the year-ago period mainly as a resuli of a lag in the
re-pricing of the Bank’s loan portfolio compared to the increase in the cost of its interest-bearing liabilities
and to the large volume of loans held by the Bank that are earning interest at their reduced introductory
interest rates.

Countrywide Bank increased its investment in pay-option loans during 2005. These loans have interest
rates that adjust monthly and contain features that allow the borrower to defer making the full interest
payment for at least the first year of the loan. Thereafter, minimum monthly payments increase by no more
than 7%2% per year unless the unpaid balance increases to a specified limit, which is no more than 115% of
the original loan amount, at which time a new monthly payment amount adequate to repay the loan over
its remaining contractual life is established. To ensure that contractual loan payments are adequate to
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repay a loan, the fully amortizing loan payment amount is re-established every five years. Our underwriting
standards conform to those required to make the pay-option loans salable into the secondary market at the
date of funding, including a requirement that the borrower meet secondary market debt-service ratio tests
based on the borrower making the fully amortizing loan payment assuming the loan’s interest rate is fully
indexed. (A fully indexed loan rate equals the sum of the current index rate plus the margin applicable to

the loan.)

Following is a summary of pay-option loans held for investment by Countrywide Bank:

Total pay-option loan portfolio .......... e

Pay-option loans with accumulated negative amortization:
Principal. ... o

Accumulated negative amortization (from original loan:
balance) . ... ... e
Original loan-to-value ratio(1) .. .........c.ooo i
Original combined loan-to-value ratio(2).................. ...
Average original FICOscore . .......coovviiiiiiii i,
Delinquencies(3). .. cvue ittt e

December 31,

2005 2004

(in thousands).

$26,101,306  $4,698,665

$13,963,721 § 32,818

§ 74748 § 29
75% 73%
78% 75%

720 730
0.22% 0.08%

(1) The ratio of the lower of the appraised value or purchase price of the property to the amount of the

loan that is secured by the property.

(2) The ratio of the lower of the appraised value or purchase price of the property to the amount of all

loans secured by the property.

(3) Loans delinquent 60 days and more, including non-accrual loans.

The provision for loan losses increased during 2005 compared to 2004 due to the increase in mortgage

loans held for investment along with the continued seasoning of the loans we have added during the past
years and the estimated losses from Hurricane Katrina. We expect our provision for loan losses and the

related allowance for loan losses to increase as a percentage of our portfolio of loans held for investment

as our portfolio continues to season. The impact of the increase in the allowance for loan losses will be

partially mitigated by the addition of new loans to our portfolio.
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The composition of the Bank’s balance sheets was as follows:

. December 31,
2005 2004
Amount Rate Amount Rate
(dollar amounts in millions)
Assets
Short-term investments . .. ......ovuvirirar i, $ 245 408% $ 315 215%
Mortgage loans ...ttt e 64,279 6.11% 34,230 5.25%
Securities available forsale. . ........ ... ... . L 6,251 5.02% 4,796 5.02%
FHLB securities & FRBstock ........oovi i i it 1,333  4.73% 795  3.96%
Total interest-earning assets. ........ovviereevnreeennnn.. 72,108 598% 40,136 5.17%
Cash, . e 183 50
OtheT @SSEES + o oottt e 736 778
Ol ASSEIS. .« v v v e s et e e s e s et $73,027 $40,964
Liabilities and Equity
Deposits:(1)
L1 10) 11 1=) $25,350 4.09% $12,045 3.27%
Company-controlled escrow deposit accounts. ............... 13,333 4.18% 7901 219%
FHLB adVances. . ..ottt et e ittt e 26,267 3.88% 15,475 297%
Other bOITowWIngs . .....covvueinit it e 1,280 4.23% 1,811 237%
Total interest-bearing liabilities............................ 66,230 4.03% 37,232 287%
Other Habilities . ...t e e i e 1,524 807
Shareholder's equity. ......cooveiii i 5,273 2,925
Total liabilities and equity............... PP $73,027 $40,964
Primary spread(2) . ..ot e 1.95% 2.30%
Nonaccrual I0ans. . .. ... ove i $ 1513 $§ 218
Capital ratios:
Tier 1 Leveragecapital. ..., 7.3% 7.8%
Tier 1 Risk-based capital.................coo it 12.2% 11.8%
Total Risk-based capital ............coo i 12.5% 12.0%
(1) Includes inter-company deposits.

(2) Calculated as rate on total interest-earning assets less rate on total interest-bearing liabilities.

The Banking Segment also includes the operation of CWL. CWL’s pre-tax earnings increased by $18.6
million during 2005 in comparison to 2004, primarily due to a 62% increase in average mortgage
warehouse advances. Such advances increased from $3.8 billion in 2004 to $6.1 billion in 2005, primarily
due to an overall increase in activity with Mortgage Banking Segment customers. At December 31, 2005,
warehouse lending advances were $3.9 billion.

Capital Markets Segment

Our Capital Markets Segment achieved pre-tax earnings of $451.6 million for 2005, a decrease of
$27.5 million, or 6%, from 2004. Total revenues were $798.3 million, an increase of $36.8 million, or 5%,
compared to the year-ago period. During 2005, Capital Markets realized $67.3 million in revenue from its
commercial real estate finance activities. Partially offsetting this increase in revenue, market conditions
caused by rising short-term interest rates and a flattening of the yield curve resulted in lower revenue from
conduit and securities trading operations. The Capital Markets Segment has expanded its capacity in its
existing business lines and its investment in new lines of business such as commercial real estate finance
and broker-dealer operations in Japan, which contributed to an increase in expenses of $64.3 million,
or 23%, compared to the year-ago period.

58



———ssmeEEEEEEEEEEEEEEEEEE

The following table shows revenues, expenses and pre-tax earnings of the Capital Markets Segment:

Years Ended December 31,
2005 2004
(in thousands)

Revenues:
Conduit, ..ot e e P $301,237  $319,089
Underwriting . .. ..ot e e e 271,729 289,125
Securities trading . ......... o o i i AP 92,658 110,476
Commercial Teal €STAte ... ... ..ovvie ittt eieeeiiieeeennns 67,298 3,485
Brokering. .. ..ot e 36,095 20,174
Other...........ooiiiiiiiiiit. e 29,234 19,089
TOtal TEVEIMUES. . v oottt ittt et ittt 798,251 761,438
Expenses: '
Operating EXPeIISEs . ..t tun it iiii i e iae it 332,880 272,167
Allocated cOTpOTate EXPensSes. . . .ovvu et i i 13,742 10,156
Total eXpenses. . ...t 346,622 282,323
Pre-tax earnings. . ..ot $451,629  $479,115
During 2005, the Capital Markets Segment generated revenues totaling $301.2 million from its

conduit activities, which includes managing the acquisition and sale or securitization of whole loans on
behalf of CHL. Conduit revenues for 2005 decreased 6% in comparison to the year-ago period, primarily
because of a decrease in margins, driven by a flattening of the yield curve and increased competition.

Underwriting revenues decreased $17.4 million over the year-ago period because of decreased
underwriting of CHL securitizations by Capital Markets and a decrease in margins.

Trading volumes increased 2% from the year-ago period excluding U.S. Treasury securities. Including
U.S. Treasury securities, the total securities volume traded increased 14% over the year-ago period.
Despite the increase in trading volumes, seéuritie‘s trading revenue declined 16% due to a decline in
trading margins and a shift in product mix to lower margin product.

During 2005, the commercial real estate finance activities of the Capital Markets Segment generated
revenues totaling $67.3 million from sales of commercial real estate loans. Our commercial real estate
finance activities were in their startup period during 2004,

The following table shows the composition of CSC securities trading volume, which includes
intersegment trades with the mortgage banking operations, by instrument:

Years Ended December 31,
2003 2004
(in millions)
Mortgage-backed securities ............ e $1,841,783  $1,821,642
Asset-backed SECUTTLIES & ..o .ot vttt e e 163,975 186,296
Other. ..o e e PR 125,508 75,949
Subtotal(1). ..., S, 2,131,266 2,083,887
ULS. Treasury Securities . .. oo v oot et ceinineeeaenns 1,420,217 1,042 785
Total securities trading volume .............. O $3,551,483  $3,126,672

(1) Approximately 16% and 15% of the segment’s non-U.S. Treasury securities trading volume was with
CHL during 2005 and 2004, respectively.
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Insurance Segment

The Insurance Segment’s pre-tax earnings increased 15% over the year-ago period, to $183.7 million.
The following table shows pre-tax earnings by business line:

Years Ended December 31,

2005 2004
(in thousands)
Balboa Reinsurance COMPAany . ........ooouuueiiiieiirieennannennns $178,647  $134,928
Balboa Life and Casualty Operations(1) ............ccoiiienan. .. 23,836 49,496
Allocated COrporate €XPenSES. . ...ouvu v vt ert et i (18,767)  (24,331)
Total Insurance Segment pre-tax €arnings. ...............ooveenn.. $183,716  $160,093

(1) Includes the Balboa Life and Casuaity Group and the Countrywide Insurance Services Group.

The following table shows net insurance premiums earned:

Years Ended December 31,

2005 2004
(in thousands)
Balboa Reinsurance COmMPANY ... ... ovvvvrenrreenrerrnremannesnns $180,716  $157,318
Balboa Life and Casualty Operations. ................c v, 772,931 625,367
Total net insurance premiums earned. . .............co il $953,647  $782,685

The following table shows insurance claim expenses:

Years Ended December 31,

2005 2004
As Percentage As Percentage
of Net : of Net
Earned Earned
Amount Premiums Amount Premiums
(dollar amounts in thousands)
Balboa Reinsurance Company. . ... e $ 30,756 17% $ 41,529 26%
Balboa Life and Casualty Operations . . ... 410,828 53% 348,674 56%
Total insurance claim expenses ........ $441,584 $390,203

Our mortgage reinsurance business produced $178.6 million in pre-tax earnings, an increase of 32%
over the year-ago period, driven primarily by growth of 9% in the mortgage loans included in our loan
servicing portfolio that are covered by reinsurance contracts, along with a reduced provision, as a
percentage of premiums earned, for insured losses due to faster-than expected prepayments of older pools
of reinsured loans.

Our Life and Casualty insurance business produced pre-tax earnings of $23.8 million, a decrease of
$25.7 million from the year-ago period. The decrease in earnings was driven by $87.7 million in catastrophe
losses, including $85.2 million relating to the hurricanes that struck the Gulf Coast states in 2005, in
comparison to $67.9 million incurred in the year-ago period and an increase in expenses due to the growth
in our business. The impact of these losses and increase in expenses was partially offset by an increase in
net earned premiums during 2005 in comparison to the year-ago period. The increase in net earned
premiums was primarily attributable to an increase in voluntary homeowners and auto insurance.

Our Life and Casualty insurance operations manage insurance risk by reinsuring portions of such risk.
Balboa seeks to earn profits by capitalizing on Countrywide’s customer base and institutional relationships,
as well as through operating efficiencies and sound underwriting.
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Global Operations Segment

Global Operations pre-tax earning‘s totaled $35.4 million, a decrease of $6.5 million from the year-ago
period. The decrease in earnings was due to a 38% decline in the number of new mortgage loans

processed.

Detailed Line Item Discussion of Consolidated Revenue and Expense Items

Gain on Sale of Loans and Securities

Gain on sale of loans and securities is summarized below:

Mortgage Banking:
Prime Mortgage

Nonprime
Mortgage Loans .
Prime Home Equity
Loans:
Initial Sales. .......
Subsequent draws . .

Production Sector . .
Reperforming
loans

Capital Markets:
Conduit
activities(1)......
Underwriting . . .. ..
Commercial real

estate...........
Securities trading

and other

Years Ended December 31,

2005

2004

Loans Sold -

Gain on Sale

Amount

As Percentage

Gain on Sale

As Percentage

(1) Includes loans purchased from the Mortgage Banking Segment.
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of Loans Sold Loans Sold Amount of Loans Sold
{(dollar amounts in thousands) . .
$340,483,290 $2,787,108 0.82% $268,227,114 $2,492,464 0.93%
.43,774,272 881,843 2.01% 30,649,607 1,115,450 3.64%
24,258,329 . 510,109 2.10% 25,849,186 719,610 2.78%
N/A 121,519 N/A N/A 59,012 N/A
24,258,329 631,628 2.60% 25,849,186 778,622 3.01%
408,515,891 4,300,579 - 1.05% 1324,725,907 4,386,536 1.35%
1,186,033 32,595 -+ 275% 2,770,673 127,149 4.59%
$409,701,924 4,333,174 - $327,496,580 4,513,685
$ 55,475,610 258,910 047% § 44,157,661 273,424 0.62%
N/A 232,008 N/A N/A 238,570 N/A
$ 3,155,389 62,242 1.97% § | 57,973 . .2,938 5.07%
N/A _ (54021) NA N/A _(218922) N/A
. 499,139 296,010 .
N/A 29,467 N/A N/A 32,387 N/A
$4,861,780 $4,842,082




The effects of changes in the volume of loan sales and the rate of gain on sale (as a percentage of
loans sold) on the amount of gain on sale is summarized in the following table:

2005 vs. 2004
Increase (Decrease) Due
Loans Sold Gain on Sale Rate Total
(in thousands)

Mortgage Banking: :
Prime Mortgage Loans ...................... $ 615983  § (321,339) § 294,644
Nonprime Mortgage Loans. .................. 373,251 (606,858) (233,607)
Prime Home Equity Loans:
Initial Sales ......... ..o, (42,110) (167,391) (209,501)
Subsequentdraws................ ...l 62,507 — 62,507
20,397 (167,391) (146,994)
Total Production Sector ................... 1,009,631 (1,095,588) (85,957)
Reperformingloans.................. ... (55,577) (38,977) (94,554)
Total Mortgage Banking................... $ 954,054  $(1,134,565)  $(180,511)

Gain on sale of Prime Mortgage Loans increased in 2005 as compared to 2004 due primarily to an
increase in the volume of loans sold partially offset by lower margins resulting from increased pricing
competition and weaker secondary market conditions.

Gain on sale of Nonprime Mortgage Loans decreased in 2005 as compared to 2004 due primarily to
lower margins resulting from increased pricing competition and weaker secondary market conditions,
partially offset by increased sales of Nonprime Mortgage Loans.

Gain on sale of Prime Home Equity Loans decreased in 2005 as compared to 2004 due primarily to
lower margins combined with a decrease in the volume of loans sold.

Gain on sale of Reperforming loans decreased in 2005 as compared to 2004 due primarily to a
decrease in the volume of loans sold combined with lower margins. Reperforming loans are reinstated
loans that had previously defaulted and were repurchased from mortgage securitization trusts we sponsor.
The note rate on these loans is typically higher than the currently offered mortgage interest rates and
therefore, the margin on these loans is typically higher than margins on Prime Mortgage Loans.

The decrease in Capital Markets’ gain on sale related to its conduit activities was due to a decline in
margins partially offset by increased sales of mortgage loans. The increase in Capital Markets’ gain on sale
related to its commercial real estate activities was due to increased sales of such loans. Capital Markets’
revenues from its securities trading activities consist of gain on sale and interest income. In a steep yield
curve environment, net interest income will comprise a larger percentage of total securities trading
revenue. As the yield curve flattens, the mix of revenues will naturally shift toward gain on sale of
securities. During 2005 the yield curve was flatter than in 2004, which resulted in a shift in trading revenues
from interest income to gain on sale. The decrease in loss on sale of the trading securities was more than
offset by a decline in net interest income due to the overall decline in trading margins.

In general, gain on sale of loans and securities is affected by numerous factors, including the volume,
mix and timing of loans sold, production channel mix, the level of price competition, the level of investor
demand for mortgage securities, the slope of the yield curve and the effectiveness of our associated interest
rate risk management activities.
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Net Interest Income and Provision for Loan Losses

Net interest income is summarized below:

Years Ended December 31,
2005 2004
(in thousands)

Net interest income (expense):

Banking Segment loans and securities .......... ... oo $1,381,672 $ 736,236
Mortgage Banking Segment loans and securities ............... 607,041 1,202,571
Loan Servicing Sector interest eXpense. ..........o.o.ovvveine.... (382,324) (353,454)
Interest income (expense) on custodial balances ............... 366,848 (86,514)
Capital Markets Segment securities portfolio.................. 235,528 393,451
(071173 S 144,855 145,026
Net Interest iNCOME .ot vve ettt iie e iiiieaiaanas 2,353,620 2,037,316
Provision for loan losses related to loans held for investment . . .. (115,685) (71,775)
Net interest income after provision for loan losses. ........... $2,237,935  $1,965,541

The increase in net interest income from the Banking Segment was primarily attributable to growth in
the average investment in mortgage loans in the Bank and CWL. Average interest-earning assets in the
Banking Segment increased to $66.8 billion during 2005, an increase of $34.9 billion over the year-ago
period. Offsetting this increase, the net interest margin decreased to 2.05% during 2005 from 2.31% during
the year-ago period.

The decrease in net interest income from Mortgage Banking loans and securities reflects primarily a
flattening of the yield curve during 2005 as compared to 2004 partially offset by an increase in average
balance. The Mortgage Banking Segment loan and securities inventory is primarily financed with
borrowings tied to short-term indices. Short-term interest rates rose while long-term mortgage interest
rates declined slightly between the year-ago period and 2005, reducing the net interest income relating to
outstanding balances. The decline in net interest margin was not offset by an increase in gain on sale due to
price competition.

Interest expense allocated to the Loan Servicing Sector increased primarily due to an increase in total
Servicing Sector assets combined with an increase in cost of funds.

Net interest income from custodial balances increased in the current period due to an increase in the
earnings rate on the custodial balances from 1.24% during 2004 to 3.26% during 2005, resulting from an
increase in short-term interest rates combined with an increase in average custodial balances of $4.8 billion
or 28% over the year-ago period. We are required to pass through monthly interest to security holders on
paid-off loans at the underlying security rates, which were substantially higher than the short-term rates
earned by us on the payoff float. The amount of such interest passed through to the security holders was
$343.2 million and $296.7 million in 2005 and 2004, respectively. ‘

The decrease in net interest income from the Capital Markets securities portfolio is attributable to a
decrease in the net interest margin from 0.93% in 2004 to 0.47% 2005, which is partially offset by an
increase of 20% in the average inventory of securities held. The decrease in net interest margin on the
securities portfolio is primarily due to a larger increase in short-term financing rates versus the increase in
rates in the longer-term securities held by the Capital Markets Segment. The decline in net interest income
was partially offset by a decrease in loss on sale of securities.

The increase in the provision for loan losses is due to the continuing growth and seasoning of the
Banking Segment’s loan portfolio, along with $78.5 million of estimated losses incurred as a result of
Hurricane Katrina. During the period, nonaccrual loans increased 85% to $93.1 million.
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Nonaccrual loans and foreclosed assets at period end are summarized as follows:

December 31,
2005
(in thousands)

Nonaccrual lodns(l):

Mortgage loans:
NODPIIMIE . .+ et e et e e et e et et e e e e e e et $ 437,006
Prime. . oo e e 444,094
Prime home equity ... ..ot e 95,998
SSubtotal L. 977,098

Warehouse lending advances . ........oiuii it —
Defaulted FHA-insured and VA-guaranteed mortgage loans repurchased from

BB CUIIE S, o v v vt st ettt et et e e e e 589,290
Total nonaccrual Joans. . . ...t e 1,566,388
Foreclosed assets. . .....ooveneennn.. e 93,121
Total nonaccrual loans and foreclosed assets ..........ccciviiiii ... $1,659,509
Nonaccrual loans as a percentage of loans held for investment:
1o 21 OO 22%
Excluding loans FHA-insured and VA-guaranteedloans ......................... 1.4%
Allowance for 10an 1088eS. . . ..o oot e e $ 189,201
Allowance for loan losses as a percentage of nonaccrual loans: .
10} AP 12.1%
Excluding loans FHA-insured and VA-guaranteed loans ......................... 19.4%
Allowance for loan losses as a percentage of loans held for investment.............. . 0.3%

(1) This amount excludes $588.3 million of government-insured loans eligible for repurchase from Ginnie
Mae securities issued by us. Our servicing agreement with Ginnie Mae allows us to repurchase loans
that are delinquent more than 90 days instead of continuing to advance the delinquent interest to the
security holders. This amount is included in loans held for investment as Countrywide has the option
of repurchasing the loans from the securities and is required to include such loans on its balance
sheets. However, we do not include these loans in our nonaccrual balances because we have not
exercised the option to repurchase the loans.

The allowance for loan losses increased by 51% from $125.0 million at December 31, 2004, to $189.2
million at December 31, 2005, primarily due to growth in loans held for investment at Countrywide Bank.
We expect our allowance for loan Josses and the related provision for loan losses to increase as a
percentage of our portfolio of loans held for investment as such portfolio continues to season. As our
portfolio continues to grow, the impact of seasoning on the allowance as a percentage of loans held for
investment will be partially offset by new loans.
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Loan Servicing Fees and Other Income from Retained Interests

Loan servicing fees and other income from retained interests are summarized below:

Years Ended December 31,

2005 2004
(in thousands)
Servicing fees, net of guarantee fees ................. il $3,194,395  $2,382,685
Income from other retained interests . ............c.ccovun.. e 455,986 388,474
Late charges. ... ..o e 237,112 182,446
Prepayment penalties................... e 211,668 153,467
Global Operations Segment subservicing fees..................... 108,378 106,356
Ancillaryfees.............. P 73,715 56,159
Total loan servicing fees and other income from retained

Y= 42 A P $4,281,254  $3,269,587

The increase in servicing fees, net of guarantee fees, was principally due to a 32% increase in the
average servicing portfolio, plus an increase in the overall annualized net service fee earned from 0.327%
'of the average portfolio balance during 2004 to 0.333% during 2005.

The increase in income from other retained interests was due primarily to a 23% increase in the
average investment in these assets. This income excludes any impairment charges, which are included in
recovery (impairment) of retained interests in the consolidated statement of earnings. Other retained
interests include interest-only and principal-only securities as well as residual interests that arise from the
securitization of mortgage loans, particularly Nonprime Mortgage and Prime Home Equity Loans.

Amortization of Mortgage Servicing Rights

We recorded amortization of MSRs of $2,288.4 million, or an annual rate of 20.8%, during 2005 as
compared to $1,940.5 million, or an annual rate of 22.0%, during 2004. The amortization rate of MSRs is
dependent on the forecasted prepayment speeds at the beginning of each quarter during the period. On
average, prevailing mortgage rates at the beginning of the quarterly periods during 2005 were slightly
higher than in 2004. In addition, the average of the portfolio note rates was lower over the same period. As
a result, the average forecasted prepayment speeds were lower in the current period. This resulted in a
lower amortization rate for 2005 than in the year-ago period. Dollar amortization was higher because the
MSR asset balance was higher during 2005.

Recovery (Impairment) of Retained Interests and Servicing Hedge Losses

Recovery (impairment) of retained interests and Servicing Hedge losses are detailed below:

Years Ended December 31,
2005 2004
(in thousands)

Recovery (impairment) of retained interests:

MSRs:
Recovery (Impairment) . . . ...ovvvv v iiieneaas, $ 601,017  $(279,842)
Reduction of MSR cost basis through application of hedge
accounting;
Change in fair value attributable to hedged risk.............. (213,166) —
Total recovery (impairment) of MSRs .. ...l 387,851 (279,842)
Other retained IMTETeStS. .. . vt vt e vt inennn, (364,506)  (368,295)
; § 23345 $(648,137)
Servicing Hedge losses recorded inearnings....................... $(523,078) $(215,343)
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Total recovery of MSRs during 2005 resulted from an increase in the estimated fair value of MSRs
resulting primarily from the increase in mortgage interest rates during the period. MSR impairment in
2004 resulted generally from a decrease in the MSRS’ estimated fair value driven by a slight decrease in
mortgage rates during the period. In 2005 and 2004 we recognized impairment of other retained interests
resulting from a decline in the value of such securities. The collateral underlying certain of these residuals
is fixed-rate while the pass-through rate is floating. An increase in projected short-term interest rates
during both periods caused compression of the spread on such residuals, which resulted in a decline in
their value.

The Servicing Hedge generated losses of $523.1 million and $215.3 million during 2005 and 2004,
respectively. During 2005 these losses resulted from increases in long-term Treasury and swap rates and
mortgage rates as well as the decay in option time value. During 2004 the losses primarily resuited from the
decay in option time value as long-term Treasury and swap rates remained substantially unchanged.

Net Insurance Premiums Earned

The increase in net insurance premiums earned of $171.0 million was primarily due to an increase in
premiums earned on the voluntary homeowners and auto lines of business and in reinsurance premiums
earned.

Other Revenue

Other revenue consisted of the following:

Years Ended
December 31,
2005 2004
(in thousands)
Appraisal fees, et . ... ..t $109,898 $ 75,991
Credit reportfees, et .. ....o.vvrvr it 77,830 70,558
Global Operations Segment processingfees ......................... 64,688 78,404
Tl SEIVICES .+ o vttt ettt et et e ettt et ettt 44,293 46,480
Insurance agency commissions......... P 28,785 63,194
Increase in cash surrender value of life insurance. . ................... 8,324 22,041
@ 13 4T3 A AR 136,361 154,001
TOtal OthEr TEVEIUE « . o v e et e te et e et e e e e et e $470,179 $510,669
Compensation Expenses
Average workforce by segment is summarized below:
Years Ended
December 31,
2005 2004
Mortgage Banking ............oouiiiiiiiii 37,206 29,699
BanKAI . o vttt e e e 1,804 1,015
Capital Markets. . ...t 624 532
IS UTAICE « o vttt et ettt et ettt e e 2,016 1,834
GIObal OPETALIONS « .« et vttt ettt et eaa e 2,650 2,131
Corporate Administration. ..........oooiiiiii i 4414 3,720
Average workforce, including temporarystaff. . ......... ... ... 48,714 38,931
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Compensation expenses are summarized below:

Years Ended
December 31,
2005 2004

) (in thousands)
Base salaries.................... e s $2 010,383  $1,650,321
Incentive bonus and COMMISSIONS . ... vt vet ... 1,940,426 1,636,833
Payroll taxes and benefits ............ ..o 607,704 428,683

Deferral of loan origination Costs .................ooviiiiaa... (943,030)  (578,792)

Total compensation eXpensSes. ... ....ouutiieeieiieinenerne. $3,615,483  $3,137,045

Compensation expenses increased $478.4 million, or 15%, during 2005 as compared to the year-ago
period. In the Loan Production Sector, compensation expenses increased $494.4 million, or 20%, prior to
the deferral of loan origination costs, because of a 26% increase in average staff,

In the Loan Servicing Sector, compensation expense rose $66.6 million, or 24%, to accommodate a
20% increase in the number of loans serviced. Compensation expenses mcreased in most other business
segments and corporate areas, reflecting growth in the Company.

Incremental direct costs associated with the origination of loans are deferred when incurred.
Subsequent treatment of these costs is based on whether the loans are held for sale or held for investment.
If the related loan is sold, the costs deferred are included as a component of gain on sale; if the loan is held
for investment, the costs are amortized to interest income over the life of the loan.

Occupancy and Other Office Expenses

Occupancy and other office expenses are summarized below:

. Years Ended

December 31,
2005 2004

(in thousands)
Office and equipmentrentals. .............. ..ol $185,748  $160,687
Depreciation eXpense. .. ..o vttt e 181,598 111,664
Utilities. ..ot P 150,973 120,995
Postage and courier service. .............. FE 101,622 90,036
Office supplies. . ... oo 72,655 58,831
Dues and subscriptions . ........oooiii e e 53,154 44,859
Repairs and maintenance . ...........oovverieneniniaraneaiin..s . 51,850 45,031
Other. ... i e e 82,080 11,275
Total occupancy and other office expenses ........................ $879,680 $643,378

Occupancy and other office expenses for 2005 increased by $236.3 million primarily to accommodate a
25% increase in the average workforce.
Insurance Claim Expenses

Insurance claim expenses were $441.6 million for 2005 as compared to $390.2 million for the year-ago
period. The increase in insurance claim expenses was due mainly to growth in our insured risk and a $19.8
million increase in catastrophe losses over the year-ago period.
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Advertising and Promotion Expenses

Advertising and promotion expenses increased 34% from 2004, as a result of a shift in the mortgage
loan production market towards purchase activity, which generally requires more advertising and
promotion than refinance activity.

Other Operating Expenses

Other operating expenses are summarized below:

Years Ended
December 31,
2005 2004

(in thousands)
Insurance COMMISSION EXPEMNSE. ...t v vttt iiiienannee e, $ 166,970 $123,225
Legal, consulting, accounting and auditingfees ..................... 141,028 103,990
Travel and entertainment .. .......o.ieiuteer et iiiiiiieeeenasas 115,473 85,319
Losses on servicing-related advances .............................. 71,181 56,785
Software amortization and impairment ..............coiiiiie. .. 64,962 53,235
Insurance ... e [ 55,071 55,608
Taxes and JICENSES. . . o\ v vttt et e ettt et e e s 49,488 37.582
OtheT. e 194,172 188,203

Deferral of loan origination Costs ........c..oovviriiiieianaren.n.. (155,333  (75,404)

Total other operating eXpenses .. ... ..o.veervnrereneneaneenen.. $ 703,012 $628,543

Results of Operations Comparison—VYear Ended December 31, 2004, (“2004”) and Year Ended Decernber 31,
2003, (“2003”)

Consolidated Earnings Performance

Net earnings were $2,197.6 million during 2004, a 7% decrease from 2003. The decrease in our
earnings was driven primarily by a decrease in the profitability of our Mortgage Banking Segment. The
Mortgage Banking Segment produced pre-tax earnings of $2,335.7 million for 2004, a decrease of 21%
from 2003. In the Mortgage Banking Segment, improved financial performance of our MSRs was more
than offset by a decline in the profitability of our Loan Production Sector. Although net earnings
decreased 7% from prior year, earnings per share for 2004 decreased 13% to $3.63 as a result of an
increase in the average number of diluted shares outstanding during the period.

Loan Production Sector pre-tax earnings were $2,684.3 million for 2004, a decrease of $1,403.6 million
from the prior year. The decrease in the profitability of the Loan Production Sector resulted from lower
Prime Mortgage Loan production and sales combined with a compression in margins, which was caused by
generally higher mortgage interest rates; increased borrower demand for lower-margin adjustable-rate
mortgages; greater pricing competition; and, higher loan origination costs. Production Sector profitability
in 2004 was bolstered by increased sales of higher-margin Nonprime Mortgage and Prime Home Equity
Loans.

The pre-tax loss in the Loan Servicing Sector, which incorporates the performance of our MSRs and
other retained interests, was $433.5 million, an improvement of $799.9 million from the year-ago period.
The reduced pre-tax loss was primarily attributable to a decrease in the combined amount of amortization
and impairment, net of Servicing Hedge (losses) gains, which totaled $2,799.7 million in 2004, compared to
$3,267.4 million in the year-ago period.

Our Banking Segment increased its pre-tax earnings by $295.3 million from the year-ago period,
primarily as the result of increases in the balance of mortgage loans held by Countrywide Bank. In total,
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non-mortgage banking businesses contributed $1,260.2 million in pre-tax earnings for 2004, an increase of
41% from the year-ago period.

Operating Segment Results

Pre-tax earnings (loss) by segment are summarized below:

Years Ended
December 31,
2004 2003
(in thousands)
Mortgage Banking: ‘
Loan Production.............. N $2,684,258 $ 4,087,866
Loan Servicing. ......oviiviiii i (433,531)  (1,233,475)
Loan Closing Services .. ..o i iiiiiinan., 84,986 97,825
Total Mortgage Banking.............ooooviiiiiii 2,335,713 2,952,216
Banking. ... 582,483 287,217
Capital Markets. ...t 479,115 442,303
B 4Ty 00 1o T < PN 160,093 138,774
Global Operations . .........oouviiiiiiniiiiiiiie i, 41,865 25,607
Ot e e e (3,396) (345)
Total ..., P $3,595,873  $ 3,845,772

The pre-tax earnings (loss) of each segment include intercompany transactions, which are eliminated
in the “other” category above, ‘

Mortgage loan production by segment and product is summarized below:

Years Ended
December 31,
2004 2003
(in millions)
Segment:
Mortgage Banking . ... e $317,811  $398,310
Banking ..ot e e 27,116 14,354
Capital Markets: '
Conduit acquISItIONS. . .. ... vi i e 18,079 22,200
Commercial Real Restate. ... ..o iii ittt iiiiiaa e 358 —
$363,364 $434,864
Product:
Prime MOTEZAZE « ..t v vrvee ettt et e $292,672  $396,934
Nonprime MOTITgage. ... ..ovvvvvieiiiit it it 39,441 19,827
Prime Home Equity........ ..o 30,893 18,103
Commercial Real Estate .. ... ivtt it ireeieiiieeannaan 358 —_

$363,364  $434,864




The following table summarizes loan production by purpose and by interest rate type:

Years Ended
December 31,
2004 2003
(in millions)
Purpose:
NOD-PUIChASE .\ ettt e e $186,781 $305,084
Purchase............ccoovvts P 176,583 129,780
$363,364  $434,864
Interest Rate Type:
Adjustable Rate ..o e $189,931 § 91,824
FIxed Rate o oo e e e e 173,433 343,040
$363,364 $434,864
Mortgage Banking Segment

The Mortgage Banking Segment includes the Loan Production, Loan Servicing and Loan Closing
Services Sectors. The Loan Production and Loan Closing Services Sectors generally perform at their best
when mortgage rates are relatively low and loan origination volume is high. Conversely, the Loan Servicing
Sector generally performs well when mortgage rates are relatively high and loan prepayments are low. The
natural counterbalance of these sectors reduces the impact of changes in mortgage rates on our earnings.

Loan Production Sector

The Loan Production Sector produces mortgage loans through the four production divisions of
Countrywide Home Loans (“CHL”)—Consumer Markets, Wholesale Lending, Correspondent Lending
and Full Spectrum Lending. Full Spectrum Lending, Inc. was a subsidiary of CFC until it merged with
CHL in December 2004.

Mortgage Banking loan production volume for 2004 decreased 20% in comparison to 2003. Non-
purchase loan production declined by 42%, while purchase production increased by 33%. The increase in
purchase loans is significant because this component of the mortgage market offers relatively stable
growth, averaging 11% per year over the last 10 years. The non-purchase, or refinance, component of the
mortgage market is highly volatile because it is driven almost exclusively by prevailing mortgage rates.

The following‘table summarizes Mortgage Banking loan production by purpose and by interest rate

type:

Years Ended
December 31,
2004 2003
(in millions)
Purpose:
NOD-PUIChase . ...t $163,325 $282,560
PUICRASE . .. ottt e e 154,486 115,750
$317,811  $398,310
Interest Rate Type: .
FIREA TALE . . ettt e e e e e e $163,588 $327,412
Adjustablerate . ... 154,223 70,898

$317,811  $398,310
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In 2004, 49% of our loan production was adjustable-rate in comparison to 18% in 2003. The shift in
homeowner preferences toward adjustable-rate mortgages in 2004 was driven by an increase in 30-year
fixed mortgage rates, coupled with the availability of attractive product alternatives such as hybrid
adjustable-rate and short-term pay-option adjustable-rate mortgages that provide a rélatively low fixed rate
for the first three to ten years of the mortgage.

~ The volume of Mortgage Banking Prime Home Equity and Nonprime Mortgage Loans produced
(which is included in our total volume of loans produced) increased 104% during the current period from
the prior period. Details are shown in the following table.

Years Ended
December 31,
2004 2003
(dollar amounts in millions)
Prime Home Equity Loans . ............ ..o .. $23,351 $12,268
Nonprime Mortgage Loans................. oot 33,481 15,525
$56,832 $27,793
Percent of total Mortgage Banking loan production ............. 17.9% 7.0%
The pre-tax earnings of the Loan Production Sector are summarized below:
Years Ended December 31,
2004 2003
Percentage of Percentage of
Loan Production Loan Production
Amount Volume Amount Volume
(dollar amounts in thousands)
Revenues:
Prime MOTtgage .........coovvne... $ 3,187,108 $ 5,713,008
Nonprime Mortgage.......... e © 1,364,912 ‘ 564,188
Prime Home Equity ................. 1,130,406 210,264
Totalrevenues...................... 5,682,426 1.79% 6,487,460 1.63%
Expenses:
Compensation . ..............ooveuuns 1,894,187 0.60% 1,511,876 0.38%
Other operating. .................... 703,309 0.22% 489,708 0.12%
Allocated corporate ................. 400,672 0.13% 398,010 0.10%
Total expenses................ PR 2,998,168 0.95% 2,399,594 0.60%
Pre-tax €arnings. .................... $ 2,684,258 084%  $ 4,087,866 1.03%
Total Mortgage Banking loan production.  $317,811,000 $398,310,000

Decreased demand for residential mortgages from the historic levels experienced in 2003 resulted in
lower production volume in 2004. The resulting decline in our production was moderated by an increase in
our market share from the year-ago period. Our mortgage loan production market share was 13.1% in
2004, up from 11.4% in 2003. : '
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Revenues declined over the prior year due primarily to a reduction in production and sales volumes
and to decreased margins on Prime Mortgage Loans. Sales of Prime Mortgage Loans were $268.2 billion in
the current period compared to $363.2 billion in the prior year. We attribute the decline in margins on
Prime Mortgage Loans to increased price competition caused by the significant reduction in refinance
activity, as well as to the shift in consumer preference towards adjustable rate mortgages, which generally
carry lower margins than 30-year fixed-rate mortgages. The decline in Prime Mortgage Loan revenues was
partially offset by increased production and sales of higher margin Nonprime Mortgage and Prime Home
Equity Loans. Combined sales of Nonprime Mortgage and Prime Home Equity Loan products were
$56.5 billion in 2004 compared to $11.1 billion in 2003. The increase in total revenues as a percentage of
loan volume in 2004 is attributable to a shift in mix toward Nonprime Mortgage and Prime Home Equity
Loans, which generally have higher revenues, as a percentage of the loan balance, than Prime Mortgage
Loans.

Operating expenses increased, both in dollars and in proportion to loan production volume, compared
to the prior year. Expenses increased primarily due to an increase in sales and marketing costs and to a
general reduction in productivity from the very high levels achieved during the peak of refinance activity in
2003. The increase in sales and marketing costs were related to increased production in 2004 of purchase
Prime Mortgage Loans, Nonprime Mortgage Loans and Prime Home Equity Loans, as well as to an
increase in the percentage of total loans produced through our retail channels. We continued to expand
our loans production operations in 2004 despite a decline in the overall market to support our long-term
objective of market share growth.

During 2004, the Loan Production Sector operated at approximately 111% of planned operational
capacity, compared to 123% during the year-ago period. The primary capacity constraint in our loan
origination activities is the number of loan operations personnel we have on staff. Therefore, we measure
planned capacity with reference to the number of our loan operations personnel multiplied by the number
of loans we expect each loan operations staff person to process under normal conditions. As loan
production volume has declined, there has been a reduction in productivity to more sustainable levels that
has resulted in higher overall unit costs. We plan to continue building our sales staff despite a potential
further drop in loan origination volume as a primary means to increase our market share, particularly for
purchase loans.

The following table summarizes the number of people included in the Loan Production Sector
workforce: '

Workforee at
December 31,
2004 2003
N 1= A PP ©12,833 8,681
Operations:
Regular employees. . ..o et 7,992 7116
Temporarystaff. . ... 934 504
8,926 7,620
Production technology. . ... ...ovviiiiiiin i 1,024 994
Administration and support . ... e 2,288 1,723
Total Loan Production Sector workforce.......................ouus. 25,071 19,018
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The following table shows total Mortgage Banking loan production volume by division:

Years Ended
December 31,
‘ 2004 2003
(in millions)
Correspondent Lending. ... $133,588  $194,948
Consumer Markets. . ... e 95,619 104,216
Wholesale Lending. .........oo i 72,848 91,211
Full Spectrum Lending .................. P P 15,756 7,935

$317,811 $398,310

The commissioned sales force of the Consumer Markets Division numbered 4,825 at December 31,
2004, an increase of 1,341 or 38% compared to December 31, 2003. The commissioned sales force
contributed $36.9 billion in purchase originations during 2004, a 43% increase over the year-ago period.
The purchase production generated by the commissioned sales force represented 75% of the Consumer
Markets Division’s purchase production for 2004. In addition, the Consumer Markets Division has
expanded its branch network to 577 branch offices at December 31, 2004, an increase of 111 offices over

the year-ago period.

The Wholesale Lending Division and Full Spectrum Lending Division also continued to grow their
sales forces as a means to increase market share. At December 31, 2004, the sales force in the Wholesale
Lending Division numbered 1,123, an increase of 27% compared to December 31, 2003. The Full
Spectrum Lending Division expanded its sales force by 1,544, or 77%, compared to December 31, 2003,
and has expanded its branch network to 160 branch offices at December 31, 2004, an increase of 63 offices
over the prior year.

Loan Servicing Sector

The following table summarizes the results for the Loan Servicing Sector:

Years Ended December 31,

2004 2003
Percentage of Percentage of
‘ Average Average
Servicing . o Servicing
) Amount Portfolio Amount ) Portfolio
) N ) (dollar amounts in thousands)

Servicing fees, net of guarantee fees ... ... ~$ 2,382,685 0.327% $ 1,917,014 °  0350%

Miscellaneousfees ............ ... ... .. ' 525,807 0.072% 546,380 0.099%

Income from other retained interests ... ... 388,474 0.054% 410,346 0.075%
Escrow balance expense.................. (86,514) (0.012)% (212,562)  (0.039)%
Amortization of mortgage servicing rights . . (1,940,457)  (0.2671)% (2,069,246)  (0.371)%
Impairment of retained interests .......... (643,864)  (0.088)% (1,432,965) (0.261)%

Servicing hedge (losses) gains............. (215,343)  (0.030)% 234,823 0.043%
Total servicing revenues. ............... 410,788 0.056% (606,210)  (0.110)%

Operating expenses. . .. ... [ 460,552 0.063% '359,005 0.066%

Allocated corporate eXpenses............. - 77,015 0.011% 84,126 0.015%

Total servicing eXpenses. . .............. 537,567 0.074% 443,131 0.081%

Interestexpense. .............ooovevnnn..n 306,752 0.042% 184,134 0.034%
PIE-tax 0SS .« oo, $  (433531) (0.060)% $ (1,233,475) (0.225)%

Average servicing portfolio volume . .. ..... $727,821,000 $548,724,000
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Our servicing portfolio grew to $838.3 billion at December 31, 2004, a 30% increase from
December 31, 2003, At the same time, the overall weighted-average note rate of loans in our servicing
portfolio declined from 6.1% to 5.9%.

The pre-tax loss in the Loan Servicing Sector was $433.5 million during 2004, an improvement of
$799.9 million from the prior year. During 2004, mortgage rates were generally higher than in 2003, which
resulted in lower actual and projected prepayments. Such lower prepayments resulted in lower
amortization and impairment. The combined amounts of amortization and impairment, were $2,584.3
million and $3,502.2 million during 2004 and 2003, respectively.

Long-term Treasury and swap rates are the indices that underlie the derivatives that constitute the
primary components of the Servicing Hedge. There was little change in these rates from December 31,
2003 to December 31, 2004. The Servicing Hedge loss of $215.3 million in 2004 resulted primarily from
time value decay on the options included in the Servicing Hedge. During 2003, the Servicing Hedge
generated a gain of $234.8 million. This gain resulted from a decline in long-term Treasury and swap rates
during the first part of 2003. The Servicing Hedge gains generated in the early part of 2003 were partly
offset by Servicing Hedge losses toward the end of the year as long-term Treasury and swap rates rose. In a
stable interest rate environment, we would expect to incur no significant impairment charges; however, we
would expect to incur losses related to the Servicing Hedge driven primarily by time decay on options used
in the hedge. The level of such Servicing Hedge losses depends on various factors such as the size and
composition of the hedge, the shape of the yield curve and the level of implied interest rate volatility.

Loan Closing Services Sector

This sector is comprised of the LandSafe companies, which provide credit reports, flood
determinations, appraisals, property valuation services and title reports primarily to the Loan Production
Sector but increasingly to third parties as well.

The LandSafe companies produced $85.0 million in pre-tax earnings, representing a decrease of 13%
from the prior year. The decrease in LandSafe’s pre-tax earnings was primarily due to the decrease ini our
loan origination activity.

Banking Segment

Our banking strategy includes holding loans in portfolio that historicaily would have been immediately
securitized and sold into the secondary mortgage market. Management believes this strategy will increase
earnings, as well as provide more stable earnings over the long term. In the short term, reported profits will
be impacted by the reduction in gains otherwise recognizable at time of sale.

The Banking Segment achieved pre-tax earnings of $582.5 million during 2004, as compared to
$287.2 million for the year-ago period. Following is the composition of pre-tax earnings by company:

Years Ended
December 31,
2004 2003
(in thousands)
Banking Operations . ... ....ooviei it $534,091 $228,657
Countrywide Warehouse Lending (“CWL”)...................... 71,414 78,105
Allocated cOrporate EXPenses. .. ..ocouv v vviiar i (23,022)  (19,545)
Pre-tax €arnings .. ..........ooouiiiiiiiiii $582,483 $287,217
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‘The Bank’s revenues and expenses are summarized in the following table:

Years Ended December 31,

2004 2003
(dollar amounts in thousands)
Interestincome. .....ooovivevnnnnnnn e $1,301,351  § 504,023
Interest expense . .......o.v i (631,188) (232,826)
Netinterestincome .........oovveiveennrennnn.. 670,163 271,197
Provision for loanlosses ........................... (37,438) (9,782)
Net interest income after provision for loan losses .. 632,725 261,415
Non-interest inCOMe ..........cvviriinirininnnnnn. 65,550 63,035
NOn-interest eXpense . .. .......vererenernreenn... (164,184) (95,793)
Pre-taxearnings ...........cooiiiiiiii i, $ 534,091 $ 228,657
Efficiency ratio(1). ........ oo i i il 20% 27%
After-tax Teturn on average assets. .. ................ 1.13% 1.11%

(1) Non-interest expense reduced by mortgage insurance divided by the sum of net interest income plus
non-interest income.




The increase in net interest income is primarily due to a $15.8 billion or 127% increase in average
interest-earning assets, as summarized below:

Interest-earning assets:

Years Ended December 31,
2004 2003
Interest Annualized Interest - Annualized
Average Income/ Yield/ Average Income/ Yield/
Balance Expense Rate Balance Expense Rate

(dollar amounts in thousands)

4.79% $ 7,729,436 $351,558

Mortgage loans(1).......... $23,989,383 $1,147,979
Securities available for
sale(2). ...t 3,013,265 124,086
Short-term investments . . ... 592,919 7,719
Other investments. ......... 567,682 21,567
Total interest-earning
assetS. ..., 28,163,249 1,301,351
Allowance for loan losses . .. (29,008)
Otherassets ............... 471,333
Total non interest-earning
aSSetS. .. it 442,325
Total assets ........... $28,605,574
Interest-bearing liabilities:
Money market deposits . .. .. $ 795,025 18,286
Savings ...t 1,798 31
Escrow deposits............ 7,870,918 102,096
Time deposits. ............. 6,432,036 197,389
Total interest-bearing
deposits. .............. 15,099,777 317,802
FHLB advances............ 10,323,708 305,032
Other borrowed funds ...... 578,855 8,354
Total borrowed funds. . ... 10,902,563 313,386
Total interest-bearing
liabilities.............. 26,002,340 631,188
Non interest-bearing
liabilities and equity . . ..
Non interest-bearing
checking ................ 95,664
Other liabilities .. .......... 416,821
Shareholders’ equity........ 2,090,749
Total non interest-bearing
liabilities and equity . . .. 2,603,234
Total liabilities and
shareholders’ equity.... $28,605574
Net interest income. .......... $ 670,163

Net interest spread(3)
Net interest margin(4) ........

(1) Average balances include nonaccrual loans.
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4.12% . 3,601,929 134,204
1.30% 849,036 9,896
3.80% 209,988 8,365
4.62% | 12,390,389 504,023
(6,651)

251,591

244,940

$12,635.329
230% § 32,329 577
1.73% 1,626 28
1.30% 5,788,084 57,801
3.07% 1,738,712 57,910
2.10% 7,560,751 116,316
2.95% 3,541,507 114,437
1.44% 178,086 2,073
2.87% 3,719,593 116,510
243% 11,280,344 232,826

11,241

127,324

1,216,420

1,354,985

$12,635,329
$271,197

2.19%
2.38%

4.55%

3.73%
1.17%
3.98%

4.07%

1.78%
1.71%
1.00%
333%

1.54%
3.23%
1.16%
3.13%

2.06%

2.01%
2.19%




(2) Average balances and yields for securities available for sale are based on average amortized cost
computed on the settlement date basis.

(3) Calculated as yield on total average interest-earning assets less rate on total average interest-bearing
liabilities.
(4) Calculated as net interest income divided by total average interest-earning assets.

The dollar amounts of interest income and interest expense fluctuate depending upon changes in
interest rates and upon changes in the volume of our interest-earning assets and interest-bearing liabilities.
Changes attributable to (i) changes in volume (changes in average outstanding balances multiplied by the
prior period’s rate), (ii) changes in rate (changes in average interest rate multiplied by the prior period’s
volume), and (iii) changes in rate/volume (changes in rate times the change in volume)—which were
allocated proportionately to the changes in volume and the changes in rate and included in the relevant
column below—were as follows:

2004 vs 2003
Increase (Decrease) Due to
Volume Rate Total Changes

(in thousands)
Interest-carning assets:

Mortgage loans(1) ............coiiiiiiii. $ 774,279 $ 22,142 $ 796,421
Securities available forsale(2) ................. (28,414) 18,296 (10,118)
Short-term investments . . .......ooveviieannn. (3,556) 1,379 (2,177)
Other investments. .. .......coovineienene.n. 13,254 (52) 13,202
Total interestincome. . ..........oovi'venn... 755,563 41,765 797,328
Interest-bearing liabilities: '
Money market deposits . .........c.oieiiant $ (17,495) § (214) $ (17,709)
SAVINGS © oot e e e (3 — (3)
Escrow deposits. . ... (24,195) (20,100) (44,295)
Time deposits .. ...ovvvvireiieiiiiiieinn, (143,681) 4202 (139479)
Total interest €Xpense ............coovuen.. (185,374) (16,112) (201,486)
FHLBadvances................ccooviiiinn.n. (199,514) 8,919 (190,595)
Other borrowed funds .. ............... ... ... (5,676) (605) (6,281)
Total borrowed funds. ...................... (205,190) 8,314 (196,876)
Total interest-bearing liabilities.............. (390,564) (7,798) (398,362)
Net interest inCome . ......ovvveivriannn.ns $ 364,999 $ 33,967 $ 398,966

(1) Average balances include nonaccrual loans.

(2) Average balances and yields for securities available for sale are based on average amortized cost
computed on the settlement date basis.

The increase in net interest income is primarily due to a $15.8 billion increase in average interest-
earning assets, primarily mortgage loans, combined with an increase in net interest margin (net interest
income divided by average earning assets) of 19 basis points. The margin increase was the result of a
change in the mix of interest-earning assets toward mortgage loans and the reduced amortization of loan
origination costs and purchase premiums on securities resulting from lower prepayments on mortgage
loans and securities. ‘
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The composition of the Bank’s balance sheets was as follows:

December 31,
2004 2003
Amount Rate Amount Rate
(dollar amounts in millions)

Assets

Short-term inVeStmMEnts . . ...o.vevriiiiiiiien e $ 315 215%$ 451 095%
Mortgage loans ............. e 34,230 5.25% 14,686 4.97%
Securities available forsale.................... ... ... 4,796 5.02% 3,564 4.24%
FHLB securities & FRBstock ........................ 795 3.96% 394 3.75%

Total interest-earning assets. ..........ccoveveinnre.. 40,136 5.17% 19,095 4.71%
Cash. . ..o e e 50 43 '
OthEr @SSES . . vttt i e e 778 239

TOtal @SSELS .« oo vttt vttt ettt e $40,964 $19,377

Liabilities and Equity

Deposits:(1)

CUSTOMMIET & vttt et ettt et $12,045 327% $ 3335 3.24%

Company-controlled escrow deposit accounts. . ....... 7901 219% 5901 0.96%
FHLB advances. . ..o.vvveiiiii it iiaiieeannns - 15,475 297% 6,875 3.19%
Other borrowings . ... aannes 1,811 237% 1508 1.15%

Total interest-bearing liabilities..................... 37,232 287% 17,619 228%
Other liabilities . . .o e i e 807 263
Shareholdersequity. ........coviiiin i enns. 2,925 1,495

Total liabilities and equity. ......................... $40,964 $19,377
Primary spread(2).......coovvviniiiiiiiiiii 2.30% 2.43%
Nonaccrual 10ans. . ... oo vvr o $ 218 $ 44
Capital ratios:

Tier 1 Leveragecapital ..........cooooviiiiiiennn ' 7.8% 8.6%

Tier 1 Risk-based capital........................... 11.8% 12.8%

Total Risk-based capital ...............oooivean 12.0% 12.9%

(1) Includes inter-company deposits.
(2) Calculated as rate on total interest-earning assets less rate on total interest-bearing liabilities

The Banking Segment also includes the operation of CWL. CWL’s pre-tax earnings decreased by $6.7
million during 2004 in comparison to the prior year, primarily due to a 6% decrease in average mortgage
warehouse advances, which in turn resulted from an overall decline in the mortgage originations market.

Capital Markets Segment

Our Capital Markets Segment achieved pre-tax earnings of $479.1 million for 2004, an increase of
$36.8 million, or 8%, from the year-ago period. Total revenues were $761.4 million, an increase of $85.4
million, or 13%, compared to the year-ago period. Capital Markets benefited by underwriting the
Production Sector’s Prime Home Equity and Nonprime Mortgage Loan securitizations, which increased
significantly in the current year. This benefit was offset by a less favorable mortgage-related fixed income
securities market. These factors led to reduced mortgage-backed securities trading volumes and margins.
This segment has expanded its staffing and infrastructure to invest in the development of new lines of
business such as U.S. Treasury securities trading, commercial real estate finance and broker-dealer
operations in Japan, which largely contributed to an increase in expenses of $48.6 million, or 21%,
compared to the year-ago period.
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The following table shows revenues, expenses and pre-tax earnings of the Capital Markets Segment:

Years Ended December 31,
2004 2003
(in thousands)

Revenues:
Conduit. . ....ooi $319,089  $269,592
Underwriting. . ...t 289,125 171,958
Securities tradiNg . ...« .o vvv it . 110,476 199,149
BroKering. ... ...vvuvvvreerrnnnnnnnns U 20,174 29,944
Commercial realestate ................ e 3,485 —
Other. .o 19,089 5,360
Total revenues. ..................... e 761,438 676,003
Expenses: .
Operating eXPemnses ... vuvevrt ottt i 272,167 222,555
Allocated corporate expenses. .......... e 10,156 11,145
TOtal EXPENSES. . ..ttt e e e 282,323 233,700
Pre-tax arniNZS. . . oot vune et it e i i $479,115 $442,303

During 2004, the Capital Markets Segment generated revenues totaling $319.1 million from its
conduit activities, which include brokering and managing the acquisition and sale or securitization of whole
loans on behalf of CHL. Conduit revenues for 2004 increased 18% in comparison to the prior year,
primarily as a result of an increase in margins on sales of distressed assets and increased sales of Nonprime
Mortgage Loans.

Underwriting revenues increased $117.2 million over the prior year as a result of increased sales of
our nonprime and home equity securities.

Trading revenues declined 45% due to a decrease in the size of the overall mortgage market, which
resulted in a decline in mortgage securities trading volume and margins. Trading volumes declined 26%
from the prior year before giving effect to the introduction by the Company of U.S. Treasury securities
trading. Including U.S. Treasury securities, the total securities volume traded increased 9% over the prior
year. Effective January 15, 2004, Countrywide Securities Corporation (“CSC”) became a “Primary Dealer”
and as such is an authorized counterparty with the Federal Reserve Bank of New York in its open market
operations.

The following table shows the composition of CSC securities trading volume, which includes
intersegment trades with the mortgage banking operations, by instrument:

Years Ended December 31,

2004 2003
(in millions)
Mortgage-backed securities . ...t $1,821,642  $2,647,099
Asset-backed securities . ... .o 186,296 50,944
L 13 111 P 75,949 112,360
Subtotal(1)......0ccoeiiiiiiin e 2,083,887 2,810,403
U.S. Treasury SECUITtES . . .« oot vtee et e 1,042,785 48,310
Total securities trading volume ................ ... .ol © $3,126,672  $2,858,713

(1) Approximately 15% and 12% of the segment’s non-U.S. Treasury securities trading volume was with
CHL during 2004 and 2003, respectively.
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Insurance Segment

The Insurance Segment’s pre-tax earnings increased 15% over the prior year, to $160.1 million. The
following table shows pre-tax earnings by business line:

Years Ended December 31,

2004 2003
(in thousands)
Balboa Reinsurance COmMpPany .. ... ...cveveereveeeennvoiinann. $134,928 $102,785
Balboa Life and Casualty Operations(1) ...............ooooian. 49,496 56,043
Allocated cOrporate eXPenSES. ..o vr ittt (24,331) (20,054)
PIe-tax €ArMINES « .\ o vevenvntrnneneerenene e naiieieienenn, $160,093 $138,774

(1) Includes the Balboa Life and Casualty Group and the Countrywide Insurance Services Group.

The following table shows net insurance premiums earned:

Years Ended December 31,

2004 2603
(in thousands)
Balboa Reinsurance Company.........ovvueeitriinniineiennans $157,318 $128,585
Balboa Life and Casualty Operations............ e 625,367 604,231
Total net insurance premiums earned. .. .........oovvviiiin.n. $782,685 $732,816
The following table shows insurance claim expenses:
Years Ended December 31,
2004 2003
As Percentage As Percentage
of Net Earned of Net Earned

Amount Premiwms(1) Amount Premiums(1)
(dollar amounts in thousands)

Balboa Reinsurance Company.......... $ 41,529 26% $ 38,636 30%
Balboa Life and Casualty Operations.. . .. 348,674 56% 321,410 53%
Total insurance claim expenses .. ..... $390,203 - $360,046

Our mortgage reinsurance business produced $134.9 million in pre-tax earnings, an increase of 31%
over the year-ago period, driven primarily by growth of 7% in the mortgage loans included in our loan
servicing portfolio that are covered by reinsurance contracts, combined with an overall increase in the
ceded premium percentage.

Our Life and Casualty insurance business produced pre-tax earnings of $49.5 million, a decrease of
$6.5 million from the prior year. The decline in earnings was driven by $67.9 million in estimated losses
relating to hurricane damage sustained in Florida during 2004 in comparison to $10.1 million of
catastrophic losses in the prior year, partially offset by a decline in non-catastrophic losses and a $21.1
million, or 3.5%, increase in net earned premiums during 2004 in comparison to the prior year. The growth
in net earned premiums was primarily attributable to growth in the lender-placed auto and voluntary
homeowner insurance lines of business.

Our Life and Casualty insurance operations manage insurance risk by reinsuring portions of such risk.
Balboa seeks to earn profits by capitalizing on Countrywide’s customer base and institutional relationships,
as well as through operating efficiencies and sound underwriting.
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Global Operations Segment

Global Operations pre-tax earnings totaled $41.9 million, an increase of $16.3 million in comparison
to the prior year. The increase in earnings was due partly to growth in the portfolio of mortgage loans
subserviced on behalf of Global Home Loans’ minority joint venture partner, Barclays Bank PLC. In
addition, a favorable shift in foreign exchange rates contributed $5.6 million to earnings along with a
$6.5 million software impairment in 2003, which did not recur in the current period.

Detailed Line Item Discussion of Consolidated Revenue and Expense Items
Gain on Sale of Loans and Securities

Gain on sale of loans and securities is summarized below:

Years Ended December 31,
2004 2003
Gain on Sale Gain on Sale
As Percentage As Percentage
Loans Sold Amount _ of Loapns Seld _ Loans Sold Amount _ of Loans Seld
(dollar amounts in thousands)

Mortgage Banking:
Prime Mortgage Loans ..... $268,227,114 $2,492,464 093%  $363,193,537 $5,073,107 1.40%
Nonprime Mortgage Loans. . 30,649,607 1,115,450 3.64% 10,231,132 452,866 '4.43%
Prime Home Equity Loans . . 25,849,186 778,622 3.01% 820,125 15,566 1.90%
Production Sector. . ...... 324,725,907 4,386,536 1.35% 374,244,794 5,541,539 1.48%
Reperforming loans . ... ... 2,770,673 127,149 4.59% 2,396,957 163,443 6.82%
$327,496,580 4,513,685 $376,641,751 5,704,982
Capital Markets:
Conduit activities(1). . .. ... . $ 44,157,661 273,424 0.62% = $ 44,142,091 237,449 0.54%
Underwriting. . ............ N/A T 238,570 N/A N/A 126,751 N/A
Commercial real estate ... .. $ 57,973 2,938 5.07% N/A — N/A
Securities trading and other . N/A _ (218,922) N/A N/A _ (207,789) N/A
296,010 156,411
Other..........oovvinenin.. N/A 32,387 N/A N/A 26,043 N/A
$4,842,082 , $5,887,436

(1) Includes intercompany sales.

Gain on sale of Prime Mortgage Loans decreased in 2004 as compared to 2003, due primarily to lower
Prime Mortgage Loan production and sales combined with lower margins. The decline in margins from the
high levels realized in 2003 was due to increased price competition as a result of lower homeowner demand
for refinance mortgage loans, combined with a shift in homeowner preference toward adjustable-rate
mortgages, which generally carry lower margins than 30-year fixed-rate mortgages. Gain on sale of Prime
Home Equity and Nonprime Mortgage Loans increased in 2004 compared to 2003, due primarily to
increased sales of these loans, offset somewhat by lower margins on the sale of Nonprime Mortgage Loans,
Inventory of these products had been accumulated during recent periods of high origination volume.

Reperforming loans are reinstated loans that had previously defaulted and were repurchased from
mortgage securities we issued. The note rate on these loans is typically higher than the current mortgage
rate, and therefore, the margin on these loans is typically higher than margins on Prime Mortgage Loans.
A change in Ginnie Mae rules related to the repurchase of defaulted loans from Ginnie Mae securities has
reduced the amount of loans available for repurchase, which has contributed to a lower gain on sale
related to these items.

The increase in Capital Markets’ underwriting revenues was due to increased sales of our nonprime
and home equity securities combined with an increase in third-party underwriting business. The increase in
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Capital Markets’ gain on sale related to its conduit activities was due to increased margins on sales of
distressed assets combined with increased sales of Nonprime Mortgage Loans. Capital Markets’ revenues
from its trading activities consist of gain on sale and interest income. In a steep yield curve environment,
which generally existed during 2004 and 2003, trading revenues derive largely or entirely from net interest
income earned during the securities’ holding period. As the yield curve flattens, the mix of revenues will
naturally shift toward gain on sale of securities.

In general, gain on sale of loans and securities is affected by numerous factors, including the volume
and mix of loans sold, production channel] mix, the level of price competition, the slope of the yield curve,
and the effectiveness of our associated interest rate risk management activities.

Net Interest Income

Net interest income is summarized below:

Years Ended December 31,
2004 2003
(in thousands)

Net interest income (expense):

Mortgage Banking Segment loans and securities ............... $1,202,571 $ 887436
Interest expense on custodial balances. .. ...... e (86,514)  (212,561)
Servicing Sector INterest EXPense. . ......ovveeririneiinrae.n.. (353,454)  (254,285)
Banking Segment loans and securities ............ ... ..o 736,236 341,005
Capital Markets Segment securities portfolio.................. 393,451 448,099
OtHEr. et e 145,026 197,900
Net INtEresSt INCOMIE & .ot vt it i iet e ciie e iiiae e eeanns 2,037,316 1,407,594
Provision for loan losses related to loans held for investment . . .. (71,775) (48,204)
Net interest income after provision for loan losses............ $1,965541 $1,359,390

The increase in net interest income from Mortgage Banking loans and securities reflects an increase
in the average inventory of mortgage loans during 2004 as compared to 2003. Prime Home Equity Loans
had been accumulated in prior periods resulting in a higher average inventory balance of such loans in the
current year as compared to the year-ago period. Also contributing to the increase in net interest income
from Mortgage Banking is a decline in the overall borrowing rate as a result of the use of more cost-
effective short-term financing.

Net interest expense from custodial balances decreased in the current period due to the decrease in
loan payoffs from the year-ago period. We are required to pass through monthly interest to security
holders on paid-off loans at the underlying security rates, which were substantially higher than the short-
term rates earned by us on the payoff float. The amount of such interest passed through to the security
holders was $296.7 million and $406.8 million in 2004 and 2003, respectively.

Interest expense allocated to the Loan Servicing Sector increased primarily due to an increase in total
Servicing Sector assets.

The increase in net interest income from the Banking Segment was primarily attributable to growth in
the average investment in mortgage loans in the Bank. Average assets in the Banking Segment increased to
$32.0 billion during 2004, an increase of $15.5 billion over the year-ago period. The average net interest
spread earned increased to 2.31% during 2004 from 2.13% during 2003.

The decrease in net interest income from the Capital Markets securities portfolio is attributable to a
decrease in the average net spread earned from 1.44% in 2003 to 0.93% in 2004, partially offset by an
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increase of 28% in the average inventory of securities held. The decrease in net spread earned on the
securities portfolio is primarily due to an increase in short-term financing rates.

'Loan Servicing Fees and Other Income from Retained Interests

Loan servicing fees and other income from retained interests are summarized below:

Years Ended December 31,

2004 2003
(in thousands)
Servicing fees, net of guarantee fees ................. i, $2,382,685 $1,917,014
Income from other retained interests .............................. 388,474 410,346
Late charges................ P 182,446 151,665
Prepayment penalties. . ...........ooooiiiiii i 153,467 172,171
Global Operations Segment subservicing fees....................... 106,356 92,418
Ancillary fees. ... .. 56,159 60,724
Total loan servicing fees and other income from retained interests .. $3,269,587 $2,804,338

The increase in servicing fees, net of guarantee fees, was principally due to a 33% increase in the
average servicing portfolio, partially offset by a reduction in the overall annualized net service fee earned
from 0.350% of the average portfolio balance during 2003 to 0.327% during 2004. The reduction in the
overall net service fee was largely due to agreements we reached with certain loan investors to reduce our
contractual servicing fee rate. The resulting excess yield has been securitized and sold or is included on the
balance sheet as trading securities.

The decrease in income from other retained interests was due primarily to a slight decrease in the
yield on these investments during 2004. These investments include interest-only and principal-only
securities as well as residual interests that arise from the securitization of nonconforming mortgage loans,
particularly Nonprime Mortgage and Prime Home Equity Loans. ‘

Amortization of Mortgage Servicing Rights

We recorded amortization of MSRs of $1,940.5 million, or an annual rate of 22.0%, during 2004 as
compared to $2,069.2 million, or an annual rate of 26.5%, during 2003. The reduction in the amortization
rate reflects the increase in the estimated life of the servicing portfolio, which is attributable to the effect of
comparatively higher interest rates during the current period on estimated future prepayments. Partially
offsetting the lower amortization rate was a higher MSR asset balance attributable to net growth in the
servicing portfolio during 2004.

Impairment of Retained Interests and Servicing Hedge (Losses) Gains .

Impairment of retained interests and Servicing Hedge (losses) gains are detailed below:

Years Ended December 31,
2004 2003
(in thousands)

Impairment of retained interests:

MSRS et e $(279,842) $(1,326,741)
Other retained interests. .. ........c..oveiit i (368,295) (106,224)
$(648,137) $(1,432,965)

Servicing Hedge (losses) gains recorded in earnings .............. $(215,343) § 234,823
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Impairment of MSRs in 2004 resulted generally from a decline in their estimated fair value, driven by
a slight decrease in mortgage tates during the year. However, impairment of MSRs was lower in 2004 than
in 2003 because mortgage rateswere generally higher during 2004 than in 2003. Impairment of MSRs
during 2003 resulted from a reducsion in the estimated fair value of MSRs, primarily driven by the decline
in mortgage rates during much of the period. In 2004, we recognized impairment of other retained
interests, primarily as a result of a decline in the value of nonprime securities. The collateral underlying
certain of these residuals is fixed-rate while the pass-through rate is floating. An increase in projected
short-term interest rates during the current period resulted in a compression of the spread on such
residuals, which resulted in a decline in their value.

There was little change in long-term Treasury and swap rates from December 31, 2003 to
December 31, 2004. The Servicing Hedge loss of $215.3 million in 2004 resulted primarily from time value
decay on the options included in the Servicing Hedge. During 2003, the Servicing Hedge generated a gain
of $234.8 million. This gain resulted from a decline in long-term Treasury and swap rates during the first
part of 2003. The Servicing Hedge gains generated in the early part of 2003 were partly offset by Servicing
Hedge losses toward the end of the year as long-term Treasury and swap rates rose.

The Servicing Hedge is intended to moderate the effect on earnings caused by changes in the
estimated fair value of MSRs and other retained interests that generally result from changes in mortgage
rates. Rising interest rates in the future will result in Servicing Hedge losses.

Net Insurance Premiums Earned

The increase in net insurance premiums earned is due to an increase in premiums earned on lender-
placed and voluntary lines of business combined with an increase in reinsurance premiums.

Other Revenue
Other revenue consisted of the following:

Years Ended December 31,

2004 2003
(in thousands)

Global Operations Segment processingfees .................c..ens $ 78404  § 78,043
Appraisal fees,net ....... .. e 75,991 68,922
Creditreportfees, net .. ...c.vevt i i e 70,558 69,424
Insurance agency COMMISSIONS. . .. .o.. oot irieenns 63,194 52,865
it SEIVICES L vttt et ettt e e e e 46,480 49,922
Increase in cash surrender value of life insurance................... 22,041 —
T, i e e e 154,001 142,874

Total otherincome............ e $510,669 $462,050
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Compensation Expenses

Average workforce by segment is summarized below:

- Years Ended December 31,

, . , 2004 2003

Mortgage Banking .........ooiii il e 29,699 25,415
Banking....... ... 1,015 - 781
Capital Markets. . ... ....oiut et e 532 420
Insurance ............ S 1,834 - 1,784
Global Operations .............coovuiinenn... e 2,131 2,018
Corporate Administration. . .........vvvitriiii i, 3,720 3,142
Average workforce, including temporarystaff. . ........ ... ..o 38,931 133,560

Compensation expenses are summarized below:

Years Ended December 31,

2004 2003
: - (dollar amount in thousands)
Base SAlaries. . ...ttt e s $1,650,321  $1,371,821
Incentive bonus and commissions .............ciiiiiii .. 1,636,833 1,285,964
Payroll taxes and benefits ... 428,683 359,220
Deferral of loan origination costs ..............cooviiiiean.n. (578,792)  (426,069)

Total compensation EXPenses. . ...vovuvin et iiineinennnians $3,137,045 $2,590,936

Compensation expenses increased $546.1 million, or 21%, during 2004 as compared to-2003. In the
Loan Production Sector, compensation expenses increased $382.3 million, or 25%, as a result of a 22%
increase in average staff combined with an increase in incentive compensation, which averaged 0.30% of
the volume of loans originated in 2004, compared to 0.21% in 2003.

In the Loan Servicing Sector, compensation expense rose $34.0 million, or 14%, to accommodate a
22% increase in the number of loans serviced. Compensation expenses increased in all other business
segments and corporate areas, reflecting growth in the Company. '

Incremental direct costs associated with the origination of loans are deferred when incurred. When
the related loan is sold, the costs deferred are included as a component of gain on sale.

Occupancy and Other Office Expenses

Occupancy and other office expenses are summarized below:

Years Ended December 31,

2004 2003

‘ . ) ) (in thousands) .

Office and equipmentyentals.................. .. e $160,687 . $109,696
Utilities. .. .oov e e e e 120,995 96,979
Depreciation EXpense. . ... ..iviue ettt et 111,664 82,051
Postage and courier service. .. ... v 90,036 ~ .80,797
Office supphies. ... 58,831 56,360
Repairs and maintenance ..o, 45,031 36,389
Dues and Subscriptions « ........coouiiiiiii i . 44,859 26,379
Other. .o 11,275 36,541
Total occupancy and other office expenses .................... $643,378  $525,192
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Occupancy and other office expenses for 2004 increased by $118.2 million, or 23%. Personnel growth
in our loan production operations accounted for 89% of this increase.
Insurance Claim Expenses

Insurance claim expenses were $390.2 million for 2004 as compared to $360.0 million for 2003. The
increase in insurance claim expenses was due mainly to $67.9 million of estimated losses resulting from
hurricane damage sustained in Florida during 2004 in comparison to $10.1 million of catastrophic losses in
the prior year. The increase in catastrophic claim expenses was partially offset by lower non-catastrophic
claims experience in both voluntary homeowners and lender-placed insurance lines during 2004.

Advertising and Promotion Expenses

Advertising and promotion expenses increased 65% from 2003, reflecting the shift in our loan product
and production channe] mix.

Other Operating Expenses

Other operating expenses are summarized below:

Years Ended December 31,
2004 2003
(in thousands)

Insurance cOMmMISSION EXPENSE. . ..ot vvviirtet e it erntnannen. $123,225 $138,853

Legal, consulting, accounting and auditing ...................... 103,990 111,643

Travel and entertainment ... ...ovvernn it neneeninenn. 85,319 63,295

Losses on servicing-related advances .................ccoiivinnn. 56,785 36,217

INSUIanCE ..o e e 55,608 40,298

Software amortization and impairment .............. ... .. ..., 53,235 46,136

Taxes and lCeNSES. . v ettt it et e vttt e 37,582 32,347

13 17 N 188,203 155,541
Deferral of loan origination costs ................. ...l (75,404) (71,536)

Total other Operating eXpenses . ........c..oeeuruneenerernns. $628,543 $552,794

Insurance expense increased due to an increase in mortgage insurance related to growth in the Bank’s
loan portfolio.

Quantitative and Qualitative Disclosures About Market Risk

The primary market risk we face is interest rate risk. The predominant type of interest rate risk at
Countrywide is price risk, which is the risk that the value of our assets and liabilities will change due to
changes in interest rates. Interest rate risk also includes the risk that the net interest income from our
mortgage loan and investment portfolios will change in response to changes in interest rates. From an
enterprise perspective, we manage interest rate risk through the natural counterbalance of our loan
production and servicing businesses. We also use various financial instruments, including derivatives, to
manage the interest rate risk related specifically to the values of our interest rate lock commitments,
Mortgage Loan Inventory and MBS held for sale, MSRs and other retained interests and trading
securities, as well as a portion of our debt. The overall objective of our interest rate risk management
activities is to reduce the variability of earnings caused by changes in interest rates. Our Corporate
Asset/Liability Management Committee, which is comprised of several of the Company’s senior financial
executives, is responsible for management of this risk.
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Interest Rate Lock Commitments and Mortgage Inventory

We are exposed to price risk from the time an interest rate lock commitment (“IRLC”) is made to a
mortgage applicant or financial intermediary to the time the resulting mortgage loan is sold. IRLCs
guarantee for a specified period the rate and points to be charged to a borrower on a mortgage. The period
of the guarantee is generally from seven to 60 days. During this period, we are exposed to losses if
mortgage rates rise, because the increase in interest rates generally causes the value of the IRLC or
mortgage to decline. To manage this risk, we use derivatives, primarily forward sales of MBS, options to

buy and sell MBS, Eurodollar futures and Eurodollar options as well as options on Treasury futures
contracts.

Managing the interest rate risk related to IRLCs is complicated by the fact that the ultimate
percentage of applications that close within the terms of the IRLC is beyond our control and is driven
primarily by changés in mortgage rates in the marketplace. In general, the percentage of applications that
ultimately close within the terms of the IRLC increases if mortgage rates rise and decreases if mortgage
rates fall. This is due primarily to the relative attractiveness of current mortgage rates compared to the
applicants’ committed rates. The closing percentage is also influenced by the source and age of the
applications, purpose for the loans (purchase or refinance) and the application approval rate. We have
developed closing ratio estimates using empirical data. Qur estimates take into account all of these
variables, as well as renegotiations of rate and point commitments that tend to occur when mortgage rates
fall. Our closing ratio estimates are revised periodically using the most current empirical data.

To manage the price risk associated with IRLCs, we use a combination of net forward sales of MBS
and put and call options on MBS, Treasury futures and Eurodollar futures. We generally enter into
forward sales contracts of MBS in an amount equal to the portion of the IRLCs expected to close,
assuming no change in mortgage rates. We acquire put and call options to protect against the variability of
the rate of loan closings caused by changes in mortgage rates, using our current closing ratio estimates to
determine the amount of optional coverage required.

We manage the price risk related to our Mortgage Loan Inventory primarily by entering into forward
sales of MBS and Eurodollar futures contracts. The value of these forward MBS sales and Eurodollar
futures moves in the opposite direction of the value of the Mortgage Loan Inventory.

We manage the price risk and credit risk related to our commercial mortgage loans using total rate of
return and credit default swaps.

We actively manage our IRLCs and Mortgage Loan Inventory risk profiles on a daily basis.

“ A more detailed description of the derivative instruments we use in our risk management activities
related to the IRLCs and Mortgage Loan Inventory is presented below:

¢ Forward Sales of MBS: An obligation to sell an MBS at a specified price in the future. The value
increases as mortgage rates rise.

» Forward Purchases of MBS: An obligation'to buy an MBS at a specified price in the future. The
value increases as mortgage rates fall.

¢ Long Call Options on MBS: A right to buy an MBS at a specified price in the future. The value
increases as mortgage rates fall.

s Long Put Options on MBS: A right to sell an MBS at a specified price in the future. The value
increases as mortgage rates rise. ’

* Long Call Options on Treasury Futures: A right to acquire a Treasury futures contract at a specified
price in the future. The value increases as the benchmark Treasury rate falls.
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¢ Long Put Options on Treasury Futures: A right to sell a Treasury futures contract at a specified
price in the future. The value increases as the benchmark Treasury rate rises.

e Short Furodollar Futures Contracts: A standardized exchange-traded contract, the value of which is
tied to spot Eurodollar rates at specified future dates. The value increases when Eurodollar rates
rise. '

o Total Rate of Return Swaps: An agreement to pay or receive the total return on a financial index or
security in exchange for the payment or receipt of a floating rate of interest over the term of the
contract. For use in the risk management of the commercial mortgage portfolio, the Company pays
the return on a published CMBS index and receives the floating rate of interest. The value of these
contracts increases as the value of the index declines.

o Credit Default Swaps: An agreement to purchase credit event protection based on a financial index
or security in exchange for paying a fixed rate of interest over the term of the contract. For use in
the risk management of the commercial mortgage portfolio, the Company receives credit protection
and pays a fixed rate of interest. The value of these contracts increases when the probability of the
occurrence of a credit event rises.

Mortgage Servicing Rights (MSRs) and Other Retained Interests

Our MSRs and other retained interests are subject to loss in value when mortgage rates decline.
Declining mortgage rates generally precipitate increased mortgage refinancing activity. Increased
refinancing activity reduces the life of the loans underlying the MSRs and other retained interests, thereby
reducing their value. Reductions in the value of these assets impact earnings primarily through impairment
charges. To moderate the effect on earnings of impairment, we maintain a portfolio of financial
instruments, including derivatives, which generally increase in aggregate value when interest rates decline
(the “Servicing Hedge”).

We currently use, or have used in the past, the following financial instruments in our Servicing Hedge:
¢ Interest Rate Floors: A right to receive cash if a reference interest rate falls below a contractual

strike rate. The value increases as reference interest rates fall. The reference interest rates used
include mortgage rates, Treasury rates and U.S. dollar (“USD”) LIBOR.

e Long Treasury Futures: An agreement to purchase a Treasury security at a specified price in the
future. The value increases as the benchmark Treasury rate falls.

¢ Long Call Options on Treasury and Eurodollar futures: A right to acquire a Treasury or Eurodoilar
futures contract at a specified price in the future. The value increases as the benchmark Treasury or
Eurodollar rate falls.

¢ Long Put Options on Treasury and Eurodollar futures: A right to sell a Treasury or Eurodollar
futures contract at a specified price in the future, The value increases as the benchmark Treasury or
Eurodollar rate rises.

e Long Call Options on MBS: A right to buy an MBS at a specified price in the future. The value
increases as mortgage rates fall.

o Forward Purchases of MBS: An obligation to buy an MBS at a specified price in the future. The
value increases as mortgage rates fall.

o Interest Rate Swaps: A mutual agreement to exchange interest rate payments; one party paying a
fixed rate and another paying a floating rate tied to a reference interest rate (e.g., USD LIBOR).
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For use in the Servicing Hedge, we generally receive the fixed rate and pay the floating rate. Such
contracts increase in value as rates fall.

Receiver Swaptions: A right to enter a predetermined Interest Rate Swap at a future date where we
receive the fixed rate and pay the floating rate. These contracts increase in value as rates fall.

Payor Swaptions: A right to enter a predetermined Interest Rate Swap at a future date, where we
pay the fixed rate and receive the floating rate. These contracts increase in value as rates rise.

Principal-Only Securities: Consist of mortgage trust principal-only securities and Treasury
principal-only securities. These securities have been purchased at discounts to par value. As interest
rates decrease, the value of these securities generaily increases.

Mortgage Forward Rate Agreement: A mutual agreement to exchange a single cash flow at a
forward settlement date, based on the basis point difference between the forward fixed rate and
floating rate set equal to the 30-day forward current coupon mortgage rate, known as the CMM
index, on the settlement date. For use'in the Servicing Hedge, we generally receive the fixed rate
and pay the floating rate. Such contracts increase in value as the spread between the current coupon
mortgage rate and the swap curve tightens, or when interest rates fall.

These instruments are combined to manage the overall risk profile of the MSRs and other retained
interests. We actively manage our retained interests risk profile on a daily basis.

Securities Trading Activities

Within our Capital Markets operations, we maintain a trading portfolio of fixed-income securities,
primarily MBS. We are exposed to price changes in our trading portfolio arising from interest rate changes
during the period we hold the securities. To manage this risk, we use the following derivative instruments:

Forward Sales of To-Be-Announced (“TBA”) MBS: An obligation to sell agency pass-through MBS
that have not yet been issued at a specified price and at a specified date in the future. The value
increases as mortgage rates rise.

Forward Purchases of TBA MBS: An obligation to purchase agency pass-through MBS that have
not yet been issued at a specified price at a specified date in the future. The value increases as
mortgage rates fall.

Forward Sale of U.S. Treasury Securities: An agreement to sell a specified quantity of U.S.

Treasury securities for a specified price at a specified date in the future. The value increases when

interest rates rise.

Short Futures Contract: A standardized exchange-traded contract, the value of which is tied to spot
Fed Funds or Eurodollar rates at specified future dates. The value of these contracts increases when
Fed Funds or Eurodollar rates rise.

Long Futures Contract: A standardized exchange-traded contract, the value of which is tied to the
spot Fed Funds or Eurodollar rates at specified future dates. The value of these contracts increases
when Fed Funds or Eurodollar rates fall.

Interest Rate Swaps: A mutual agreement to exchange interest rate payments; one party paying a
fixed rate and another paying a floating rate tied to a reference interest rate (e.g. USD LIBOR).
For use in its trading portfolio risk management activities, the Company receives the floating rate
and pays the fixed rate. Such contracts increase in value as rates rise.
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¢ Long Put Options on Futures Contracts: A right to sell futures contracts, the value of which is tied
to spot Fed Funds or Eurodollar rates at specified future dates. The value of these contracts
increases when Fed Funds or Eurodollar rates rise.

s Long Call Options on Futures Contracts: A right to purchase futures contracts, the value of which is
tied to spot Fed Funds or Eurodollar rates at specific future dates. The value of these contracts
increases when Fed Funds or Eurodollar rates fall.

Countrywide Bank

The primary component of Countrywide Bank’s earnings is net interest income from our mortgage
loan and investment portfolios. At Countrywide Bank, we invest primarily in adjustable-rate and short
duration residential mortgages. Our securities portfolio is comprised mostly of short-duration sequential
collateralized mortgage obligations. We manage our interest rate risk primarily by investing in relatively
short duration assets, and matching the duration and re-pricing characteristics of our interest-bearing
liabilities with those of our interest-earning assets. Deposits are priced to encourage consumers to choose
maturity terms consistent with our assets. Interest rate swaps are also used to efficiently and cost effectively
manage the repricing characteristics of our liabilities to facilitate the liabilities’ alignment with our interest-
earning assets.

Debt Securities

We determine the mix of fixed-rate and variable-rate debt as part of our overall interest rate risk
management activities. We use interest rate swaps to efficiently and cost effectively achieve our desired
mix of fixed- and floating-rate debt. Typically, terms of the Interest Rate Swaps match the terms of the
underlying debt, resulting in an effective conversion to the desired mix.

Impact of Changes in Interest Rates on the Net Value of the Company’s Interest Rate-Sensitive Financial
Instruments

We perform various sensitivity analyses that quantify the net financial impact of changes in interest
rates on our interest rate-sensitive assets, liabilities and commitments. These analyses incorporate assumed
changes in the interest rate environment, including selected hypothetical, instantaneous parallel shifts in
the yield curve.

We employ various commonly used modeling techniques to value our financial instruments in
connection with these sensitivity analyses. For mortgage loans, MBS, MBS forward contracts,
collateralized mortgage obligations and MSRs, option-adjusted spread (“OAS”) models are used. The
primary assumptions used in these models for purpose of these sensitivity analyses are the implied market
volatility of interest rates and prepayment speeds. For options and interest rate floors, an option-pricing
model is used. The primary assumption used in this model is implied market volatility of interest rates.
Other retained interests are valued using a zero volatility discounted cash flow model. The primary
assumptions used in these models are prepayment rates, discount rates and credit losses. All relevant cash
flows associated with the financial instruments are incorporated in the models.
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The following table summarizes the estimated change in fair value of our interest-rate-sensitive assets,
liabilities and commitments as of December 31, 2005, given several hypothetical, instantaneous, parallel
shifts in the yield curve:

. Change in Fair Value
Change in Interest Rate (basis points) . -100 -50 +50 +100
(in millions)

MSRs and other financial instruments:

MSR and other retained interests................ $(2,812) $(1,302) $1,009 $ 1,714
Impact of Servicing Hedge:
Mortgage-based .................... e 261 130 (130) (260)
Swap-based . ... i 2,626 991 (429) (598)
MSRs and other retained interests, net .. ... .. 75 (181) 450 856
Interest rate lock commitments . .. .. e 190 136 (218) (489)
Mortgage Loan Inventory....................... 1,135 691 (862) (1,842)
Impact of associated derivative instruments:
Mortgage-based ................. ... . (1,454) (890) 1,117 2,387
Treasury-based ..........cooviiiii .. 187 74 6 74
Eurodollar-based .................... ... 97 (53) 77 166
Interest rate lock commitments and Mortgage
LoanInventory,net...................... (39) (42) 120 296
Countrywide Bank: - '
Securities portfolio. .................. ... 147 88 (108) (227)
Mortgageloans...............o oo 555 299 (376) (739)
Deposit liabilities .............. ... ... ..., (255) (131) 136 275
Federal Home Loan Bank advances. ........... (235)  (115) 156 264
Countrywide Bank,net ....................... 212 141 (192) 427
Notes payable and capital securities . ... ... SRR (824) (412) 393 759
Impact of associated derivative instruments:
Swap-based ..... e 95 48 (48) (95)
Notes payable and capital securities, net . ... .. (729) (364) 345 664
Insurance company investment portfolios-......... 52 27 (28) (56)
Net change in fair value related to MSRs and other
financial instruments . ......... ... ... 0., $ (429) $ (419) $ 695 § 1,333
Net change in fair value related to broker-dealer .
trading securities. ... ... i $ (18) § (3 8§ (1) § (33)

The following table summarizes the estimated change in fair value of the Company’s interest-rate-
sensitive assets, liabilities and commitments as of December 31, 2004, given several hypothetical
(instantaneous) parallel shifts in the yield curve:

Change in Fair Value
Change in Interest Rate (basis points) i —-100 -50 +50 +100
(in millions)

Net change in fair value related to MSRs and other :
financial Instruments .. .. ..., $(285) $(492) $787 §1,765

Net change in fair value related to broker-dealer trading
SECULIHIES. « .\ vt vveeetaicee e, R $ (1) $ 3 $ (® 3 (29
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These sensitivity analyses are limited in that they were performed at a particular point in time; only
contemplate certain movements in interest rates; do not incorporate changes in interest rate volatility or
changes in the relationship of one interest rate index to another; are subject to the accuracy 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 loan production earnings that result from changes in interest rates. Not all of the
changes in fair value would affect current period earnings. For example, MSRs are carried by impairment
stratum at the lower of amortized cost or market value. Absent hedge accounting, any increase in the value
of a particular MSR stratum in excess of the related impairment reserve would not be reflected in current-
period earnings. The total impairment valuation allowance was $0.4 billion as of December 31, 2005. On
April 1, 2005, we implemented hedge accounting in accordance with SFAS 133 for a portion of our interest
rate risk management activities related to MSRs. In addition, our debt is carried at its unpaid principal
balance net of issuance discount or premium; therefore, absent hedge accounting, changes in the market
value of our debt are not recorded in current-period earnings. For these reasons, the preceding estimates
should not be viewed as an earnings forecast.

Market Risk—Foreign Currency Risk

To diversify our funding sources on a global basis, we occasionally issue medium-term notes
denominated in a foreign currency. We manage the foreign currency risk associated with these medium-
term notes through cross-currency swap transactions. The terms of the cross-currency swaps have the effect
of converting all foreign currency-denominated medium-term notes into U.S. dollar obligations, thereby
eliminating the associated foreign currency risk. As a result, potential changes in the exchange rates of
foreign currencies denominating such medium-term notes would not have a net financial impact on future
earnings, fair values or cash flows.

Credit Risk Management

Credit risk is the potential for financial loss resulting from the failure of a borrower or an institution
to honor its contractual obligations to us. Credit risk arises in many of our business activities including
lending activities, securities trading activities and interest rate risk management activities. We actively
manage credit risk to maintain credit losses withiri levels that achieve our profitability and return on capital
objectives while meeting our expectations for consistent financial performance.

Our Credit Committee has primary responsibility for setting strategies to achieve our credit risk goals
and objectives. Those goals and objectives are documented in our Credit Policy. The committee is
comprised of our Chief Credit Officer and other senior executives.

Mortgage Credit Risk
Overview

In our mortgage lending activities, we manage our credit risk through credit policy, underwriting,
quality control and surveillance activities as well as through use of credit enhancements, especially
nonrecourse and limited recourse securitizations. We also employ proactive collection and loss mitigation
efforts.

Loan Quality

Our credit policy establishes standards for the determination of acceptable credit risks. Those
standards encompass borrower and collateral quality, underwriting guidelines and loan origination
standards and procedures.
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Borrower quality includes consideration of the borrower’s credit and capacity to pay. We assess credit

and capacity to pay through the use of credit scores, application of a mortgage scorecard, and manual or
automated underwriting.

Collateral quality includes consideration of property value, condition and marketability and is

determined through physical inspections and the use of manual and automated valuation models and
processes.

Underwriting guidelines facilitate the uniform application of underwriting standards to all borrowers
regardless of race, religion or ethnic background. Uniformity in underwriting also provides a means for
measuring and managing credit risk. This allows us, as well as government sponsored enterprises

(“GSEs”), private investors, and the secondary markets in general, to assess risk, which provides us with
more flexibility in the sale of loans.

Our conventional conforming underwriting guidelines are based on the guidelines established by
Fannie Mae or Freddie Mac. Our underwriting guidelines for FHA-insured and VA-guaranteed mortgage
loans comply with guidelines established by the U.S. Department of Housing and Urban Development or
the Veterans Administration. Our underwriting guidelines for non-conforming mortgage loans, Prime
Home Equity Loans, and Nonprime Mortgage Loans have been designed so that these loans are salable in
the secondary mortgage market. We developed these guidelines to meet the requirements of private
investors, rating agencies and third-party credit enhancement providers.

These standards and procedures encompass underwriter qualifications and authority levels, appraisal
review requirements, fraud controls, funds disbursement controls, training of our employees and ongoing
review of their work. We help to ensure that our origination standards are met by employing accomplished
and seasoned management, underwriters and processors and through the extensive use of technology. We
also employ proprietary underwriting systems in our loan origination process that improve the consistency
of underwriting standards, assess collateral adequacy and help to prevent fraud, while at the same time
increasing productivity. :

We supplement our loan origination standards and procedures with a post-funding quality control
process. Our Quality Control Department, under the direction of the Chief Credit Officer, is responsible
for completing loan audits that may consist of a re-verification of loan documentation, an underwriting and
appraisal review, and if necessary, a fraud investigation. We also employ a pre-and post-funding
proprietary loan performance evaluation system. This system helps to identify fraud and poor performance
of individuals and business entities associated with the origination of our loans. The combination of this
system and our audit results allows us to evaluate and measure adherence to prescribed underwriting
guidelines and compliance with laws and regulations.

Sale of Loans

Nearly all of the mortgage loans that we originate in our Mortgage Banking Segment are sold into the
secondary mortgage market primarily in the form of securities, and to d lesser extent as whole loans. While
we generally sell our Prime Mortgage Loans on a non-recourse basis, either in the form of securities or
whole loans, we have potential liability under the representations and warranties we make to purchasers
and insurers of the loans. In the event of a breach of such representations and warranties, we may be
required to either repurchase the mortgage loans with the identified defects or indemnify the investor or
insurer. In such cases, we bear any subsequent credit loss on the mortgage loans. The liability for this
recourse totaled $169.8 million at December 31, 2005 and $139.9 million at December 31, 2004.
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Securitization

As described below, the degree to which we retain credit risk on loans that we sell through
securitizations depends on the structure of the securitization. Our Prime Mortgage Loans generally are
securitized on a non-recourse basis, while Prime Home Equity and Nonprime Mortgage Loans generally
are securitized with limited recourse for credit losses.

Conforming Conventional Loans

We generally pool conforming conventional loans into mortgage-backed securities guaranteed by
Fannie Mae or Freddie Mac. Subject to certain representations and warranties we make, nearly all
conventional loans securitized through Fannie Mae or Freddie Mac are sold on a non-recourse basis. We
pay guarantee fees to these agencies to compensate them for their assumption of credit risk on the
securitized loans.

FHA-Insured and VA-Guaranteed Loans

FHA-insured and VA-guaranteed mortgage loans are generally pooled into mortgage-backed
securities guaranteed by the Government National Mortgage Association (“Ginnie Mae”). We are insured
against foreclosure loss by the FHA or partially guaranteed against foreclosure loss by the VA. Fees
charged by the FHA and VA for assuming such risks are paid directly by the borrower. We are exposed to
credit losses on defaulted VA loans to the extent that the partial guarantee provided by the VA is
inadequate to cover the total credit losses incurred. We pay guarantee fees to Ginnie Mae for Ginnie
Mae’s guarantee on its securities of timely payment of principal and interest. Ginnie Mae does not assume
mortgage credit risk associated with the loans securitized under its program.

Non-conforming Conventional Prime Loans

Non-conforming conventional prime mortgage loans are generally pooled into “private-label” (non-
agency) mortgage-backed securities. Such securitizations involve some form of credit enhancement, such
as senior/subordinated structures, overcollateralization or mortgage pool insurance. Securitizations that
involve senior/subordinated structures contain securities that assume varying levels of credit risk. Holders
of subordinated securities are compensated for the credit risk assumed through a higher yield. We
generally sell the subordinated securities created in connection with these securitizations and thereby
transfer the related credit risk subject to representations and warranties we make when the loans are
securitized.

Prime Home Equity Loans

Prime Home Equity Loans are generally pooled into private-label asset-backed securities. These
securities generally are credit-enhanced through over-collateralization, residual interests that we generally
retain and guarantees provided by a third-party surety. In some cases, the securitizations also contain
mortgage pool insurance or a limited corporate guarantee as a form of credit enhancement. In Prime
Home Equity securitizations, Countrywide is generally in the first loss position; however, the recourse for
credit losses is limited to the carrying value of a residual interest.

Nonprime Mortgage Loans

Nonprime Mortgage Loans generally are pooled into private-label asset-backed securities. We
generally securitize these loans with limited recourse for credit losses through retention of residual
interests, the value of which usually range from 1.0% to 5.5% of the principal balance of the loans. The
holder of the residual interest is in the first loss position; however, the recourse for credit losses is limited
to the carrying value of the residual interest. In some cases, such limited recourse securitizations have
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contained lender paid mortgage insurance as a form of credit enhancement or a limited corporate
guarantee from us. We also have pooled a portion of our Nonprime Mortgage Loans into securities
guaranteed by Fannie Mae. In such cases, we have paid Fannie Mae a guarantee fee in exchange for
Fannie Mae assuming the credit risk of the underlying loans. ‘

In some cases the retained residual interest is deposited into a net interest margin security, which
enables us to monetize future residual cash flows and retain a smaller residual interest (“Back-end NIM
Residual”). The value of the Back-end NIM Residuals usually range from 0.25% to 1.50% of the principal
balance of the loans underlying the residual security. The holder of the Back-end NIM Residual is in the
first loss position; however, the recourse for credit Josses is limited to the carrying value of the Back-end
NIM residual. '

Our exposure to credit losses related to our limited recourse securitization activities is limited to the
carrying value of our subordinated interests and to the contractual limit of reimbursable losses under our
corporate guarantees less the recorded liability for such guarantees. These amounts at December 31, 2005
are as follows: ‘

December 31,
2003
(in thousands)

Subordinated Interests:

Prime home equity residual SECUTIties. . . . ..\ vvivruvrrre i e eeannnn. $ 925,762
Nonprime residual SECUTItIES . ... v .ttt i 547,139
Prime home equity line of credit transferor’s interests ...................... 538,048
Nonconforming residual securities . ............ooeviieinnenen... e 21,004
Subordinated mortgage-backed pass-through securities..................... 2,059

' , $2,034,012

Corporate guarantees in excess of recorded liability .................. ... ... $ 349,864

The carrying value of the residual securities is net of expected future credit losses. The total credit
losses incurred for 2005 and 2004 related to all of our mortgage securitization activities are summarized as
follows:

Years Ended
December 31,
2005 2004

(in thousands)
Nonprime securitizations with retained residual interest .............. $ 69,269 $ 43,021
Prime home equity securitizations with retained residual interest. . ..... 34,173 29,370
Repurchased or indemnifiedloans ....................oc L 28,213 42,063
Prime home equity securitizations with corporate guarantee........... 10,798 6,930
Nonprime securitizations with corporate guarantee................... 9,724 20,039
VA losses in excess-of VAguarantee ...........coeviiiiniinnn.. 1,894 1,658

$154,071  $143,081

Portfolio Lending Activities

As discussed in the preceding section, “Detailed Line Item Discussion of Consolidated Revenue and
Expense [tems—~Net Interest Income,” we have a portfolio of mortgage loans held for investment,
consisting primarily of Prime Mortgage and Prime Home Equity Loans, which amounted to $64.8 billion at
December 31, 2005. This portfolio is held primarily in our Bank. $3.9 billion of Prime Home Equity Loans
held in the Bank with combined loan-to-value ratios equal-to or above 90% are covered by a pool
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insurance policy that provides partial protection against credit losses. Otherwise, we generally retain full
credit exposure-on these loans.

We also provide short-term secured mortgage-loan warehouse advances to various lending
institutions, which totaled $3.9 billion at December 31, 2005. We incurred no credit losses related to this
activity during the year ended December 31, 2003.

Mortgage Reinsurance

We provide mortgage reinsurance on certain mortgage loans included in our servicing portfolio
through contracts with several primary mortgage insurance companies. Under these contracts, we absorb
mortgage insurance losses in excess of a specified percentage of the principal balance of a given pool of
loans, subject to a cap, in exchange for a portion of the pools’ mortgage insurance premium. As of
December 31, 2005, approximately $78.2 billion of mortgage loans in our servicing portfolio are covered by
such mortgage reinsurance contracts. The reinsurance contracts place limits on our maximum exposure to
losses. At December 31, 2005, the maximum aggregate losses under the reinsurance contracts was limited
to $577.4 million. We are required to pledge securities to cover this potential liability. We recorded
provisions for losses related to this activity of $30.8 million, $41.5 million and $38.6 million, in 2005, 2004
and 2003, respectively. The accumulated liability recorded for estimated reinsurance totaled $120.5 million
at December 31, 2005.

Mortgage Loans Held for Sale

At December 31, 2005, mortgage loans held for sale amounted to $36.8 billion. While the loans are in
inventory, we bear credit risk after taking into consideration primary mortgage insurance (which is
generally required for conventional loans with a loan-to-value ratio greater than 80%), FHA insurance or
VA guarantees. Historically, credit losses related to loans held for sale have not been significant.

Counterparty Credit Risk

We have exposure to credit loss in the event of contractual non-performance by our trading
counterparties and counterparties to our various over-the-counter derivative financial instruments. We
manage this credit risk by selecting only counterparties we believe to be financially strong, spreading the
credit risk among many such counterparties and by placing contractual limits on the amount of unsecured
credit extended to any single counterparty.

The aggregate amount of counterparty credit exposure after consideration of relevant netting
agreements at December 31, 2005, before and after collateral held by us, was as follows:

December 31, 2005
(in millions)

Aggregate credit exposure before collateral held............. e $ 936
Less:collateralheld .............. . i o (519)
Net aggregate unsecured credit eXposure. .............ovevnvnne, $ 417

For the year ended December 31, 2005, we incurred no credit losses due to non-performance of any of
our counterparties.

Operational Risk

All businesses face operational risk. Operational risk is the risk of loss from inadequate or failed
internal processes, people, and systems or from external events. CFC categorizes operational risk into the
areas of human resources; vendor management; custody of assets; accounting and financial disclosure;
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technology; physical security, natural hazard and environment; fraud and embezzlement (internal and
external); political/governmental affairs; modeling; compliance/regulatory; governance; strategic; and
reputation. CFC has documented its operational risks and corresponding controls in its proprietary risk
assessment system. This information is utilized by executive officers and appropriate groups within the
Company for ongoing risk monitoring, testing and review. Responsibility for operational risk identification
and management is assigned to each of our business units with centralized corporate oversight and
support. We further integrate operational risk management into our daily activities. Examples include:

Identification of operational risk is performed at the activity level. Key controls that address the
risks are identified and monitored by management. Operational controls that affect financial
reporting are also tested by business unit management

Independent testing of internal controls is conducted on a sample basis by our internal audit
function

Independent review of corporate processes and operational risks (including the sufficiency of
governance structures to mitigate those risks) is conducted by an independent enterprise risk
assessment function

Staff is dedicated to areas of key operational risk, such as a disaster recovery function

Oversight of operational risk on an enterprise-wide basis is conducted by Countrywide’s Executive
Risk Committee; an Operational Risk Committee comprised of senior CFC executives; a risk
managers’ roundtable comprised of divisional operation risk managers; and business unit risk
committees comprised of the business unit’s leaders and risk managers

Committees of executive management oversee operational areas that present the greatest
operational risk. These areas include mortgage loan pricing, hedging of mortgage servicing rights,
credit policy development, and asset/liability management

The processes supporting our key business activities are evaluated and redesigned in a structured
manner that minimizes errors and inefficiency

"A corporate expectation of ethical behavior is set with a formalized code of ethics, mandatory

annual compliance training, provision for anonymous reporting of suspected breaches of corporate
ethics, and independent monitoring and reporting of alleged breaches of corporate ethics to the
Audit and Ethics Committee of the Board of Directors.
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Loan Servicing

The following table sets forth certain information regarding our servicing portfolio of single-family
mortgage loans, including loans and securities held for sale, loans held for investment and loans serviced
under subservicing agreements, for the periods indicated.

Years Ended December 31,

2005 2004
(in millions)
Beginning owned servicing portfolio........... ... ... ...l § 821475 $ 630451
Add: Loan production .. ..... oo 490,947 363,006
Purchased MSRs (bulk acquisitions) . .............c.covvuen 51,377 40,723
Less: Servicing sold. .. ... oo (1,119) —
Less: Runoff(1)..........oooviiiiiiiin, e (281,491) (212,705)

Ending owned servicing portfolio ............. ... oo 1,081,189 821,475
Subservicing portfolio ....... A 29,901 16,847
Total servicing portfolio ...........coi i $1,111,090 $ 838,322
MSR POTtfOliO . . o v oottt $ 978,988 § 758,975
Mortgage loansowned. ..o 102,201 62,500
Subservicing portfolio ....... ... 29,901 16,847
Total servicing portfolio .........coeiiviii i, $1,111,090 § 838,322

2005 2004

(dollar amounts
in millions)

Composition of owned servicing portfolio at period end:

Conventional MOITZAgE . . ...\ ve e ee e ienanns $ 863,688 $639,148
Nonprime Mortgage ........oovvvieiiiiiiii i 116,101 84,608
Prime Home Equity.............ooo oo 51,491 45,053
FHA-insured mortgage . . ...ovvurneevnrennniinnennnan.s 36,949 39,618
VA-guaranteed MOTIZAZE .. ..oovvvvt it 12,960 13,048
Total owned portfolio . ...t i, $1,081,189  $821,475
Delinquent mortgage loans(2):
B0 daYS . 2.59% 2.35%
B0 dAYS ..o 0.87% 0.70%
90 days OF MOTE. ..ttt itt et it i 115% 0.78%
Total delinquent mortgageloans...................oovu0t. 4.61% 3.83%
Loans pending foreclosure(2). ........coovviiiiiii i, 0.44% 0.42%
Delinquent mortgage loans(2):
Conventional....... ..o iiiiiiiiii i 2.60% 2.24%
Nonprime Mortgage ........cooviiiiininiiiiiiiia .. 1520%  11.29%
Prime Home EQUity. . ......coviiiiiiiiiiiiiiii e, 1.57% 0.79%
GOVEIMIMENT. . ..ttt ettt et et e i e e eannns 14.61% 13.14%
Total delinquent mortgageloans................coovvnn., 4.61% 3.83%
Loans pending foreclosure(2):
Conventional. . ... 0.20% 0.20%
Nonprime Mortgage ... 2.03% 1.74%
Prime Home EQUity.........ooviiiiiiiiiiiiiii ., 0.06% 0.03%
GOVEIMMENL. .\ v et et e e ettt 1.09% 1.21%
Total loans pending foreclosure. ................oooviie.. 0.44% 0.42%

(1) Runoff refers to principal repayments on loans.

(2) Expressed as a percentage of the total number of loans serviced, excluding subserviced loans and loans
purchased at a discount due to their non-performing status.
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We attribute the overall increase in delincjuencies in our servicing portfolio primarily to the relative
increase in the number of loans in the nonprime portfolio, as well as an increase in average seasoning of
these portfolios, which carry higher delinquency rates than conventional and Prime Home Equity mortgage
loans. Loans in the hurricane affected areas contributed 39 basis points to the overall delinquency rate. We

believe the delinquency rates in our servicing portfolio are consistent with industry experience for similar
mortgage loan portfolios.

Inflation

Our operations that would be most significantly impacted by an increase in inflation are our mortgage
banking and capital markets operations. Interest rates normally increase during periods of rising inflation.
Historically, as interest rates increase, mortgage loan production decreases, particularly from loan
refinancing. An environment of gradual interest rate increases may, however, signify an improving
economy or increasing real estate values, which in turn may stimulate increased home buying activity.
Generally, in such periods of reduced mortgage loan production the associated profit margins also decline
due to increased competition among mortgage loan originators and to higher unit costs, thus further
reducing our loan production earnings. Conversely, in a rising interest rate environment, our loan servicing
earnings generally increase because mortgage prepayment rates tend to slow down, thereby extending the
average life of our servicing portfolio and thus reducing the amortization and impairment of our MSRs.
Within our broker-dealer operations, rising interest rates generally lead to a reduction in trading and
underwriting activities in its primary niche, the mortgage securities market.

Seasonality

The mortgage banking industry is generally subject to seasonal trends. These seasonal trends reflect
the pattern in the national housing market. Home sales typically rise during the spring and summer seasons
and decline during the fall and winter seasons. Seasonality has less of an effect on mortgage refinancing
activity, which is primarily driven by prevailing mortgage rates. In addition, mortgage delinquency rates
typically rise temporarily in the winter months, driven by mortgagor payment patterns.

Liquidity and Capital Resources

We have significant short-term and long-term financing needs. Our short-term financing needs arise
primarily from the warehousing of mortgage loans pending sale and the trading activities of our broker-
dealer. Our long-term financing needs arise primarily from our investments in our mortgage loan portfolio,
MSRs and other retained interests, along with the financial instruments acquired to manage the interest
rate risk associated with those investments.

Our primary source of equity capital is retained earnings. We also have $1.1 billion outstanding in
junior subordinated debentures that receive varying degrees of “equity treatment” from rating agencies,
bank lenders and regulators. We currently have a $4.2 billion deferred tax liability related to our MSRs
that would offset a portion of any potential loss in the value of our MSRs and which, to that extent, can be
offset against our MSRs in determining our capital requirements. From time to time, we may issue
common stock or other high-equity content securities as a means of increasing our capital base and
supporting our growth.

How we meet our financing needs is influenced by regulatory agency and public debt rating agency
requirements. These requirements influence the nature of what we are able to obtain and the rate at which
we are able to grow. As discussed in the following paragraphs, we meet our financing needs in a variety of
ways, through the public corporate debt and equity markets, as well as the mortgage and asset-backed
securities markets, and through the deposit-gathering and other financing activities of our Bank.
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Liquidity Management

The objective of our liquidity management is to ensure that adequate reliable sources of cash are
available to meet our potential néar-term funding needs, including periods of stress within the financial
markets. We manage our liquidity by financing our assets in a manner consistent with their liquidity
profile. Assets that are considered illiquid are financed with long-term capital (equity and debt with a final
maturity greater than six months). We manage our long-term debt maturities (which we define for this
purpose as debt maturing after six months), and credit facility expirations to minimize refinancing risk. We
also manage the timing of our short-term debt maturities to limit the amount maturing on any given day.
We diversify our financing programs, credit providers and debt investors and dealers to reduce reliance
upon any one source of liquidity. Finally, we assess all sources of financing based upon their reliability,
recognizing that certain financing programs are sensitive to temporary market disruptions. We also pay
commitment fees to certain creditors to ensure the reliability of certain funds.

We regularly forecast our potential funding needs over three-month and longer horizons, taking into
account debt maturities and potential peak balance sheet levels. We establish available reliable sources of
liquidity sized to meet potential future funding requirements. We currently have $89.7 billion in available
sources of short-term liquidity, including secured and unsecured committed bank lines of credit and
reusable mortgage purchase commitments totaling $59.7 billion. Our long-term debt typically consists of
unsecured debt issued in the public corporate debt markets. At December 31, 2005, we had $23.0 billion in
unsecured long-term debt outstanding. See “Note 13—Notes Payable” in the financial statement section of
this Report for additional descriptions of our committed financing programs.

Public Corporate Debt Markets

The public corporate debt markets are a key source of financing for us, due to their efficiency and low
cost. Typically, we access these markets by issuing unsecured commercial paper and medium-term notes.
We also have issued unsecured subordinated debt, convertible debt and trust-preferred securities. At
December 31, 2003, we had a total of $27.6 billion in public corporate debt outstanding.

To maintain our desired level of access to the public corporate debt markets, it is critical for us to
maintain investment-grade credit ratings. We have consistently maintained solid investment-grade credit
ratings over the past 12 years. Given our current ratings, we generally have deep access to the public
corporate debt markets. Current credit ratings are as follows:

Countrywide Countrywide
: Home Loans Financial Corporation
Rating Agency Short-Term  Long-Term  Short-Term  Long-Term
Standard & Poors.......... ... A-1 A A-1 A
Moody’s Investors Service.................. P-2 A3 P-2 A3
Fitch ... .. F1 A Fi A

Among other things, maintenance of our current investment-grade ratings requires that we have high
levels of liquidity, including access to alternative sources of funding such as committed bank stand-by lines
of credit, as well as a conservative capital structure.

Issues of concern to one or more credit rating agencies in the past have included our significant
investment in MSRs and other retained interests, our involvement in nonprime lending, as well as our
lquidity and capital structure. We maintain an active dialogue with all three rating agencies, meeting
throughout the year to review operational and financial performance and to address specific areas of focus.

In the unlikely event our credit ratings were to drop below “investment grade,” our access to the
public corporate debt markets could be severely limited. (The cutoff for investment grade is generally
considered to be a long-term rating of “BBB—", or three gradations below our lowest current rating.) In
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the event of a ratings downgrade below investment grade, we could be required to rely upon alternative
sources of financing, such as bank lines and private debt placements (secured and unsecured).
Furthermore, we would likely be unable to retain all of our existing bank credit commitments beyond the
then-existing maturity dates. As a consequence, our cost of financing would rise significantly and we could
have to curtail some of our capital-intensive activities, such as our ongoing investment in our portfolio of
mortgage loans held for investment and MSRs and other retained interests. On the other hand, given the
highly liquid nature of our mortgage inventory and broker-dealer trading portfolio, we would likely be able
to arrange secured financing for such assets. Over the long-term, however, it would be difficult for us to
compete effectively without investment-grade ratings. Management believes the likelihood of a reduction
in our credit ratings to below investment grade in the foreseeable future is remote. We analyze contingent
liquidity scenarios of varying duration and severity for our mortgage company, bank and broker-dealer to
ensure that sufficient highly reliable sources of committed liquidity are in place and available to finance the
Company during a temporary market disruption.

Asset-Backed Financing Market

A growing source of funding for us is the asset-backed financing market. This form of financing
generally involves the temporary transfer of legal ownership of assets to a separate legal entity (conduit) in
exchange for short-term financing. Such financing programs generally have commercial bank sponsors that
provide some form of credit enhancement to the program, for example, back-up lines of credit or market
value swaps. Investors that purchase secured debt, typically commercial paper, issued by these conduits
look primarily to the asset value to ensure repayment, rather than to the credit standing of the company
that utilizes the conduit for financing. We have used this market primarily to finance a significant portion
of our mortgage loan inventory. Due to its liquid nature and short holding period, our mortgage loan
inventory has been well received by asset-backed commercial paper investors. We use such programs as a
cost-effective means to expand and diversify our sources of liquidity. At December 31, 2005, we had
borrowed a total of $15.2 billion through such asset-backed financing programs.

Secondary Mortgage Market

We rely substantially on the secondary mortgage market as a source of long-term capital to support
our mortgage banking operations. Most of the mortgage loans that we produce are sold in the secondary
mortgage market, primarily in the form of Mortgage-Backed Securities (“MBS”) and Asset-Backed
Securities (“ABS”). Significant portions of the MBS we sell are guaranteed by Fannie Mae, Freddie Mac
or Ginnie Mae (collectively, “Agency MBS”). We also issue non-Agency or “private-label” MBS and ABS.
Private-label MBS and ABS are registered with the SEC and have separate credit ratings. Private-label
MBS and ABS generally require some form of credit enhancement, such as over-collateralization, senior-
subordinated structures, primary mortgage insurance, Countrywide guarantees and/or private surety
guarantees.

The Agency MBS market is extremely liquid. The private-label MBS and ABS market, particularly the
nonprime ABS market, is significantly less liquid, although we have enjoyed essentially uninterrupted
access to these markets, albeit at varying costs.

We ensure our ongoing access to the secondary mortgage market by consistently producing quality
mortgages and servicing those mortgages at levels that meet or exceed secondary mortgage market
standards. As described elsewhere in this document, we have a major focus on ensuring the quality of our
mortgage loan production and we make significant investments in personnel and technology to support the
quality of our mortgage loan production.
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Repurchase Agreements

We also utilize short-term repurchase agreements as a primary means of financing securities and
mortgage loans pending sale. Although this method of financing is uncommitted and short-term in nature,
it has proven to be a reliable and cost-effective financing alternative for us.

Regulatory Capital Requirements

We are subject to capital adequacy guidelines adopted by the Board of Governors of the Federal
Reserve and the Bank is subject to capital adequacy guidelines adopted by the Office of Comptroller of the
Currency. The capital adequacy guidelines require us to maintain specific capital levels based on our assets
and off-balance sheet items. Our policy is to maintain our regulatory capital ratios at levels that are above
the “well capitalized” standards defined by the Federal Reserve Board.

At December 31, 2005 and 2004, the Company and the Bank’s regulatory capital ratios and amounts
and minimum required capital ratios for the Company and the Bank to maintain a “well capitalized” status

were as follows:

December 31, 2005
Countrywide Financial :
Minimmum Corporation Countrywide Bank
Required(1) Ratio Amount Ratio Amount
‘ (dollar amounts in thousands)
Tier 1 Leverage Capital ......... 5.0% 6.3% $12,564,162 73%  $5,343,675
Risk-Based Capital: ‘
Tierl.................. e 6.0% 10.7% $12,564,162° 12.2%  $5,343,675
Total ..., 10.0% 11.7% $13,760,176  12.5% $5,457,019
(1) Minimum required to qualify as “well capitalized.”
December 31, 2004
Countrywide Financial
Minimum Corporation Countrywide Bank
Required(1) Ratio Amount Ratio Amount
(dollar amounts in thousands)
Tier 1 Leverage Capital......... 5.0% 79%  $10,332,383 7.8%  $2,939,144
Risk-Based Capital:
Tierl..........oooiiiiiit. 6.0% 11.1% $10,332,383 11.8% $2,939,144
Total ............ .ot 10.0% 11.7% $10,928,223 12.0% $2,988,116

(1) Minimum required to qualify as “well capitalized.”

While the Bank has not historically been a source of cash to the parent company, the capital
regulations also limit the Bank’s ability to transfer funds to the parent company. As of December 31, 2005,
$1.2 billion of the Bank’s retained earnings were available for payment of dividends to the parent company
without prior regulatory approval. At December 31, 2005, the Bank’s retained earnings unavailable for

dividends totaled $31.4 million.

Cash Flow

Cash flow used by operating activities was $11.7 billion for 2005, compared to $5.5 billion for 2004.
Cash flow used in operating activities includes the cash used for the origination and purchase of mortgage
loans held for sale and the proceeds from the sales of such mortgages. We generally retain servicing rights
and may retain other interests when these loans are sold. The transfer of the amounts retained is a non-
cash investing activity. See “Note 22—Supplemental Cash Flow Information” in the financial statement
section of this report. The increase in net cash flow used by operations for 2005 compared to 2004 was
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primarily due to an increase in the Mortgage Loan Inventory of $12.6 billion in 2005 compared to an
increase in Mortgage Loan Inventory of $7.0 billion in 2004 and a $2.1 billion net increase in cash used to
settle trading securities sold not yet purchased, at fair value.

Net cash used by investing activities was $41.8 billion for 2005, compared to $9.2 billion for 2004. The
increase in net cash used in investing activities was attributable to a $20.3 billion increase in cash used to
fund loans held for investment, combined with a $8.0 billion increase in cash used to fund investments in
other financial instruments and a $6.9 billion increase in securities purchased under agreements to resell,
securities borrowed and federal funds sold.

Net cash provided by financing activities for 2005 totaled $53.7 billion, compared to $14.8 billion for
2004. The increase in cash provided by financing activities was comprised of a $23.6 billion net increase in
short-term borrowings, including securities sold under agreements to repurchase, an $8.8 billion net
increase in bank deposit liabilities and a $6.6 billion increase in long-term debt.

Off-Balance Sheet Arrangements and Aggregate Contractual Obligations
Off-Balance Sheet Arrangements and Guarantees

In the ordinary course of our business we engage in financial transactions that are not reflected on our
balance sheet. (See Note 2—“Summary of Significant Accounting Policies” in the financial statement
section of this Report for a description of our consolidation policy.) Such transactions are structured to
manage our interest rate, credit or liquidity risks, to diversify funding sources or to optimize our capital.

Substantially all of our off-balance sheet arrangements relate to the securitization of mortgage loans.
Our mortgage loan securitizations are normally structured as sales as specified by Statement of Financial
Accounting Standards No. 140, “Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities” (“SFAS 1407}, and as such involve the transfer of the mortgage loans to
qualifying special-purpose entities that are not subject to consolidation. In a securitization, an entity
transferring the assets is able to convert those assets into cash. Special-purpose entities used in such
securitizations obtain cash to acquire the assets by issuing securities to investors. In a securitization, we
customarily provide representations and warranties with respect to the mortgage loans transferred. In
addition, we generally retain the right to service the transferred mortgage loans.

We also generally have the right to repurchase mortgage loans from the special-purpose entity if the
remaining outstanding balance of the mortgage loans falls to a level where the cost of servicing the loans
becomes burdensome in relation to the benefits of servicing.

Our Prime Mortgage Loans generally are securitized on a non-recourse basis, while Prime Home
Equity and Nonprime Loans generally are securitized with limited recourse for credit losses. During 2005,
we securitized $61.4 billion in Nonprime Mortgage and Prime Home Equity Loans with limited recourse
for credit losses. Our exposure to credit losses related to our limited recourse securitization activities is
limited to the carrying value of our subordinated interests and to the contractual limit of reimbursable
losses under our corporate guarantees less the recorded liability for such guarantees. For a further
discussion of our exposure to credit risk, see the section in this Report entitled “Management’s Discussion
and Analysis of Financial Condition and Results of Operations—Credit Risk.”

We do not believe that any of our off-balance sheet arrangements have or are reasonably likely to
have a current or future material effect on our financial condition, results of operations, liquidity, capital
expenditures or capital resources.

The sales proceeds and cash flows from our securitizations for 2005 and additional information with

respect 10 securitization activities are included in the financial statements section of this Report (Note 3—
“Loan Sales”). ' ’

. 103




Contractual Obligations

The following table summarizes our significant contractual obligations at December 31, 2005, with the
exception of short-term borrowing arrangements and pension and post-retirement benefit plans.

Less than More than
Note(1) 1 Year 1-3 Years 3-5 Years 5 Years Total
(in thousands)

Obligations:

Notes payable. ........ 13 $17,018,887 $27,547,366 $9,745,951 $3,259,678 $57,571,882
Time deposits. ........ 15 $13,199.871  $ 4,509,776 $1,846,454 $1,338,691 $20,894,792
Operating leases . .. ... 31 $ 157543 § 231668 $ 105119 $ 29,146 $ 523,476
Purchase obligations. . . — $§ 167669 $§ 17803 § 3,116 $ 760 $§ 189,348

(1) See respective notes to the financial statements included in this Report.

As of December 31, 2005, the Company had undisbursed home equity lines of credit and construction
loan commitments of $7.2 billion and $1.5 billion, respectively. As of December 31, 2005, outstanding
commitments to fund mortgage loans totaled $35.8 billion, outstanding commitments to sell mortgage
loans totaled $21.1 billion and outstanding commitments to buy mortgage loans totaled $6.9 billion.

In connection with the Company’s underwriting activities, the Company had commitments to
purchase and sell new issues of securities aggregating $40.0 million at December 31, 2005.

Prospective Trends
United States Mortgage Market

Over the last decade, total mortgage indebtedness in the United States has grown at an average
annual rate of 9%. We believe that continued population growth, ongoing developments in the mortgage
market and the prospect of relatively low interest rates support growth in the market for the foreseeable
future. Some of the ongoing developments in the mortgage market that should fuel its growth include
government-sponsored programs targeted to increase homeownership in low-income and minority
communities, the growth in nonprime lending, the growth of prime home equity lending as a major form of
consumer finance and the increasing efficiency of the secondary mortgage market that lowers the overall
cost of homeownership.

In recent years, the level of complexity in the mortgage lending business has increased significantly
due to several factors:

¢ The continuing evolution of the secondary mortgage market and demand by borrowers has resulted
in a proliferation of mortgage products; ‘

¢ Greater regulation imposed on the industry has resulted in increased costs and the need for higher
levels of specialization; and

» Interest rate volatility has risen over the last decade. At the same time, homeowners’ propensity to
refinance their mortgages has increased as the refinance process has become more efficient and
cost effective. The combined result has been large swings in the volume of mortgage loans
originated from year to year. These volume swings have placed significant operational and financial
pressures on mortgage lenders.

To compete effectively in this environment, mortgage lenders must have a very high level of
operational, technological and managerial expertise. In addition, the residential mortgage business has
become more capital-intensive and therefore access to capital at a competitive cost is critical. Primarily
because of these factors, the industry has undergone consolidation.
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Today, large, sophisticated financial institutions dominate the residential mortgage industry. These
industry leaders are primarily commercial banks operating through their mortgage banking subsidiaries.
Today, the top 30 mortgage lenders combined have a 88% share of the mortgage origination market, up
from 63% five years ago.

Following is a year-over-year comparison of loan volume for the top five originators, according to
Inside Mortgage Finance:

Years Ended
‘ December 31,
Institution : o 2005 2004

, ) ~ (in billiens)
Countrywide .. ... . $ 491 $ 363
Wells Fargo Home MOItgage . .. ... v.vuvuviieine i, 392 298
Washington Mutual ............ ... 249 255
Chase Home Finance.................... P 183 197
Bank of America MOItgage. ... ....o.vuviii i 159 147
Totalfor TOpFive ... i $1,474 31,260

This consolidation trend has naturally carried over to the loan servicing side of the mortgage business.
Today, the top 30 mortgage servicers combined have a 71% share of the total mortgages outstanding, up
from 64% five years ago. Following is a year-over-year comparison of loan volume for the top five
servicers, according to Inside Mortgage Finance:

Years Ended
} December 31,
Institution 2005 2004
—_— v (in billions)
COURITYWIAE . .ot e e i e ittt $1,111  § 838
Wells Fargo Home Mortgage.............. e 1,005 782
Washington Mutual .. ... 747 728
Chase Home Finance..................... e 604 563
CitiMortgage Corp............. e e 403 364
Total for TOP FIVE .o i i e $3,870  $3,275

We believe the consolidation trend will continue, as the aforementioned market forces will continue
to drive out weak competitors. We believe Countrywide will benefit from this trend through increased
market share and ability to recruit talented personnel.

Compared to Countrywide, the other industry leaders are less reliant on the secondary mortgage
market as an outlet for adjustable-rate mortgages, due to their greater portfolio lending capacity. This
could place us at a competitive disadvantage in the future if the demand for adjustable-rate mortgages
continues, the secondary mortgage market does not continue to provide a competitive outlet for these
loans, or we are unable to sustain an adequate portfolio lending capacity.

Housing Appreciation

Housing values affect us in several positive ways: rising housing values point to healthy demand for
purchase-money mortgage financing; increased average loan balances; and a reduction in the risk of loss
on sale of foreclosed real estate in the event a loan defaults. However, as housing values appreciate,
prepayments of existing mortgages tend to increase as mortgagors look to monetize the additional equity
in their homes. Over the last several years, the housing price index has significantly outpaced the consumer
price index and growth in personal income. Consequently, we expect housing values to increase at a slower
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rate in the coming years than in the past several years. Although there may be some markets that
experience housing price depreciation, we believe that price depreciation will not occur nationwide. Over
the long term, we expect that housing appreciation will be positively correlated with both consumer price
inflation and growth in personal income.

Regulatory Trends

The regulatory environments in which we operate have an impact on the activities in which we may
engage, how the activities may be carried out and the profitability of those activities. Therefore, changes to
laws, regulations or regulatory policies can affect whether and to what extent we are able to operate
profitably. For example, proposed local, state and federal legislation targeted at predatory lending could
have the unintended consequence of raising the cost or otherwise reducing the availability of mortgage
credit for those potential borrowers with less than prime-quality credit histories. This could result in a
reduction of otherwise legitimate nonprime lending opportunities. In addition, there may be future local,
state and federal legislation that restricts our ability to communicate with and solicit business from current
and prospective customers in such a way that we are not able to originate new loans or sell other products
in as profitable a manner.

Mortgage Originations

Following is the estimated total United States mortgage originations market for each of the last five
years:

United States

Mortgage
Calendar Year Originations

(in billions)
200, e e e $2,787
2004, o e $2,772
2003, $3,810
2002, . o e e $2,852
D000, e $2,243

Source: Mortgage Bankers Association

Forecasters currently put the market for 2006 at between $2.2 trillion and $2.4 trillion. The forecasted
reduction is attributable to an expected decline in mortgage refinance activity. We believe that a market
within the forecasted range would still be favorable for our loan production business, although we would
expect increased competitive pressures to have some impact on its profitability. This forecast would imply
declining pressure on our loan servicing business due to a reduction in mortgage loan prepayment activity.
In our Capital Markets Segment business, such a drop in mortgage originations would likely result in a
reduction in mortgage securities trading and underwriting volume, which would have a negative impact on
profitability. '

Implementation of New Accounting Standards

In December 2004, the Financial Accounting Standards Board (“FASB”) issued Statement of
Financial Accounting Standards No. 123R, “Share-Based Payment” (“SFAS 123R”), an amendment of
FASB Statement No. 123, “Accounting for Stock-Based Compensation” (“SFAS 123”). SFAS 123R is
focused primarily on accounting for share-based compensation. This Statement requires companies to
measure the cost of employee services received in exchange for an award of equity instruments based on
the grant date fair value of the award. SFAS 123R requires measurement of fair value of employee stock
options using an option pricing model that takes into account the awarded options’ unique characteristics.
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SFAS 123R requires charging the recognized cost to expense over the period the employee provides
services to earn the award, generally the vesting period for the award.

SFAS 123R’s measurement requirements for employee stock options are similar to those
of SFAS 123, which is the basis for the pro forma stock-based compensation disclosure in “Note 2—
Summary of Significant Accounting Policies” in the financial statement section of this Report. However,
SFAS 123R requires:

e initial and ongoing estimates of the amount of shares that will vest—SFAS 123 provided entities the
option of assuming that all shares would vest and then “truing-up” compensation cost and expense
as shares were forfeited

e adjusting the cost of a modified award with reference to the difference in'the fair value of the
modified award to the initial award at the date of modification of the award.

SFAS 123R also provides for the use of alternative models to determine compensation cost related to
stock option grants. The model the Company will use to value its employee stock options is a variant of the
Black-Scholes-Merton option pricing model. Adoption of SFAS 123R is expected to have an effect of
approximately $40 million net of tax related to the expensing of prior periods’ unamortized grants in 2006.
The Company will adopt SFAS 123R on January 1, 2006.

In May 2005, the FASB issued Statement of Financial Accounting Standards No. 154, “Accounting
Changes and Error Corrections” (“SFAS 154”), which replaces APB No. 20, “Accounting Changes”, and
FASB Statement No. 3, “Reporting Changes in Interim Financial Statements.” The Statement changes the
accounting for, and reporting of, a change in accounting principle. SFAS 154 requires retrospective
application to prior period’s financial statements of voluntary changes in accounting principle and changes
required by new accounting standards when the standard does not include specific transition provisions,
unless it is impracticable to do so. SFAS 154 is effective for accounting changes and corrections of errors in
fiscal years beginning after December 15, 2005 and will only effect the Company’s financial statements
upon adoption of a change in accounting principle by the. Company.

In November 2005, the FASB issued FASB Staff Position 140-2, “Clarification and Application of
Paragraphs 40(b) and 40(c) of FASB Statement No. 140,” (“FSP 140-2”) which clarified that purchases by
a transferor, its affiliates or its agents of previously issued beneficial interests, with protection by a
derivative financial instrument, from outside parties that are held temporarily and are classified as trading
securities would not preclude the special purpose entity from retaining its qualifying status under SFAS
140. Prior to the issuance of FSP 140-2, mortgage loans held in the SPE and the related asset-backed
secured financings were included in the Company’s consolidated balance sheets for the period of time such
securities were held by our broker-dealer. The assets and liabilities were initially recorded at fair value,

In November 2005, the FASB issued FASB Staff Position Nos. FAS 115-1/FAS 124-1, “The Meaning
of Other-Than-Temporary Impairment and Its Application to Certain Investments.” This FSP supersedes
EITF Topic No. D-44, “Recognition of Other-Than-Temporary Impairment upon the Planned Sale of a -
Security Whose Cost Exceeds Fair Value” and nullifies the guidance in EITF Issue No. 03-1, “The
Meaning of Other-Than-Temporary Impairment and its Application to Certain Investments” for
determining whether impairment of an investment is other-than-temporary. This FSP references existing
guidance to determine whether an impairment of an investment is other-than-temporary. This FSP applies
to investments in debt and equity securities within the scope of Statements 115 and 124, all equity
securities held by insurance companies and investments in other equity securities that are not accounted
for by the equity method. The application of this FSP is required for the Company beginning January 1,
2006. Adoption of this FSP is not expected to have a significant impact on the consolidated financial
position or earnings of the Company.
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In February 2006, the FASB issued Statement of Financial Accounting Standards No. 155,
“Accounting for Certain Hybrid Financial Instruments”, an amendment of FASB Statements No. 133 and
SFAS 140 (“SFAS 1557). This statement:

e permits fair value remeasurement for any hybrid financial instrument that contains an embedded
derivative that otherwise would require bifurcation

o clarifies which interest-only strips and principal-only strips are not subject to FASB Statement
No. 133, “Accounting for Derivative Instruments and Hedging Activities” (“SFAS 133”)

o establishes a requirement to evaluate interests in securitized financial assets to identify interests
that are freestanding derivatives or hybrid financial instruments that contain an embedded
derivative requiring bifurcation

e clarifies that concentration of credit risks in the form of subordination are not embedded
derivatives

e amends SFAS 140 to eliminate the prohibition on a QSPE from holding a derivative financial
instrument that pertains to a beneficial interest other than another derivative financial instrument.

SFAS 155 is effective for all financial instruments acquired or issued after the beginning of an entity’s
first fiscal year that begins after September 15, 2006. Early adoption of this statement is allowed. The
Company has not determined the financial impact of the adoption of SFAS 155 or whether it will adopt
SFAS 155 in 2006.

Item 7A.  Quantitative and Qualitative Disclosures About Market Risk

In response to this Item, the information set forth on pages 86 to 92 and Note 4 of this Form 10-K is
incorporated herein by reference.

Item 8.  Financial Statements and Supplementary Data

The information called for by this Item 8 is hereby incorporated by reference from Countrywide’s
Financial Statements and Auditors’ Report beginning at page F-1 of this Form 10-K.

Item 9.  Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Not Applicable.

Item 9A. Controls and Procedures
(1) Evaluation of Disclosure Controls and Procedures

We have conducted an evaluation, with the participation of our Chief Executive Officer and Chief
Financial Officer, of the effectiveness of our disclosure controls and procedures (as such term is defined in
Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange
Act™)), as of the end of the period covered by this annual report as required by paragraph (b) of
Rules 13a-15 and 15d-15 under the Exchange Act. Based on their evaluation, the Chief Executive Officer
and Chief Financial Officer have concluded that our disclosure controls and procedures were effective in
ensuring that material information relating to the Company, including our consolidated subsidiaries, is
made known to the Chief Executive Officer and Chief Financial Officer by others within those entities
during the period in which this annual report on Form 10-K was being prepared.
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(2) Management’s Report on Internal Control Over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial
reporting for the Company.

The Company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with accounting principles generally accepted in the United States of
America. The Company’s internal control over financial reporting includes those policies and procedures
that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the Company; (ii) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with the
accounting principles generally accepted in the United States of America, and that receipts and
expenditures of the Company are being made only in accordance with authorizations of management and
directors of the Company; and (iii) provide reasonable assurance regarding prevention or timely detection
of unauthorized acquisition, use, or disposition of the Company’s assets that could have a material effect
on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies and procedures may deteriorate.

In making its assessment of internal control over financial reporting, management used the criteria
established in “Internal Control—Integrated Framework™ issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). Based on this assessment, management concluded
that the Company’s internal control over financial reporting was effective as of December 31, 2005.

KPMG LLP, the independent registered public accounting firm that audited the Company’s financial
statements included in this Annual Report on Form 10-K for the period ended December 31, 2005, has
issued an audit report on management’s assessment of the Company’s internal control over financial
reporting, in accordance with the standards of the Public Company Accounting Oversight Board. This
report appears on page 110.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Countrywide Financial Corporation:

We have audited management’s assessment, included in the accompanying Management’s Report on
Internal Control Over Financial Reporting, included in Ttem 9A(2), that Countrywide Financial Corporation
(the Company) maintained effective internal control over financial reporting as of December 31, 2005,
based on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO). The Company’s management is
responsible for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting. Our responsibility is to express an opinion on
management’s assessment and an opinion on the effectiveness of the Company’s internal control over
financial reporting based on our audit,

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained in
all material respects. Our audit included obtaining an understanding of internal control over financial
reporting, evaluating management’s assessment, testing and evaluating the design and operating
effectiveness of internal control, and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (1) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (3) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have
a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

In our opinion, management’s assessment that the Company maintained effective internal control
over financial reporting as of December 31, 2005, is fairly stated, in all material respects, based on criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). Also, in our opinion, the Company maintained, in all
material respects, effective internal control over financial reporting as of December 31, 2005, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO).
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We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheets of Countrywide Financial Corporation and
subsidiaries as of December 31, 2005 and 2004, and the related consolidated statements of earnings,
stockholders’ equity and comprehensive income and cash flows for the years then ended, and our report
dated February 27, 2006, expressed an unqualified opinion on those consolidated financial statements.

KPMGLLP

/s KPMG LLP

Los Angeles, California
February 27, 2006
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Item 9B. Orther Information

None.
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PART III
Item 10. Directors and Executive Officers of the Registrant

The information required by this Item 10 is hereby incorporated by reference from our definitive
proxy statement, to be filed pursuant to Regulation 14A within 120 days after the end of the fiscal year.
Item 11.  Executive Compensation _

The information required by this Item 11 is hereby incorporated by reference from our definitive
proxy statement, to be filed pursuant to Regulation 14A within 120 days after the end of the fiscal year.
Ttem 12. Security Ownership of Certain Beneﬁcidl Owners and Management and Related Stockholder Matters
Equity Compensation Plan Information

The following table shows aggregate informatioh, as of December 31, 2005, with respect to
compensation plans under which equity securities of Countrywide are authorized for issuance.

Number of Securities
Remaining Available for
Future Issuance Under
Number of Securities to be Weighted-Average Equity Compensation Plans

Issued Upon Exercise of Exercise Price of (Excluding Securities
Outstanding Options, Outstanding Options, Reflected in

Plan Category ‘ Warrants and Rights Warrants and Rights Column(a))(1)
Equity Compensation Plans ‘ '

Approved by Security Holders . . 58,424,402 $20.06 23,113,125
Equity Compensation Plans Not ‘

Approved by Security Holders . . N/A N/A N/A
Total ............ooiiiiiit.. 58,424,402 $20.06 23,113,125

(1) Countrywide’s 2000 Equity Incentive Plan also provides for awards of Restricted Stock. Of the
securities available for issuance under this plan, 4,645,461 shares of our Common Stock are available
for issuance in the form of Restricted Stock. '

The other information required by this Item 12 is hereby incorporated by reference from our

definitive proxy statement, to be filed pursuant to Regulation 14A within 120 days after the end of the
fiscal year.

Item 13.  Certain Relationships and Related Transactions

The information required by this Item 13 is hereby incorporated by reference from our definitive
proxy statement, to be filed pursuant to Regulation 14A within 120 days after the end of the fiscal year.

Item 14.  Principal Accountant Fees and Services

The information required by this Item 14 is hereby incorporated by reference from our definitive
proxy statement, to be filed pursuant to Regulation 14A within 120 days after the end of the fiscal year.
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PART IV
Item 15. Exhibits, Financial Statement Schedules
(a)(1) and (a)(2)—Financial Statement and Financial Statement Schedules.

The information called for by this section of Item 15 is set forth in the Financial Statements and
Auditors’ Report beginning at page F-2 of this Form 10-K. The index to Financial Statements and
Schedules is set forth at page F-1 of this Form 10-K.

(a)(3)—Exhibits

Exhibit :
No. Description

3.1 Restated Certificate of Incorporation of the Company (incorporated by reference to
Exhibit 3.12 to the Company’s Quarterly Report on Form 10-Q, for the quarter ended
September 30, 2004).

3.2% Bylaws of the Company, as amended and restated (incorporated by reference to Exhibit 3 to
the Company’s Current Report on Form 8-K, dated February 10, 1988).

3.3* Amendment to Bylaws of the Company dated January 28, 1998 (incorporated by reference to
Exhibit 3.3.1 to the Company’s Annual Report on Form 10-K, for the fiscal year ended
February 28, 1998).

3.4* Amendment to Bylaws of the Company dated February 3, 1998 (incorporated by reference to
Exhibit 3.3.1 to the Company’s Annual Report on Form 10-K, for the fiscal year ended
February 28, 1998).

3.5* Amendment to Bylaws of the Company dated March 24, 2000 (incorporated by reference to
Exhibit 3.3.3 to the Company’s Annual Report on Form 10-K, for the fiscal year ended
February 29, 2000).

3.6* Amendment to Bylaws of the Company dated September 28, 2000 (incorporated by reference
to Exhibit 3.3.4 to the Company’s Quarterly Report on Form 10-Q, for the quarter ended
August 31, 2000).

4,1* Amended and Restated Rights Agreement, dated as of November 27, 2001, between the
Company and The Bank of New York, as Rights Agent which includes as Exhibit A thereto, the
form of Amended and Restated Certificate of Designation (incorporated by reference to
Exhibit 1 to the Company’s Form 8-A/A, filed with the SEC on December 10, 2001).

4.2 Substitution of Rights Agent and Amendment to Amended and Restated Rights Agreement
dated December 8, 2005, between the Company and American Stock Transfer & Trust
Company which includes as Exhibit B thereto, the form of Rights Certificate.

4.3* Specimen Certificate of the Company’s Common Stock (incorporated by reference to
Exhibit 4.2 to the Current Company’s Report on Form 8-K, dated February 6, 1987).

4.4* Specimen Debenture Certificate (incorporated by reference to Exhibit 4.3 to the Company’s
Current Report on Form 8-K, dated February 6, 1987).

4.5% Indenture dated as of January 1, 1992 among CHL, the Company and The Bank of New York,

as trustee (incorporated by reference to Exhibit 4.1 to the registration statement on Form S-3
of CHL and the Company (File Nos, 33-50661 and 33-50661-01), filed with the SEC on
October 19, 1993).
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Exhibit
No. Description
4.6* Form of Supplemental Indenture No. 1 dated as of June 15, 1995, to the Indenture dated as of .
January 1, 1992, among CHL, the Company, and The Bank of New York, as trustee
(incorporated by reference to Exhibit 4.9 to Amendment No. 2 to the registration statement on
Form S-3 of the Company and CHL (File Nos. 33-59559 and 33-59559-01), filed with the SEC
on June 16, 1995).

4.7% Form of Medium-Term Notes, Series B (fixed-rate) of CHL (incorporated by reference to
Exhibit 4.2 to the Company’s registration statement on Form S-3 (File No. 33-51816), filed with
the SEC on September 9, 1992).

4.8* Form of Medium-Term Notes, Series B (floating-rate) of CHL (incorporated by reference to
Exhibit 4.3 to the Company’s registration statement on Form S-3 (File No. 33-51816), filed with
the SEC on September 9, 1992).

4.9* Form of Medium-Term Notes, Series C (fixed-rate) of CHL (incorporated by reference to
Exhibit 4.2 to the registration statement on Form S-3 of CHL and the Company (File
Nos. 33-50661 and 33-50661-01), filed with the SEC on October 19, 1993).

4.10*  Form of Medium-Term Notes, Series C (floating-rate) of CHL (incorporated by reference to
Exhibit 4.3 to the registration statement on Form S-3 of CHL and the Company (File
Nos. 33-50661 and 33-50661-01), filed with the SEC on October 19, 1993).

4.11*  Form of Medium-Term Notes, Series D (fixed-rate) of CHL (incorporated by reference to
Exhibit 4.10 to Amendment No. 2 to the registration statement on Form S-3 of the Company
and CHL (File Nos. 33-59559 and 33-59559-01), filed with the SEC on June 16, 1995).

4.12* Form of Medium-Term Notes, Series D (floating-rate) of CHL (incorporated by reference to
Exhibit 4.11 to Amendment No. 2 to the registration statement on Form S-3 of the Company
and CHL (File Nos. 33-59559 and 33-59559-01), filed with the SEC on June 16, 1995).

4.13*  Form of Medium-Term Notes, Series E (fixed-rate) of CHL (incorporated by reference to
Exhibit 4.3 to Post-Effective Amendment No. 1 to the registration statement on Form S-3 of
the Company and CHL (File Nos. 333-3835 and 333-3835-01), filed with the SEC on August 2,
1996). ’

4.14*  Form of Medium-Term Notes, Series E (ﬂdating rate) of CHL (incorporated by reference to
Exhibit 4.4 to Post-Effective Amendment No. 1 to the registration statement on Form S-3 of
the Company and CHL (File Nos. 333-3835 and 333-3835-01), filed with the SEC on August 2,
1996). '

4.15*  Form of Medium-Term Notes, Series F (fixed-rate) of CHL (incorporated by reference to
Exhibit 4.3 to the registration statement on Form S-3 of the Company and CHL (File
Nos. 333-31529 and 333-31529-01), filed with the SEC on July 29, 1997).

4.16* Form of Medium-Term Notes, Series F (floating-rate) of CHL (incorporated by reference to
Exhibit 4.4 to the registration statement on Form S-3 of the Company and CHL (File
Nos. 333-31529 and 333-31529-01), filed with the SEC on July 29, 1997).

4.17* Form of Medium-Term Notes, Series G (fixed-rate) of CHL (incorporated by reference to
Exhibit 4.10 to the registration statement on Form S-3 of the Company and CHL (File
Nos. 333-58125 and 333-58125-01), filed with the SEC on June 30, 1998).

4.18*  Form of Medium-Term Notes, Series G (floating-rate) of CHL (incorporated by reference to
Exhibit 4.11 to the registration statement on Form S-3 of the Company and CHL (File
Nos. 333-58125 and 333-58125-01), filed with the SEC on June 30, 1998).

!
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Exhibit
No.

Description

4.19%

4.20*

4.21*

4.22%

4,23%

4.24*

4.25*%

4.26*

4.27*

4.28*

4.29*

4.30*

4.31%

Form of Medium-Term Notes, Series H (fixed-rate) of CHL (incorporated by reference to
Exhibit 4.3 to the registration statement on Form S-3 of the Company and CHL (File
Nos. 333-66467 and 333-66467-01), filed with the SEC on October 30, 1998).

Form of Medium-Term Notes, Series H (floating-rate) of CHL (incorporated by reference to
Exhibit 4.4 to the registration statement on Form S-3 of the Company and CHL (File
Nos. 333-66467 and 333-66467-01), filed with the SEC on October 30, 1998).

Form of 6.85% Note due 2004 of CHL (incorporated by reference to Exhibit 2 to the
Company’s Current Report on Form 8-K, dated June 21, 1999).

Form of Medium-Term Notes, Series I (fixed-rate)} of CHL (incorporated by reference to
Exhibit 4.15 to the registration statement on Form S-3 of the Company and CHL (File
Nos. 333-82583 and 333-82583-01), filed with the SEC on June 5, 2000).

Form of Medium-Term Notes, Series I (floating-rate) of CHL (incorporatedv by reference to
Exhibit 4.16 to the registration statement on Form S-3 of the Company and CHL (File
Nos. 333-82583 and 333-82583-01), filed with the SEC on June 5, 2000).

Form of Medium-Term Notes, Series J (fixed-rate) of CHL (incorporated by reference to
Exhibit 4.14 to the registration statement on Form S-3 of the Company and CHL (File
Nos. 333-55536 and 333-55536-01), filed with the SEC on February 14, 2001).

Form of Medium-Term Notes, Series J (floating-rate) of CHL (incorporated by reference to
Exhibit 4.15 to the registration statement on Form S-3 of the Company and CHL (File
Nos. 333-55536 and 333-55536-01), filed with the SEC on February 14, 2001).

Indenture, dated as of December 1, 2001 among CHL, the Company and The Bank of New
York, as trustee (incorporated by reference to Exhibit 4.25 to the Company’s Annual Report
on Form 10-K, for the year ended December 31, 2003).

Form of Medium-Term Notes, Series K (fixed-rate) of CHL (incorporated by reference to
Exhibit 4.12 to the registration statement on Form S-3 of the Company, CHL, Countrywide
Capital TV and Countrywide Capital V (File Nos. 333-74042, 333-74042-03, 333-74042-02 and
333-74042-01, respectively), filed with the SEC on November 28, 2001).

Form of Medium-Term Notes, Series K (floating-rate) of CHL (incorporated by reference to
Exhibit 4.13 to the registration statement on Form S-3 of the Company, CHL, Countrywide
Capital IV and Countrywide Capital V (File Nos. 333-74042, 333-74042-03, 333-74042-02 and
333-74042-01, respectively), filed with the SEC on November 28, 2001).

Form of Medium-Term Notes, Series L (fixed-rate) of CHL (incorporated by reference to
Exhibit 4.11 to the registration statement on Form S-3 of the Company and CHL (File Nos.
333-103623, 333-103623-01, 333-103623-02 and 333-103623-03), filed with the SEC on March 5,
2003).

Form of Medium-Term Notes, Series L (floating-rate) of CHL (incorporated by reference to
Exhibit 4.12 to the registration statement on Form S-3 of the Company and CHL (File Nos.
333-103623, 333-103623-01, 333-103623-02 and 333-103623-03), filed w1th the SEC on March 5,
2003).

Form of Medium-Term Notes, Series M (fixed-rate) of CHL (mcorporated by reference to
Exhibit 4.11 to the registration statement on Form S-3 of the Company and CHL (File Nos.
333-114270, 333-114270-01, 333-114270-02 and 333-114270-03), filed with the SEC on April 7,
2004).
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Exhibit
No.

Description

432%

4.33*

4.34*

4.35%

4.36*

4.37%

4.38*

4.39*

4.40*

4.41*

4.42*

Form of Medium-Term Notes, Series M (floating-rate) of CHL (incorporated by reference to
Exhibit 4.12 to the registration statement on Form S-3 of the Company and CHL (File

Nos. 333-114270, 333-114270-01, 333-114270-02 and 333-114270-03), filed with the SEC on
April 7, 2004).

Form of Medium-Term Notes, Series A (fixed-rate) of CFC (incorporated by reference to
Exhibit 4.11 to the registration statement on Form S-3 of the Company and CHL (File
Nos. 333-114270, 333-114270-01, 333-114270-02 and 333-114270-03), filed with the SEC on
April 7, 2004). i

Form.of Medium-Term Notes, Series A (floating-rate) of CFC (incorporated by reference to
Exhibit 4.12 to the registration statement on Form S-3 of the Company and CHL (File

Nos. 333-114270, 333-114270-01, 333-114270-02 and 333-114270-03), filed with the SEC on
April 7, 2004).

Liquid Yield Option Notes Due February 8, 2031 (Zero Coupon Senior) (incorporated by
reference to Exhibit 4.8 of registration statement on Form S-3 of the Company and CHL (File
Nos. 333-59614 and 333-59614-01), filed with the SEC on April 26, 2000).

Trust Deed dated 1st May, 1998 among CHL, the Company and Bankers Trustee Company
Limited, as Trustee for Euro Medium Notes of CHL (incorporated by reference to Exhibit 4.15
to the Company’s Quarterly Report on Form 10-Q, for the quarter ended May 31, 1998).

Second Supplemental Trust Deed dated 23rd day of December, 1999, further modifying the
provisions of a Trust Deed dated 1st May, 1998 among CHL, the Company and Bankers
Trustee Company Limited, as Trustee for Euro Medium Notes of CHL (incorporated by
reference to Exhibit 4.16.3 to the Company’s Annual Report on Form 10-K, for the fiscal year
ended February 28, 2001).

Third Supplemental Trust Deed dated 12th day of January, 2001, further modlfymg the
provisions of a Trust Deed dated 1st May, 1998 among CHL, the Company and Bankers
Trustee Company Limited, as Trustee for Euro Medium Notes of CHL (incorporated by
reference to Exhibit 4.16.4 to the Company’s Annual Report on Form 10-K, for the fiscal year
ended February 28, 2001).

Fourth Supplemental Trust Deed, dated January 29, 2002, further modifying the provisions of a
Trust Deed, dated May 1, 1998 among CHL, the Company and Bankers Trustee Company
Limited, as trustee for Euro medium term notes of CHL (incorporated by reference to

Exhibit 4.46 of the Company’s Quarterly Report on Form 10-Q, for the quarter ended

March 31, 2002).

Trust Deed between the Company, as-Issuer, CHL, as Guarantor and Deutsche Trustee
Company Limited, as Trustee, dated August 15, 2005 (incorporated by reference to
Exhibit 10.108 of the Company’s Quarterly Report on Form 10-Q, for the quarter ended
September 30, 2005).

Note Deed Poll, dated October 11, 2001, by CHL in favor of each person who is from time to
time an Australian dollar denominated Noteholder (incorporated by reference to Exhibit 4.29
to the Company’s Quarterly Report on Form 10-Q, for the quarter ended November 30, 2001).
Supplemental Note Deed Poll, dated April 23, 2004, modifying the terms of a Note Deed Poll,
dated October 11, 2001, by CHL in favor of each person who is from time to time an Australian

Dollar denominated Noteholder (incorporated by reference to Exhibit 4.49 to the Company’s
Quarterly Report on Form 10-Q, for the quarter ended September 30, 2004).
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4.43*

4.44*

4.45*

4.46*

4.47*

4.48*

4.49%

4.50*

4.51*

4.52*

Note Deed Poll, dated as of April 29, 2005, by the Company, in favor of each person who is
from time to time an Australian dollar denominated Noteholder (incorporated by reference to
Exhibit 10.103 to the Company’s Quarterly Report on Form 10-Q, for the quarter ended

June 30, 2005).

Deed Poll Guaranty and Indemnity, dated as of April 29, 2005, by the Company in favor of
each person who is from time to time an Australian dollar denominated Noteholder
(incorporated by reference to Exhibit 10.104 to the Company’s Quarterly Report on

Form 10-Q, for the quarter ended June 30, 2005).

Indenture, dated as of December 16, 1996 among CHL, the Company and the Bank of New
York, as trustee (incorporated by reference to Exhibit 4.34 to the Company’s Annual Report
on Form 10-K, for the year ended December 31, 2003).

Supplemental Indenture, dated as of December 16, 1996 among CHL, the Company and the
Bank of New York, as trustee (incorporated by reference to Exhibit 4.35 to the Company’s
Annual Report on Form 10-K, for the year ended December 31, 2003).

Amended and Restated Declaration of Trust, dated as of December 16, 1996 for Countrywide
Capital I by and among Eric P. Sieracki, Sandor E. Samuels and Carlos M. Garcia as Regular

Trustees, The Bank of New York, as Institutional Trustee, and the Company (incorporated by
reference to Exhibit 4.36 to the Company’s Annual Report on Form 10-K, for the year ended

December 31, 2003).

Indenture, dated as of June 4, 1997, among CHL, the Company, and The Bank of New York, as
trustee (incorporated by reference to Exhibit 4.4 to the registration statement on Form S-4 of
CHL and the Company (File Nos. 333-37047, 333-37047-01, and 333-37047-02), filed with the
SEC October 2, 1997).

Amended and Restated Declaration of Trust of Countrywide Capital II1, dated as of June 4,
1997, by and among the Company, The Bank of New York (Delaware) as Delaware Trustee,
Eric P. Sieracki, Sandor E. Samuels, and Thomas Keith McLaughlin, as Regular Trustees
(incorporated by reference to Exhibit 4.3 to the registration statement on Form S-4 of CHL
and the Company (File Nos. 333-37047, 333-37047-01, and 333-37047-02), filed with the SEC
October 2, 1997).

Indenture, dated as of April 11, 2003, among the Company, CHL and The Bank of New York,
as trustee (incorporated by reference to Exhibit 4.26 to the Company’s Current Report on
Form 8-K, dated April 15, 2003).

First Supplemental Indenture, dated as of April 11, 2003, among the Company, CHL, and The
Bank of New York, as trustee, providing for the 6.75% Junior Subordinated Deferrable
Interest Debentures Due April 1, 2033 of CFC and the related guarantee by CHL
(incorporated by reference to Exhibit 4.27 to the Company’s Current Report on Form 8-K,
dated April 15, 2003).

Amended and Restated Declaration of Trust of Countrywide Capital IV, dated as of April 11,
2003, by and among Sandor E. Samuels, Thomas K. McLaughlin and Jennifer Sandefur, as
Regular Trustees, The Bank of New York (Delaware), as Delaware Trustee, The Bank of New
York, as Institutional Trustee, the Company, as Sponsor and Debenture Issuer, and CHL.,, as
Debenture Guarantor (incorporated by reference to Exhibit 4.28 to the Company’s Current
Report on Form 8-K, dated April 15, 2003).
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4.53*

4.54*

4.55*

4.56*

4.57*

10.1*

10.3*

10.4*

10.5*

10.6*

10.7*

10.8*

Indenture, dated as of February 8§, 2001, among the Company, CHL and The Bank of

New York, as trustee (incorporated by reference to Exhibit 4.7 of registration statement on
Form S-3 of the Company and CHL (File Nos. 333-59614 and 333-59614-01), filed with the
SEC on April 26, 2000).

Registration Rights Agreement, dated as of February 8, 2001, among the Company, CHL and
Merrill Lynch, Pierce, Fenner & Smith Incorporated (incorporated by reference to Exhibit 4.7
of registration statement on Form S-3 of the Company and CHL (File Nos. 333-59614 and
333-59614-01), filed with the SEC on April 26, 2000).

First Supplemental Trust Deed dated 16th December, 1998, modifying the provisions of a Trust
Deed dated 1st May, 1998 among CHL, the Company and Bankers Trustee Company Limited,
as Trustee for Euro Medium Notes of CHL (incorporated by reference to Exhibit 4.16 1o the
Company’s Annual Report on Form 10-K, for the fiscal year ended February 28, 1999).

Indenture, dated September 30, 2005, between the Company and The Bank of New York, as
Trustee, relating to the Floating Rate Subordinated Notes due April 11, 2011 (incorporated by
reference to Exhibit 4.27 to the Company’s Current Report on Form 8-K filed with the SEC on
September 30, 2005).

Form of Floating Rate Subordinated Note due April 1, 2011 of the Company (incorporated by
reference to Exhibit 4.28 to the Company’s Current Report on Form 8-K filed with the SEC on
September 30, 2005)

Employment Agreement by and between the Company and Angelo R. Mozﬂo effective
March 1, 2001 (incorporated by reference to Exhibit 10.35 to the Company’s Quarterly Report
on Form 10-Q, for the quarter ended May 31, 2001).

First Amendment to Employment Agreement, dated March 1 2002, by and between the
Company and Angelo Mozilo (incorporated by reference to Exhibit 10.63 of the Company’s
Quarterly Report on Form 10-Q, for the quarter ended June 30, 2002).

Employment Agreement, dated September 2, 2004 by and between the Company and Angelo
R. Mozilo (incorporated by reference to Exhibit 10.1 to the Company’s Current Report on
Form 8-K, dated September 2, 2004).

Second Restated Employment Agreement, dated as of February 28, 2003 by and between the
Company and Stanford L. Kurland (incorporated by reference to Exhibit 10.78 to the
Company’s Quarterly Report on Form 10-Q, for the period ended March 31, 2003).

First Amendment to Second Restated Employment Agreement, dated as of January 1, 2004, by
and between the Company and Stanford L. Kurland (incorporated by reference to

Exhibit 10.84 to the Company’s Quarterly Report on Form 10-Q, for the period ended

March 31, 2004).

Restated Employment Agreement, dated as of March 1, 2003, by and between the Company
and Thomas H. Boone (incorporated by reference to Exhibit 10.80 to the Company’s Quarterly
Report on Form 10-Q, for the period ended March 31, 2003).

Restated Employment Agreement, dated as of March 1, 2003, by and between the Company
and Carlos M. Garcia (incorporated by reference to Exhibit 10.81 to the Company’s Quarterly
Report on Form 10-Q, for the period ended March 31, 2003).

Second Restated Employment Agreement, dated as of February 28, 2003, by and between the
Company and David Sambol (incorporated by reference to Exhibit 10.79 to the Company’s
Quarterly Report on Form 10-Q, for the period ended March 31, 2003).
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10.9*

10.10%

10.11*

10.12*

10.13*

10.14*

10.15*

10.16*

10.17*

10.18*

10.19*

10.20*

10.21*

10.22*

First Amendment to Second Restated Employment Agreement, dated as of January 1, 2004, by
and between the Company and David Sambol (incorporated by reference to Exhibit 10.9 to the
Company’s Annual Report on Form 10-K, for the year ended December 31, 2004).

Restated Employment Agreement, dated as of March 1, 2003, by and between the Company
and Sandor E. Samuels (incorporated by reference to Exhibit 10.82 to the Company’s Quarterly
Report on Form 10-Q, for the period ended March 31, 2003).

Director Emeritus Agreement, dated November 10, 2004, by and between the Company and
Gwendolyn S. King (incorporated by reference to Exhibit 10.1 to the Company’s Current
Report on Form 8-K, dated November 10, 2004).

Consulting Agreement, by and between the Company and Thomas Keith McLaughlin, dated as
of April 1, 2005 (incorporated by reference to Exhibit 10.1 to the Company’s Current Report
on Form 8-K, filed on March 30, 2005).

General Release Agreement, between Thomas Keith McLaughlin and the Company, dated as
of March 24, 2005 (incorporated by reference to Exhibit 10.2 to the Company’s Current Report
on Form 8-K, filed on March 30, 2005). :

Personalized Relocation Terms Document by and between the Company and Andrew
Gissinger, 111, dated as of January 29, 2004 (incorporated by reference to Exhibit 10.1 to the
Company’s Current Report on Form 8-K, filed with the SEC on October 3, 2005).

Purchase Contract by and between CHL and Andrew Gissinger, 111, dated as of September 27,
2005 (incorporated by reference to Exhibit 10.2 to the Company’s Current Report on Form 8-K
filed with the SEC on October 3, 2005).

The Company’s Deferred Compensation Agreement for Non-Employee Directors
(incorporated by reference to Exhibit 5.2 to the Company’s Quarterly Report on Form 10-Q,
for the quarter ended August 31, 1987).

Supplemental Form of the Company’s Deferred Compensation Agreement for Non-Employee
Directors (incorporated by reference to Exhibit 10.7.3 to the Company’s Quarterly Report on
Form 10-Q, for the quarter ended May 31, 1998).

The Company’s Executive Deferred Compensation Plan Amended and Restated effective
March 1, 2000 (incorporated by reference to Exhibit 10.7.3 to the Company’s Quarterly Report
on Form 10-Q, for the quarter ended May 31, 2000).

First Amendment, effective January 1, 2002, to the Deferred Compensation Plan Amended
and Restated effective March 1, 2000 (incorporated by reference to Exhibit 10.7.4 to the
Company’s Quarterly Report on Form 10-Q, for the quarter ended November 30, 2001).

Second Amendment to the Company’s Deferred Compensation Plan (incorporated by
reference to Exhibit 10.68 to the Company’s Annual Report on Form 10-K, for the year ended
December 31, 2002).

Third Amendment to Company’s Deferred Compensation Plan (incorporated by reference to
Exhibit 10.86 to the Company’s Quarterly Report on Forms 10-Q and 10-Q/A, for the quarter
ended June 30, 2003)

1987 Stock Option Plan, as Amended and Restated on May 15, 1989 (incorporated by
reference to Exhibit 10.7 to the Company’s Annual Report on Form 10-K for the fiscal year
ended February 28, 1989).

120




Exhibit
No.

Description

10.23*

10.24*

10.25*

10.26*

10.27*

10.28*

10.29*

10.30*

10.31*

10.32*

10.33*

10.34%

10.35*

10.36*

10.37*

10.38*

First Amendment to the 1987 Stock Option Plan as Amended and Restated (incorporated by
reference to Exhibit 10.11.1 to the Company’s Quarterly Report on Form 10-Q, for the quarter
ended November 30, 1997).

Second Amendment to the 1987 Stock Option Plan as Amended and Restated (incorporated
by reference to Exhibit 10.11.2 to the Company’s Quarterly Report on Form 10-Q, for the
quarter ended November 30, 1997).

Third Amendment to the 1987 Stock Option Plan as Amended and Restated (incorporated by
reference to Exhibit 10.11.3 to the Company’s Quarterly Report on Form 10-Q, for the quarter
ended November 30, 1997).

Fourth Amendment to the 1987 Stock Option Plan as Amended and Restated (incorporated by
reference to Exhibit 10.11.4 to the Company’s Quarterly Report on Form 10-Q, for the quarter
ended May 31, 1998).

Amendment Number Five to the Company’s 1987 Stock Option Plan, as Amended and
Restated (incorporated by reference to Exhibit 10.85 to the Company’s Quarterly Report on
Form 10-Q, for the quarter ended March 31, 2004).

Amendment Number Six to the Company’s 1987 Stock Option Plan, as Amended and Restated
(incorporated by reference to Exhibit 10.86 to the Company’s Quarterly Report on Form 10-Q
for the quarter ended March 31, 2004).

Amended and Restated Stock Option Financing Plan (incorporated by reference to
Exhibit 10.12 to Post-Effective Amendment No. 2 to the Company’s registration statement on
Form S-8 (File No. 33-9231), filed with the SEC on December 20, 1988).

Third Amendment to the Company’s Stock Option Financing Plan (incorporated by reference
to Exhibit 10.72 to the Company’s Annual Report on Form 10-K, for the year ended
December 31, 2002).

Fourth Amendment to the Company’s Stock Option Financing Plan, as amended and restated
dated July 23, 2004 (incorporated by reference to Exhibit 10.27 to the Company’s Annual
Report on Form 10-K, for the year ended December 31, 2004).

1991 Stock Option Plan (incorporated by reference to Exhibit 10.19 to the Company’s Annual
Report on Form 10-K, for the fiscal year ended February 29, 1992).

First Amendment to the 1991 Stock Option Plan (incorporated by reference to Exhibit 10.19.1
to the Company’s Annual Report on Form 10-K, for the fiscal year ended February 28, 1993).

2

>

Second Amendment to the 1991 Stock Option Plan (incorporated by reference to
Exhibit 10.19.2 to the Company’s Annual Report on Form 10-K, for the fiscal year ended
February 28, 1993).

Third Amendment to the 1991 Stock Option Plan (incorporated by reference to Exhibit 10.19.3
to the Company’s Annual Report on Form 10-K, for the fiscal year ended February 28, 1993).

Fourth Amendment to the 1991 Stock Option Plan (incorporated by reference to
Exhibit 10.19.4 to the Company’s Annual Report on Form 10-K, for the fiscal year ended
February 28, 1993).

Fifth Amendment to the 1991 Stock Option Plan (incorporated by reference to Exhibit 10.19.5
to the Company’s Annual Report on Form 10-K, for the fiscal year ended February 28, 1993).

Sixth Amendment to the 1991 Stock Option Plan (incorporated by reference to Exhibit 10.20.6
to the Company’s Annual Report on Form 10-Q, for the quarter ended November 30, 1997).
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10.39*

10.40*

10.41*

10.42*

10.43*

10.44*

10.45*

10.46*

10.47*

10.48*

10.49*

10.50*

10.51*

10.52*

10.53*

Seventh Amendment to the 1991 Stock Option Plan (incorporated by reference to
Exhibit 10.20.7 to the Company’s Annual Report on Form 10-Q, for the quarter ended
November 30, 1997).

Eighth Amendment to the 1991 Stock Option Plan (incorporated by reference to
Exhibit 10.20.8 to the Company’s Quarterly Report on Form 10-Q, for the quarter ended
May 31, 1998).

Amendment Number Nine to the Company’s 1991 Stock Option Plan (incorporated by
reference to Exhibit 10.70 to the Company’s Annual Report on Form 10-K, for the year ended
December 31, 2002).

Amendment Number Ten to the Company’s 1991 Stock Option Plan (incorporated by
reference to Exhibit 10.87 to the Company’s quarterly report on Form 10-Q, for the quarter
ended March 31, 2004).

Amendment Number Eleven to the Company’s 1991 Stock Option Plan (incorporated by
reference to Exhibit 10.88 to the Company’s quarterly report on Form 10-Q, for the quarter
ended March 31, 2004).

1992 Stock Option Plan dated as of December 22, 1992 (incorporated by reference to
Exhibit 10.19.5 to the Company’s Annual Report on Form 10-K, for the fiscal year ended
February 28, 1993).

First Amendment to the 1992 Stock Option Plan (incorporated by reference to Exhibit 10.21.1
to the Company’s Quarterly Report on Form 10-Q, for the quarter ended November 30, 1997).

Second Amendment to the 1992 Stock Option Plan (incorporated by reference to
Exhibit 10.21.2 to the Company’s Quarterly Report on Form 10-Q, for the quarter ended
November 30, 1997).

Third Amendment to the 1992 Stock Option Plan (incorporated by reference to Exhibit 10.21.3
to the Company’s Quarterly Report on Form 10-Q, for the quarter ended May 31, 1998).

Amendment Number Four to the Company’s 1992 Stock Option Plan (incorporated by
reference to Exhibit 10.89 to the Company’s Quarterly Report on Form 10-Q, for the quarter
ended March 31, 2004).

Amendment Number Five to the Company’s 1992 Stock Option Plan (incorporated by
reference to Exhibit 10.90 to the Company’s Quarterly Report on Form 10-Q, for the quarter
ended March 31, 2004).

Amended and Restated 1993 Stock Option Plan (incorporated by reference to Exhibit 10.5 to
the Company’s Quarterly Report on Form 10-Q, for the quarter ended August 31, 1996).

First Amendment to the Amended and Restated 1993 Stock Option Plan (incorporated by
reference to Exhibit 10.5.1 to the Company’s Quarterly Report on Form 10-Q, for the quarter
ended August 31, 1996).

Second Amendment to the Amended and Restated 1993 Stock Option Plan. (incorporated by
reference to Exhibit 10.22.2 to the Company’s Quarterly Report on Form 10-Q, for the quarter
ended November 30, 1997).

Third Amendment to the Amended and Restated 1993 Stock Option Plan (incorporated by
reference to Exhibit 10.22.3 to the Company’s Annual Report on Form 10-K, for the fiscal year
ended February 28, 1998).
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10.54*

10.55*

10.56*

10.57*

10.58*

10.59*

10.60*

10.61%

10.62*

10.63*

10.64*

10.65*

10.66*

10.67*

Fourth Amendment to the Amended and Restated 1993 Stock Option Plan (incorporated by
reference to Exhibit 10.22.4 to the Company’s Quarterly Report on Form 10-Q, for the quarter
ended May 31, 1998).

Fifth Amendment to the Amended and Restated 1993 Stock Option Plan (incorporated by
reference to Exhibit 10.22.5 to the Company s Quarterly Report on Form 10-Q, for the quarter
ended August 31, 1998).

Sixth Amendment to the Amended and Restated 1993 Stock Option Plan, dated as of June 19,
2001 (incorporated by reference to Exhibit 10.41 to the Company’s Annual Report on
Form 10-K, for the year ended December 31, 2003).

Amendment Number Seven to the Company’s 1993 Stock Option Plan (incorporated by
reference to Exhibit 10.69 to the Company’s Annual Report on Form 10-K, for the year ended
December 31, 2002).

Amendment Number Eight to the Company’s 1993 Stock Option Plan, as Amended and
Restated (incorporated by reference to Exhibit 10.91 to the Company’s Quarterly Report on
Form 10-Q, for the quarter ended March 31, 2004).

Amendment Number Nine to the Company’s 1993 Stock Option Plan, as Amended and
Restated (incorporated by reference to Exhibit 10.92 to the Company’s Quarterly Report on
Form 10-Q, for the quarter ended March 31, 2004).

Amendment Number Ten to the Company’s 1993 Stock Option Plan, effective as of
December 23, 2005 (incorporated by reference to Exhibit 10.2 to the Company’s Current
Report on Form 8-K, filed with the SEC on December 30, 2005).

2000 Equity Incentive Plan of the Company, as Amended and Restated on November 12, 2003
(incorporated by reference to Exhibit 10.43 to the Company’s Annual Report on Form 10-K,
for the year ended December 31, 2003).

Appendix I to the 2000 Equity Incentive Plan of the Company (incorporated by reference to
Exhibit 10.44 to the Company’s Annual Report on Form 10-K, for the year ended
December 31, 2003).

First Amendment to the Company’s 2000 Equity Incentive Plan, as amended on November 12,
2003 (incorporated by reference to Exhibit 10.97 to the Company’s Quarterly Report on
Form 10-Q, for the quarter ended June 30, 2004).

Amendment Number Two to the Company’s 2000 Equity Incentive Plan, as amended on
November 12, 2003 (incorporated by reference to Exhibit 10.98 to the Company’s Quarterly
Report on Form 10-Q, for the quarter ended June 30, 2004).

2000 Equity Incentive Plan of the Company, as amended and restated on June 16, 2004
(incorporated by reference to Exhibit 10.99 to the Company’s Quarterly Report on Form 10-Q,
for the quarter ended June 30, 2004).

First Amendment to 2000 Equity Incentive Plan of the Company, as amended and restated on
June 16, 2004 (incorporated by reference to Exhibit 10.61 to the Company’s Annual Report on
Form 10-K, for the year ended December 31, 2004).

- Second Amendment to 2000 Equity Incentive Plan of the Company, dated February 22, 2005

(incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K,
furnished on March 1, 2005).
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10.68*
10.69*
10.70%

10.71*

10.72*
10.73*
10.74*
10.75%
10.76%
10.77*
10.78*
10.79*

10.80*

10.81*

Third Amendment to 2000 Equity Incentive Plan of the Company, dated September 28, 2005
(incorporated by reference to Exhibit 10.3 to the Company’s Current Report on Form 8-K filed
with the SEC on October 3, 2005).

Fourth Amendment to the 2000 Equity Incentive Plan of the Company, effective as of
December 23, 2005 (incorporated by reference to Exhibit 10.1 to the Company’s Current
Report on Form 8-K, filed with the SEC on December 30, 2005).

Amended and Restated Supplemental Executive Retirement Plan (incorporated by reference
to Exhibit 10.23.1 to the Company’s Annual Report on Form 10-K, for the fiscal year ended
February 28, 1998).

First Amendment, effective January 1, 1999, to the Company’s Supplemental Executive
Retirement Plan 1998 Amendment and Restatement (incorporated by reference to
Exhibit 10.23.2 to the Company’s Annual Report on Form 10-K, for the fiscal year ended
February 28, 1999).

Second Amendment, effective as of June 30, 1999, to the Company’s Supplemental Executive
Retirement Plan (incorporated by reference to Exhibit 10.23.3 to the Company’s Quarterly
Report on Form 10-Q, for the quarter ended August 31, 1999).

Third Amendment, effective January 1, 2002, to the Company’s Supplemental Executive
Retirement Plan (incorporated by reference to Exhibit 10.23.4 to the Company’s Quarterly
Report on Form 10-Q, for the quarter ended November 30, 2001).

Fourth Amendment to the Company’s Supplemental Executive Retirement Plan (incorporated
by reference to Exhibit 10.65 to the Company’s Quarterly Report on Form 10-Q, for the
quarter ended September 30, 2002).

Amended and Restated Split-Dollar Life Insurance Agreement (incorporated by reference to
Exhibit 10.24.1 to the Company’s Quarterly Report on Form 10-Q, for the quarter ended
November 30, 1998).

Split-Dollar Collateral Assignment (incorporated by reference to Exhibit 10.4 to the
Company’s Quarterly Report on Form 10-Q, for the quarter ended May 31, 1994).

Amendment Number 2002-1 to the Company’s Split-Dollar Life Insurance Agreement as
Amended and Restated and Split Dollar Collateral Assignments (incorporated by reference to
Exhibit 10.61 of the Company’s Quarterly Report on Form 10-Q, for the quarter ended
March 31, 2002).

Annual Incentive Plan (incorporated by reference to Exhibit 10.4 to the Company’s Quarterly
Report on Form 10-Q, for the quarter ended August 31, 1996).

First Amendment to the Company’s Annual Incentive Plan (incorporated by reference to
Exhibit 10.26.1 to the Company’s Quarterly Report on Form 10-Q, for the quarter ended
August 31, 2001).

Second Amendment to the Company’s Annual Incentive Plan (incorporated by reference to
Exhibit 10.55 to the Company’s Annual Report on Form 10-K, for the year ended
December 31, 2003).

Third Amendment to the Company’s Annual Incentive Plan (incorporated by reference to-
Exhibit 10.76 to the Company’s Quarterly Report on Form 10-Q, for the period ended
March 31, 2003).
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10.82*

10.83*

10.84*

10.85*

10.86*

10.87*

10.88*

10.89*

10.90*

10.91*

10.92*

10.93*

10.94*

10.95*

The Company’s Change in Control Severance Plan as Amended and Restated on
September 11, 2000 (incorporated by reference to Exhibit 10.27.2 to the Company’s Quarterly
Report on Form 10-Q, for the quarter ended August 31, 2000).

Amendment No. 1 to the Company’s Change in Control Severance Plan, as Amended and
Restated on September 11, 2000, dated December 3, 2003 (incorporated by reference to
Exhibit 10.58 to the Company’s Annual Report on Form 10-K, for the year ended
December 31, 2003).

Amendment Two to the Company’s Change in Control Severance Plan, dated February 23,
2005 (incorporated by reference to Exhibit 10.3 to the Company’s Current Report on
Form 8-K, furnished on March 1, 2005).

Form of Director Emeritus Agreement (incorporated by reference to Exhibit 10.28.1 to the
Company’s Quarterly Report on Form 10-Q, for the quarter ended May 31, 2001).

Form of Amendment Number One, dated September 20, 2001, to the Restricted Stock Award
Agreement with non-employee directors dated as of June 1, 1999 (incorporated by reference to
Exhibit 10.29.1 to the Company’s Annual Report on Form 10-K, for the fiscal year ended
February 28, 2001).

Form of Restricted Stock Award Agreement with non-employee directors dated as of March 1,
2000 (incorporated by reference to Exhibit 10.30 to the Company’s Annual Report on
Form 10-K, for the fiscal year ended February 28, 2001).

Form of Amendment Number One, dated September 20, 2001, to the Restricted Stock Award
Agreement with non-employee directors dated as of March 1, 2000 (incorporated by reference
to Exhibit 10.30.1 to the Company’s Annual Report on Form 10-K, for the fiscal year ended
February 28, 2001).

Form of Restricted Stock Award Agreement with non-employee directors dated as of March 1,
2001 (incorporated by reference to Exhibit 10.31 to the Company’s Annual Report on
Form 10-K, for the fiscal year ended February 28, 2001).

Form of the Company’s Performance Based Restricted Stock Agreement (incorporated by
reference to Exhibit 10.105 to the Company’s Quarterly Report on Form 10-Q, for the quarter
ended September 30, 2004).

Form of the Company’s Performance Vested Non-Qualified Stock Option Agreement
(incorporated by reference to Exhibit 10.106 to the Company’s Quarterly Report on
Form 10-Q, for the quarter ended September 30, 2004).

Form of the Company’s Performance Vested Incentive Stock Option Agreement (incorporated
by reference to Exhibit 10.107 to the Company’s Quarterly Report on Form 10-Q, for the
guarter ended September 30, 2004).

Form of Performance Vested Stock Appreciation Right Agreement of the Company
(incorporated by reference to Exhibit 10.2 to the Company’s Current Report on Form 8-K,
furnished on March 1, 2005).

The Company’s Managing Director Incentive Plan effective March 1, 2001 (incorporated by
reference to Exhibit 10.57 to the Company’s Annual Report on Form 10-K, for the transition
period from March 1, 2001 to December 31, 2001),

Form of Senior Management Incentive Plan of the Company (incorporated by reference to
Exhibit 10.4 to the Company’s Current Report on Form 8-K, furnished on March 1, 2005).
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10.96*

10.97*

10.98*

10.99*

10.100*

10.101*

10.102*

10.103*

10.104*

10.105*

10.106*

10.107* -

10.108*

10.109*

Summary of financial counseling program of the Company (incorporated by reference to
Exhibit 10.58 to the Company’s Annual Report on Form 10-K, for the transition period from
March 1, 2001 to December 31, 2001).

Company’s 1999 Employee Stock Purchase Plan effective as of October 1, 1999 (incorporated
by reference to Exhibit 10.67 to the Company’s Annual Report on Form 10-K, for the year
ended December 31, 2003).

Amendment One to the Employee Stock Purchase Plan (incorporated by reference to
Exhibit 10.71 to the Company’s Annual Report on Form 10-K, for the year ended
December 31, 2002).

Second Amendment to the Company’s Global Stock Plan (incorporated by reference to
Exhibit 4.1.2 to the Company’s Registration Statement on Form S-8, dated August 5, 2003).

Appendix I to Company’s Global Stock Plan: UK Sharesave Scheme. (incorporated by
reference to Exhibit 10.70 to the Company’s Annual Report on Form 10-K, for the year ended
December 31, 2003).

Amendment Number Three to the Company’s Global Stock Plan (incorporated by reference to
Exhibit 10.95 to the Company’s Quarterly Report on Form 10-Q, for the quarter ended
March 31, 2004).

Amendment Number Four to the Company’s Global Stock Plan (incorporated by reference to
Exhibit 10.96 to the Company’s Quarterly Report on Form 10-Q, for the quarter ended
March 31, 2004).

Amendment Number Five to the Company’s Global Stock Plan, dated September 28, 2005
(incorporated by reference to Exhibit 10.5 to the Company’s Current Report on Form 8-K filed
with the SEC on October 3, 2005).

The Company’s Selected Employee Deferred Compensation Plan, Master Plan Document,
dated December 23, 2003 (incorporated by reference to Exhibit 10.71 to the Company’s Annual
Report on Form 10-K, for the year ended December 31, 2003).

The Company’s ERISA Nonqualified Pension Plan, Master Plan Document, dated as of
August 12, 2003 (incorporated by reference to Exhibit 10.72 to the Company’s Annual Report
on Form 10-K, for the year ended December 31, 2003).

Amended and Restated Company ERISA Nonqualified Pension Plan, Master Plan Document,
effective as of December 31, 2004 (incorporated by reference to Exhibit 10.94 to the
Company’s Annual Report on Form 10-K, for the year ended December 31, 2004).

The Company’s 2003 Non-Employee Directors’ Fee Plan, as amended and restated on
September 27, 2005 (incorporated by reference to Exhibit 10.4 to the Company’s Current
Report on Form 8-K filed with the SEC on October 3, 2005).

Countrywide‘Bank, N.A. Non-Employee Directors’ Fee Plan, adopted October 27, 2005
(incorporated by reference to Exhibit 10.1 to the Company s Current Report on Form 8-K,
filed with the SEC on November 2, 2005).

‘The Company’s 2004 Executive Equity Deferral Program, dated as of January 1, 2004

(incorporated by reference to Exhibit 10.74 to the Company’s Annual Report on Form 10-K,
for the year ended December 31, 2003).
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Exhibit
No.

Description

10.110%

10.111*

10.112*

10.113%

10.114*

10.115*

10.116*

10.117*

Revolving Credit Agreement, dated as of December 17, 2001, by and among CHL and Bank Of
America, N.A., as Managing Administrative Agent, Bank of America, N.A. and JP Morgan
Chase Bank, as the Administrative Agents, The Bank Of New York, as the Documentation
Agent, Bank One, N.A. and Deutsche Bank AG, as the Co-Syndication Agents, the lenders
party thereto and Banc of America Securities LL.C and JP Morgan Securities, Inc., as Co-
Arrangers (incorporated by reference to Exhibit 10.8.11 to the Company’s Quarterly Report on
Form 10-Q, for the quarter ended November 30, 2001).

First Amendment to the Revolving Credit Agreement, dated as of September 30, 2002, by and
among CHL, the Lenders thereto, Bank of America, N.A. as the Managing Administrative
Agent and as a co-administrative agent and JP Morgan Chase Bank as a co-administrative
agent (incorporated by reference to Exhibit 10.74 to the Company’s Annual Report on

Form 10-K, for the year ended December 31, 2002).

Second Amendment to the Revolving Credit Agreement, dated as of December 16, 2002, by
and among CHL, the Lenders thereto and Bank of America, N.A. as the Managing
Administrative Agent (incorporated by reference to Exhibit 10.75 to the Company’s Annual
Report on Form 10-K, for the year ended December 31, 2002).

Third Amendment to the Revolving Credit Agreement, dated as of June 13, 2003, by and
among CHL, the Lenders thereto, Bank of America, N.A. as the Managing Administrative
Agent and the co-administrative agent and JPMorgan Chase Bank as co-administrative agent
(incorporated by reference to Exhibit 10.86 to the Company’s Quarterly Report on Form 10-Q,
for the period ended June 30, 2003).

Fourth Amendment to the Revolving Credit Agreement, dated as of December 15, 2003, by
and among CHL, the Lenders thereto, Bank of America, N.A. as the Managing Administrative
Agent and the co-administrative agent and JPMorgan Chase Bank as co-administrative agent.
{(incorporated by reference to Exhibit 10.79 to the Company’s Annual Report on Form 10-K,
for the year ended December 31, 2003).

Five-Year Credit Agreement, dated as of May 12, 2004, among CHL, the Company, ABN
AMRO Bank N.V. and Deutsche Bank Securities Inc., as Documentation Agents, Citicorp
USA, Inc., as Syndication Agent, the Lenders party hereto, Bank of America, N.A., as
Administrative Agent, and JPMorgan Chase Bank, as Managing Administrative Agent
(incorporated by reference to Exhibit 10.103 to the Company’s Quarterly Report on

Form 10-Q, for the quarter ended June 30, 2004).

First Amendment to the Five-Year Credit Agreement, dated as of May 11, 2005 among CHL,
the Company, the lenders identified therein, ABN AMRO Bank N.V. and Deutsche Bank
Securities Inc., as Documentation Agents, Citicorp USA, Inc., as Syndication Agent, Bank of
America, N.A., as Administrative Agent, and JPMorgan Chase Bank, N:A., as Managing
Administrative Agent (incorporated by reference to Exhibit 10.102 to the Company’s Quarterly
Report on Form 10-Q, for the quarter ended June 30, 2005).

364-Day Credit Agreement, dated as of May 12, 2004, among CHL, the Company ABN
AMRO Bank N.V. and Deutsche Bank Securities Inc., as Documentation Agents, Citicorp
USA, Inc,, as Syndication Agent, the Lenders party hereto, Bank of America, N.A,, as
Administrative Agent, and JPMorgan Chase Bank, as Managing Administrative Agent
(incorporated by reference to Exhibit 10.101 to the Company’s Quarterly Report on

Form 10-Q, for the quarter ended June 30, 2004).
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Description

10.118*

10.119*

10.120*

10.121*

10.122*

10.123*

10.124*

10.125

10.126

12.1
21
23

First Amendment to the 364-Day Credit Agreement, dated as of May 11, 2005, among CHL,
the Company, the lenders identified therein, JPMorgan Chase Bank, N.A., as Managing
Administrative Agent, and Bank of America, N.A., as Administrative Agent (incorporated by
reference to Exhibit 10.101 to the Company’s Quarterly Report on Form 10-Q for the period
ended June 30, 2005).

Amended and Restated Credit Agreement as of the 27th day of February, 2002 by and among
CHL, Royal Bank of Canada, Lloyds TSB Bank P1.C, Credit Lyonnais New York Branch,
Commerzbank AG New York Branch, and the Lenders Party thereto (incorporated by
reference to Exhibit 10.59 of the Company’s Annual Report on Form 10-K, for the transition
period from March 1, 2001 to December 31, 2001).

First Amendment to the Amended and Restated Credit Agreement, dated as of June 14, 2002,
by and among CHL, the Lenders party thereto, and the Royal Bank of Canada, as the Lead
Administrative Agent for the Lenders. (incorporated by reference to Exhibit 10.64 of the
Company’s Quarterly Report on Form 10-Q, for the quarter ended June 30, 2002).

Second Amendment to the Amended and Restated Credit Agreement, dated as of

September 30, 2002, by and among CHL, the Lenders thereto and Royal Bank of Canada as
lead administrative agent (incorporated by reference to Exhibit 10.73 to the Company’s Annual
Report on Form 10-K, for the year ended December 31, 2002).

- Third Amendment to the Amended and Restated Credit Agréement, dated as of June 13, 2003,

by and among CHL, the Lenders thereto and Royal Bank of Canada, as lead administrative
agent (incorporated by reference to Exhibit 10.85 to the Company’s Quarterly Report on
Form 10-Q, for the quarter ended June 30, 2003).

364-Day Credit Agreement, dated as of May 12, 2004, among CHL, the Company,
Commerzbank AG, New York and Grand Cayman Branches and Societe Generale, as
Documentation Agents, BNP Paribas, as Syndication Agent, the Lenders party hereto, Barclays
Bank PLC, as Administrative Agent, and Royal Bank of Canada, as Managing Administrative
Agent (incorporated by reference to Exhibit 10.102 to the Company’s Quarterly Report on
Form 10-Q, for the quarter ended June 30, 2004).

Termination and Replacement Agreement to the 364-Day Credit Agreement, dated as of
November 19, 2004, among the Company, CHL, the Lenders thereto and Royal Bank of
Canada, as managing administrative agent (incorporated by reférence to Exhibit 10.1 to the
Company’s Current Report on Form 8-K, dated November 19, 2004).

First Amendment to the 364-Day Credit Agreement, dated as of May 11, 2005, among CHL,
the Company, the lenders identified therein, Commerzbank AG, New York and Grand
Cayman Branches and Societe Generale, as Documentation Agents, BNP Paribas, as
Syndication Agent, Barclays Bank PLC, as Administrative Agent, and Royal Bank of Canada,
as Managing Administrative Agent.

Second Amendment to the 364-Day Credit Agreement, dated as of November 18, 2005, among
CHL, the Company, the lenders identified therein, Lloyds TSB Bank, PLC and Societe
Generale, as Documentation Agents, BNP Paribas, as Syndication Agent, Barclays Bank PLC,
as Administrative Agent, and Royal Bank of Canada, as Managing Administrative Agent.

Computation of the Ratio of Earnings to Fixed Charges.
List of subsidiaries.
Consent of KPMG LLP.
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Exhibit

No. Description

231 Consent of Grant Thornton LLP.

311 Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of
2002. ‘

31.2 Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of
2002. y

32.1 Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350.

322

Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350.

#*

Incorporated by reference

1  Constitutes a management contract or compensatory plan or arrangement.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

COUNTRYWIDE FINANCIAL CORPORATION

By: /s/ ANGELO R. MOZILO
Angelo R. Mozilo,
Chairman of the Board of Directors and
Chief Executive Officer (Principal Executive
Officer)

Dated: February 28, 2006

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed by
the following persons on behalf of the Registrant in the capacities and on the dates indicated.

Signatures Title Date
/s/ ANGELO R. MOZILO Chairman of the Board of Directors and February 28, 2006
Angelo R. Mozilo Chief Executive Officer(Principal Executive Officer)
/s/ STANFORD L. KURLAND  President, Chief Operating Officer and Director February 28, 2006

Stanford L. Kurland

/s/ ERIC P. SIERACKI Financial Officer (Executive Managing Director, February 28, 2006
Eric P. Sieracki Chief Financial Officer)
/s/ KATHLEEN BROWN Director February 28, 2006

Kathleen Brown

/s/{ HENRY G. CISNEROS Director February 28, 2006
Henry G. Cisneros

/s/ JEFFREY M. CUNNINGHAM  Director February 28, 2006
Jetfrey M. Cunningham

/s/ ROBERT J. DONATO Director February 28, 2006
Robert J. Donato

/s/ MICHAEL E. DOUGHERTY  Director February 28, 2006
Michael E. Dougherty
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/s/ MARTIN R. MELONE

Martin R. Melone

/s/ ROBERT T. PARRY

Robert T. Parry

/s/ OSCAR P. ROBERTSON

Oscar P. Robertson

/s/ KEITH P. RUSSELL

Keith P. Russell

/s/ HARLEY W. SNYDER

Harley W. Snyder

Director

Director

Director

Director

Director

Director

Director
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
Countrywide Financial Corporation:

We have audited the accompanying consolidated balance sheets of Countrywide Financial
Corporation and subsidiaries as of December 31, 2005 and 2004 and the related consolidated statements of
earnings, changes in shareholders’ equity and comprehensive income and cash flows for the years then
ended. In connection with our audits of the consolidated financial statements, we have also audited
financial statement schedules I and I1. These consolidated financial statements and financial statement
schedules are the responsibility of the Company’s management. Our responsibility is to express an opinion
on these consolidated financial statements and financial statement schedules based on our audit.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Countrywide Financial Corporation and subsidiaries as of December 31,
2005 and 2004, and the results of their operations and their cash flows for the years then ended, in
conformity with U.S. generally accepted accounting principles. Also in our opinion, the related financial
statement schedules, when considered in relation to the basic consolidated financial statements taken as a
whole, present fairly, in all material respects, the information set forth therein.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2005, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSQ), and our report dated
February 27, 2006 expressed an unqualified opinion on management’s assessment of, and an unqualified
opinion on the effective operation of, internal control over financial reporting.

KPMG LLP

/s KPMG LLP

Los Angeles, California
February 27, 2006



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
Countrywide Financial Corporation

We have audited the accompanying consolidated statement of earnings of Countrywide Financial
Corporation and Subsidiaries for the year ended December 31, 2003 and the related consolidated
statements of changes in shareholders’ equity and comprehensive income and cash flows for the year then
ended. These financial statements are the responsibility of the Company’s management. Our responsibility
is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes consideration of internal control over financial reporting as a basis for designing audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control over financial reporting. Accordingly, we express no such
opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated results of operations of Countrywide Financial Corporation and Subsidiaries for the year
ended December 31, 2003, and their consolidated cash flows for the year ended December 31, 2003, in
conformity with accounting principles generally accepted in the United States of America.

We have also audited Schedule 1 and Schedule II for the year ended December 31, 2003. In our
opinion, such schedules, when considered in relation to the basic financial statements taken as a whole,
present fairly, in all material respects, the information therein.

GRANT THORNTON LLP

/s/ GRANT THORNTON LLP

Los Angeles, California
February 27, 2004, except for Schedule I, as to which the date is March 11, 2005.
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COUNTRYWIDE FINANCIAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31,
2005 2004
(in thousands, except share data)

ASSETS

07 )+ VU § 1,031,108 § 751,237
Mortgage loans and mortgage-backed securities held forsale ............. 36,818,688 37,350,149
Trading securities owned, atfairvalue . ..............c... .o oo 10,314,384 10,558,387
Trading securities pledged as collateral, at fairvalue..................... 668,189 1,303,007
Securities purchased under agreements to resell, securities borrowed and '

federal fundssOld ..o v o v et e 23,317,361 13,456,448
Loans held for investment, net of allowance for loan losses of $189,201 and

$125,046, respectively. ...l e e 70,071,152 39,661,191
Investments in other financial instruments, at fairvalue . ................. 11,455,745 10,091,057
Mortgage servicing rights, net................. o oo 12,610,839 8,729,929
Premises and equipment, met ......... ... .. i 1,279,659 985,350
OHET AS5BES .+ v o et e ettt et e e e e e e e e 7,518,245 5,608,950

Totalassets. ............... e e $175,085,370 $128,495,705

LIABILITIES

Notes payable. .. ...oouniii $ 76,187,886 $ 66,613,671
Securities sold under agreements to repurchase and federal funds '

purchased ..... ... i 34,153,205 20,465,123
Deposit liabilities. . . ... 39,489,256 20,013,208
Accounts payable and accrued liabilities. ................ ... . o 6,307,318 5,594,764
Trading securities sold, not yet purchased, at fair value................... 2,285,171 2,912,620
Income taxes payable .. ....oovii it e 3,846,174 2,586,243

Total HabIHtieS. . o vt v et et e e 162,269,510 118,185,629
Commitments and cOntingencies . . .......oovvtvir it ni e, — —

SHAREHOLDERS’ EQUITY

Preferred stock—authorized, 1,500,000 shares of $0.05 par value; none

issued and outstanding. ....... o — —
Common stock—authorized, 1,000,000,000 shares of $0.05 par value;

issued, 600,169,268 shares and 581,706,836 shares at December 31, 2005

and 2004, respectively; outstanding, 600,030,686 shares and 581,648,881

shares at December 31, 2005 and 2004, respectively. ................... 30,008 29,085
Additional paid-in capital ......... ... o 2,954,019 2,570,402
Accumulated other comprehensive income . ... oo oL 61,114 118,943
Retained arnings. . .....oovviei i e 9,770,719 7,591,646

Total shareholders’ equity. ... ..o i 12,815,860 10,310,076

Total liabilities and shareholders’ equity ......... ... .coooiiiiiiat $175,085,370 $128,495,705

The accompanying notes are an integral part of these consolidated financial statements.
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COUNTRYWIDE FINANCIAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF EARNINGS

Revenues _
Gain on sale of loans and securities. ... .................

INtereSt iNCOME . ..o oot et e ens
IntereSt €XPense .......o.viir i
Netinterestincome .........c.cvvvvennnnn. SR

Loan servicing fees and other income from retained

INEETESES .« .ottt e e e
Amortization of mortgage servicing rights . ..............
Recovery (impairment) of retained interests.............
Servicing hedge (losses) gains................c.ovvvuns

Net loan servicing fees and other income (loss) from

refained INtETestS ... ...ttt i

Net insurance premiums earned. . ...........coeeennnns
Otherrevenue ...t

Totalrevenues. ................co i, \
Expenses ‘
COMPERSATION . . ¢t vttt et ettt i i eine s
Occupancy and other office. .................... ... ...
Insuranceclaims ............... ..o, e
Advertising and promotion. . ............ ..o
Other operating. . .......vve it

Total expenses. ...t

Earnings before income taxes

Provision for income taxes. . ....vovi et

NETEARNINGS ........ ..., PR .
Earnings per share
BaSIC . i
Diluted ..o e

The accompanying notes are an integral part of these consolidated financial statements.
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Years Ended December 31,

2005

2004

2003

(in thousands, except per share data)

$ 4,861,780 $ 4,842,082 § 5,887,436

7,970,045  4,645654 3,347,801
(5,616,425)  (2,608,338)  (1,940,207)
2353620 2,037,316 1,407,594

(115,685) (71,775) (48,204)
2,237,935  1,965541 1359390
4,281,254 3269587 2,804,338
(2,288,354)  (1,940457)  (2,069,246)

23,345 (648,137)  (1,432,965)

(523,078)  (215343) 234,823
1,493,167 465650  (463,050)

953,647 782,685 732,816

470,179 510,669 462,050
10,016,708 _ 8,566,627 7,978,642
3,615,483 3,137,045 2,590,936

879,680 643,378 525,192

441,584 390,203 360,046

229,183 171,585 103,902

703,012 628,543 552,794
5368,942 4970754 _ 4,132,870
4,147,766 3595873 3,845,772
1,619,676 1398299 1,472,822

$ 2,528,090 § 2,197,574 § 2,372,950

$ 428 8 3.90 4.44

$ 411§ 3.63 4.18



COUNTRYWIDE FINANCIJAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY AND

Balance at December 31,2002, . .. ........

Comprehensive income:
Net earnings fortheyear. .............
Other comprehensive income (loss), net
of tax:
Net unrealized losses from available-for-
sale securities. . .. ...l e
Net unrealized gains from cash flow
hedging instruments. . . .............
Net change in foreign currency
translation adjustment. .. ...........
Total comprehensive income . ... .. :
4 for 3 stock split, effected December 18,
2003
Stock options exercised. . ............. ..
Tax benefit of stock options exercised. . . . ..
Issuance of common stock, net of treasury
SEOCK . . oo
Contribution of commion stock to 401(k)

Cash dividends paid—$0.59 per common
share (before giving effect to stock splits) .
Balance at December 31,2003. ...........
Comprehensive income:
Net earnings fortheyear..............
Other comprehensive income (loss), net
of tax:
Net unrealized losses from available-for-
sale securities. . . ... .o
Net unrealized gains from cash flow
hedging instruments. .. .............
Net change in foreign currency translation
adjustment. ........ ... ...l
Total comprehensive income. . .......
3 for 2 stock split, effected April 12, 2004 . . .
2 for 1 stock split, effected August 30, 2004. .
Stock options exercised. . .. ... ... ...

Tax benefit of stock options exercised. . . . ..

Issuance of common stock, net of treasury

SEOCK . v e e

Issuance of common stock for conversion

of convertibledebt ............. .. ...

Tax benefit of interest on conversion of

convertibledebt. .. ........ .. ... ...

Contribution of common stock to 401(k)

Cash dividends paid—$0.37 per common

share.. ... ..o i
Balance at December 31,2004. . . .. .......

COMPREHENSIVE INCOME
Accumulated
Number of Additional Other
Shares of Common Paid-in- Comprehensive  Retained
Common Stock Stock Capital Income {Loss) Earnings Total
(in thousands, except share data)
126,563,333 $ 6,330 $1,657,144 $186,799 $3,310,860 $ 5,161,133
— -~ — — 2,372,950 2,372,950
—_ _ — (53,634) — (53,634)
— — — 16,088 — 16,088
- — — 15,273 — 157273
2,350,677
46,066,835 2,303 (2,303) - - —
5,562,507 277 175,769 — — 176,046
— — 88,031 — — 88,031
5,947,872 298 367,892 — —_ 368,190
338,795 17 20,998 — — 21,015
— — — — (80,376) (80,376)
184,479,342 9,225 2,307,531 164,526 5,603,434 8,084,716
— — — — 2,197,574 2,197,574
— — — (88,277) — (88,277)
— — — 29,101 — 29,101
- — — 13,593 — 13,593
2,151,991
92,915,124 4,646 (4,646) — — —
282,010,434 14,101 (14,101) — — —
6,274,769 313 99,056 — — 99,369
— — 93,057 — — 93,057
432,584 23 17,169 — — 17,192
15,063,788 753 7,182 — — 7,935
— — 37,787 — — 37,787
472,840 24 27,367 — — 27,391
— — — — (209,362) _ (209,362)
581,648,881 $ 29,085 $2,570,402 $118,943 $7,591,646  $10,310,076

The accompanying notes are an integral part of these consolidated financial statements.
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COUNTRYWIDE FINANCIAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY AND
COMPREHENSIVE INCOME—(Continued)

Comprehensive income:
Net earnings for theyear. . ...........
Other comprehensive income (loss), net
of tax:
Net unrealized losses from available-for-
sale securities. . ..................
Net unrealized losses from cash flow
hedging instruments. ... ...........
Net change in foreign currency .
translation adjustment. .. .........,
Total comprehensive income . . . ... ..
Stock options exercised. .. .............
Tax benefit of stock options exercised. . . . .
Issuance of common stock, net of treasury
Stock . ..
Issuance of common stock for conversion of
convertibledebt. . ....... ... ... ...
Tax benefit of interest on conversion of
convertibledebt. .. .......... .. ...
Contribution of common stock to 401(k)

share....... ... ..o

Accumulated
Number of Additional Other
Shares of Common Paid-in- Comprehensive  Retained
Common Stock Stock Capital Income (Loss) Earnings Total
(in thousands, except share data)
— —_ — — 2,528,090 2,528,090
_ — — (19,875) — (19,875)
— — — (16,080) — (16,080)
- — — ) — (21,874)
' 2,470,261
13,068,735 658 151,424 — — 152,082
_— — 115,117 C— — 115,117
1,917,868 96 66,818 — — 66,914
2,408,217 120 10,559 — — 10,679
— — 5,532 - — 5,532
986,985 49 34,167 — — 34,216
— ‘ — — — (349,017) (349,017)
© 600,030,686 - $30,008 $2,954,019 $9,770,719  $12,815,860

$ 61,114

The accompanying notes are an integral part.of these consolidated financial statements.
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COUNTRYWIDE FINANCIAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:

NELEAITNGS .+« oot et ettt et e
Adjustments to reconcile net earnings to net cash used by operating
activities:
Gain on sale of loans and securities . .........................
Accretion of discount on securities ............. ... . .00
Accretion of discount and fair value adjustments on notes payable. .
Net change in fair value of hedged notes payable and related
interest-rate and foreign-currency swaps. . ..................
Amortization of deferred fees on time deposits. .. ..............
Provision forloanlosses. ....... ... il o,
Amortization of mortgage servicingrights. .. ..................
(Recovery) impairment of mortgage servicing rights. ... .........
Change in fair value of mortgage servicing rights attributable to
hedgedrisk. . ..ot
(Recovery) impairment of other retained interests ...........,.,
Interest capitalized on loans held for investment. .. .............
Depreciation and other amortization. ........................
Stock-based compensation €Xpense .. ... . .iii e
Provision for deferred income taxes. . .....ooovveninnnnnnn.,
Tax benefit of stock options exercised ........................
Origination and purchase of loans and mortgage-backed
securitiesheld forsale . ........ .. ... i i,
Proceeds from sale and principal repayments of loans and ‘
mortgage-backed securities ... ........ e
Decrease (increase) in trading securities .. ....................
Decrease in invéstments in other financial instruments. . .........
Increaseinotherassets. ........ ..o iin.,
Increase (decrease) in accounts payable and accrued liabilities. . . . .
(Decrease) increase in trading securities sold, not yet purchased,
atfairvalue . ... .. oo
(Decrease) increase in income taxespayable...................
Net cash used by operating activities. . .....................

Cash flows from investing activities:

Increase in securities purchased under agreements to resell, federal

funds sold and securities borrowed . . . ...
Additions to loans held for investment, net.........................
Sales of loans held forinvestment .. .......... ..o L
Additions to investments in other financial instruments...............
Proceeds from sale and repayment of investments in other financial

O£ V1013, LS P
Additions to mortgage servicing rights . .......... ... ..o 0o
Purchase of premises and equipment,net............ ... ... ..

Net cash used by investing activities . . ........... ... ...........

Cash flows from financing activities:

Net increase in short-term borrowings. . . ........ ...l
Issuance of long-termdebt. .. ... .. o i
Repayment of long-termdebt . ......... ... i
Issuance of Company-obligated mandatorily redeemable capital pass-
through securities . ............. ..o, e
Net increase (decrease) in securities sold under agreements to
repurchase and federal funds purchased. . .................... ...
Net increase in deposit liabilities. . ........... e
Issuance of commonstock....... ... ool
Payment of dividends. . ......... ... e
Net cash provided by financing activities ........................

Netincrease incash .. .. ...ttt i e
Cashatbeginningofyear. . ....... .ot

Cashatendofyear......... ... o i

Years Ended December 31,

2005 2004 2003
(in thousands)
$§ 2528090 § 2,197574 $§ 2,372,950
(4,861,780) (4,842,082) (5,887,436)
(386,322) (422,683) (474,302)
(58,397) (32,783) (32,062)
(2,777) 370 330
13,706 4,928 —
115,685 71,775 48,204
2,288,354 1,940,457 2,069,246
(601,017) 279,842 1,326,741
213,166 _ —
(346,121) 404,226 208,387
(123,457) (1,503) —
243,101 151,159 110,082
39,909 32,776 23,176
1,469,093 492,188 344,189
115,117 93,057 88,031
(448,686,210) (335,890,238) (406,775,069) '
436,083,977 328,901,595 396,319,952
933,354 (517,263) (2,595,373)
1,422,310 517,200 1,369,928
(1,970,798) (893,398) (11,996)
679,285 795,106 (129,315)
(627,449) 1,442,976 1,023414
(181,598) (184,439) 49,224
(11,700,779) (5,459,160) (10,551,699)
(9,860,913) (3,008,346) (4,450,734)
(33,697,649) (13,355,505) (20,193,110) .
2,678,737 — —
(6,071,163) (7,042,716) (11,506,640)
5,961,014 14,894,871 10,965,252
(302,441) (385,459) (49,607)
(475,907) (341,738) (260,639)
(41,768,322) (9,238,893) (25,495,478)
8,142,815 9,772,156 16,552,092
21,873,808 16,535,096 8,202,650
(9,282,361) (10,518,279) (5,245,209)
— — 500,000
13,688,082 (11,548,289) 9,378,573
19,462,342 10,680,609 6,213,400
213,303 111,176 542,075
(349,017) (209,362) (80,376)
53,748,972 14,823,107 36,063,205
279,871 125,054 16,028
751,237 626,183 610,155
§ 1,031,108 § 751,237 § 626,183

The accompanying notes are an integral part of these consolidated financial statements,
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COUNTRYWIDE FINANCIAL CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1—Organization

Countrywide Financial Corporation (“Countrywide”) is a holding company which, through its
principal subsidiary, Countrywide Home Loans, Inc. (“CHL”) and other subsidiaries (collectively, the
“Company”), is engaged in mortgage lending and other finance-related businesses, including mortgage
banking, retail banking and mortgage warehouse lending, dealing in securities, insurance underwriting and
operating an insurance agency and international mortgage loan processing and subservicing.

Note 2—Summary of Significant Accounting Policies

A summary of the Company’s significant accounting policies applied in the preparation of the
accompanying consolidated financial statements follows.

Use of Estimates

In preparing financial statements in conformity with U.S. generally accepted accounting principles
(“GAAP”), management is required to make estimates and assumptions that materially affect the reported
amounts of assets and liabilities and the disclosure of contingent liabilities at the date of the financial

statements, and revenues and expenses during the reporting period. Actual results could differ from those
estimates. ‘ ‘ o

Principles of Consolidation

The Company comprises both operating and special purpose entities (“SPEs™). For operating entities,
the consolidated financial statements include the accounts of Countrywide Financial Corporation, all
majority-owned subsidiaries and all joint ventures for which it has operational control. The Company has
whole or majority ownership of all of its subsidiaries, and has control of its joint ventures. Therefore,
Countrywide has no significant equity method or cost-basis investees. '

Special purpose entities are evaluated first for classification as “qualifying special purpose entities”
(“QSPEs”) as specified by Statement of Financial Accounting Standards No. 140, “Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities” (“SFAS 140”). Special
purpose entities that are classified as QSPEs are excluded from the consolidated financial statements of
the Company. Special purpose entities that are not classified as QSPEs are further evaluated for
classification as variable interest entities as specified by FASB Interpretation No. 46, “Consolidation of
Variable Interest Entities.” Special purpose entities that meet the definition of variable interest entities

where the Company is identified as the primary beneficiary of the entity are included in Countrywide’s
consolidated financial statements.

All material intercompany accounts and transactions have been eliminated. Minority interests in the
Company’s majority-owned subsidiaries are included in accounts payable and accrued liabilities on the
Company’s consolidated balance sheets and minority interests in the Company’s earnings are charged to

other operating expenses, net of applicable income taxes, on the Company’s consolidated statements of
earnings. '

Financial Statement Reclassifications

Certain amounts reflected in the consolidated financial statements for the years ended December 31,
2004 and 2003, have been reclassified to conform to the presentation for the year ended
December 31, 2005.




COUNTRYWIDE FINANCIAL CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Derivative Financial Instruments

The Company uses derivative financial instruments extensively as part of its interest rate and foreign
currency risk management activities. (See Note 4—*“Derivative Financial Instruments,” for further
discussion about the Company’s risk management activities.) All derivative financial instruments are
recognized on the balance sheet at fair value.

The Company designates every derivative instrument as either a hedge of the fair value of a
recognized asset or liability, or of an unrecognized firm commitment (“fair value” hedge); a hedge of a
forecasted transaction or of the variability of cash flows to be received or paid related to a recognized asset
or liability (“cash flow” hedge); or as a free-standing derivative instrument.

For a fair value hedge, changes in the fair value of the derivative instrument and changes in the fair
value of the hedged asset or liability attributable to the hedged risk are recorded in current-period
earnings.

For a cash flow hedge, changes in the fair value of the derivative are recorded in accumulated other
comprehensive income within shareholders’ equity, to the extent that the derivative is an effective hedge,
and are subsequently reclassified to earnings in the same period(s) that the hedged transaction impacts net
earnings, and on the same income statement line item as the hedged item. The ineffective portion of a cash
flow hedge is reported in current-period earnings on the same income statement line item as the hedged
item. ‘

For free-standing derivative instruments, changes in the fair values are reported in current-period
earnings.

At the inception of a hedge, the Company formally documents the relationship between hedging
instruments and hedged items, as well as the risk management objective and strategy for undertaking
various hedge transactions. This process includes linking all derivative instruments that are designated as
fair value or cash flow hedges to specific assets and liabilities on the balance sheet or to specific firm
commitments or forecasted transactions. The Company also formally assesses, both at the inception of the
hedge and on an ongoing basis, whether the derivative instruments used are highly effective in offsetting
changes in fair values or cash flows of hedged items. If it is determined that the derivative instrument is not
highly effective as a hedge, hedge accounting is discontinued.

The Company also discontinues hedge accounting when (1) a derivative instrument expires or is sold,
terminated or exercised; or (2) a derivative instrument is de-designated as a hedge instrument because it is
unlikely a forecasted transaction will occur, or (3) we determine that the designation of a derivative
instrument as a hedge is no longer appropriate. When hedge accounting is discontinued, the derivative
instrument continues to be carried on the balance sheet at its fair value with changes in fair value
recognized in current-period earnings. However, the carrying value of the previously hedged asset or
liability is no longer adjusted for changes in fair value.

When hedge accounting is discontinued because it is probable that a forecasted transaction will not
occur, the derivative instrument continues to be carried on the balance sheet at its fair value, and gains and
losses that were accumulated in other accumulated comprehensive income are recognized in current-
period earnings. When hedge accounting is discontinued because the hedging instrument is sold or
terminated, the amount reported in accumulated other comprehensive income to the date of sale or
termination, if any, is reported in accumulated other comprehensive income until the forecasted
transaction impacts earnings.
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COUNTRYWIDE FINAN CIAL CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

The Company occasionally purchases or originates financial instruments that contain an embedded
derivative instrument. At inception, the Company assesses whether the economic characteristics of the
embedded derivative instrument are clearly and closely related to the economic characteristics of the
financial instrument (host contract), whether the financial instrument that embodies both the embedded
derivative instrument and the host contract is curtently measured at fair value with changes in fair value
reported in earnings, and whether a separate instrument with the same terms as the embedded instrument
would meet the definition of a derivative instrument.

If the embedded derivative instrument is determined not to be clearly and closely related to the host
contract; the financial instrument that embodies both the embedded derivative instrument and the host
contract is not currently measured at fair value with changes in fair value reported in earnings; and, if a
separate instrument with the same terms as the embedded derivative would qualify as a derivative
instrument; the embedded derivative instrument is recorded apart from the host contract and carried at
fair value with changes recorded in current-period earnings.

Sales, Securitizations and Servicing of Financial Instruments

The Company sells most of the mortgage loans it produces in the secondary mortgage market,
primarily in the form of securities, and to a lesser extent as whole loans. By-products of those sales are
certain retained interests, including mortgage servicing rights (“MSRs”), interest-only securities, principal-
only securities and residual securities, which the Company generally holds as long-term investments. (See
Note 3—“Loan Sales,” for a description of MSRs.)

When the Company sells mortgage loans, it allocates the cost of the mortgage loans between the
security sold and the retained interests, based on their relative fair values. Note 3—“Loan Sales,” describes
how the Company estimates fair value. The reported gain is the difference of the cash proceeds from the
sale of the security or loan, the cost allocated to the security or portion of the loan sold, and the fair value
of any recourse retained or guarantee issued by the Company.

MSRs are carried at the lower of amortized cost or estimated fair value. To the extent the MSR is part
of a fair value hedge accounting relationship, the cost basis is adjusted for the change in value attributable
to the hedge risk. This adjustment is reflected in current period earnings. The adjusted cost basis value of
the MSR is then assessed for impairment. If MSRs are impaired, the impairment is recognized in current-
period earnings and the carrying value of the MSRs is adjusted through a valuation allowance. If the value
of the MSRs subsequently increases, the recovery in value is recognized in current-period earnings and the
carrying value of the MSRs is adjusted through a reduction in the valuation allowance.

For purposes of performing its MSR impairment evaluation, the Company stratifies its servicing
portfolio on the basis of certain risk characteristics including loan type (fixed-rate or adjustable-rate) and
note rate. Fixed-rate loans are stratified into note-rate pools of 50 basis points for note rates between 5%
and 8% and single pools for note rates above 8% and less than or equal to 5%.

|

Management periodically reviews the various impairment strata to determine whether the value of the
impaired MSRs in a given stratum is likely to recover. When management deems recovery of the value to
be unlikely in the foreseeable future, a write-down of the MSRs in the stratum to the estimated
recoverable value is charged to the valuation allowance.

Other retained interests are designated as trading or available-for-sale securities at the time of
securitization and are carried at estimated fair value in the consolidated balance sheets. Changes in the
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COUNTRYWIDE FINANCIAL CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

value of other retained interests classified as trading securities are included in current-period earnings as a
component of impairment of retained interests.

Unrealized gains and losses of other retained interests classified as available-for-sale, net of deferred
income taxes, are excluded from earnings and reported as a component of accumulated other
comprehensive income, which is included in shareholders’ equity. Realized gains and losses on sales of
these assets are computed by the specific identification method and are recorded in earnings at the time of
disposition. Unrealized losses that are other than temporary are recognized in earnings in the period that
the other than temporary impairment is identified. Once impairment of other retained interests classified
as available-for-sale is charged to earnings, subsequent increases in value are recognized in earnings over
the estimated remaining life of the investment through a higher effective yield.

Recourse retained in loan sales and securmzatlon activities is discussed in Note 30—“Credit Losses
Related to Securitized Loans.”

Countrywide Securities Corporation (“CSC”), a broker-dealer subsidiary of Countrywide, may
reacquire beneficial interests previously sold to outside third parties in the Company’s securitization
transactions. In the event that such securities include protection by a derivative financial instrument held
by an SPE, until November 2005 that SPE no longer met the conditions as a QSPE under SFAS 140. As a
result, mortgage loans held in the SPE and the related asset-backed secured financings were included on
the Company’s consolidated balance sheets for the period of time such securities were held by CSC. The
assets and liabilities were initially recorded at fair value. See Note 13—“Notes Payable—Asset-Backed
Secured Financing.”

In November 2005, the FASB issued FASB Staff Position 140-2, “Clarification and Application of
Paragraphs 40(b) and 40(c) of FASB Statement No. 140” (“FSP 140-2”) which clarified that purchases by a
transferor, its affiliates, or its agents of previously issued beneficial interests, with protection by a derivative
financial instrument, from outside parties that are held temporarily and are classified as trading securities
would not preclude the SPE from retaining its qualifying status under SFAS 140. FSP 140-2 became
effective upon its issuance.

Loans
Mortgage Loans and Mortgage-Backed Securities (“MBS”) Held for Sale

Mortgage loans held for sale includes mortgage loans originated or purchased for resale together with
mortgage loans held in SPEs used in the Company’s securitization transactions, net of related retained
interests which temporarily do not meet the conditions necessary for QSPE status under SFAS 140
(“Mortgage Loans held in SPEs”). Mortgage loans originated or purchased for resale are recorded at the
principal amount outstanding net of deferred origination costs and fees and any premiums or discounts.
Loan origination fees, as well as discount points and incremental direct origination costs, are initially
recorded as an adjustment of the cost of the loan and are reflected in earnings when the loan is sold.

The cost basis of mortgage loans held for sale is adjusted to reflect changes in the loans’ fair value as
applicable through fair value hedge accounting, Mortgage loans held for sale are carried at the lower of
adjusted cost or market, which is computed by the aggregate method (unrealized losses are offset by
unrealized gains). The market value of mortgage loans held for sale is generally based on quoted market
prices for MBS. - :

Mortgage Loans Held in SPEs are initially recorded at fair value upon reconsolidation.
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COUNTRYWIDE FINANCIAL CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Loans Held for Investment

Loans are classified as held-for-investment based on management’s intent and ability to hold the loans
for the foreseeable future or to maturity. Loans held for investment are carried at amortized cost reduced
by a valuation allowance for credit losses inherent in the portfolio as of the balance sheet date. A loan’s
cost includes its unpaid principal balance along with unearned income, comprised of fees charged to
borrowers offset by incremental direct origination costs for loans originated by the Company or any
premiums or discounts paid for loans purchased. Unearned income is amortized over the loan’s
contractual life. For revolving lines of credit, unearned income is amortized using the straight-line method.
For other loans, unearned income is amortized using the interest method of accounting.

A loan is considered impaired when, based on current information and events, it is probable that the
Company will be unable to collect the scheduled payments of principal or interest when due according to
the contractual terms of the loan agreement. The Company’s loan portfolio is comprised primarily of large
groups of homogeneous loans made to consumers that are secured by residential real estate. The Company
does not evaluate individual homogenous loans for impairment. These loans are generally identified as
impaired when they become 90 days delinquent, at which time the loans are placed on nonaccrual status.
Loans in the Company’s warehouse lending and commercial real estate lending portfolios are individually
evaluated for impairment on a regular basis.

The Company provides for losses on impaired loans with an allowance for loan losses. The allowance
for loan losses is evaluated on a periodic basis by management and is determined by applying expected loss
factors to outstanding loans, based on historical default rates and loss percentages for similar loans
originated by the Company and estimates of collateral value for individually evaluated loans. This
evaluation is inherently subjective as it requires estimates that are susceptible to significant revision as
factors change or as more information becomes available. The allowance for loan losses is a valuation
allowance established to provide for credit losses inherent in the portfolio of loans held for investment as
of the balance sheet date.

Loan losses are charged against the allowance when management believes the loss is confirmed.
Subsequent recoveries, if any, are credited to the allowance.

Interest Income Recognition

Interest income is accrued as earned. Loans are placed on nonaccrual status when any portion of
principal or interest is 90 days past due, or earlier when concern exists as to the ultimate collection of
principal or interest. When a loan is placed on nonaccrual status the accrued and unpaid interest is
reversed and interest income is recorded when collected. Loans return to accrual status when principal and
interest become current and are anticipated to be fully collectible.

Trading Securities

Trading securities consist of securities purchased by the Company’s broker-dealer subsidiary. These
securities, along with associated derivative instruments used to manage price risk, are recorded at fair
value on the trade date basis, and gains and losses, both realized and unrealized, are included in gain on
sale of loans and securities in the consolidated statements of earnings.
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COUNTRYWIDE FINANCIAL CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Investments in Other Financial Instruments

Investments in other financial instruments include mortgage-backed securities, obligations of U.S.
Government-sponsored enterprises, municipal bonds, U.S. Treasury securities, derivative financial
instruments and certain interests retained in securitization. The Company carries all of these assets at their
estimated fair values. How the changes in fair value of the instruments are recognized is dependent on the
accounting classification of the respective assets:

¢ Changes in the fair value of financial instruments accounted for as trading instruments are
recognized in current-period earnings;

o All other instruments have been accounted for as available-for-sale securities; therefore, unrealized
gains or losses, net of deferred income taxes, are excluded from earnings and reported as a
component of accumulated other comprehensive income, which is included in shareholders’ equity.
Realized gains and losses on sales of these assets are computed by the specific identification method
and are recorded in earnings at the time of disposition. Unrealized losses that are other than
temporary are recognized in earnings in the period that the other-than-temporary impairment is
identified. Once impairment of other retained interests classified as available-for-sale is charged to
earnings, subsequent increases in value are recognized in earnings over the estimated remaining life
of the investment through a higher effective yield.

Interest income is accrued as earned. Unamortized premiums and unaccreted discounts are amortized
and accrued to interest income as an adjustment of the related loan yield using the interest method. Yields
are estimated using market prepayment expectations for similar securities.

Securities Purchased Under Agreements to Resell, Securities Borrowed and Securities Sold Under
Agreements to Repurchase

Transactions involving purchases of securities under agreements to resell, borrowing of securities or
sales of securities under agreements to repurchase are recorded at their contractual amounts plus accrued
interest and are accounted for as collateralized financings, except where the Company does not have an
agreement to sell (or purchase) the same or substantially the same securities before maturity at a fixed or
determinable price. Transactions that do not provide for the Company to sell (or purchase) substantially
the same securities before maturity at a fixed or determinable price are accounted for as purchases and
sales of securities. '

Certain of the Company’s securities lending arrangements include master netting agreements that
entitle Countrywide and its counterparties to settle their positions “net.” Where such arrangements are in
place, and where the Company or its counterparty intends to settle its positions “net,” the Company
includes the net asset or liability in its balance sheet. At December 31, 2005 and 2004, $11.9 billion and
$8.1 billion of securities purchased under agreements to resell and securities borrowed were offset against
securities sold under agreements to repurchase under master netting arrangements, respectively.

Deferred Acquisition Costs

The Company’s insurance carrier subsidiary, Balboa Life and Casualty (“Balboa™), incurs insurance
policy acquisition costs that vary with and are directly related to acquisition of new insurance policies.
These costs consist primarily of commissions, premium taxes and certain other underwriting costs. These
costs are deferred and amortized as the related premiums are earned. Deferred acquisition costs are
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COUNTRYWIDE FINANCIAL CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

limited to amounts estimated to be recoverable from the related premiums and anticipated investment
income less anticipated losses, loss adjustment expenses and policy maintenance expenses. Deferred
acquisition costs totaling $115.2 miilion and $91.2 million were included in other assets at December 31,
2005 and 2004, respectively. Amortization of policy acquisition costs totaling $167.0 million, $138.1 million
and $184.2 million was included in other operating expenses for the years ended December 31, 2005, 2004
and 2003, respectively.

Liability for Insurance Losses

For Balboa’s property and casualty policies, the liability for losses and loss adjustment expenses
consists of an accrual for the unpaid portion of estimated ultimate losses and loss adjustment expenses on
claims reported through the end of the accounting period plus estimates, based on past experience, for the
estimated losses and loss adjustment expenses relating to incidents incurred but not reported as of the
balance sheet date.

For credit life and disability policies, the liability for losses provides for future claims, estimated based
upon statutory standards, on all policies-in-force at the end of the period, as well as the present value of
amounts not yet due on disability claims. The liability for policy and contract claims represents the
estimated ultimate net cost of all reported and unreported claims incurred through the end of the period,
except for the present value of amounts not yet due on disability claims, which are included in accounts
payable and accrued liabilities.

The liability for insurance losses is established using statistical analyses and is subject to the effects of
trends in claim severity and frequency and other factors. The estimate is continually reviewed and as
adjustments to the liability become necessary, such adjustments are reflected in current earnings.

For mortgage reinsurance, the liability for insured losses is accrued in proportion to the amount of
revenue recognized based on management’s assessment of the ultimate liability to be paid over the current
and expected renewal period of the contracts. The remaining liability to be paid, along with reinsurance
revenues to be earned, are estimated based on projected defaults, losses and prepayments.

Collateral Pledged and Collateral Received

The Company reports assets it has pledged as collateral in secured borrowing and other arrangements
when the secured party cannot sell or repledge the assets or the Company can substitute collateral or
otherwise redeem it on short notice.

The Company generally does not report assets received as collateral in secured lending and other
arrangements since the debtor typically has the right to redeem the collateral on short notice.

Premises and Equipment

Premises and equipment are stated at cost, less accumulated depreciation and amortization.
Depreciation is provided in amounts sufficient to relate the cost of depreciable assets to operations over
their estimated service lives using the straight-line method. Leasehold improvements are amortized over
the lesser of the life of the lease or service lives of the improvements using the straight-line method.
Renovations and improvements that add utility or significantly extend the useful life of assets are
capitalized. Repair and maintenance costs are expensed as incurred.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Capitalized Software Costs

Internal software development costs are capitalized to the extent of external direct costs of materials
and services consumed and of salary costs relating to employees’ time spent on the software project during
the application development stage. Internally developed software is amortized over six to ten years using
the straight-line method. ‘

Capitalized software costs are evaluated for impairment annually or when changing circumstances
indicate that amounts capitalized may be impaired. Impaired items are written down. to their estimated fair
values at the date of evaluation.

Loan Servicing Fees

Loan servicing fees and other remuneration are received by the Company for servicing residential
mortgage loans. Loan servicing fees are recorded net of guarantee fees paid by the Company in connection
with its securitization activities. Loan servicing fees are recognized as earned over the life of the servicing
portfolio. ‘

Income from Other Retained Interests

Income from other retained interests represents the yield on interest-only securities, principal-only
securities, residual interests and other financial instruments retained in securitization. Income on these
investments is recognized using the interest method.

Insurance Premiums

Property and casualty and credit life and disability premiums are recognized over the term of the
policies on a pro-rata basis for all policies except for lender-placed insurance and Guaranteed Auto
Protection (“GAP”), which provides coverage for leased automobiles’ residual value to the lessor of the
vehicle. For lender-placed insurance, premiums are “slowed,” or recognized later in the life of the policy,
due to high cancellation rates experienced early in the life of the policy. For GAP insurance, revenue
recognition is correlated to the exposure and accelerated over the life of the contract. Mortgage
reinsurance premiums are recognized as earned over the life of the policy. Prepaid premiums applicable to
the unexpired term of policies-in-force are recorded as unearned premiums in accounts payable and
accrued liabilities.

Stock-Based Compensation

The Company has both restricted stock and stock option award programs for its employees. Details of
these plans are included in Note 20—“Employee Benefits.”

The Company recognizes compensation expense relating to its restricted stock grants based on the fair
value of the shares awarded as of the grant date. Compensation expense for restricted stock grants, including
those awarded to retirement-eligible employees, is recognized over the shares’ nominal vesting period.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

The Company generally grants stock options for a fixed number of shares with an exercise price equal
to the fair value of the shares at the date of grant to eligible employees: Through December 31, 2005 the
Company recognized compensation expense related to its stock option plans only to the extent that the fair
value of the shares at the grant date exceeds the exercise price.

In December 2004, the FASB issued Statement of Financial Accountmg Standards No. 123R, “Share-
Based Payment” (“SFAS 123R”), an amendment of FASB Statement No. 123 (“SFAS 123”), “Accounting
for Stock-Based Compensation.” The Company will adopt SFAS 123R beginning in 2006. As a result of
adopting SFAS 123R, the Company will charge the value of employee stock options as well as restricted
stock and any other stock-based compensation to expense. The Company will also be required, for awards
made beginning with the adoption of SFAS 123R, to immediately expense awards made to retirement-
eligible employees where the options vest upon retirement and will be required to amortize grants to other
employees over the lesser of the nominal vesting period or the period until the grantee becomes
retirement-eligible and options vest. The Company will adopt SFAS 123R, using the modified prospective
application approach effective January 1, 2006. The Company will value its stock options using a variant of
the Black-Scholes-Merton option-pricing model that takes into account employee tenure and exercise
experience. We expect the charge to earnings for 2006 refated to the expensing of prior period
unamortized grants made before the effective date will be approximately $40 million, net of income taxes.
The effect of amortization of the value of any grants awarded after December 31, 2005 will increase this
earnings charge. .

Had the estimated fair value of the options granted been included in compensation expense for the
years indicated below, the Company’s net earnings and earnings per share would have been as follows:

Years Ended December 31,
2005 2004 2003
(in thousands, except per share data)
" Net Earnings: '
Asteported .. ...t $2,528,090 $2,197,574 $2,372,950
Add: Stock-based compensation included in net » _
earnings, netoftaxes .. ..................... 3,441 3,292 1,329
Deduct: Stock-based employee compensation, 7
netoftaxes........oooiiii i (104,269) (41,317 (29,515)
Proforma.................... oL, i $2,427,262 - $2,159,549  $2,344,764
- Basic Earnings Per Share '
Asreported ....... i L $ 428 $ 390 $ 4.44
ProfOrmMa. .\ttt et $ 411 § 383 % 4.39
Diluted Earnings Per Share: ' '
Asreported ...l P $ 411 § 363 8 418
Proforma................... e A 394 % 357 § 4.13

Beginning in the second quarter of 2005, the Company began using a variant of the Black-Scholes-
Merton option-pricing model that takes into account enhanced estimates of employee tenure and exercise
experience to estimate the fair value of the options. For purposes of this pro-forma disclosure, the fair
value of each option grant is amortized to periodic compensation expense over the options’ vesting period.

On April 1, 2005 the Company granted eligible employees options to purchase 13.3 million shares of
its common stock at the average market price on that date. These options fully vested when granted and
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became exercisable on May 1, 2005. As a result of this vesting provision, the pro-forma expense associated
with the entire stock option grant amounting to $55.7 million, net of income taxes, is included in the above
stock-based compensation pro-forma disclosure for the year ended December 31, 2005.

The weighted-average assumptions used to value the option grants and the resulting average
estimated values were as follows:

Years Ended December 31,
2005 2004 2003

Weighted Average Assumptions:

Dividendyield...... ..o 1.70% 0.85% 0.80%

Expected volatility ... 32.50% 36.02% 33.00%

Risk-free INterest rate .. ....oovveiit it ernnens 415% 290% 2.28%

Expected life (inyears)(1)..........oooiiiiiiiiin, 3.15 5.59 4.35
Per-share fair value of options . ...t $ 695 $11.09 § 447

Weighted-average exercise price .............cocovvvinvnnen... $32.63 $31.85 31571

(1) Beginning in the second quarter of 2005, expected employee tenure and exercise experience are
determined by the option pricing model.

Income Taxes

Countrywide files a consolidated federal income tax return and a combined income tax return in
California and certain other states. Additional income tax returns are filed on a separate entity basis in
various other states and localities.

The Company uses the balance sheet method to account for income taxes. Under this method, the net
deferred tax asset or liability is based on the tax effects of the differences between the book and tax basis of
assets and liabilities, and recognizes enacted changes in tax rates and laws. A valuation allowance is
recognized if, based on the weight of available evidence, it is more likely than not that some portion of a
deferred tax asset will not be realized.

Implementation of New Accounting Standards

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 123R, “Share-
Based Payment” (“SFAS 123R”), an amendment of FASB Statement No. 123 (“SFAS 123”), “Accounting
for Stock-Based Compensation.” SFAS 123R is focused primarily on accounting for share-based
compensation. This statement requires companies to measure the cost of employee services received in
exchange for an award of equity instruments based on the grant date fair value of the award. SFAS 123R
requires measurement of fair value of employee stock options using an option pricing model that takes into
account the awarded options’ unique characteristics. SFAS 123R requires charging the recognized cost to
expense over the period the employee provides services to earn the award, generally the vesting period for
the award.
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SFAS 123R’s measurement requirements for employee stock options are similar to those of
SFAS 123, which is the basis for the pro forma stock-based compensation disclosure contained in the
preceding caption “Stock Based Compensation” of this note. However, SFAS 123R requires:

» initial and ongoing estimates of the amount of shares that will vest—SFAS 123 provided entities the
option of assuming that all shares would vest and then “truing-up” compensation cost and expense
as shares were forfeited

. adjustmg the cost of a modified award with reference to the difference in the fair Value of the
modified award to the initial award at the date of modification of the award.

SFAS 123R also provides for the use of alternative models to determine compensation cost related to
stock option grants. The model the Company will use to value its employee stock options is a variant of the
Black-Scholes-Merton option pricing model. Adoption of SFAS 123R is expected to have an affect of
approximately $40 million, net of tax related to the expensing of prior periods’ unamortized grants in 2006.
The Company will adopt SFAS 123R on January 1, 2006.

In May 2005, the FASB issued Statement of Financial Accounting Standards No. 154, “Accounting
Changes and Error Corrections” (“SFAS 154”), which replaces APB No. 20, “Accounting Changes,” and
FASB Statement No. 3, “Reporting Changes in Interim Financial Statements.” The Statement changes the
accounting for, and reporting of, a change in accounting principle. SFAS 154 requires retrospective
application to prior period’s financial statements when voluntary changes in accounting principle are
adopted and when adopting changes required by new accounting standards when the standard does not
include specific transition provisions, unless it is impracticable to do so. SFAS 154 is effective for
accounting changes and corrections of errors in fiscal years beginning after December 15, 2005.

In November 2005, the FASB issued FASB Staff Position 140-2, “Clarification and Application of
Paragraphs 40(b) and 40(c) of FASB Statement No. 140,” (“FSP 140-2”) which clarified that purchases by
a transferor, its affiliates, or its agents of previously issued beneficial interests, with protection by a
derivative financial instrument, from outside parties that are held temporarily and are classified as trading
securities would not preclude the special purpose entity from retaining its qualifying status under SFAS
140. Prior to the issuance of FSP 140-2, mortgage loans held by the SPE and the related asset-backed
secured financings were included in the Company’s consolidated balance sheets for the period of time such
securities were held by our broker-dealer. The assets and liabilities were initially recorded at fair value.

In November 2005, the FASB issued FASB Staff Position No. FAS 115-1/124-1, “The Meaning of
Other-Than-Temporary Impairment and Its Application to Certain Investments” This FSP supersedes
EITF Topic No. D-44, “Recognition of Other-Than-Temporary Impairment upon the Planned Sale of a
Security Whose Cost Exceeds Fair Value,” and nullifies the guidance in EITF Issue No. 03-1, “The
Meaning of Other-Than-Temporary Impairment and its Application to Certain Investments,” for
determining whether impairment of an investment is other-than-temporary. This FSP references existing
guidance to determine whether an impairment of an investment is other-than-temporary. This FSP applies
to investments in debt and equity securities within the scope of Statements 115 and 124, all equity
securities held by insurance companies and investments in other equity securities that are not accounted
for by the equity method. The application of this FSP is required for the Company beginning January 1,
2006. Adoption of this FSP is not expected to have a significant impact on the consolidated financial
position or earnings of the Company.
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In February 2006, the FASB issued Statement of Financial Accounting Standards No. 155,
“Accounting for Certain Hybrid Financial Instruments”, an amendment of FASB Statements No. 133
and SFAS 140 (“SFAS 155”). This Statement:

¢ permits fair value remeasurement for any hybrid financial instrument that contains an embedded
derivative that otherwise would require bifurcation

 clarifies which interest-only strips and principal-only strips are not subject to FASB Statement
No. 133, “Accounting for Derivative Instruments and Hedging Activities” (“SFAS 133”)

» establishes a requirement to evaluate interests in securitized financial assets to identify interests
that are freestanding derivatives or hybrid financial instruments that contain an embedded
derivative requiring bifurcation

o clarifies that concentration of credit risks in the form of subordination are not embedded
derivatives ‘

¢ amends SFAS 140 to eliminate the prohibition on a QSPE from holding a derivative financial
instrument that pertains to a beneficial interest other than another derivative financial instrument.

SFAS 155 is effective for all financial instruments acquired or issued after the beginning of an entity’s
first fiscal year that begins after September 15, 2006. Early adoption of this statement is allowed. The
Company has not determined the financial impact of the adoption of SFAS 155 or whether it will adopt
SFAS 155 in 2006.

Note 3—Loan Sales

The Company routinely originates, securitizes and sells mortgage loans into the secondary mortgage
market. Prime mortgage loan securitizations are generally structured without recourse to the Company.
However, the Company generally has limited recourse on the Prime Home Equity and Nonprime
Mortgage Loans it securitizes, through retention of a subordinated interest or through its issuance of a
corporate guarantee of losses up to a negotiated maximum amount. While the Company generally does not
retain credit risk on the Prime Mortgage Loans it securitizes, it has potential liability under representations
and warranties it makes to purchasers and insurers of the loans. The Company had a liability for losses
relating to representations and warranties included in other liabilities totaling $169.8 million and $139.9
million at December 31, 2005 and 2004, respectively. The Company recognized gains of $4.0 billion, $4.3
billion, and $5.5 billion from sales of mortgage loans in securitizations in the years ended December 31,
2005, 2004 and 2003, respectively.

When the Company securitizes'mortgage loans it generally retains the MSRs and, depending on the
nature of the securitization, may also retain interest-only securities, principal-only securities, subordinated
securities and residual interests.

MSRs arise from contractual agreements between the Company and investors (or their agents) in
mortgage securities and mortgage loans. Under these contracts, the Company performs loan servicing
functions in exchange for fees and other remuneration. The servicing functions typically performed
include, among other responsibilities, collecting and remitting loan payments; responding to borrower
inquiries; accounting for principal and interest, holding custodial (impound) funds for payment of property
taxes and insurance premlums counseling delinquent mortgagors; supervising foreclosures and property
dispositions.
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'The value of MSRs is derived from the net positive cash flows associated with the servicing contracts.
The Company receives a servicing fee ranging generally from 0.25% to 0.50% annually on the remaining
outstanding principal balances of the loans. The servicing fees are collected from the monthly payments
made by the mortgagors. The Company generally receives other remuneration consisting of float benefits
derived from collecting and remitting mortgage payments, as well as rights to various mortgagor-
contracted fees such as late charges, reconveyance charges and prepayment penalties. The Company also
generally has the right to solicit the mortgagors for other products and services, such as second mortgages
and insurance, as well as for new mortgages for those con51der1ng refinancing or purchasing a new home.

The premse market value of retained interests cannot be readily determined because these assets are
not actively traded in stand-alone markets. Considerable judgment is required to determine the fair values
of our retained interests, and the exercise of such judgment can significantly impact the Company’s
earnings. Therefore, senior financial management exercises extensive and active oversight of this process.
The Company’s Asset and Liability Committee, which is comprised of several of our senior financial
executives, ultimately determines the valuation of MSRs and Other Retained Interests.

Our MSR valuation process combines the use of a sophisticated discounted cash flow model and
extensive analysis of current market data to arrive at an estimate of fair value at each balance sheet date.
The cash flow assumptions and prepayment assumptions used in our discounted cash flow model are based
on our empirical data drawn from the historical performance of our MSRs, which we believe are consistent
with assumptions used by market participants valuing similar MSRs, and from data obtained on the
performance of similar MSRs. The key assumptions used in the valuation of MSRs include mortgage -
prepayment speeds and the discount rate (projected LIBOR plus option-adjusted spread). These variables
can, and generally will, change from quarter to quarter as market conditions and projected interest rates
change. The current market data utilized in the MSR valuation process and in the assessment of the

. reasonableness of our valuation is obtained from MSR trades, MSR broker valuations, prices of i interest-
“only securities, and peer group MSR valuation surveys.

For the other retained interests, the Company also estimates fair value—both at initial recognition
and on an ongoing basis—through the use of discounted cash flow models. The key assumptions used in
the valuation of its other retained interests include mortgage prepayment speeds, discount rates, and for
residual interests containing credit risk, the net lifetime credit losses. The discounted cash flow models
incorporate cash flow and prepayment assumptions based on the Company’s own empirical data drawn
from the historical performance of the loans underlying its other retained interests, which management
believes is consistent with assumptions other major market participants would use in determining the
assets’ fair value.

Key economic assumptions used in determining the fair value of MSRs at the time of securitization
are as follows:

Yearé Ended December 31,

. 2005 2004 2003
Weighted-average life (inyears) .....................coiu. .. 44 47 6.0
Weighted-average annual prepaymentspeed .................. 23.0% 212% 16.9%
Weighted-average OAS(1) .. ...coo i 65% 59% 4.6%

(1) Option-adjusted spread over LIBOR.
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Key economic assumptions used in determining the fair value of other retained interests at the time of
securitization are as follows:

Years Ended December 31,

2005 2004 2003
Weighted-average life (inyears) ..................... ... 35 35 2.4
Weighted-average annual prepaymentspeed ................... 302% 329% 28.0%
Weighted-average annual discountrate........................ 201% 25.0% 22.6%
Weighted-average lifetime creditlosses............. e 20 27% 15%

The following table summarizes cash flows between the Company and securitization special purpose
entities: :

Years Ended Decem‘ber 31,

2005 2004 2003
(in thousands)

Proceeds from new securitizations............ $364,669,509 $259,102,621 . $346,180,875
Proceeds from collections reinvested in

SEeCUritiZations .. ...ovvvevee i 3,329,840 1,836,796 1,844,332
Service feesreceived. . ...l ‘ 1,877,780 1,586,166 1,461,747
Purchases of delinquentloans ............... (3,786,551) (3,387,739) (3,715,193)
Servicing advances . ........o.oeieiiiiiiiiann (2,524,067) (3,334,357) (2,519,583)
Repayment of servicing advances ............ 2,352,253 3,576,598 2,124,564
Other cash flows received on retained

interests(1). ..o.vvievii i 1,309,437 704,813 1,237,183

(1) Represents cash flows received on retained interests other than servicing fees.

Key assumptions used in measuring the fair value of the Company’s MSRs at December 31, 2005 and
2004 and the effect on the fair value of those MSRs from adverse changes in those assumptions, are as
follows:

December 31,
2005 2004

(dollar amounts in thousands)

Fair value of mortgage servicingrights........................ $12,720,755 $8,882,917

Weighted-average life (inyears) ..., 5.6 6.1
Weighted-average annual prepaymentspeed .................. 22.8% 22.0%

Impact of 5% adverse change. ................coooviin.. $ 238131 § 236,789

Impact of 10% adverse change. ..................ooviin. $ 463,010 §$ 452,705

Impact of 20% adverse change. ...............cooeeiia.. $ 877,291 § 859,520
Weighted-average OAS..........oooiiiiiii i 6.4% 6.0%

Impact of 5% adverse change.............coooiiiin ., $ 94,600 $ 106,519

Impact of 10% adverse change.................oooiiiiint $ 187,660 §$ 156,338

Impact of 20% adversechange.....................onin. $ 367,225 § 306,544
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Key assumptions used in subsequently measuring the fair value of the Company’s other retained
interests at December 31, 2005 and 2004, and the effect on the fair value of those other retained interests
from adverse changes in those assumptions are as follows:

December 31,
2005 2004
(dollar amounts in thousands) .
Fair value of other retained interests ......................... - 82,675,461 $1,908,504
Weighted-average life (inyears) .....................c.oeunt. , 2.4 2.5
Weighted-average annual prepayment speed .................. 38.3% 34.8%

Impact of 5% adverse change........ P

Impact of 10% adverse change.......... R 110,297 § 211,947

Impact of 20% adverse change......... T P 214392 § 394,330
Weighted-average annual discountrate ...................... . ‘ 17.9% 18.1%

57,329 § 112,851

o BB o9

Impact of 5% adverse change..................... ST . $ 25646 $§ 24,022
Impact of 10% adversechange......................cvvse. $ 54844 § 46,376
Impact of 20% adverse change. ..............ccovvvenen... $ 117472 $ 88,818
Weighted-average net lifetime credit losses. ................... 1.7% 2.0%
Impact of 5% adversechange...................ccoviiennt. $ 44,834 § 41437
Impact of 10% adversechange. .................ooevininn.. § 90,552 § 80,833
Impact of 20% adverse change..................coovven.e. $ 177,589 § 158,730

These sensitivities are hypothetical and should be used with caution. As the figures indicate, changes
in fair value based on a given percentage variation in individual assumptions generally cannot be
extrapolated. Also, in the preceding tables, the effect of a variation in a particular assumption on the fair
value of the retained interest is calculated independently without changing any other assumption. In
reality, changes in one factor may result in changes in another which might compound or counteract the
sensitivities.

The following table presents information about delinquehcies and components of Prime Home Equity
and Nonprime Mortgage Loans for which the Company has retained some level of credit risk:

December 31,
2005 2004
(in thousands)

Prime Home Equity and Nonprime Mortgage Loans:

Total principal amount ............. .. .00 i $65,657,207 $71,860,875

Principal amount 60 days or more pastdue................... $ 1,639436 $ 2,836,516
Comprised of:

Loans and securitiessold. .. ... ... . i i $65,657,207 $55,461,436

Loans and securities held for or available- for sale............. — 6,706,663

Mortgages loans held in SPES ©.................cooeii... .. — 9,692,776

$65,6057,207  $71,860,875

The Company incurred credit losses of $124.0 million, $99.4 million and $95.5 million related to the
mortgage loans above during the years ended December 31, 2005, 2004 and 2003, respectively.
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Note 4—Derivative Financial Instruments
Derivative Financial Instruments

The primary market risk facing the Company is interest rate risk, which includes the risks that changes
in interest rates will result in changes in the value of our assets or liabilities (“price risk”) and the net interest
income from our mortgage loan and investment portfolios. The overall objective of the Company’s interest
rate risk management activities is to reduce the variability of earnings caused by changes in interest rates.

From an enterprise perspective, the Company manages interest rate risk through the natural
counterbalance of its loan production and servicing businesses. We also use various financial instruments,
including derivatives, to manage the interest rate risk related specifically to the values of its interest rate
lock commitments, Mortgage Loan Inventory and MBS held for sale, MSRs and other retained interests
and trading securities, as well as a portion of its debt. Interest rate risk relating to the Company’s portfolio
of loans held for investment is managed by funding these assets with liabilities of similar duration or using
derivative instruments to change the repricing characteristics of its liabilities to more closely reflect the
repricing behaviors of those assets.

Risk Management Activities Related to Mortgage Loan Inventory and Interest Rate Lock Commitments
Description of Risk Management Activities

The Company is exposed to price risk relative to its Mortgage Loan Inventory and its interest rate lock
commitments (“IRLC”). The Mortgage Loan Inventory is comprised of mortgage loans and MBS held by
the Company pending sale, and is presently held for an average of approximately 30 days. IRLCs
guarantee the rate and points on the underlying mortgage or group of mortgages for a specified period,
generally from seven to 60 days. IRLCs are derivative instruments and are recorded at fair value with
changes in fair value recognized in current period earnings (as a component of gain on sale of loans and
securities).

With regard to loans held for sale the Company is exposed to price risk from the time an IRLC is
made to a mortgage applicant or financial intermediary to the time the related mortgage loan is sold. For
loans held for investment the Company is-exposed to price risk from the time an IRLC is made to a
financial intermediary to the time the loan is purchased. During this period, the Company is exposed to
losses if mortgage rates rise, because the value of the IRLC or mortgage loan held for sale declines. To
manage this price risk the Company utilizes derivatives. (See the following section titled “Accounting for
Risk Management Activities” for further discussion.)

The price risk management of the IRLCs is complicated by the fact that the ultimate percentage of
applications that close within the terms of the IRLC is variable. The probability that the loan will fund
within the terms of the IRLC is affected by a number of factors, in particular the change, if any, in
mortgage rates subsequent to the lock date. This probability generally increases if mortgage rates rise, and
decreases if mortgage rates fall, due primarily to the relative attractiveness of current mortgage rates
compared to the applicant’s committed rate. The probability that a loan will fund within the terms of the
IRLC is also influenced by the source and age of the application, purpose for the loan (purchase or
refinance), and the application approval rate. The Company has developed closing ratio estimates using its
historical data that take into account all of these variables, as well as renegotiations of rate and point
commitments that tend to occur when mortgage rates fall. The closing ratio estimates are used to calculate
the quantity of loans that will fund within the terms of IRLCs.
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To manage the price risk associated with the IRLCs, the Company uses a combination of net forward
sales of MBS and put and call options on MBS, Treasury futures and Eurodollar futures. The Company
generally enters into forward sales of MBS in an amount equal to the portion of the IRLCs expected to
close, assuming no change in mortgage rates. The Company acquires put and call options to protect against
the variability of loan closings caused by changes in mortgage rates, by using the current closing ratio
estimates to determine the amount of optional coverage required. :

The Company manages the price risk related to the Mortgage Loan Inventory primarily by entering
into forward sales of MBS and Eurodollar futures. The value of these forward MBS sales and Eurodollar
futures moves in opposite direction to the value of the Mortgage Loan Inventory. The Company actively
manages its IRLCs and Mortgage Loan Inventory risk profiles on a daily basis.

The Company manages the price risk and credit risk related to its commercial Mortgage Loans using
total rate of return and credit default swaps.

The Company uses the following derivative instruments in its risk management activities related to the
IRLCs and Mortgage Loan Inventory: ' :

 Forward Sales of MBS: An obligation to sell an MBS at a specified prlce in the future. The value
increases as mortgage rates rise. :

® Forward Purchases of MBS: An obligation to buy an MBS at a specified price in the future. The
‘value increases as mortgage rates fall.

. Long Call Options on MBS: A right to buy an MBS at a specified price in the future. The value
- increases as mortgage rates fall.

e Long Put Options on MBS: A right to sell an MBS at a specified price in the future. The value
increases as mortgage rates rise.

. Long Call Options on Treasury Futures: A right to acquire a Treasury futures contract at a specified
price in the future. The value increases as the benchmark Treasury rate falls.

¢ Long Put Options on Treaswy Futures: Aright tosell a Treasury futures contract at a specified
price in the future. The value increases as the benchmark Treasury rate rises.

o Short Eurodollar Futures Contracts: A standardized exchange-traded contract, the value of which is
tied to spot Eurodollar rates at specified future dates. The value increases when Eurodollar rates
rise.

o Total Rate of Return Swaps: ~An agreement to pay or receive the total return on a financial index or
security in exchange for the payment or receipt of a floating rate of interest over the term of the
contract. For use in the risk management of the commercial mortgage portfolio, the Company pays
the return on a published CMBS index and receives the floating rate of interest. The value of these
contracts increases as the value of the index declines.

o Credit Default Swaps: An agreement to purchase credit event protection based on a financial index
or security in exchange for paying a fixed rate of interest over the term of the contract. For use in
the risk management of the commercial mortgage portfolio, the Company receives credit protection
and pays a fixed rate of interest. The value of these contracts increases when the probability of the
occurrence of a credit event rises. .
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The following table summarizes the balance or notional amounts, as applicable, of Mortgage Loan
Inventory, IRLCs and the related derivative instruments at December 31, 2005:

(in billions)
Mortgage Loan Inventory: ‘ '
Fixedrate...........o i P Lo $ 138
Adjustablerate .......... ..o L e e 23.0
Total . e e - $ 368
Interest Rate Lock Commitments _ ‘ 4
e rate . i e e . $ 163
AJJustable Tate ... oot e e 14.7
Total ...... ... e $ 31.0
Mandatory Forward Trades :
Sl L e $(32.2)
Buys. . 15.1
Net mandatory positions . . ....... . it $(17.1
Long MBS Options
Calls ..o e e e et e e e e e $ 1.0
PULS . e e —
Netlong MBS OpHONS . ...t e i i $ 1.0
Long Treasury Options
Calls .. e e : $ 135
Puts.......o oo e (30.0)
Net long Treasury OptOnS ... ..ottt i e $(16.5)
Short Eurodollar FUtUres . ...ttt i et e $95.0
Total Rate of Return Swaps . .......civvt i e $ 17.2
$ 0.03

Credit Default SWaps. . ..ot i e e

U-

Accounting for Risk Management Activities

During 2005, the interest rate risk management activities connected with 73% of the fixed-rate
mortgage loan inventory and 19% of the adjustable-rate mortgage loan inventory were accounted for as
fair value hedges. The Company recognized pre-tax losses of $45.5 million, $139.4 million and $72.8
million, representing the ineffective portion of such fair value hedges of its mortgage inventory for the
years ended December 31, 2005, 2004 and 2003, respectively. These amounts, along with the change in the
fair value of the derivative instruments that were not designated as hedge instruments, are included in gain
on sale of loans and securities in the consolidated statements of earnings.

The Company estimates the fair value of an IRLC based on the change in estimated fair value of the
underlying mortgage loan and the probability that the mortgage loan will fund within the terms of the
IRLC. The change in fair value of the underlying mortgage loan is based upon quoted MBS prices. The
change in fair value of the underlying mortgage loan is measured from the date we issue the IRLC.
Therefore, at the time of issuance the estimated fair value of an IRLC is zero. Subsequent to issuance, the
value of an IRLC can be either positive or negative; depending on the change in value of the underlying
mortgage loan. Closing ratios derived from the Company’s recent historical empirical data are used to
estimate the quantity of mortgage loans that will fund within the terms of the IRLCs. Because IRLCs are
derivatives under SFAS 133, the risk management activities do not qualify for hedge accounting under
SFAS 133. The freestanding derivative instruments that are used to manage the interest rate risk
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associated with the IRLCs are carried at fair value and recorded as a component of gain on sale of loans
and securltles in the consolidated statements of earnmgs

Risk Management Activities Related to Mortgage Servicing Rights (MSRs) and Other Retained Interests
Description of Risk Management Activities

MSRs and other retained interests, specifically interest-only securities and residual securities, are
generally subject to a loss in value, or impairment, when mortgage interest rates decline. The fair value of
MSRs and other retained interests reflect the present value of cash flow streams that are closely linked to
the expected life of the underlying loan servicing portfolio. Declining mortgage interest rates generally
precipitate increased mortgage refinancing activity, which decreases the expected life of the loans in the
servicing portfolio, thereby decreasing the value of the MSRs and other retained interests. Reductions in
the value of these assets affects earnings through impairment charges. To moderate the effect of
impairment on earnings, the Company maintains a portfolio of financial instruments, including derivatives,
which generally increase in aggregate value when interest rates decline. This portfolio of financial
instruments is collectively referred to herein as the “Servicing Hedge.”

The Company currently uses the following financial instruments in its Servicing Hedge:

o Interest Rate Swaps: A mutual agreement to exchange interest rate payments; one party paying a
fixed rate and another paying a floating rate tied to a reference interest rate (e.g. USD LIBOR).
For use in the Servicing Hedge, the Company generally receives the fixed rate and pays the floating
rate. Such contracts increase in value as rates fall.

® Receiver Swaptions: A right to enter into a p?edeteﬁnined Interest Rate Swap at a future date where
we receive the fixed rate and pay the floating rate. These contracts increase in value as rates fall.

® Payor Swaptions: A right to enter into a predetermined Interest Rate Swap at a future date, where
we pay the fixed rate and receive the floating rate. These contracts increase in value as rates rise.

o Mortgage Forward Rate Agreement: A mutual agreement to exchange a single cash flow at a

_ forward settlement date, based on the basis-point difference between the forward fixed rate and
floating rate set equal to the 30-day forward current coupon mortgage rate, known as the CMM
index, on the settlement date. For use in the Servicing Hedge, we generally receive the fixed rate
and pay the floating rate. Such contracts increase in value as the spread between the current coupon
mortgage rate and the swap curve tightens, or when interest rates fall.

s Long Call Options on Treasury and Eurodollar Futures: A right to acquire a Treasury or Eurodollar
futures contract at a specified price in the future. The value increases as the benchmark Treasury or
Eurodollar deposit rate falls. ‘

* Long Treasury Futures: An agreement to purchase a Treasury security at a specified price in the
future. The value increases as the benchmark Treasury rate falls.

o [nterest Rate Caps. A right to receive cash if a reference interest rate rises above a contractual
strike rate. The value increases as the reference interest rate rises. The reference interest rates used
in the Company’s interest rate caps include mortgage rates, Treasury rates, and U.S. dollar
(“USD”) LIBOR.

e Long Put Options on Treasury and Eurodollar Futures: ~ A right to sell a Treasury or Eurodollar
futures contract at a specified pnce in the future The value increases as the benchmark Treasury or
Eurodollar deposn rate rises. o
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o [Interest Rate Floors: A right to receive cash if a reference interest rate falls below a contractual
strike rate. Its value increases as the reference interest rate falls. The reference interest rates used
in the Company’s interest rate floors include mortgage rates, Treasury rates, and U.S. dollar
(“USD”) LIBOR. ' :

These instruments are combined to manage the overall risk portfolio of the MSRs and other retained
interests. The Company actively manages its retained interests risk profile on a daily basis.

The following table summarizes the notional amounts of derivative contracts included in the Servicing
Hedge:

Balance, Balance,
December 31, Dispositions/  December 31,
2004. Additions Expirations 2005
(in millions)
Interest Rate Swaps ........cooveviiiaiiiiiin.. o $ — 8141225 $(87,375) $53,850
Interest Rate Swaptions. ..............oooov.e., 41,250 78,800 (69,625) 50,425
Mortgage Forward Rate Agreements............. — 93,050 (61,925) 31,125
Long Call Options on Interest Rate Futures ..... .. 15,250 51,200 (48,950) 17,500
Long Treasury Futures. ...........cooooiinn.., 2,850 1,310 (3,000) 1,160
Interest Rate Caps ........covvviivrinnrinnin.n. 300 2,434 (2,434) 300
Long Put Options on Interest Rate Futures. . ... ... 2,000 — (2,000) —
Interest Rate Floors . .. .. e 1,000 — (1,000) —

The Servicing Hedge is intended to reduce the impact on reported earnings of MSRs and other
retained interests impairment that generally results from a decline in mortgage rates. Should mortgage
rates increase, the value of the MSRs and other retained interests is expected to increase while the value of
the Servicing Hedge is expected to decrease. With respect to the various options and floors included in the
Servicing Hedge, the Company is not exposed to loss beyond its initial outlay to acquire these derivative
instruments, plus any unrealized gains recognized to date.

The following table summarizes the Company’s estimate of its maximum exposure to loss on Servicing
Hedge instruments over the instruments’ contractual terms:

December 31,
2005

(in millions)
Mortgage forward rate agreements. ... .....cveeiieiiiiiiai i $307
Interestrate SWaps .......ooviviinirnenenanns e e 46
Interest rate futures contracts .................. e 33

Although these estimates could be exceeded, the Company derives its estimates of loss exposure based
upon observed volatilities in the interest rate options market. Using the currently observed volatilities,
management estimates, to a 95% confidence level, the maximum potential rate changes over a one-year
time horizon. Management then estimates the Company’s exposure to loss based on the estimated
maximum adverse rate change as of the measurement date.

Accounting for Risk Management Activities

The changes in fair value of derivative contracts included in the Servicing Hedge are recorded as a
component of the gain or loss from the Servicing Hedge in the consolidated statements of earnings.
Principal-only and U.S. Treasury securities included in the Servicing Hedge are held as available-for-sale

F-28




————SEEEEEEEEE

COUNTRYWIDE FINANCIAL CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

securities. The changes in fair value of such securities included in the Servicing Hedge are recorded in
accumulated other comprehensive income. Realized gains or losses on sales of these securities are

recorded as a component of the gain or loss from the Servicing Hedge in the consolidated statements of
earnings.

Effective April 1, 2005, a portion of the Servicing Hedge was qualified as a fair value hedge under
SFAS 133. During the nine months ended December 31, 2005, the portion of the Servicing Hedge that
qualified as a fair value hedge covered approximately 28% of the risk associated with a change in fair value
of the MSRs attributable to changes in interest rates of up to 50 basis points. At no other time during the

years ended December 31, 2005, 2004 and 2003 has any portion of the Servicing Hedge qualified as a
hedge under SFAS 133.

Application of fair value hedge accounting under SFAS 133 results in the cost basis of the MSRs being
adjusted for the change in fair value of the MSRs attributable to the hedged risk, with a corresponding

amount included as a component of impairment or recovery of retained interests in the statement of
earnings.

For the nine months ended December 31, 2005, the Company recognized a loss of $29.3 million,

which represents the amount of hedge ineffectiveness for the portion of the Servicing Hedge that qualified
as a fair value hedge under SFAS 133,

Risk Management Activities Related to Issuance of Long-Term Debt

The Company acquires interest rate swap contracts which enable it to convert a portion of its fixed-
rate, long-term debt to U.S. dollar LIBOR-based floating-rate debt (notional amount of $2.3 billion as of
December 31, 2005) and to enable the Company to convert a portion of its foreign currency-denominated
fixed and floating-rate, long-term debt to U.S. dollar LIBOR-based floating-rate debt (notional amount of
$3.5 billion as of December 31, 2005). These transactions are designated as fair value hedges under
SFAS 133. For the years ended December 31, 2005, 2004 and 2003, the Company recognized a pre-tax 10ss
of $2.1 million, a pre-tax loss of $3.8 million, and a pre-tax gain of $0.02 million, respectively, representing

the ineffective portion of such fair value hedges of debt. These amounts are included in interest expense in
the consolidated statements of earnings.

The Company acquires interest rate swap contracts which enable it to convert a portion of its floating-
rate, long-term debt to fixed-rate, long-term debt (notional amount of $1.5 billion as of December 31,
2005) and to convert a portion of its foreign currency-denominated, fixed-rate, long-term debt to U.S.
dollar fixed-rate debt (notional amount of $0.6 billion as of December 31, 2005). These transactions are
designated as cash flow hedges under SFAS 133. For the years ended December 31, 2005, 2004 and 2003,
the Company recognized a pre-tax gain of $0.5 million, pre-tax gain of $0.04 million, and a pre-tax loss of
$0.05 million, respectively, representing the ineffective portion of such cash flow hedges. As of
December 31, 2005, deferred net gains or losses on derivative instruments included in accumulated other

comprehensive income that are expected to be reclassified as earnings during the next 12 months are not
considered to be material.

Payments on interest rate swaps are based on a Specified notional amount. In connection with the debt
fair value hedges, the Company has entered into swaps in which the rate received is fixed and the rate paid
is adjustable and is indexed to LIBOR ' (“Receiver Swap”). In connection with the debt cash flow hedges,

the Company has entered into swaps in which the rate paid is fixed and the rate received is adjustable and
1s indexed to LIBOR (“Payor Swap”).
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The following summarizes the notional amounts of and the average interest rates on the swaps as of
December 31, 2005:

Notional Fixed Floating
Amount Rate Rate
(dollar amounts in millions)
RECEIVET SWAPS « .+ v v et vveeetete e $6,136  4.73%  4.36%
Payor swaps...........o.o.oiiiiii, P s $2,118 213%  3.99%

Payments are due periodically through the termination date of each contract. The swap contracts
expire between March 2006 and December 2035,

Risk Management Activities Related to Deposit Liabilities

The Company acquires interest rate swap contracts that have the effect of converting a portion of its
fixed-rate deposit liabilities to LIBOR-based variable-rate deposit liabilities. These transactions are
designated as fair value hedges. The Company recognized a pre-tax loss of $0.3 million, representing the
ineffectiveness relating to these swaps during 2005. During 2004, certain of the swaps with a notional value
totaling $752 million, were accounted for as free-standing derivatives, with changes in the swaps’ fair value -
and cash flow from the swaps recorded in interest expense. Effective January 1, 2005, these swaps were ’
designated and accounted for as fair value hedges of certain fixed-rate deposits.

The following summarizes the notional amounts of and the average interest rates on the swaps as of
December 31, 2005:

Notional Fixed Floating
Amount Rate Rate
: (dollar amounts in millions)
RECEIVET SWAPS + .« v vveeeier e ieieineaeaes $ 417  377%  4.36%
Receiver callableswaps..................oovaes. $1,566  5.06% 4.28%

Payments are due periodically through the termination date of each swap contract. The contracts
expire between September 2007 and January 2026.

Risk Management Activities Related to the Broker-Dealer Securities Trading Portfolio
Description of Risk Management Activities

In connection with its broker-dealer activities, the Company maintains a trading portfolio of fixed-
income securities, primarily MBS. The Company is exposed to price changes in its trading portfolio arising
from interest rate changes during the period it holds the securities. To manage this risk, the Company
utilizes the following derivative instruments:

o Forward Sales of To-Be Announced ( “TBA ”) MBS: An obligation to sell agency pass-through MBS
that have not yet been issued at a specified price and at a specified date in the future. The value
increases as mortgage rates rise.

o Forward Purchases of TBA MBS: An obligation to purchase agency pass-through MBS that have
not yet been issued at a specified price at a specified date in the future. The value increases as
mortgage rates fall.
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o Short Futures Contracts: A standardized exchange-traded contract, the value of which is tied to
spot Fed Funds or Eurodollar rates at specified future dates. The value of these contracts increases
when Fed Funds or Eurodollar rates rise.

e Total Rate of Return Swaps: An agreement to pay or receive the total return on a financial index or
security in exchange for the payment or receipt of a floating rate of interest over the term of the
contract. For use in the risk management of the commercial mortgage portfolio, the Company pays
the return on a published CMBS index and receives the floating rate of interest. The value of these
contracts increases as the value of the index declines.

o Interest Rate Swaps: A mutual agreement to exchange interest rate payments; one party paying a
fixed rate and another paying a floating rate tied to a reference interest rate (e.g., USD LIBOR).
For use in its trading portfolio risk management activities, the Company receives the floating rate
and pays the fixed rate. Such contracts increase in value as rates rise.

o Long Put Options on Futures Contracts: A right to sell futures contracts, the value of which is tied
to spot Fed Funds or Eurodollar rates at spec1ﬁed future dates. The value of these contracts
increases when Fed Funds or Eurodollar rates rise.

. Long Call Options on Futures Contracts. A right to purchase futures contracts, the value of which is
tied to spot Fed Funds or Eurodollar rates at specific future dates. The value of these contracts
increases when Fed Funds or Eurodollar rates fall.

e Long Futures Contracts: A standardized exchange- traded contract, the value of which is tied to the
spot Fed Funds or Eurodollar rates at specified future dates. The value of these contracts increases
when Fed Funds or Eurodollar rates fall.

The following summarizes the notional amounts of the derivative contracts included in the broker-
dealer’s trading portfolio at December 31, 2005:

Notional
Amount
) (in millions)

Forwardsalessof TBAMBS ... ... i, $58,872
Forward purchases of TBAMBS. ..., 47,207
Short futures Contracts ...ttt i i e, 18,334
Total rate of return swaps. ... ... FS P 1,950
Interest rate swap CONTTACES . .....viiur it 1,414
Long put options on futures CONtracts «...........ooeevvneer... e 500
Long call options on futures contracts . ...........covviiiiiiiann... 500
Long futures contracts................ e 250

Accounting for Risk Management Activities

The changes in fair value of derivative contracts used in the interest rate management activities
related to trading activities are recorded as a component of the gain on sale of loans and securities in the
consolidated statements of earnings.
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Counterparty Credit Risk

The Company is exposed to credit loss in the event of contractual non-performance by its trading
counterparties and counterparties to its various over-the-counter derivative financial instruments. The
Company manages this credit risk by selecting only counterparties management believes to be financially
strong, spreading the credit risk among many such counterparties and by placing contractual limits on the
amount of unsecured credit extended to any single counterparty. The Company’s exposure to credit risk in
the event of default by a counterparty is the current cost of replacing the contracts, net of any available
collateral retained by the Company. ‘

The aggregate amount of counterparty credit exposure after consideration of relevant netting
agreements at December 31, 2005, is as follows:

December 31,
2005
_ (in millions)
Aggregate credit exposure before collateral held . ................ooo il $ 936

Less:collateral held . ... ... _ (519)
Net aggregate unsecured credit exposure

For the three-year period ended December 31, 2005, we incurred no credit losses due to
non-performance of any of our counterparties.
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Note 5—Mortgage Loans and Mortgage-Backed Securities Held for Sale

Mortgage loans and mortgage-backed securities held for sale include the following:

December 31,
2005 2004
(in thousands)
Prime MOrtgage «....ovvnein ittt e $27,154,172  $15,589,451
Nonprime Mortgage. . . ..o viii i i 6,675,267 9,882,701
Prime Home Equity . ..... ..ot e 1,951,321 1,033,653
Commercial Real Estate Loans . ...................covin.n. 1,089,262 300,292
Deferred discounts and fees,net ................0ciieniat, (51,334) (19,247)
Mortgage loans originated or purchased for resale ........... 36,818,688 26,786,850
Mortgage LoansHeldinSPEs............................... — 10,563,299

$36,818,688  $37,350,149

At December 31, 2003, the Company had pledged $13.0 billion and $3.0 billion in mortgage loans held
for sale to secure asset-backed commercial paper and a secured revolving line of credit, respectively.

At December 31, 2004, the Company had pledged $7.6 billion in mortgage loans held for sale to
secure asset-backed commercial paper and $6.7 billion of mortgage loans originated or purchased for
resale and $10.6 billion of Mortgage Loans Held in SPEs as collateral for asset-backed secured financings.

Note 6—Trading Securities

Trading securities, which consist of trading securities owned and trading securities pledged as
collateral, include the following:

December 31,
2005 2004
(in thousands)

Mortgage pass-through securities:

Fixed-rate. . ..o e $ 5,638,161 $ 6,768,864
Adjustable-rate ... ... i i e 915,302 717,194
Total mortgage pass-through securities ................... 6,553,463 7,486,058
Collateralized mortgage obligations ....................cvunn. 2,377,764 2,067,066
U.S. Treasury SeCUrities. . . oo v it ri i inenss 1,037,749 971,438
Obligations of U.S. Government-sponsored enterprises......... 429,726 560,163
Interest-only stripped securities. ... 255,127 318,110
Asset-backed securities .......... ..o o i 234,818 340,684
Mark-to-market on TBA securities . .........covvevenvvnnnnn. 77,094 58,676
Negotiable certificatesof deposit. ...t 296 30,871
Corporate debt securities ............coviiiiir ... — 21,659
Other. o e 16,536 6,669

$10,982,573  $11,861,394
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As of December 31, 2005 and 2004, $9.0 billion and $10.0 billion, respectively, of the Company’s
trading securities had been pledged as collateral for financing purposes, of which the counterparty had the
contractual right to sell or re-pledge $0.7 billion and $1.3 billion, respectively.

For the years ended December 31, 2005, 2004 and 2003, the Company recorded $203.7 million in
gains and $1.7 million in losses and $26.2 million in gains, respectively, on trading securities that related to
trading securities still held at the respective period-end reporting dates.

Note 7—Securities Purchased Under Agreements to Resell, Securities Borrowed and Federal Fund Sold

The following table summarizes securities purchased under agreements to resell, securities borrowed
and federal funds sold:

December 31,
2005
(in thousands)
Securities purchased under agreements toresell ................ $18,536,475 $12,112,824
Securitiesborrowed ... ... i e e 4,740,886 1,118,624
Federalfundssold. ....... ..o i i 40,000 225,000

$23,317,361 $13,456,448

It is the policy of the Company to obtain possession of collateral with a market value equal to or in
excess of the principal amount loaned under securities purchased under agreements to resell and securities
borrowed. Collateral is valued daily, and the Company may require counterparties to deposit additional
collateral or may return collateral pledged when appropriate. Securities borrowed transactions require the
Company to deposit cash, letters of credit or other collateral with the lender in an amount generally in
excess of the market value of the securities borrowed.

As of December 31, 2005 and 2004, the Company had accepted collateral with a fair value of $33.7
billion and $22.2 billion, respectively, that it had the contractual ability to sell or re-pledge, including $12.1
billion and $8.2 billion, respectively, related to amounts offset against securities purchased under
agreements to resell under master netting arrangements. As of December 31, 2005 and 2004, the Company
had re-pledged $28.3 billion and $18.7 billion of such collateral for financing purposes.
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Note 8—Loans Held for Investment, Net

Loans held for investment include the following:

December 31,
2008 2004
(in thousands)

Prime. . e $48,619,500 $22,588,351
Primehome equity. ... ..ot eenn. 14,991,351 11,435,792
Nonprime. ... e 255,677 171,592
Total mortgage loans.............ooeii i iiniiiannns 63,866,618 34,195,735
Warehouse lending advances secured by mortgage loans . .. ... .. 3,943,046 3,681,830
Defaulted mortgage loans repurchased from securitizations . .. .. 1,515,660 1,518,642

69,325,324 39,396,207
Purchase premium/discount and deferred loan origination costs,

11 935,029 390,030
Allowance forloanlosses .......... ... oo (189,201) (125,046)
Loans held forinvestment,net...................coiivnnnn. $70,071,152  $39,661,191

Mortgage loans held for investment totaling $52.2 billion-and $28.8 billion were pledged to secure
Federal Home Loan Bank (“FHLB”) advances at December 31, 2005 and 2004, respectively.

Mortgage loans held for investment totaling $2.0 billion were pledged to secure an unused borrowing
facility with the Federal Reserve Bank (“FRB”).

The Company had accepted collateral of $4.1 billion and $3.8 billion securing warehouse-lending
advances that it had the contractual ability to re-pledge as of December 31, 2005 and 2004, respectively. No
such mortgage loan collateral had been re-pledged as of December 31, 2005 or 2004.

Impaired loans—loans which the Company has placed on non-accrual status—totaled $2.1 billion and
$1.3 billion at December 31, 2005 and 2004, respectively. Included in total impaired loans were
Government insured or guaranteed loans totaling $1.1 billion and $0.9 billion at December 31, 2005 and
2004, respectively.

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

December 31,
2005 2004
(in thousands)
Balance, beginning of period ................... R $125,046 $ 78,449
Provision for 1oan 1osses . ........ovviriiii 115,685 71,775
Netcharge-offs ... i (25,173)  (25,178)
Reduction of allowance due to reclassification of loans held for
investmenttoheldforsale ........... ... ... ... .t (15,771) —
Reclassification of allowance for unfunded commitments to accounts
payable and accrued liabilities ................ ... .o (10,586) —
Balance, endof period.......... ... ..o © 3189201 $125,046
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Concentrations of Credit Risk

Properties securing the mortgage loans in our portfolio of loans held for investment are concentrated
in the State of California. The following is a summary of the geographical distribution of loans for the top
three states of the Company’s loan portfolio (as measured by unpaid principal balance) at December 31,
2005:

Unpaid Principal % Total

State Balance Balance
(In millions)

Califormia . .. oot $29,874 43%

Virginia. ..o e 3,530 5%

Flotida ..ottt e . 2,966 . 4%

Allotherstates .........oooiiiiiiiiiiii i 32,955 _48%

Total ot $69,325 100%

Beginning in 2004, one of the adjustable-rate loan products offered by the Company increased in
prominence, from approximately 6% of loan originations during the year ended December 31, 2004 to
approximately 19% during the year ended December 31, 2005. This product is commonly referred to as a
“pay-option” loan. The Company has retained a significant portion of its pay-option loan production in its
investment portfolio during the two-year. period ended December 31, 2005. The Company’s investment in
“pay-option” loans comprised 41% and 14% of the Company’s investment in mortgage loans held for
investment at December 31, 2005 and 2004, respectively.

Pay-option loans have interest rates that adjust monthly and contain features that allow the borrower
to defer making the full interest payment for at least the first year of the loan. After this “option” period,
minimum monthly payments increase by no more than 7% per year unless the unpaid balance increases
to a specified limit, which is no more than 115% of the original loan amount, at which time a new monthly
payment amount adequate to repay the loan over its remaining contractual life is established. To ensure
that contractual loan payments are adequate to repay a loan, the fully amortizing loan payment amount is
re-established every five years. Due to the lack of significant historical experience at Countrywide, the
credit performance of these loans has not been established for the Company.

Due to pay-option loans’ amortization characteristics, the loss that the Company would realize in the
event of default may be higher than that realized on a “traditional” loan that does not provide for deferral
of a portion of the fully amortizing loan payment. Countrywide’s pay-option loans are designed with
features that address the risk of borrower default and the increased risk of loss in the event of default.
Specifically, Countrywide’s underwriting standards conform to those required to make the pay-option
loans salable into the secondary market at the date of funding, including a requirement that the borrower
meet secondary market debt-service ratio tests based on their making the fully amortizing loan payment
assuming the loan’s interest rate is fully indexed. (A fully indexed loan rate equals the sum of the current
index rate plus the margin applicable to the loan.) The loan’s terms limit the amount of potential increase
of loss in the event of default by restricting the amount of interest that may be added to the loan’s balance
as described in the preceding paragraph.
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Following is a summary of pay-option loans held for investment:

" December 31,
2005 2004
{In thousands)
Total pay-option loan portfolio ..., $26,122,952 $4,701,795
Pay-option loans with accumulated negative amortization:
Principal. ... .. e e $13,973,619 § 32818
Accumulated negative amortization (from original loan '
balance) ... ... $ 142,034 § 29
Original loan-to-value ratio(1) ......... .. ..., 5% 73%
Original combined loan-to-value ratio(2)...................... 78% 75%
Average original FICO SCOTe ... . vvvviii i 720 730
Delinquencies(3).................. e 022% 0.08%

(1) The ratio of the lower of the appraised value or purchase price of the property to the amount of the
loan that is secured by the property.

(2) The ratio of the lower of the appraised value or purchase price of the property to the amount of all
loans secured by the property.

(3) Loans delinquent more than 60 days, including non-accrual loans.

Management expects the delinquency rate in the Company’s pay-option loan portfolio to increase to a
level consistent with the delinquency rate of the rest of the portfolio of loans held for investment as this
new product seasons. ;
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Note 9—Investments in Other Financial Instruments, at fair value

Investments in other financial instruments include the following:

December 31,
2005 2004
(in thousands)

Available-for-sale securities:

Mortgage-backed SeCUrities ..............oooiuiiiiiiiiiin.. $ 6,866,520 $ 6,009,819
Obligations of U.S. Government-sponsored enterprises........ 547,715 279,991
Municipal bonds .. ....oii i 369,748 208,239
U.S. Treasury SECUTTties. . ... vvveeeeeetiniiiieeiinnnnss 144,951 66,030
(013173 SRR 3,109 3,685

SUBLOLAL « .\ ottt et e s 7,932,043 6,567,764

Other interests retained in securitization accounted for as
available-for-sale securities:

Nonconforming interest-only and principal-only securities . .. 323,368 - 191,502
Prime home equity line of credit transferor’s interest ........ 212,862 273,639
Nonprime residual securities ..., 206,033 237,695
Prime home equity residual securities ..................... 143,590 275,598
Prepayment penaltybonds ... 112,492 61,483
Prime home equity interest-only securities ................. 15,136 27,950
Nonprime interest-only securities ......................... 9,455 84,834
Nonconforming residual securities ................... ..., 2,170 11,462
Subordinated mortgage-backed pass-through securities . . . ... 2,059 2,306

Total other interests retained in securitization accounted

for as available-for-sale securities . .................... 1,027,165 1,166,469
Total available-for-sale securities ...............c.cov.e.. 8,959,208 7,734,233

Other interests retained in securitization accounted for as
trading securities:

Prime home equity residual securities ..................... 782,172 533,554
Nonprime residual securities ...................oiiiins 341,106 187,926
Prime home equity line of credit transferor’s interest ... .. ... 325,186 —
Nonconforming interest-only securities . ...........voovvn.. 180,216 —
Nonconforming residual securities .................covin.. 18,834 20,555
INtErest TALE SWADS « . v vvve it it it anvniarennees 782 —
Total other interests retained in securitization accounted
for as trading securities . . ......... o i, 1,648,296 742,035
Hedging instruments:

SEIVICHLE. v+t et e et et e e et et 741,156 1,024,977
BT+ A P 107,085 589,812
Total investments in other financial instruments ............ $11,455,745 $10,091,057

At December 31, 2005 and 2004, the Company had pledged $2.1 billion and $1.8 billion, respectively,
of mortgage-backed securities to secure securities sold under agreements to repurchase, which the
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counterparty had the contractual right to re-pledge and $0.3 billion of mortgage-backed securities to

secure an unused borrowing facility with the FRB.

At December 31, 2005 and 2004, the Company’s insurance subsidiaries have deposited $0.02 billion of

mortgage-backed securities to meet state statutory deposit requirements.

Amortized cost and fair value of available-for-sale securities are as follows;

Mortgage-backed securities
Obligations of U.S. Government-

sponsored enterprises
Municipalbonds................. .. ...
U.S. Treasury securities. ................
Other interests retained in securitization . .

‘Mortgage-backed securities ............
Obligations of U.S. Government-
sponsored enterprises
Municipalbonds . .....................
U.S. Treasury securities. ...............
Other interests retained in securitization .

December 31, 2005

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value
(in thousands)
$6,985,851 § 329 $(119,660) $6,866,520
555,482 18 (7,785) 547,715
371,785 1,115 (3,152) 369,748
144,840 1,326 (1,215) 144,951
829,009 206,999 (8,843) 1,027,165
3,109 — —_ 3,109
$8,890,076 . $209,787  $(140,655) $8,959,208
December 31, 2004
Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value
(im thousands)

$6,034,293  $ 6,347 $(30,821)  $6,009,819
281,430 233 (1,672) 279,991
205,726 2,669 (156) 208,239
63,977 2,237 (184) 66,030
1,045,011 123,766 (2,308) 1,166,469
4370 15 (700) 3,685
$7,634,807 $135267 © $(35,841) $7,734,233
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The Company’s available-for-sale securities in an unrealized loss position are as follows:

Mortgage-backed
securities. .............
Obligations of U.S.
Government-sponsored
enterprises ............
Municipalbonds .........
U.S. Treasury securities . . .
Other interests retained in

Total impaired securities . .

Mortgage-backed
securities. ..............
Obligations of U.S.
Government-sponsored
enterprises .............
Municipal bonds ..........
U.S. Treasury securities . . . .
Other interests retained in
securitization . ..........

Total impaired securities . . .

December 31, 2005
Less Than 12 Months 12 Months or More Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Fair Value Loss Fair Value Loss Fair Value Loss
(in thousands)
$4,468,055  $(62,031) $2,299,667 $(57,629) $6,767,722 $(119,660)
328,679  (2371) 185000  (5414) 513,679 (7,785)
197,748 (1,655) 71,620 (1,497) 269,368 (3,152)
92,933 (772) 22,055 (443) 114,988 (1,215)
29,148  (1,510) 79,099  (7,333) 108,247 (8,843)
50 — — — 50 —
$5,116,613  $(68,339) $2,657,441  $(72,316) $7,774,054 $(140,655)
December 31, 2004
Less Than 12 Months 12 Months or More Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Fair Value Loss Fair Value Loss Fair Value Loss
(in thousands)
$3,656,167 $(18,725) $823,916 $(12,096) $4,480,083 $(30,821)
185,983 (1,283) 28,648 (389) 214,631 (1,672
65,587 (156) — — 65,587 (156)
27,288 (184) — — 27,288 (184)
27970  (1,753) 5,256 (555) 33226 (2,308)
3,620 (700) — — 3,620 (700)
$3,966,615 $(22,801) $857,820 $(13,040) $4,824,435 $(35,841)

The impairment reflected in these securities is a result of a change in market interest rates and
management believes that such impairment is not indicative of the Company’s ability to recover the
securities” amortized cost in the reasonably foreseeable future. Accordingly, other-than-temporary
impairment related to these securities has not been recognized as of December 31, 2005 or December 31,

2004.
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Gross gains and losses realized on the sales of available-for-sale securities are as follows:

Years Ended December 31,
2005 2004 2003
(in thousands)

Mortgage-backed securities:

Grossrealized gains . .. ...oovviiiii it $§ 31 $ 4935 § 2948
Grossrealized losses ..........ccoviiiiiiiiii, (116)  (1,932) (86)
Nt e (89 3,003 2,862
Obligations of U.S. Government-sponsored enterprises: | .
Grossrealized gains . ........ocoeii i 14 317 2,465
Gross realizedosses ... il — 2 . (159
Net oo 14 315 2,311
Municipal bonds:
Grossrealized gains. ..., — 126 —
Gross realized 108Ses ..........oooiiiiiiiiiii (106) (15) —
Nt oo e (106) 111 —
U.S. Treasury securities:
Grossrealized gains........ ... — 33,483 2,170
Gross realized losses .........c.cooiiiii i, — (228) —
Net o — 33,255 2,170
Home equity asset-backed senior securities: .
Grossrealized gains..........oooviiiiiini i — 185331 5,740
Gross realized losses ..., — — —
= — 185,331 5,740
Other interests retained in securitization: : ‘
Grossrealizedgains . ... 16,124 85,167 27,435
Gross realized losses . ... (4,384)  (29,915) (9,227)
L 11,740 55,252 18,208
Principal-only securities: Co
Grossrealized gains . ........oviiiiii i i — 302 99,671
Grossrealized losses ..o, — (461) —
1= — - (139) 99,671
Corporate bonds: :
Gross realized gaiNS . ........oviiieieiiariiiiaai — — 1,248
Grossrealized losses ........oovviiiiiiiiiiiii — = —
Nt ot — — 1,248
Other: -
Grossrealized gains . .......c.ooiiiii i 1,253 — 86
Grossrealizedlosses ... — — —
NEE oottt 1,253 — 86
Total gains and losses on available-for-sale securities:
Grossrealized gains ...t 17,422 309,661 141,763
Grossrealized 10S8€S .....ooviiiir i (4,606)  (32,553) (9,467)
Nt oottt e e $12,816 $277,108 $132,296
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The following table summarizes the remaining contractual maturities of debt securities classified as

available-for-sale as of December 31, 2005:

After one After five
year years
Within one through five through ten After ten
year years __years years Total
(in thousands)
Mortgage-backed securities. .......... $ — % 1863 § —  $6,864,657 $6,866,520
Obligations of U.S. Government-
sponsored enterprises. ............. 45,773 490,146 11,796 —_ 547,715
Municipalbonds .................... 10,261 114,376 180,353 64,758 369,748
U.S. Treasury securities . ............. 24,776 115,473 1,547 3,155 144,951
Other.............cviiiiiiiinnt. — — 2,343 766 3,109
Subtotal. ...t 80,810 721,858 196,039 6,933,336 7,932,043
Other interests retained in securitization
accounted for as available-for-sale
securities:
Nonconforming interest-only and
principal-only securities. ... ...... — — — 323,368 323,368
Prime home equity line of credit
transferor’s interest. .. ........... — — 212,862 212,862
Nonprime residual securities ....... — —_ —_ 206,033 206,033
Prime home equity residual
SECUTILIES. . v vt iereiieerina e — — — 143,590 143,590
Prepayment penalty bonds ......... — 112,492 — — 112,492
Prime home equity interest-only
SECUILIES. oo vt iie i iieieinnnnn — — — 15,136 15,136
Nonprime interest-only securities . . . — — 9,455 9,455
Nonconforming residual securities . . — — — 2,170 2,170
Subordinated mortgage-backed pass-
through securities . .............. — —_ — 2,059 2,059
Total other interests retained in
securitization accounted for as
available-for-sale securities. . . .. — 112,492 — 914,673 1,027,165
Total available-for-sale securities. . $80,810  $834,350  $196,039 $7,848,009 $8,959,208
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Note 10—Mortgage Servicing Rights, Net _
The activity in Mortgage Servicing Rights (“MSRs”) is as follows:

Years Ended December 31,
2005 2004 2003
(in thousands)

Mortgage Servicing Rights

Balance at beginning of period.................. $ 9,820,511 $ 8,065,174 $ 7,420,946
Additions . ... .o 5,835,946 4,142,641 6,138,569
Securitizationof MSRs .. ........ ... .. L (54,533) (56,038) (1,263,890) -
AMOTtization . ... (2,288,354)  (1,940,457) (2,069,246)
Change in fair value attributable to hedged risk... -~ (213,166) — —
Application of valuation allowance to write down ’
impaired MSRs................ .l (69,045) (390,809) (2,161,205)
Balance before valuation allowance at end of
pPeriod. ..o 13,031,359 9,820,511 8,065,174
Valuation Allowance for Impairment of Mortgage
Servicing Rights
Balance at beginning of period.................. (1,090,582)  (1,201,549) (2,036,013)
Recoveries (additions). ..........oooiiiiiiin 601,017 (279,842)  (1,326,741)
Application of valuation allowance to write down '
impaired MSRs. .. ... 69,045 390,809 2,161,205
Balance atend of period . ............... ..l {420,520) (1,090,582) (1,201,549)
Mortgage Servicing Rights,net ................... $12,610,839 $ 8,729,929 § 6,863,625

The estimated fair values of mortgage servicing rights were $12.7 billion, $8.9 billion and $6.9 billion
as of December 31, 2005, 2004 and 2003, respectively. (See Note 3—“Loan Sales,” for discussion of the
valuation of MSRs.)

The following table summarizes the Company’s estimate of amortization of its existing MSRs for the
five-year period ending December 31, 2010. This projection was developed using the assumptions made by
management in its December 31, 2005 valuation of MSRs. The assumptions underlying the following
estimate will be affected as market conditions, portfolio composition and behavior change, causing both
actual and projected amortization levels to vary over time. Therefore, the following estimates will change
in a manner and amount not presently determinable by management.

Estimated MSR

Year Ending December 31, Amortization
(in thousands)

2008, . e e e e $2,520,254
2007 i e e et i e 1,941,506
2008 . e e e e e 1,514,970
2009 .t e PP e 1,197,091
2000 o e e e e 957,353
Five Year tOtal . ..o vttt e e e e e e $8,131,174
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Note 11—Premises and Equipment

Premises and equipment consist of the following:

Useful

Lives December 31,
(Years) 2005 2004

(in thousands)
Buildings. .. ... oot e 1940 § 582916 § 377,481
Equipment............cooiiiiiii 3-10 1,111,624 923,514
Leasehold improvements. . ........................... 1-10 176,256 125,099
‘ 1,870,796 1,426,094

Less: accumulated depreciation and amortization . .. .. .. (685,019)  (511,283)

1,185,777 914,811
Land .....coiiir i [ 93,882 70,539

$1,279,659 § 985,350

Depreciation and amortization expense totaled $181.6 million, $111.7 million and $82.1 million for the
years ended December 31, 2005, 2004 and 2003, respectively. :

Note 12—Other Assets

Other assets include the following:

December 31,
2005 2004
(in thousands)
Reimbursable servicing advances,net..............c.ccvviiinvnn. .. $1,529,001 $1,355,584
Investments in Federal Reserve Bank and Federal Home Loan
Bank stocKk . ... e 1,334,100 795,894
Interestreceivable ..o e e 777,966 426,962
Receivables from custodial accounts............ ... oot n.. 629,075 391,898
Restricted cash . ...t e 429,556 250,662
Securities broker-dealer receivables .. ... oo i i i 392,847 818,299
Capitalized software, net....... e e e e 331,454 286,504
Receivables from sale of securities ...........coovviiven ... 325,327 143,874
Derivative Margin acCOUIES. .. ... vttt niiee i e, 296,005 131,244
Cash surrender value of assets held in trust for deferred
COmPEnsation Plam ... ... oooevnii e e 224,884 184,569
Prepaid eXpenses. .. ...o i e 187,377 212,310
(011515 o o R 1,060,653 611,150

$7,518,245  $5,608,950

The Company had pledged $0.1 billion and $0.3 billion of other assets to secure securities sold under
agreements to repurchase at December 31, 2005 and 2004, respectively.

F-44




COUNTRYWIDE FINANCIAL CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Note 13—Notes Payable

Notes payable consists of the following:
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December 31,
2003 2004
- (in thousands)
Federal Home Loan Bank advances ,...............coovvnnnn. $26,350,000 $15,475,000
Medium-term notes:
Floating rate .......ouviiiet it 14,466,765 11,846,268
Fixedrate........... S 11,503,592 13,463,399
25,970,357 25,309,667
Asset-backed commercial paper. .. ........o.iiiiiiiiiiiain... 12,367,496 7,372,138
Unsecured commercial paper. .. ..ot i 6,248,508 —
Secured revolving line of credit ....... ... ..o it 2,865,152 —
Asset-backed secured financings .. ... ..o oiii i cie et 22,998 17,258,543
Unsecured bank 1oans . ... .o iviiiiiii i i e e 730,000 —
Junior subordinated debentures. .......... .. ..o it 1,085,191 1,084,108
Subordinated debt ... i e 500,000 -
Convertible SECUTItIES. . .ottt i e e et ae e e e 10,544 65,026
LYONs convertible debentures .. ...... ..o iiiiiineinnenann 2,037 12,626
(0171 7<3 AR 35,603 36,563
$76,187,886  $66,613,671
Federal Home Loan Bank Advances
Scheduled maturities of FHLB advances were as follows:
December 31,
2005 2004
Range of Range of
Amount Interest Rates Amount Interest Rates
(dollar amounts in thousands)
Due within30days ................ $ 300,000 217%1t03.04% § 50,000 4.39% t04.39%
After 30 days but within 90 days. . ... 650,000 1.81% 102.59% 175,000 1.33% 10 4.05%
After 90 days but within 180 days. ... 375,000 1.69% to 2.50% 50,000 3.17%t03.17%
After 180 days but within one year. .. 1,525,000 2.09% t0 4.39% 575,000 1.87% to 4.23%
Afteroneyear .................... 23,500,000 1.84% to 4.52% 14,625,000 1.69% to 4.39%
Total FHLB advances ........... $26,350,000 1.69%to4.52% $15,475,000 1.33% to 4.39%
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Financial data pertaining to FHLB advances were as follows:

Years Ended December 31,
2005 2004 2003
(dollar amounts in thousands)
Weighted-average interest rate at end of year............. 3.89% 2.97% 3.19%
Weighted-average interest rate during the year............ 3.50% 2.95% 3.23%
Average balance of FHLB advances ..................... $23,368,536  $10,323,708 $3,541,507
Maximum amount outstanding at any monthend.......... $26,900,000 $15,475,000 $6,875,000
Total interest EXPENSe. . .. o.ue ittt eee it $ 781970 $ 305032 $ 114,437

Of the total advances, $13.3 billion were fixed-rate and $13.1 billion were adjustable-rate.

The Company had pledged $52.2 billion and $28.8 billion of mortgage loans to secure its outstanding
FHLB advances at December 31, 2005 and 2004, respectively.

Medium-Term Notes

As of December 31, 2005, outstanding medium-term notes issued by CFC and CHL under various
shelf registrations filed with the Securities and Exchange Commission or issued by CFC and CHL under its
European and Australian medium-term note programs were as follows: '

Outstanding Balance Interest Rate Maturity Date
Floating-Rate Fixed-Rate Total From _To From To
(dollar amounts in thousands)

SeriesA.......... $ 6,760,000 $ 674521 $ 7,434,521 4.00% 6.03% March 2006 December 2035
SeriessE........ . — 275,000 275,000 6.94% 7.23% October 2006 October 2008
SeriesF .......... — 30,000 30,000 6.66% 6.73% April 2010 April 2013
SeriesH.......... — 600,000 600,000 6.25% 6.25% April 2009 April 2009
SeriesJ........... 35,000 1,625,000 1,660,000 4.89% 5.50%  August 2006 October 2006
SeriesK.......... — 3,543,244 3,543,244  4.25% 7.00% February 2007 April, 2022
SeriesL .......... 2,240,000 2,874,878 5,114,878 2.88% 6.00% February 2006 May 2023
SeriesM.......... 1,778,000 1,300,345 3,078,345 413% 6.20% January 2006 July 2029
Euro Notes ....... 2,844,415 - 592,650 3,437,065 237% 5.53% March 2006 November 2010
Australian Notes. . . 809,350 — 809,350 4.44% -4.97%September 2007 December 2010
Sub-total ......... 14,466,765 11,515,638 25,982,403
Basis adjustment

through

application of

hedge

accounting...... — (12,046) (12,046)
Total............. $14,466,765 $11,503,592 $25,970,357

During the year ended December 31, 2005, the Company issued $9.0 billion and $0.7 billion of
floating-rate and fixed-rate medium-term notes, respectively. Of the $0.7 billion of fixed-rate medium-term
notes issued by the Company during the year-ended December 31, 2005, $0.6 billion were effectively

converted to floating-rate debt using interest rate swaps.
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As of December 31, 2005, $4.1 billion of foreign currency-denominated medium-term notes were
outstanding. Such notes are denominated in Japanese Yen, Pounds Sterling, Canadian Dollars, Australian
Dollars and Euros. These notes have been effectively converted to U.S. dollars through currency swaps.

Asset-Backed Commercial Paper

The Company has formed two special purpose entities to finance certain of its mortgage loans held for
sale using commercial paper.

These entities issue commercial paper in the form of short-term secured liquidity notes (“SLNs”) with
initial maturities of up to 180 days. The SLNs bear interest at prevailing money market rates
approximating LIBOR. The SLN programs’ capacities, based on aggregate commitments from underlying
credit enhancers, totaled $30.7 billion at December 31, 2005.

Financial data pertaining to SLNs were as follows:

Years Ended December 31,

2005 2004 2003
(dollar amounts in thousands)

Weighted-average interest rate at end of year. ... 4.35% 2.35% 1.16%
Weighted-average interest rate during the year .. 3.44% 1.60% 1.18%
Average balance of asset-backed commercial .

o2 =) o $19,249,101 $13,016,253 $ 7,866,318
Maximum amount outstanding at any month end.  $25,037,769 $15,147,748  $13,543,037
Total interest eXpense ...........coevevrennnn.. $ 664781 $ 193,176 $§ 93,484

At December 31, 2005, the Company had pledged $13.0 billion in mortgage loans held for sale to
secure such SLNs.

Unsecured Commercial Paper

Financial data pertaining to unsecured commercial paper were as follows:

Years Ended December 31,
2005 2004 2003
(dollar amounts in thousands)
Weighted-average interest rate at end of year....... 437%  — 1.12%
Weighted-average interest rate during the year ... .. . 3.43% 1.62% 1.22%
Average balance of unsecured commercial paper....  $6,353,327 $3,222,044 = $2,135,352
Maximum amount outstanding at any monthend....  $9,167,673 $4,088,770 $4,821,331
Total interest expense .............. [ § 221,162 $ 49,071 -'$ 26,743

Secured Revolving Line of Credit

During 2004, the Company formed a special purpose entity for the purpose of financing inventory
with funding provided by a group of bank-sponsored conduits that are financed through the issuance of
asset-backed commercial paper. The entity incurs an interest charge based on prevailing money market
rates approximating the cost of asset-backed commercial paper. At December 31, 2005, the entity had
aggregate commitments from the bank-sponsored conduits totaling $10.1 billion and had $2.8 billion
outstanding borrowings. The secured revolving line of credit expires on November 22, 2006. -

F-47




COUNTRYWIDE FINANCIAL CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Financial data pertaining to the secured revolving line of credit were as follows:

Years Ended December 31,
2005 2004
(dol)ar amounts
in thousands)-

Weighted-average interest rate atend of year...................... 4.28% —

Weighted-average interest rate during theyear .................... 38%  2.71%
Average balance of secured revolving line of credit................. $2,399,281 $41,705
Maximum amount outstanding at anymonthend................... $8,419,168 $§ —

Total INTErest EXPENSE <. v vvvr vt ettt i aeneanss $ 93849 § 958

Asset-Backed Secured Financings

The Company has recorded certain securitization transactions as secured borrowings as of
December 31, 2005 and 2004 because they do not qualify for sales treatment under SFAS 140 at that date.
At December 31, 2005, the transfer of a secured commercial real estate loan with an unpaid balance of
$23.0 million was accounted for as a secured borrowing transaction because the transfer did not qualify for
sale accounting. At December 31, 2004, the secured borrowings amounted to $6.7 billion. At December 31,
2004, the Company had pledged $6.7 billion of mortgage loans held for sale to secure such borrowings.

In addition, CSC may reacquire beneficial interests previously sold to outside third parties in the
Company’s securitization transactions. In the event that such securities include protection by a derivative
financial instrument held by an SPE, until November 2005 that SPE no longer met the conditions as a
QSPE under SFAS 140. As a result, the mortgage loans held for sale and asset-backed secured financings
were included on the Company’s consolidated balance sheets and were initially recorded at fair value.
Once the securities that include protection by a derivative financial instrument were sold, typically in less
than 90 days, the conditions necessary for QSPE status under SFAS 140 were again met and the related
assets and liabilities were removed from the Company’s consolidated balance sheet. At December 31,
2004, such asset-backed secured financings in the amount of $10.6 billion had been recorded because some
of the related beneficial interests that included protection by a derivative financial instrument had been
reacquired. The Company had pledged the related $10.6 billion of mortgage loans held for sale to secure
such borrowings.

Junior Subordinated Debentures

Countrywide Capital I (the “Subsidiary Trust I”), a subsidiary trust of the Company, has outstanding
$300 million of 8% Capital Trust Pass-through Securities (the “8% Capital Securities”). In connection with
the Subsidiary Trust I issuance of the 8% Capital Securities, CHL issued to the Subsidiary Trust I
$309 million of its 8% Junior Subordinated Deferrable Interest Debentures (the “Subordinated Debt
Securities I”). The Subordinated Debt Securities I are due on December 15, 2026, with interest payable
semi-annually on June 15 and December 15 of each year. The Company has the right to redeem at par,
plus accrued interest, the 8% Capital Securities at any time on or after December 15, 2006. The sole assets
of the Subsidiary Trust I are, and will be, the Subordinated Debt Securities 1.

Countrywide Capital III (the “Subsidiary Trust III”), a subsidiary trust of the Company, has
outstanding $200 million of 8.05% Subordinated Capital Income Securities, Series A (the “8.05% Capital
Securities”). In connection with the Subsidiary Trust III issuance of 8.05% Capital Securities, CHL issued
to the Subsidiary Trust IIT $206 million of its 8.05% Junior Subordinated Deferrable Interest Debentures
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(the “Subordinated Debt Securities 111”). The Subordinated Debt Securities III are due on June 15, 2027
with interest payable semi-annually on June 15 and December 15 of each year. The sole assets of the
Subsidiary Trust III are, and will be, the Subordinated Debt Securities I11I.

In April 2003, Countrywide Capital IV (the “Subsidiary Trust IV”), a subsidiary trust of the Company,
issued $500 million of 6.75% preferred securities, which are fully and unconditionally guaranteed by the
Company and CHL (the “6.75% Securities”). In connection with the issuance by Countrywide Capital IV
of the 6.75% Securities, the Company issued to Countrywide Capital IV $500 million of its 6.75% Junior
Subordinated Debentures, which are fully and unconditionally guaranteed by CHL (the “Subordinated
Debentures”). Countrywide Capital IV exists for the sole purpose of issuing the 6.75% Securities and
investing the proceeds in the Subordinated Debentures. The Subordinated Debentures are due on April 1,
2033, with interest payable quarterly on January 1, April 1, July 1 and October 1 of each year. The
Company has the right to redeem, at 100% of their principal amount plus accrued and unpaid interest to
the date of redemption, the 6.75% Securities at any time on or after April 11, 2008.

In relation to Subsidiary Trusts I and 111, the Company has the right to defer payment of interest by
extending the interest payment period, from time to time, for up to 10 consecutive semi-annual periods. If
interest payments on the debentures are so deferred, the Company may not declare or pay dividends on, or
make a distribution with respect to, or redeem, purchase or acquire, or make a liquidation payment with
respect to any of its capital stock.

In relation to Subsidiary Trust IV, the Company has the right to defer payment of interest on the
Subordinated Debentures for up to 20 consecutive quarterly periods by extending the payment period. If
interest payments on the Subordinated Debentures are so deferred, the company may not, among other
things, declare or pay dividends on, or make a distribution with respect to, or redeem, purchase or acquire,
or make a liquidation payment with respect to any of its capital stock.

The Company guarantees CHL s indebtedness to two of the subsidiary trusts, Countrywide Capital
and Countrywide Capital 11, which are excluded from the Company’s consolidated financial statements.
Following is summarized information for those trusts:

December 31, 2005
Countrywide  Countrywide
Capital 1 Capital 11T
(in thousands)
Balance Sheet: -
Junior subordinated debentures receivable . . ................... $307,412  $205,269
1 14 Ts) g o)) £ AP PP 1,031 692
Total assets . ..o, e e $308,443 $205,961
Notespayable ...........ccocovviuenen. e $ 9223 § 6,172
Other liabilities .. .......coovviinnnn. e e - 1,031 692
Company-obligated guaranteed redeemable capital trust pass-
through SeCUrities . .. ..o vvv v e 298,189 199,097
Shareholder’sequity. ... . — —

Total liabilities and shareholder’sequity .................. ... $308,443 $205,96i
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Year Ended
December 31, 2005
Countrywide  Countrywide
Capital I Capital III
(in thousands)

Statement of Earnings:

REVEIIUES « . vttt t ettt et e et e e i $ 24,831 $ 16,642

25407 1T P (24,831) (16,642)

Provision for inCOmMe taxes . ...c.vivirini it iineeenns — —
Net €aTNINgS . ..t v et ettt ettty $ - 5 =

December 31, 2004
Countrywide  Countrywide
Capital X Capital 111
(in thousands)

Balance Sheet:

Junior subordinated debenturesreceivable . .......... ... ... ... $307,323 $205,226

L0 115153 T3 £ 1,031 691

TOtal ASSELS & v v vttt vt e e $308,354 $205,917

Notes payable . ..o .v e e $ 9220 § 6,171

Other Habilities .. ... .o e 1,031 691
Company-obligated guaranteed redeemable capital trust pass-

through securities. .. ...t e 298,103 199,055

Shareholder’sequity. ........co it i — —

Total liabilities and shareholder'sequity ...................... $308,354 $205,917

Year Ended
December 31, 2004
Countrywide  Countrywide
Capital I Capital III

(in thousands)
Statement of Earnings:

REVEIIUCS . vt ot ettt e et e e e e e $ 24,831 $ 16,642
BXPENSeS. o ottt e (24,831) (16,642)
Provision for incCoOme taxes . .......vvruuiriiirienenne... — —
NEt €AITINGS © .o\ ov et e e e et ee et e eaieeenss $ —  $ —
Subordinated Debt

During the year ended December 31, 2005, the Company issued $0.5 billion of unsecured
subordinated notes maturing April 1, 2011. The notes pay interest quarterly at a floating rate equal to the
three-month LIBOR rate plus 73 basis points, and are callable on or after April 1, 2006. The notes are
unsecured obligations of the Company and rank subordinated and junior to all of Countrywide’s senior
indebtedness. None of these notes were converted to fixed-rate debt using interest rate swaps. At
December 31, 2005, the weighted-average interest rate was 4.75%.

Convertible Securities and LYONs Convertible Debentures

In February 2001, the Company issued zero-coupon Liquid Yield Option Notes (“LYONs”) with an
aggregate face value of $675 million, or $1,000 per note, due February 8, 2031. The LYONs were issued at
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a discount to yield 1.0% to maturity, or 8.25% to the first call date. Under certain conditions, the LYONs
are convertible into the Company’s common stock at the rate of 46.3 shares per $1,000 note.

In September 2004, the Company completed an exchange offer, through which LYONs were
exchanged for convertible securities with terms similar to the LYONS, except for a provision to allow
settlement in cash and stock upon the debentures’ conversion. As a result of the exchange offer, $637.2
million or 94.7% of the outstanding LYONSs were exchanged for convertible securities during the year
ended December 31, 2004. Since inception and during the year ended December 31, 2005, LYONSs and
convertible securities with a face value totaling $658.8 million and $84.8 million, respectively were
surrendered for conversion by the security holders.

Backup Credit Facilities

As of December 31, 2005, the Company had unsecured credit agreements (revolving credit facilities)
with a group of commercial banks permitting the Company to borrow an aggregate maximum amount of
$9.2 billion. The composition of the facilities was as follows:

December 31, 2005

Number of Bank Participants Amount Expiration Date
(in billions)
2 e e $4.0 May, 2009
260, S 2.6 May, 2006
20 2.6 November, 2006
9.2

As consideration for these facilities, the Company pays annual facility fees of $7.9 miltion. The
purpose of these credit facilities is to provide liquidity backup for the Company’s commercial paper
program. No amount was outstanding under these revolving credit facilities at December 31, 2005. All of
the facilities contain various financial covenants and restrictions, certain of which require the Company
and CHL to maintain specified net worth amounts. Management believes the Company is in compliance
with those covenants and restrictions.

As of December 31, 2005, the Company had a $2.1 billion unused borrowing facility with the FRB.

Maturities of Notes Payable

Maturities of notes payable are as follows:

Hedge Basis

Year Ending December 31, Principal Adjustment Total
(in thousands)

2006, . o e e $35,626,821 § 8,070  $35,634,891
2007 . e e 14,558,225 32,196 14,590,421
2008, .. e e 12,675,145 (18,200) 12,956,945
2000, e 5,875,259 (29,524) 5,845,735
2000, e e 3,904,805 (4,589) 3,900,216
Thereafter ...t 3,202,631 57,047 3,259,678
Total ...... e e e e $76,142,886  § 45,000  $76,187,886
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Note 14—Securities Sold Under Agreements to Repurchase and Federal Funds Purchased

The following table summarizes securities sold under agreements to repurchase and federal funds
purchased:

December 31,
2005
(in thousands)
Securities sold under agreements to repurchase................. $33,284,205 $20,440,123
Federal funds purchased ...................... e 869,000 25,000

$34,153,205 $20,465,123

The Company routinely enters short-term financing arrangements to sell securities under agreements
to repurchase (“repurchase agreements”). The repurchase agreements are collateralized by mortgage
loans and securities. All securities underlying repurchase agreements are held in safekeeping by broker-
dealers or banks. All agreements are to repurchase the same or substantially identical securities.

Scheduled maturities of securities sold under agreements to repurchase were as follows:

December 31,
2005 2004
Range of Range of
Amount Interest Rates Amount Interest Rates
(doliar amounts in thousands)
Due within 30 days ........ $33,174,552 1.70% t0 5.00%  $19,309,898 0.30% to 2.43%
After 30 days but within 90
days..............oln 109,653  2.60% to 4.30% 685,128 1.30% to 2.00%
After 90 days but within 180
days................... — — 337,583  1.90% to 2.50%
After 180 days but within
ONeyear .......c..o..... — — 107,514  1.90% to 1.96%
Total securities sold :
under agreements to
repurchase ........... $33,284,205 1.70% to 5.00%  $20,440,123  0.30% to 2.50%

Financial data pertaining to securities sold under agreements to repurchase advances were as follows:

Years Ended December 31,

2005 2004 2003
(dollar amounts in thousands)

Weighted-average interest rate at end of year. . .. 4.04% 2.02% 1.02%
Weighted-average interest rate during the

year(l) ..o 3.11% 1.36% 1.26%
Average balance of securities sold under
. agreements to repurchase................... $42,186,332 $36,279,369  $34,205,040
Maximum amount outstanding at any month end.  $48,386,546  $43,658,987 $37,573,228
Total interest expense ...........o.ovveun.... $ 1,476,069 $ 536,399 $§ 439,044

(1) Averages represent daily balance sheet estimates which do not reflect netting of securities under
master netting agreements.
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Financial data pertaining to federal funds purchased were as follows:

Years Ended December 31,

2005 2004 2003
(dollar amounts in thousands)
Weighted-average interest rate at end of year............. 415%  2.44% —
Weighted-average interest rate during the year ........... 334%  1.62% 1.08%
Average balance of securities sold under agreements to
repurchase ....... e $ 888,732 $ 4,658 $1,780
Maximum amount outstanding at any month end. ......... $1,967,000 $50,000 $ —
Total interest €Xpense ..........coiiei it $ 20668 $ 76 § 19

At December 31, 2005, repurchase agreements were secured by $9.0 billion of trading securities, $28.3
billion of securities purchased under agreements to resell and securities borrowed, $2.1 billion in
investments in other financial instruments, and $0.1 billion of other assets. At December 31, 2005, $12.1
billion of the pledged securities purchased under agreements to resell and securities borrowed related to
amounts offset against securities sold under agreements to repurchase pursuant to master netting
agreements.

Note 15—Deposit Liabilities

The following table summarizes deposit balances:

December 31,
2005 2004
Weighted Weighted
Average Average
Amount Rate Amount Rate

(dollar amounts in thousands)
Time deposits: :
Retail ... $13,434338  4.01% $ 6,695,521 3.32%

Brokered..........ccoiiii i 7,442,073  4.20% 3,666,077 3.41%
Company-controlled custodial deposit accounts. . . . 13,200,801 4.18% 7,900,900 2.19%
Money market accounts. ............. ...l 4,466,195 413% 1,673,517 2.74%
Non-interest-bearing checking accounts........... 026,645 — 67,081 —
Savingsaccounts .. .......ooiiiii i 823  131% 1,947  1.69%

: 39,470,875  4.02% 20,005,043 2.83%

Basis adjustment through application of hedge

accounting . ................ e 18,381 . 8,165
$39,489,256 $20,013,208
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The total of time certificates of deposit and other time deposits issued and outstanding were $20.9
billion and $10.4 billion at December 31, 2005 and 2004, respectively. Substantially all of those deposits
were interest bearing. The contractual maturities of those deposits as of December 31, 2005, are shown in

the following table:

Time Deposit Weighted
Maturities Average Rate

Year Ending December 31,
(dollar amounts in thousands)
2006 . . e e e $13,199,755 3.96%
2007 . e e 2,700,990 3.98%
2008 . e e e e 1,808,540 4.05%
2009 . . e e e s e 1,431,790 4.34%
2010......... e e e e 404,227 455%
Thereafter . ..o e e 1,331,109 5.10%
20,876,411 4.08%
Basis adjustment through application of hedge accounting ... ... 18,381
$20,894,792

The amount of time deposits with a denomination of $100,000 or more was approximately $13.8
billion and $6.6 billion at December 31, 2005 and 2004, respectively. .

The contractual maturities of time deposits with denominations of $100,000 or more are shown in the
following table:

December 31, 2005

Weighted

Amount Average Rate

(dollar amounts in thousands)
Three monthsorless .................. R $ 1,945,325 3.76%
After three months through sixmonths ....................... 2,224,977 3.85%
After six months through twelve months ...................... 4,126,864 4,18%
After twelve MONthS . ..ot e et e 5,524,524 4.33%
o} 7: 1 A $13,821,690 4.13%

There were no demand deposits with overdrafts at December 31, 2005 and demand deposits
overdrafts totaled $0.1 miilion at December 31, 2004.

Note 16—~Committed Reusable Purchase Facilities

As of December 31, 2005, the Company had in place a reusable $6.0 billion commitment from a muiti-
seller asset-backed commercial paper conduit to purchase conventional, conforming loans held for sale
from the Company. This multi-seller commercial paper conduit was established and is owned by several
major, third-party financial institutions. Using funds raised through the issuance of commercial paper,
these conduits purchase residential mortgage loans from the Company, either directly or through a trust or
other vehicle. The Company has no obligation to repurchase loans from this conduit other than for breach
of representations and warranties made by the Company in connection with the sale of the loans. The
Company has no direct or indirect financial ownership or other interest in the conduit. Accordingly,
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transfers of loans to this facility are accounted for as sales. As consideration for the facility, CHL’s annual
commitment fee expense totaled $4.3 million for the year ended December 31, 2005.
Note 17—Income Taxes

Components of the provision for income taxes are as follows:

Years Ended December 31,
2005 2004 2003
(in thousands)

Current taxes:

Federal ... $§ 96,447 § 761318 § 982,997
StatE 45,381 132,912 136,442
Foreign. ... 8,755 11,881 9,194

150,583 906,111 1,128,633

Deferred taxes:

Federal. ... i 1,269,187 380,550 289,820
SHALE .ottt e 199,906 111,638 54,369
1,469,093 492,188 344,189

Provision for income taxes ..........coviiiinnnnn.n. $1,619,676  $1,398299 $1,472.822

The following is a reconciliation of the statutory federal income tax rate to the effective income tax rate
as reflected in the consolidated statements of earnings:

Years Ended
December 31,
2005 2004 2003

Statutory federal income taxrate. ..........ooiiiiitiiiia 35.0% 35.0% 35.0%

State income and franchise taxes, net of federal tax effect ............ 38% 42% 34%

Other........ ..., S 0.2% (0.3)% (0.1)%
Effective income tax rate....... P P P 39.0% 38.9% 38.3%

The Company’s state income and franchise tax rate, net of federal tax effect, reflects the apportioned
statutory rates of the various states in which the Company does business and adjustments to current and
deferred state tax payables resulting from tax planning, tax examinations and routine activities.

The components of income taxes payable are as follows:

December 31,
2005 2004
(in thousands)
Taxes currently receivable. .. ... .. .ot i $ (288,748) $ (105,917)
Deferred income taxes payable ............ ... il 4,134,922 2,692,160

$3,846,174  $2,586,243
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The tax effects of temporary differences that gave rise to deferred income tax assets and liabilities are
presented below:

December 31,
2005 2004
(in thousands)

Deferred income tax assets:

Employee benefits ... $ 197,756 $ 168,315
Deferred servicing hedgelosses..................c..ccvvi... 138,740 26,835
Reserve forlosses. .. ..o oo e i 136,188 86,503
Investment in net interest margin fixed-rate notes............... —_— 101,433
Other. . 122,513 183,484
Gross deferred tax assets. . ...t 595,197 566,570
Valuation allowance. ...........oo v enn.s (68,399) (32,928)

526,798 533,642 -

Deferred income tax liabilities:

Mortgage servicingrights ..o 4175429 2,722,641
Depreciation and amortization .............coceieiiinennn.. .. 173,653 158,652
Mortgage guaranty insurance tax and lossbonds ................ 129,180 94,444
Gain on available-for-sale securities . .. ...........c.o ... 66,008 177,619
Investment in net interest margin fixed-rate notes............... 33,936 —
L0711 AP 83,514 72,446
4,661,720 3,225,802

Deferred income taxes payable ................... ... oo, $4,134,922 $2,692,160

Foreign pre-tax earnings approximated $43.6 million in 2005, $44.9 million in 2004 and $28.2 million
in 2003.

Earnings of a foreign subsidiary are subject to U.S. taxation when effectively repatriated. The
Company is required to provide U.S. income taxes on the undistributed earnings of non-U.S. subsidiaries
except to the extent such earnings are indefinitely invested outside the U.S. At December 31, 2003, $36.7
million of accumulated undistributed earnings on non-U.S. subsidiaries was indefinitely invested outside
the U.S. It is not practicable at this time to determine the income tax liability that would result upon
repatriation of these earnings. No income tax is provided against other comprehensive income for the
translation adjustments for such unremitted earnings of a subsidiary that are indefinitely invested outside
of the U.S.

The Company elected to repatriate qualifying earnings under the American Jobs Creation Act (the
“AJCA”) which was signed into law on October 22, 2004. The AJCA includes a deduction of 85% of
certain foreign earnings that are repatriated, as defined in the AJCA. The tax resulting from the
repatriated earnings was $3.7 million.

Note 18—Shareholders’ Equity

In February 1988, the Company’s Board of Directors declared a dividend distribution of one preferred
stock purchase right (“Right”) for each outstanding share of the Company’s common stock. As a result of
stock splits and stock dividends, 0.399 of a Right is presently associated with each outstanding share of the
Company’s common stock issued before the Distribution Date (as defined below). Each Right, when
exercisable, entitles the holder to purchase from the Company one one-hundredth of a share of Series A
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Participating Preferred Stock, par value $.05 per share, of the Company (the “Series A Preferred Stock™),
at a price of $145, subject to adjustments in certain cases to prevent dilution.

The Rights are evidenced by the common stock certificates and are not exercisable or transferable,
apart from the common stock, until the date (the “Distribution Date”) of the earlier of a public
announcement that a person or group, without prior consent of the Company, has acquired 20% or more
of the common stock (“Acquiring Person”), or 10 days (subject to extension by the Board of Directors)
after the commencement of a tender offer made without the prior consent of the Company.

In the event a person becomes an Acquiring Person, then each Right (other than those owned by the
Acquiring Person) will entitle its holder to purchase, at the then current exercise price of the Right, that
number of shares of common stock, or the equivalent thereof, of the Company, which at the time of such
transaction, would have a market value of two times the exercise price of the Right. The Board of
Directors of the Company may delay the exercise of the Rights during the period in which they are
exercisable only for Series A Preferred Stock (and not common stock).

In the event that, after a person has become an Acquiring Person, the Company is acquired in a
merger or other business combination, as defined for the purposes of the Rights, each Right (other than
those held by the Acquiring Person) will entitle its holder to purchase, at the then current exercise price of
the Right, that number of shares of common stock, or the equivalent thereof, of the other party (or
publicly-traded parent thereof) to such merger or business combination which at the time of such
transaction would have a market value of two times the exercise price of the Right. In November 2001, the
Company extended the life of the Rights to February 10, 2012.

The Company declared a 4-for-3, a 3-for-2 and a 2-for-1 split of the Company’s $0.05 par value
common stock, which were effected as stock dividends on December 18, 2003, April 12, 2004, and
August 30, 2004, respectively. The effects of these stock splits are detailed in the consolidated statement of
changes in shareholders’ equity. All references in the accompanying consolidated balance sheets,
consolidated statements of earnings, and notes to consolidated financial statements to the number of
common shares and earnings per share amounts have been restated to reflect the stock splits.
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Note 19—Fair Value of Financial Instruments
Fair Value of Financial Instruments

The following disclosure of the estimated fair value of financial instruments as of December 31, 2005
and 2004, is made by the Company using available market information and valuation methods which
management believes are appropriate for each instrument. In some cases considerable judgment is
required to interpret market data to develop the estimates of fair value. Accordingly, the estimates
presented herein are not necessarily indicative of the amounts the Company could realize in a current
market exchange. The use of different market assumptions and/or estimation methods may have a material
effect on the estimated fair value amounts.

December 31,

2005 2004
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
(in thousands)
Assets:
Mortgage loans and mortgage-backed
securities held forsale ................ $36,729,590 $36,928,812 $37,347,326  $37,565,424
Trading securitiesowned................ 10,314,384 10,314,384 10,558,387 10,558,387
Trading securities pledged as collateral ... 668,189 668,189 1,303,007 1,303,007

Securities purchased under agreements to

resell, federal funds sold and securities

borrowed ....... .o 23,317,361 23,317,361 13,456,448 13,456,448
Loans held for investment............... 70,071,152 70,137,359 39,661,191 40,327,516
Investments in other financial instruments. 11,455,745 11,455,745 10,091,057 10,091,057

Liabilities:

Notespayable ..................... ... 76,187,886 76,026,306 66,613,671 = 66,004,492
Securities sold under agreements

to repurchase and federal funds

purchased.............oo i 34,153,205 34,153,205 20,465,123 20,465,123
Securities sold not yet purchased......... 2,285,171 2,285,171 2,912,620 2,912,620
Deposit liabilities ...................... 39,489,256 39,499,509 20,013,208 19,973,181
Corporate guarantees. . ................. 62,487 62,487 48,108 48,108

Derivatives: :
Interest rate lock commitments .......... 11,546 11,546 19,304 19,304
Loan purchase commitments ............ (837) (837) (780) (780)
Interestratefloors ..................... — — 8,317 8,317
Forward contractson MBS .............. (115,324) (115,324) (47,372) (47,372)
Optionson MBS ...................... . 3,787 3,787 8,460 8,460
Options on interest rate futures.......... 26,643 26,643 64,616 64,616
Swaptions ... 677,742 677,742 966,002 966,002
Total return sWaps ............oovvuvnns (3,427) (3,427) 205 205
Credit default swaps.................... (402) (402) : — —
Interestrate swaps .................oln. 129,720 129,720 565,656 563,656
Forward rate agreements. .. ............. (67,428) (67,428) — —

Off balance sheet instruments:
Commitments to extend credit........... — 113,715 — 57,577
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The fair value estimates as of December 31, 2005 and 2004 were based on pertinent information that
was available to management as of the respective dates. Although management is not aware of any factors
that would significantly affect the estimated fair value amounts, such amounts have not been
comprehensively revalued for purposes of these financial statements since those dates and, therefore,
current estimates of fair value may differ significantly from the amounts presented herein.

The following describes the methods used by the Company in estimating fair values:

Mortgage Loans and Mortgage-Backed Securities Held for Sale

Fair value is estimated using the quoted market prices for securities backed by similar types of loans
and dealer commitments to purchase loans on a servicing-retained basis.

Trading Securities

Fair value is generally based on quoted market prices. If quoted market prices are not available, fair
value is determined based on other relevant factors, including dealer price quotations, prices available for
similar instruments, and valuation pricing models intended to approximate the amounts that would be
received from or paid to a third party in settlement of the contracts.

Securities Purchased Under Agreements to Resell, Federal Funds Sold and Securities Borrowed

These financial instruments are recorded at accreted cost, which approximates fair value.

Loans Held for Investment

Fair value is estimated through the use of discounted cash flow models. Warehouse lending advances
and re-warehoused FHA-insured and VA-guaranteed loans are recorded at realizable value, which
approximates fair value.

Investments in Other Financial Instruments. .
Principal-Only Securities

Fair value is estimated through the use of a proprietary, “static” (single rate path) discounted cash
flow model. The Company has incorporated mortgage prepayment assumptions in its valuation model that
it believes other major market participants would consider in deriving the fair value of principal-only
securities.

Other Interests Retained in Securitization

Fair value is estimated through the use of proprietary, “static” (single rate path) discounted cash flow
modetls. The Company has incorporated mortgage prepayment and credit loss assumptions in its valuation
models that it believes other major market participants would consider in deriving the fair value of its
retained interests.

Mortgage-Backed Securities

Fair value is estimated using quoted market prices. If quoted market prices are not available, fair
value is determined based on other relevant factors, including dealer price quotations, prices available for
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similar instruments, and valuation pricing models intended to approximate the amounts that would be
received from or paid to a third party in settlement of the securities.
Collateralized Mortgage Obligations

Fair value is estimated using quoted market prices. If quoted market prices are not available, fair
value is determined based on other relevant factors, including dealer price quotations, prices available for
similar instruments, and valuation pricing models intended to approximate the amounts that would be
received from or paid to a third party in settlement of the contracts.

U.S. Treasury Securities and Obligations of U.S. Government-Sponsored Enterprises

Fair value is estimated using quoted market prices.

Other Financial Instruments

Other financial instruments are primarily composed of tax-exempt municipal bonds, asset-backed
securities and foreign government bonds. Fair value is estimated using quoted market prices.

Notes Payable

Fair value is estimated by discounting remaining payments using applicable current market rates.

Securities Sold Under Agreements to Repurchase and Federal Funds Purchased

Securities sold under agreements to repurchase are recorded at their accreted balances, and federal
funds purchased are carried at their face values. These amounts approximate fair value.

Securities Sold Not Yet Purchased

Fair value is estimated using quoted market prices.

Deposit Liabilities

The fair value for the checking account and money market liabilities is equal to the amount payable
on demand at the reporting date. (This value is also the carrying amount.) The fair value of certificates of
deposit is estimated with a discounted cash flow calculation using interest rates currently being offered on
similar accounts.

Corporate Guarantees

Fair value is estimated through the use of a proprietary model: a loan-level frequency model
estimated with survival analysis, and a loan-level severity model estimated with multiple least square
regressions. The modeling process incorporates the use of relevant risk factors.

Derivatives

Fair value is defined as the amount that the Company would receive or pay to terminate the contracts
at the reporting date. Market or dealer quotes are available for many derivatives; otherwise, pricing or
valuation models are applied using current market information to estimate fair value. The Company
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estimates the fair value of an IRLC based on the change in estimated fair value of the underlying mortgage
loan and the probability that the mortgage loan will fund within the terms of the IRLC. The change in fair
value of the underlying mortgage loan is based upon quoted MBS prices. The change in fair value of the
underlying mortgage loan is measured from the date the IRLC is issued. At the time of issuance the
estimated fair value of an IRLC is zero. Subsequent to issuance, the value of an IRLC can be either
positive or negative depending on the change in value of the underlying mortgage loan. Closing ratios
derived using the Company’s recent historical data are utilized to estimate the quantity of mortgage loans
that will fund within the terms of the IRLCs, '

Commitments to Extend Credit

The fair value of commitments to extend credit represents the fair value of loan commitments related
to loans that will be originated for investment. The fair value is based on observed market prices for loans
of a similar type, coupon and maturity and the probability that the mortgage loan will fund within the
terms of the loan commitment.

Note 20—Employee Benefits

Stock Compensation Plans

The Company has stock compensation plans (the “Plans”) that provide for the granting of both
qualified and non-qualified stock options, stock appreciation rights and shares of restricted stock to
employees and directors. Stock options are generally granted at the average market price of the Company’s
common stock on-the date of grant and are exercisable beginning one year from the date of grant and
expire up to 10 years from the date of grant. Stock optlons generally vest-over a period of three to four-
and-a-half years. :

Stock option transactions under the Plans were as follows:

Years Ended December 31,

2005 2004 2003
Number of Shares: ’ ‘

Outstanding options at beginning of year ..... 59,109,336 59,389,524 66,048,879
Options granted .............0...... e 13,431,370 12,005,516 16,982,634
Options exercised .. ...........oovvnn.. (13,068,735)  (11,266,468)  (22,209,633)
Options expired orcancelled ............. (1,047,569) | (1,019,236)  (1,432,356)

Outstanding options at end of year .. ........ 58,424,402 59,109,336 59,389,524

Weighted-Average Exercise Price: »

Outstanding options at beginning of year... .. $ 1535 8 1083 § 8.63
Options granted ...........oooveininnn.. 32.64 - 31.85 1571
Optionsexercised ...l 11.71 9.05 7.98
Options expired or canceled.............. 19.89 15.70 11.22

Outstanding options atend of year .......... $ 2006 $ 1535 § 10.83

Options exercisable atend of year............. 40,902,898 27,230,988 25,880,463
Options available for future grant ............. 23,113,125 34,890,263 23,183,004
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Outstanding stock options under the Plans as of December 31, 2005 are summarized below:

Outstanding Options Exercisable Options
Weighted
Average Weighted Weighted
Remaining ‘ Average Average
Exercise . Contractual Exercise Exercise
Price Range Life (Years) Number Price Number Price
$3.90-37.79 . ... 0.8 3,087,866 § 6.06 3,087,866 $ 6.06
$7.80-$11.69.............. ... 54 16,798,086 10.12 15,344,649 10.14
$11.70-815.58. .. .o 7.2 11,682,362 14.11 5,398,347 14.14
$15.59-81948. ... ... ... ... 7.4 3,606,211 18.97 1,700,185 18.96
$2337-82727. e 7.9 75,752 24.96 21,001 25.04
$2728-$31.16........coennt 5.0 21,500 29.65 6,492 29.60
$31.17-$35.06. .. oot 44 23,031,683 32.26 15,336,605 32.44
$35.07-$38.96. ... e et 43 120,942 3735 7,753 35.95

58,424,402  $20.06 40,902,898  $19.10

Restricted stock is awarded to employees and directors at no cost to them and generally vests over a
one- or three-year period. Unvested restricted shares may not be sold by the grantee. However, share
grantees are entitled to vote on shareholder proposals and receive dividends on their unvested shares. The
Company granted 355,496, 286,483 and 621,744 shares in the years ended December 31, 2005, 2004 and
2003, respectively. The weighted-average grant date fair value of these awards was $33.87, $31.85 and
815.21, respectively. The Company recorded compensation expense relating to restricted stock totaling
$5.7 million, $5.4 million and $2.2 million for the years ended December 31, 2005, 2004 and 2003,
respectively. The balance of unamortized restricted stock awards was $12.5 million and $9.6 million at
December 31, 2005 and 2004, respectively.

Pension Plarn

The Company has a defined benefit pension plan (the “Pension Plan”) covering substantially all of its
employees. The Company’s policy is to contribute the amount actuarially determined to be necessary to
pay the benefits under the Pension Plan, and in no event to pay less than the amount necessary to meet the
minimum funding standards of ERISA. In the year ended December 31, 2005, the Company made the
maximum tax-deductible contribution to the Plan.

In the year ended December 31, 2005, the Company changed certain of its actuarial assumptions.
Specifically, the discount rate was lowered from 5.75% to 5.50% to reflect changes in the bond rate
environment. The decrease in discount rate resuited in an increase of $13.0 million to the accumulated
benefit obligation at December 31, 2005.
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The following table sets forth the Pension Plan’s funded status and amounts recognized in the
Company’s financial statements:

December 31,
2005 2004
(in thousands)

Change in benefit obligation ‘
Benefit obligation at beginning of year..................c.oiut $ 271,796  § 218,427

S ETVICE COSt Lottt ittt et i et 61731 - 45,756
Interestcost............. e PN 15,795 11,925
Actuarial loss or (gain) ....... O O 3,335 (19,698)
Benefitspaid . ..........ocooiiii e (1,258) (352)
Change in discount rate............. R 21,951 15,738
Benefit obligation atendofyear .................. ... $ 373350 § 271,796
Change in plan assets :
Fair value of plan assets at beginning of year .................... $ 157,050 § 97,359
Actual returnonplanassets........ ... 11,016 13,124
Employer contribution. . ....covvii i e 53,743 46,919
Benefits paid .. ............. U R (1,258) (352)
Fair value of plan assetsatend of year. ....................... $ 220,551 $ 157,050
Funded statusatend of year. ........ .ot in i $(152,799) $(114,746)
Unrecognized net actuarialloss. ... oot 102,150 81,138
Unrecognized prior SErvice CoSt. . ... vvvivrievneeneneennenn. cees 3,360 3,708
Net amount recognized............. S $ (47,289) $ (29,900)

The accumulated benefit obligation for the Pension Plan was $239 million and $168 million at
December 31, 2005 and 2004.

The fbllowing table sets forth the components of net periodic benefit cost:

Years Ended December 31,

2003 2004 2003
(In thousands)

Service cost .............. P o $ 61,731 $45,756 $32,250
Interest COSt . .t e e - 15,795 11,925 9,935
Expected return on plan assets. ..........ooovvviiiit, (12,074)  (7,770)  (4,810)
Amortization of prior Service Cost . ... ...vvver il 348 349 349
Recognized net actuarialloss . ............coviinnvnan. 5,332 5,262 4,169

Net periodic benefitcost................oooii .., $ 71,132 $55,522 $41,893

The weighted-average assumptions used in calculating the benefit obligations were as follows:

December 31,

2005 2004
Discount rate .. ... et e e e e e e 5.50% 5.75%
Rate of compensation inCrease. . ...t e 5.00% 5.00%
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The weighted-average assumptions used in calculating the net periodic benefit costs were as follows:

2005 2004 2003

DISCOUNE TALE . o vt v et te et e e ettt et ettt et eeee e ans 5.75% 6.00% 6.50%
Expected long-term returnon plan assets ...............cooeiein.. 7.00% 7.00% 7.50%
Rate of compensation iNCIease. . . ....vvveviuir ot eneernenennn. 5.00% 5.00% 5.00%

Pension expense for the years ended December 31, 2005, 2004 and 2003 was $71.1 million, $55.5
million and $41.9 million, respectively. The Company makes contributions to the Pension Plan in amounts
that are deductible in accordance with federal income tax regulations.

The Company reviews historical rates of return for equity and fixed-income securities, as well as
current economic conditions, to determine the expected long-term rate of return on Plan assets. The
Pension Plan’s total portfolio is currently estimated to return 7.0% over the long term. The assumed rate
of return is based on historical as well as forecasted returns for the asset categories into which the Pension
Plan’s assets will be invested, given the targeted asset allocation levels. Consideration is given to
diversification and periodic rebalancing of the portfolio based on prevailing market conditions.

The 'Cofnpany’s Pension Plan weighted-average asset allocations by asset category are as follows:

Target Plan Assets at
: Allocation December 31,
Asset Category 2005 2005 2004

Domestic equity securities. ... .. 55%-65% 50% 61%
International equity securities ....................... 5%-15% 13% 11%
Debt securities. .. .. oovvee i e 25%-35% 0% 28%
Other (Cash) ......covvrriiiieiii e 0%-5% 3% 0%
Total ..o PP 100% 100%

At December 31, 2005, the Pension Plan assets were ’in the process of being reallocated. Following this
reallocation, the Pension Plan’s assets were allocated as of January 31, 2006, to 50% domestic equity
securities, 26% international equity securities, 23% debt securities, and 1% other investments.

The Company’s pension trust assets are invested with a long-term focus to achieve a return on
investment that is based on levels of liquidity and investment risk that management believes are prudent
and reasonable. The investment portfolio contains a diversified blend of equity and fixed-income
investments. The equity investments are diversified across U.S. and non-U.S. equities. U.S. equity
securities are diversified among growth strategies, as well as small and large capitalization strategies.
Equity securities do not include any Company stock. The portfolio’s asset mix is reviewed regularly, and
the portfolio is rebalanced based on existing market conditions. Investment risk is measured and
monitored on a regular basis through quarterly portfolio reviews, annual liability measurements and
periodic asset/liability analyses.
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The following benefit payments, which reflect expected future service, as appropriate, are expected to
be paid:

Year Ending December 31, ) Pension Benefits
(in thousands)
2006....0eeee.. e e e $ 1,386
2007 . e e e 1,921
2008 . . e e e 2,622
2000 L e e e e 3,580
2000 e e e e e 4,694
20002005 e e e 57,020
$71,223

The Company closed the pengibn plan to new employees effective January 1, 2006.

Defined ContributionyPlan

The Company has a defined contribution plan (“401(k) Plan”) covering all full-time employees of the
Company who are age 21 or older. Participants may contribute up to 40% of pre-tax annual compensation,
as defined in the plan agreement. Participants may also contribute, at the discretion of the plan
administrator, amounts representing distributions from other qualified defined benefit or contribution
plans. The Company makes a discretionary matching contribution equal to 50% of the participant
contributions up to a maximum centribution of 6% of the participants’ base compensation, as defined in
the plan agreement. In the year ended December 31, 2005, the 401(k) Plan was amended to permit the -
Company to make an additional contribution to employees hired after December 31, 2005. The
401(k) Plan is subject to the provisions of ERISA. The Company recorded $34.2 million, $27.4 million, and
$21.0 million in expense for matching contributions for the years ended December 31, 2005, 2004 and 2003,
respectively.

Other Employee Benefit Plans

The Company has various non-qualified deferred compensation plans for directors and selected
employees. The liability for the deferred compensation plans was $305.0 million and $224.1 million at
December 31, 2005 and 2004, respectively.

The Company has a non-qualified defined benefit pension plan for selected executives along with a
separate agreement that will provide additional benefits to the Company’s chief executive officer.
Collectively, this non-qualified defined benefit pension plan and the separate agreement are referred to as
the “SERP”. The actuarially calculated accumulated benefit obligation for the SERP was $34.9 million and
$30.1 million at December 31, 2005 and 2004, respectively.

These plans (excluding the directors deferred compensation plan) are informally funded. The
Company has purchased trust-owned life insurance and mutual funds and set those assets aside in rabbi
trusts to assist the Company in meeting the obligations of these plans. The cash surrender values of the
trust-owned life insurance related to these plans are included in other assets along with other policies
owned by the Company and totaled $224.9 million and $184.6 million at December 31, 2005 and 2004,
respectively. The Company has purchased mutual funds totaling $50.3 million and $41.3 million at
December 31, 2005 and 2004, respectively.
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Note 21—Regulatory and Agency Capital Requirements

The Company is a bank holding company as a result of the acquisition of Countrywide Bank (the
“Bank”) (formerly Treasury Bank). Both the Company and the Bank are subject to regulatory capital
requirements imposed by the Board of Governors of the Federal Reserve System (the “Federal Reserve”).
The Company is also subject to U.S. Department of Housing and Urban Development, Fannie Mae,
Freddie Mac and Government National Mortgage Association (“Ginnie Mae”) net worth requirements,
which are lower than those of the Federal Reserve.

Regulatory capital is assessed for adequacy by three measures: Tier 1 Leverage Capital, Tier 1 Risk-
Based Capital and Total Risk-Based Capital. Tier 1 Leverage Capital includes common shareholders’
equity; preferred stock and capital securities that meet certain guidelines detailed in the capital
regulations, less goodwill; the portion of MSRs not includable in regulatory capital (MSRs includable in
regulatory capital are limited to the lesser of the carrying value of MSRs, 100% of Tier 1 capital, or 90% of
the fair value of the MSRs, net of associated deferred taxes) and other adjustments. Tier 1 Leverage
Capital is measured with respect to average assets during the quarter. The Company and the Bank are
required to have a Tier 1 Leverage Capital ratio of 4.0% to be considered adequately capitalized and 5.0%
to be considered well capitalized.

The Tier 1 Risk-Based Capital ratio is calculated as a percent of risk-weighted assets at the end of the
quarter. The Company and the Bank are required to have a Tier 1 Risk-Based Capital ratio of 4.0% to be
considered adequately capitalized and 6.0% to be considered well capitalized.

Total Risk-Based Capital includes preferred stock and capital securities excluded from Tier 1 Capital,
mandatory convertible debt, and subordinated debt that meets certain regulatory criteria. The Total Risk- -
Based Capital ratio is calculated as a percent of risk-weighted assets at the end of the quarter. The
Company and the Bank are required to have a Total Risk-Based Capital ratio of 8.0% to be considered
adequately capitalized and 10.0% to be considered well capitalized.

The Bank is subject to federal and state laws limiting the payment of dividends. Under the Federal
Deposit Insurance Act, an FDIC-insured institution may not pay dividends while it is undercapitalized or if
payment would cause it to become undercapitalized. The OCC also generally prohibits the declaration of a
dividend out of the capital and surplus of a bank. The amount of dividends that the Bank may distribute in
a calendar year without OCC approval is limited to the sum of Bank’s net income for the calendar year-to
date plus the net income of the preceding two years, all reduced by the dividends declared in the period.
For 2006, the Bank can declare dividends totaling $1.2 billion plus its net profits for 2006 up to the date of
dividend declaration. As of December 31, 2005, the Bank’s retained earnings unavailable for dividends
totaled $31.4 million.
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At December 31, 2005 and 2004, the Company and the Bank’s regulatory capital ratios and amounts
and minimum required capital ratios for the Company and the Bank to maintain a “well capitalized” status
were as follows: ' :

December 31, 2005

Countrywide Financial
Minimum Corporation Countrywide Bank
Required(1) Ratio Amount Ratio Amount
(dollar amounts in thousands) .

Tier 1 Leverage Capital......... 5.0% 6.3% $12,564,162 73%  $5,343,675
Risk-Based Capital: .

=5 G 6.0% 10.7% $12,564,162  122%  $5,343,675

Total ... 10.0% 11.7% $13,760,176  12.5% $5,457,019

(1) Minimum required to qualify as “well capitalized.”

December 31, 2004

Countrywide Financial i
Minimum Corporation Countrywide Bank
Required(1) Ratio Amount Ratio Amount
(dollar amounts in thousands)

Tier 1 Leverage Capital . . 5.0% 79%  $10,332,383 7.8% $2,939,144
Risk-Based Capital: :

Tierl............. ... 6.0%  11.1% $10,332,383 11.8% $2,939,144

Total ................ 10.0% 11.7%  $10,928,223 12.0% $2,988,116

(1) Minimum required to qualify as “well capitalized.”

The Company and CHL are required to maintain specified levels of shareholders’ equity to remain a
seller/servicer in good standing by Fannie Mae, Freddie Mac, Ginnie Mae and the U.S. Department of
Housing and Urban Development. Such equity requirements generally are tied to the size of CHL’s
servicing portfolio. At December 31, 2005, the Company and CHL’s equity requirements for these
agencies ranged up to $887 million. The Company had agency capital of $11.8 billion and CHL had agency
capital ranging from $0.2 billion to $3.8 billion at December 31, 2005.

CSC is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC
Rule 15¢3-1), which requires the maintenance of minimum net capital. CSC has elected to use the
alternative method, permitted by the rule, which requires that the Company maintain minimum net capital,
as defined in rule, equal to the greater of $250,000 or 2% of aggregate debit balances arising from
customer transactions, as defined in the rule. CSC’s net capital was $472.9 million and $474.0 million and
net capital in excess of the minimum required was $447.3 million and $456.4 million at December 31, 2005
and 2004, respectively. The rule prohibits CSC from withdrawing equity capital or making distributions to
Countrywide Financial Corporation if resulting net capital would be less than 5% of aggregate debits
arising from customer-related receivables as computed in accordance with the rule.
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Note 22—Supplemental Cash Flow Information

The following table presents supplemental cash flow information:

Years Ended December 31,

2005 2004 2003
(in thousands)
Cash used to pay interest......... JR $ 5385295 $ 2,546,532 $1,940,707
Cash used to pay income taxes . ... ...ovvvnirnnnnnnnne.., 217,617 1,010,143 985,959
Non-cash investing activities:
Unrealized loss on available-for-sale securities, foreign
currency translation adjustments and cash flow hedges,
netoftax. ... ..o (57,829) (45,583) (22,273)
Securitization interest-only strips. ...................... 54,533 56,038 1,263,890
Retention of MSRsinloansales ....................... 5,533,505 3,757,182 6,088,962
Retention of other financial instruments in securitization
ErANSACHONS .« .o ittt e e - 1,919,623 5,133,888 1,071,825
Exchange of loans for mortgage-backed securities .......... 616,723 — —
Non-cash financing activities: . ' ‘
(Decrease) increase in Mortgage Loans Held in SPEs
and asset-backed secured financings.................. (10,563,299) 10,563,299 —
Issuance of common stock for conversion of convertible o
debt......... ... . [ 10,679 7,935 —
Tax effect of interest on conversion of convertible debt . .. 5,532 37,787 —
Exchange of LYONS convertible debentures for
convertible securities .. ......ooviiii i — 637,177 —
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Note 23—Other Comprehensive Income

The components of other comprehensive income, net of related tax effects were:

Before Tax Tax Effect Net of Tax
(in thousands)

2005
Available-for-sale securities: ‘
Net unrealized gains arising during theyear ........... $ 328444 $(114,364) $ 214,080
Reclassification of net gains included in net income . . ... (358,937) 124,982  (233,955)
Net unrealized losses arising during the year, net of
reclassification adjustment ....................... (30,493) 10,618 (19,875)
Net unrealized losses from cash flow hedging instruments . (26,350) 10,270 (16,080)
Foreign currency translation adjustments ............... 21,874y — (21,874
Other comprehensive 10ss. ... $ (78,717) § 20,888 $ (57,829)
2004
Available-for-sale securities:
Net unrealized losses arising during the year........... $(269,311) $ 102,116 $(167,195)
Reclassification of net losses included in net income. ... . 127,118 (48,200) 78,918
Net unrealized losses arising during the year, net of
reclassification adjustment . ......... .. ..ol (142,193) 53,916 (88,277)
Net unrealized gains from cash flow hedging instruments. . 47,730 (18,629) 29,101
Foreign currency translation adjustments ............... 13,593 — 13,593
Other comprehensive loss. ..., $ (80,870) $§ 35,287 § (45,583)
2003
Available-for-sale securities:
Net unrealized losses arising during the year........... $(159,605) $§ 57,105 $(102,500)
Reclassification of net losses included in net income.. . . 76,091 (27,225) 48,866
Net unrealized losses arising during the year, net of ,
reclassification adjustment .............. .00 (83,514) 29,880 (53,634)
Net unrealized gains from cash flow hedging instruments. . 25,667 (9,579) 16,088
Foreign currency translation adjustments ............... 15,273 — 15,273
Other comprehensive 10sS. ...........oovivnainn., § (42,574) § 20,301 §$ (22,273)
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Accumulated other comprehensive income balances were:

Net Unrealized Gains  Net Unrealized Gains Foreign Accumulated
(Losses) on (Losses) from Cash Currency Other
. Available-for-Sale Flow Hedging Translation Comprehensive
Securities Instruments Adjustments Income
(in thousands)
Balance at December 31,2002 .. ... $202,600 $(19,123) $ 3,322 $186,799
Netchange............oovonnne (53,634) 16,088 15,273 (22,273)
Balance at December 31,2003 .. .. . 148,966 (3,035) 18,595 164,526
Netchange............coovnene (88,277) 29,101 13,593 (45,583)
Balance at December 31, 2004 ... .. 60,689 26,066 32,188 118,943
Netchange................. o0 (19,875) (16,080) (21,874) (57,829)
Balance at December 31,2005 ..... $ 40,814 $ 9,986 $ 10,314 $ 61,114

Note 24—Earnings Per Share

Basic earnings per share is determined using net earnings divided by the weighted average common
shares outstanding during the period. Diluted earnings per share is computed by dividing net earnings
available to common shareholders by the weighted-average shares outstanding, assuming all potentially
dilutive common shares were issued.

The following table summarizes the basic and diluted earnings per share calculations for the periods
indicated:

Years Ended December 31,
2005 2004 2003
Net Per-Share Net Per-Share Net Per-Share
Earnings Shares _Amount Earnings Shares _Amount Earnings Shares Amount
(in thousands, except per share data)

Net earnings and basic .
earnings per share. ...~ $2,528,090 590,982  $4.28  $2,197,574 563,981 $3.90 $2,372,950 533,920 $4.44
Effect of dilutive
securities:
Convertible o
debentures . ...... 274 1,685 2,645 14,102 886 3,936
Dilutive stock
options . ......... — 23,206 — 27,639 — 29,396
Diluted earnings and
earnings per share. ... $2,528,364 615,873  $4.11 $2,200,219 605,722 $3.63 $2,373,836 567,252 $4.18

During the years ended December 31, 2005, 2004 and 2003, stock options to purchase 0.1 million
shares, 0.1 million shares and 4.3 million shares, respectively, were outstanding but not included in the
computation of diluted earnings per share because they were anti-dilutive.

Note 25—Estimated Hurricane Losses

During the years ended December 31, 2005, 2004 and 2003, the Company incurred losses across
several of its business units due to hurricanes that struck the Gulf Coast states. Hurricane Katrina of 2005
is notable because, unlike other hurricanes, it caused losses as a result of flooding that many borrowers had
not, and would not generally be expected to be, insured against. Hurricane Katrina was responsible for
most of the hurricane losses during the year ended December 31, 2005. The Company has incurred losses
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related to Hurricane Katrina in its loans held for investment and Mortgage Banking activities in addition
to the losses insured by its Insurance Segment. The Company’s Insurance Segment also incurred hurricane
losses in 2004 and 2003.

The estimated hurricane losses are summarized in the following table:

, Years Ended December 31,
Income Statement Line Description 2005 2004 2003
(in thousands)
Insurance claims expense. ............... Estimated losses insured by
' Balboa Insurance Group $ 85,206 $67,887 $4,104
Gain on sale of loans and securities. ...... Impairment of loans held for
sale 15,853 — —
Provision for loan losses. ................ Estimated credit losses
- relating to loans held for
-investment 7,375 — —_
Recovery (impairment) of retained interests Impairment of MSRs and
other retained interests 22,077 — —
Other operating expenses ............... Provision for losses related
to servicing advances for
loans insured by the FHA
and guaranteed by the VA 6,981 — —_

Total estimated hurricane losses ......... $137,492 $67,887 $4,104

Management continues to assess the impact of the hurricanes on the Company’s businesses, assets and
operations. While these estimates are based on the best available information, they could ultimately be
affected by many factors, including, but not limited to, the short-term and long-term impact on the
economies of the affected communities; the conduct of borrowers in the affected areas; the actions of
various third parties, including government agencies and government-sponsored enterprises that support
housing, insurance companies, lenders and mortgage insurance companies; the apportionment of liability
among insurers; the availability of catastrophic reinsurance proceeds; and factors impacting property
values in the affected areas, including any environmental factors such as the presence of toxic chemicals.

Note 26—Segments and Related Information

The Company has five business segments: Mortgage Banking, Banking, Capital Markets, Insurance
and Global Operations.

The Mortgage Banking Segment is comprised of three distinct sectors: Loan Production, Loan
Servicing and Loan Closing Services.

The Loan Production Sector originates prime and nonprime loans through a variety of channels on a
national scale. The Loan Production Sector is comprised of four lending divisions of Countrywide Home
Loans and also includes the mortgage banking activities of Countrywide Bank, The four production
divisions are: Consumer Markets Lending Division, the Full Spectrum Lending Division, the Wholesale
Lending Division and the Correspondent Lending Division. The Consumer Markets and Full Spectrum
Lending Divisions source mortgage loans directly from consumers through the Company’s retail branch
network and call centers, as well as through real estate agents and homebuilders. The Wholesale Lending
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Division sources mortgage loans primarily from mortgage brokers. The Correspondent Lending Division
acquires mortgage loans from other mortgage lenders, including financial institutions.

The Loan Servicing Sector includes investments in MSRs and other retained interests, as well as the
Company’s loan servicing operations and subservicing for other domestic financial institutions. The Loan
Closing Services Sector is comprised of the LandSafe companies, which provide credit reports, appraisals,
title reports and flood determinations to the Company’s Loan Production Sector, as well as to third parties.

The Banking Segment’s operations inciudes the investment and fee-based activities of Countrywide
Bank together with the activities of Countrywide Warehouse Lending. Countrywide Bank invests primarily
in mortgage loans sourced from the Loan Production Sector. Countrywide Warehouse Lending provides
third-party mortgage lenders with temporary financing secured by mortgage loans.

The Capital Markets Segment primarily includes the operations of Countrywide Securities
Corporation, a registered broker-dealer specializing in the mortgage securities market. In addition, it
includes the operations of Countrywide Asset Management Corporation, Countrywide Commercial Real
Estate Finance Inc., Countrywide Servicing Exchange and CCM International Ltd.

The Insurance Segment includes Balboa Life and Casualty Group, a national provider of property, life
and liability insurance; Balboa Reinsurance Company, a primary mortgage reinsurance company; and
Countrywide Insurance Services, Inc., a national insurance agency offering a specialized menu of insurance
products directly to consumers. ‘

The Global Operations Segment includes Global Home Loans Limited, a provider of loan origination
processing and loan subservicing in the United Kingdom; UK Valuation Limited, a provider of property
valuation services in the UK; Countrywide International Technology Holdings Limited, a licensor of loan
origination processing, servicing and residential real estate value assessment technology; and CFC India
Private Limited, a provider of call center, data processing and information technology related services.

In general, intercompany transactions are recorded on an arms-length basis. However, the fulfillment
fees paid by Countrywide Bank to the Production Sector for origination costs incurred on mortgage loans
funded by Countrywide Bank are determined on an incremental cost basis, which may be less than the fees
that Countrywide Bank would pay to a third party.
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Note 27—Quarterly Financial Data (Unaudited)

The following tables reflect summarized, unaudited data for each quarter in the years ended
December 31, 2005 and 2004.

Three Months Ended
) March 31 June 30 _September 30 December 31
(dollars in thousands, except per share data)
Year ended December 31, 2005 ‘

Revenues ......................., $2,404,885 $2,307,943  $2,711,618  $2,592,262
EXDENSES. - vveeeaneenennnn., 1255888 1,373,062 1,659,940 1,580,052
Provision for income taxes ......... 460,145 368,423 417,793 373,315
Netearnings ................... $ 688,852 $ 566458 $ 633,885 § 638,895

Earnings per share(1): :
BasiC........cooviiiieii.. $ 118 $ 0.96 $ 1.07 $ 1.07
Diluted.........c..coovii i, $ 113 8 092 § 1.03 % 1.03

Three Months Ended
March 31 June 30 _September 30 December 31
(dollars in thousands, except per share data)
Year ended December 31, 2004
Revenues .............covevuinn. $1,965218 $2,474,746  $2,109,503  $2,017,160
Expenses...........ooooiieii 1,082,535 1,190,270 1,322,326 1,375,623
Provision for income taxes ......... 339,494 497,997 289,106 271,702
Netearnings ................... $ 543,189 § 786,479 § 498,071 $ 369,835
Earnings per share(1):

Basic............ e $ 098 § 141 § 088 $ 0.64
Diluted................ ... ... $ 090 § 129 § 081 % 0.61

(1) Earnings per share is computed independently for each of the quarters presented. Therefore, the sum
of the quarterly earnings per share amounts may not equal the annual amount. This is caused by
rounding and the averaging effect of the number of share equivalents utilized throughout the year,
which changes with the market price of the common stock.

F-74




COUNTRYWIDE FINANCIAL CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Note 28—Summarized Financial Information

Summarized financial information for Countrywide Financial Corporation (parent only) and

subsidiaries is as follows:

Balance Sheets:

Mortgage loans and
mortgage-backed
securities held for

Trading securities . . . .. .
Securities purchased
under agreement to
resell, federal funds
sold and securities
borrowed ...........
Loans held for
investment, net ......
Investments in other
financial instruments .
Mortgage servicing
rights,net ...........
Other assets . ..........
Total assets..........

Notes payable .........
Securities sold under
agreements to
repurchase and
federal funds
purchased...........
Deposit liabilities ......
Other liabilities . . . ... ..

Equity ................
Total liabilities and

December 31, 2005

Countrywide
Financial Countrywide
Corporation Home Other
(Parent Only) Loans, Inc. Subsidiaries Eliminations Consolidated
(in thousands)
$ —  $35357,523 $ 1,447,489 § 13,676 $ 36,818,688
— 255,127 10,729,483 (2,037) 10,982,573
— 710,000 24,171,178 (1,563,817) 23,317,361
— 5,794,472 64,279,238 (2,558) 70,071,152
7,324 2,166,222 9,282,199 — 11,455,745
— 12,604,453 6,386 — 12,610,839
29,460,533 8,337,300 13,305,966  (41,274,787) 9,829,012
$29,467,857  $65,225,097 $123,221,939 $(42,829,523) $175,085,370
$16,347,891  $36,181,800 $ 35,152,400 $(11,494,205) $ 76,187,886
— 1,844,789 33,871,846  (1,563,430) 34,153,205
— — 39,609,391 (120,135) 39,489,256
304,106 23,439,496 5,673,095 (16,977,534) 12,439,163
12,815,860 3,759,012 8,915,207  (12,674,219) 12,815,860
$29,467,857  $65,225,097 $123221,939 $(42,829,523) $175,085,370
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Statements of Earnings
Revenues ................
Expenses.................
Provision for income taxes. ...

Equity in net earnings of

subsidiaries.............
Net earnings. ...........

Balance Sheets:

Mortgage loans and
mortgage-backed
securities held for sale .

Trading securities .......

Securities purchased under

agreement to resell,

federal funds sold and

securities borrowed. . . .
Loans held for investment,

Investments in other
financial instruments . .

Mortgage servicing rights,
115 A

Notes payable
Securities sold under
agreements to
repurchase and federal
funds purchased
Deposit liabilities
Other liabilities .........

Equity .................
Total liabilities and

Year Ended December 31, 2005

Countrywide
Financial Countrywide
Corporation Home Other
(Parent Only) Loans, Inc. Subsidiaries Eliminations Consolidated
(in thousands)
.. $ (2,444) 36,276,472 $4,223,095 § (480,415) $10,016,708
24,531 4,175,460 2,125,143 (456,192) 5,868,942
(11,400) 837,989 802,976 (9,889) 1,619,676
. 2,543,665 — —  (2,543,665) —
.. $2,528,090  $1,263,023 $1,294,976  $(2,557,999) $ 2,528,090
December 31, 2004
Countrywide
Financial Countrywide
Corporation Home Other
(Parent Only) Loans, Inc. Subsidiaries Eliminations Consolidated
(in thousands)
$ —  $36,937845 $§ 412304 §$ — § 37,350,149
— 318,110 11,543,284 — 11,861,394
— 2,550,127 13,579,254 (2,672,933) 13,456,448
— 5,431,321 34,230,360 (490) 39,661,191
— 2,301,416 7,789,641 — 10,091,057
—_ 8,729,929 —_ — 8,729,929
11,308,342 4,759,535 10,227,379 (18,949,719) 7,345,537
$11,308,342  $61,028,283  $77,782,222  $(21,623,142) $128,495,705
$ 829,030 $51,532,883 $22,856,613 $ (8,604,855) $ 66,613,671
— —_ 23,137,028 (2,671,905) 20,465,123
— — 20,013,208 — 20,013,208
169,236 5,451,663 5,736,987 (264,259) 11,093,627
10,310,076 4,043,737 6,038,386 (10,082,123) 10,310,076
$11,308,342 $61,028,283 $77,782,222  $(21,623,142) $128,495,705
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Statements of Earnings: .

Revenues ......
Expenses.......

Provision for income taxes. . ..

Year Ended December 31, 2004

Equity in net earnings of

subsidiaries. . .
Net earnings. .

Countrywide
Financial Countrywide

Corporation Home Other

(Parent Only) Loans, Inc. Subsidiaries Eliminations Consolidated
(in thousands)

............ $ 1,409  $4696,156 $4,196,984 § (327,922) $8,566,627
............ 18,447 2,980,292 2,299,448 (327,433) 4,970,754
(6,730) 670,266 734,951 (188) 1,398,299
............ 2,207,882 — —  (2,207,882) —
............ $2,197,574  $1,045598 $1,162,585 $(2,208,183) $2,197,574

Note 29—Loan Servicing

The following table sets forth certain information regarding the Company’s servicing portfolio of
single-family mortgage loans, including loans and securities held for sale, loans held for investment and
loans subserviced for others:

Beginning owned servicing portfolio. ... ... e
Add: Loanproduction...........coi i

Purchased MSRs (bulk acquisitions)........................
Less: Servicing sold. ... i
Less: Runoff(1) .. ov oo e

Ending owned servicing portfolio
Subservicing portfolio
Total servicing portfolio

MSR portfolio

Mortgage loansowned. ...........o i

Subservicing portfolio
Total servicing portfolio

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

.....................................
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Years Ended December 31,

2005 2004
{in millions)
$ 821,475 §$ 630,451
490,947 363,006
51,377 40,723
(1,119) —
(281,491)  (212,705)

1,081,189 821,475
29,901 16,847
$1,111,090 § 838322
$ 978,988 § 758,975
102,201 62,500
29,901 16,847
$1,111,090 §$ 838,322
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December 31,
2005 2004
(dollar amounts in millions)

Composition of owned servicing portfolio at period end:

Conventional MOItgage . .. ..ovvvvvr i eaeannanss $ 863,688 $639,148
Nonprime MOrtgage. . ..o oviit e e iia e 116,101 - 84,608
Prime Home Equity....... ... 51,491 45,053
FHA-insured mortgage .. ......ooutvneiiineinnennnnnnns 36,949 39,618
VA-guaranteed mortgage . ........... e 12,960 13,048
Total owned servicing portfolio. ......................... $1,081,189  $821,475
Delinquent mortgage loans(2):
 B0dAYS s e 2.59% 2.35%
B0 days ..ottt e 0.87% 0.70%
90 days OT MOTE. . . ..ottt e et et eiieeae e 1.15% 0.78%
Total delinquent mortgage loans. ............c.coovvuvn.n.. 4.61% 3.83%
Loans pending foreclosure(2). ........cooovviiiiininnen.., 0.44% 0.42%
Delinquent mortgage loans(2):
Conventional . ... ...t i, 2.60% 2.24%
Nonprime Mortgage. .. ....oovieuiiiit i, 15.20% 11.29%
Prime Home Equity ...t 1.57% 0.79%
GOVEIMMENL. .o ottt ettt et e it eee ey 14.61% 13.14%
Total delinquent mortgageloans. ........................ 4.61% 3.83%
Loans pending foreclosure(2): ‘
Conventional .. .......oiuei i e i e e 0.20% 0.20%
Nonprime Mortgage. . ...t 2.03% 1.74%
Prime Home Equity................ e 0.06% 0.03%
L€ /017534 111 11C) 11 P N 1.09% 1.21%
Total loans pending foreclosure. . .........c.ovvvieeanen, 0.44% 0.42%

(1) Runoff refers to principal repayments on loans.

(2) Expressed as a percentage of the total number of loans serviced, excluding subserviced loans and loans
purchased at a discount due to their non-performing status.

Properties securing the mortgage loans in the Company’s servicing portfolio are geographically
dispersed. The following is a summary of the geographical distribution of loans included in the Company’s
servicing portfolio for the top three states (as measured by unpaid principal balance) at
December 31, 2005:

Unpaid Principal % Total

State Balance Balance
(in millions)

CalifOrmia . o o et $ 329,008 30%

Florida ..ot e e e s 73,389 7%

1 5. LIS O 49,166 4%

Al OTRET SEALES .« o vttt e ettt e et e e 659,527 _59%

] 71 U AP $1,111,090 100%
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Servicing Compensation

As compensation for performance of servicing functions under its various loan servicing contracts, the
Company is paid a monthly service fee that is generally expressed as a percentage of the current unpaid
principal balance of the underlying loans. The loan servicing contracts generally specify a base service fee
of between 0.25% and 0.50% per year of the unpaid balance of the loans. With regard to its servicing
contracts with Fannie Mae, Freddie Mac and Ginnie Mae, the Company can effectively retain a larger net
service fee principally through its methods of securitization. In general, the larger the net servicing fee
retained, the smaller the net cash proceeds received upon securitization. Therefore, the decision to retain
net service fees above the contractual minimum amounts is based on the Company’s assessment of the
underlying economics as well as its capital requirements. As of December 31, 2005, the weighted-average
service fee, net of applicable guarantee fees, of the Company’s portfolio of loans serviced for others was
0.35% per annum.

The Company is generally entitled to float benefits related to its collection of mortgagor principal,
interest, tax and insurance payments. The amount of float varies depending on the terms of the servicing
contract and timing of receipt of payments from the mortgagors. The Company is generally entitled to
various fees that it collects that are contractually associated with the mortgages such as late charges,
prepayment penalties and re-conveyance fees, among others. The Company generally has the right to
solicit the mortgagors for other products and services that it offers, such as insurance and second mortgage
loans. The value of the net service fees and other related income in excess of the cost to service the loans,
including the costs of advances on behalf of delinquent mortgagors, is the basis for the Company’s
investment in MSRs.

As part of its loan servicing responsibilities, the Company is required to advance funds to cover
delinquent scheduled principal and interest payments to security holders, as well as to cover delinquent tax
and insurance payments to protect the investors’ interest in the collateral securing the loans. The Company
had $1.5 billion and $1.4 billion of such advances outstanding at December 31, 2005 and 2004, respectively,
which amounts were included in other assets. Generally, servicing advances are recoverable from either the
mortgagor, the insurer of the loan or the investor through the non-recourse provision of the loan servicing
contract. These advances are recorded on the balance sheet at realizable value.

Borrower and Investor Custodial Accounts

The Company holds, as custodian, funds collected from borrowers whose loans it services. These
funds include loan payments pending remittance to investors and funds collected from borrowers to ensure
timely payment of hazard and primary mortgage insurance and property taxes related to the properties
securing the loans. These funds are not owned by the Company. As of December 31, 2005 and 2004, the
Company managed $22.0 billion and $20.6 billion, respectively, of off-balance sheet borrower and investor
custodial cash accounts as well as related liabilities to those borrowers and investors. Of these amounts,
$13.2 billion and $7.9 billion, respectively, were deposited at Countrywide Bank and were included in the
Company’s deposit liabilities, with the remaining balances deposited with other depository institutions.
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Note 30—Credit Losses Related to Securitized Loans

Most of the mortgage loans produced by the Company are sold into the secondary mortgage market,
primarily in the form of securities, and to a lesser extent as whole loans. While the Company generally sells
prime mortgage loans on a non-recourse basis, either in the form of securities or whole loans, it has
potential liability under the representations and warranties made to purchasers and insurers of the loans or
securities. In the event of a breach of such representations and warranties, the Company may be required
to either repurchase the subject mortgage loans or indemnify the investor or insurer. In such cases, the
Company bears any subsequent credit loss on the mortgage loans.

Securitization

As described below, the degree to which we retain credit risk on loans that we sell through
securitizations depends on the structure of the securitization. Our Prime Mortgage Loans generally are
securitized on a non-recourse basis, while Prime Home Equity and Nonprime Mortgage Loans generally
are securitized with limited recourse for credit losses.

Conforming Conventional Loans

We generally pool conforming conventional loans into mortgage-backed securities guaranteed by
Fannie Mae or Freddie Mac. Subject to certain representations and warranties we make, nearly all
conventional loans securitized through Fannie Mae or Freddie Mac are sold on a non-recourse basis. The
Company pays guarantee fees to these agencies to compensate them for their assumption of credit risk on
securitized loans.

FHA-Insured and VA-Guaranteed Loans

FHA-insured and VA-guaranteed mortgage loans are generally pooled into mortgage-backed
securities guaranteed by Ginnie Mae. The Company is insured against foreclosure loss by the FHA or
partially guaranteed against foreclosure loss by the VA. Fees charged by the FHA and VA for assuming
such risks are paid by the borrowers. The Company is exposed to credit losses on defaulted VA loans to
the extent that the partial guarantee provided by the VA is inadequate to cover the total credit losses
incurred. The Company pays guarantee fees to Ginnie Mae for Ginnie Mae’s guarantee on its securities of
timely payment of principal and interest. Ginnie Mae does not assume mortgage credit risk associated with
the loans securitized under its program. .

Non-conforming Conventional Loans

Non-conforming conventional prime mortgage loans are generally pooled into “private-label” (non-
agency) mortgage-backed securities. Such securitizations involve some form of credit enhancement, such
as senior/subordinated structures, over collateralization or mortgage pool insurance. Securitizations that
involve senior/subordinated structures contain securities that assume varying levels of credit risk. Holders
of subordinated securities are compensated for the credit risk assumed through a higher yield. The
Company generally sells the subordinated securities created in connection with these securitizations and
thereby transfers the related credit risk subject to representations and warranties we made when loans are
securitized.
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Prime Home Equity Loans

Prime home equity loans are generally pooled into private-label asset-backed securities. These
securities generally are credit-enhanced through over-collateralization, residual interests that the Company
generally retain and guarantees provided by a third-party surety. In some cases, the securitizations also
contain mortgage pool insurance or a limited corporate guarantee as a form of credit enhancement. In
Prime Home Equity securitizations, Countrywide is generally in the first loss position; however, the
recourse for credit losses is limited to the carrying value of a residual interest.

Nonprime Mortgage Loans

Nonprime Mortgage Loans generally are pooled into private-label asset-backed securities. The
Company generally securitize these loans with limited recourse for credit losses through retention of
residual interests, the value of which usually range from 1.0% to 5.5% of the principal balance of the loans.
The holder of the residual interest is in the first loss position; however, the recourse for credit losses is
limited to the carrying value of the residual interest. In some cases, such limited recourse securitizations
have contained lender paid mortgage insurance as a form of credit enhancement or a limited corporate
guarantee from Countrywide. The Company also has pooled a portion of our Nonprime Mortgage Loans
into securities guaranteed by Fannie Mae. In such cases, the Company has paid Fannie Mae a gnarantee
fee in exchange for Fannie Mae assuming the credit risk of the underlying loans.

In some cases the retained residual interest is deposited into a net interest margin security, which
enables the Company to monetize future residual cash flows and retain a smaller residual interest (“Back-
end NIM Residual”). The value of the Back-end NIM Residuals usually range from 0.25% to 1.50% of the
principal balance of the loans underlying the residual security. The holder of the Back-end NIM Residual
is in the first loss position; however, the recourse for credit losses is limited to the carrying value of the
Back-end NIM residual.

The Company’s exposure to credit losses related to its limited recourse securitization activities is
limited to the carrying value of its subordinated interests and to the contractual limit of reimbursable losses
under its corporate guarantees less the recorded liability for such guarantees. These amounts at
December 31, 2005, are as follows:

December 31,
2005
(in thousands)

Subordinated Interests:

Prime home equity residual securities. ......... S $ 925,762
Nonprime residual securities .......... ...t 547,139
Prime home equity line of credit transferors’ interests ...................... 538,048
Nonconforming residual SECUTities . ..........o.viviiie i, 21,004
Subordinated mortgage-backed pass-through securities . ................. ... 2,059
$2,034,012

Corporate guarantees in excess of recorded liabilities. ........................ $ 349,864
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The carrying value of the residual securities is net of expected future credit losses. The total credit
losses incurred for the periods indicated that are related to all of our mortgage securitization activities are
summarized as follows:

Years Ended December 31,
2005 3004 2003
(in thousands)

Nonprime securitizations with retained residual interest . .. $ 69269 §$ 43021 §$ 36,699
Prime home equity securitizations with retained residual

1111455 (11 S O 34,173 29,370 15,196
Repurchased or indemnifiedloans ...................... 28,213 42,063 35,426
Prime home equity line of credit securitizations with

COTPOTate GUArantee. .....ovvieienrinenrnnnnenee e 10,798 6,930 2,763
Nonprime securitizations with corporate guarantee. ....... 9,724 20,039 40,891
VA losses in excess of VA guarantee .................... 1,894 1,658 2,824

$154,071  $143,081 $133,799

Note 31—Commitments and Contingencies
Legal Proceedings

Countrywide and certain subsidiaries are defendants in various legal proceedings involving matters
generally incidental to their businesses. Although it is difficult to predict the ultimate outcome of these
proceedings, management believes, based on discussions with counsel, that any ultimate liability will not
materially affect the consolidated financial position or results of operations or liquidity of the Company.

Commitments to Buy or Sell Mortgage-Backed Securities and Other Derivatives Contracts

In connection with its open commitments to buy or sell MBS and other derivative contracts, the
Company may be required to maintain margin deposits. With respect to the MBS commitments, these
requirements are generally greatest during periods of rapidly declining interest rates. With respect to other
derivative contracts, margin requirements are generally greatest during periods of increasing interest rates.
Margin deposits placed by the Company at December 31, 2003, totaled $296.0 million.

Lease Commitments

The Company leases office facilities under operating lease agreements extending through August 31,
2015. Future minimum annual rental commitments under these non-cancelable operating leases with
initial or remaining terms of one year or more are as follows:

Lease
Year Ending December 31, Commitments
(in thousands)
2006 . . e e $157,543
L 130,563
2008 . o e e e 101,105
2000 . L e e e 70,273
2000 e e e 34,846
Therea T o i e e 29,146
§523.476
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Rent expense was $186.3 million, $160.7 million and $109.7 million for the years ended
December 31, 2005, 2004 and 2003, respectively.

Restrictions on Transfers of Funds

The Company and certain of its subsidiaries are subject to regulatory and credit agreement
restrictions which limit their ability to transfer funds to the Company through intercompany loans,
advances or dividends. Pursuant to revolving credit facilities existing at December 31, 2005, the Company
and CHL are required to maintain a minimum consolidated net worth of $5.6 biilion and $1.8 billion,
respectively.

FHLB and FRB Stock

The Bank is required to purchase stock in the FRB at an amount equal to 6% of its capital, one-half
of which must be paid currently with the balance due upon demand. The Bank is also a member of the.
Federal Home Loan Bank (“FHLB”) and, therefore, is required to purchase FHLB stock in an amount
equal to the lesser of 1% of the Bank’s real estate loans that are secured by residential properties, or 4.5%
of total advances for the years ended December 31, 2005 and 2004. The Company records its FRB and
FHLB stock at cost and evaluates it periodically for impairment.

Mortgage Reinsurance

Countrywide provides mortgage reinsurance on certain mortgage loans included in its servicing
portfolio through contracts with several primary mortgage insurance companies. Under these agreements,
the Company is obligated to absorb mortgage insurance losses in excess of a specified percentage of the
principal balance of a given pool of loans, subject to a cap, in exchange for a portion of the pools’ mortgage
insurance premiums. Approximately $78.2 billion mortgage loans in our servicing portfolio are covered by
such mortgage reinsurance contracts. Management believes it has adequate valuation allowances in place
to cover anticipated losses.

Securities Underwriting
In connection with the Company’s underwriting activities, the Company had commitments to
purchase and sell new issues of securities aggregating $40.0 million at December 31, 2005.

Note 32—Loan Commitments

As of December 31, 2005 and 2004, the Company had undisbursed home equity lines of credit
commitments of $7.2 billion and $5.4 billion, respectively, as well as undisbursed construction loan
commitments of $1.5 billion and $0.9 billion, respectively. As of December 31, 2005, outstanding
commitments to fund mortgage loans totaled $35.8 billion.

. Note 33—Subsequent Events

On January 31, 2006, the Company announced that its Board of Directors declared a dividend of $0.15
per common share payable March 2, 2006, to shareholders of record on February 13, 2006.
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BALANCE SHEETS
December 31,
2005 2004
(in thousands)
ASSETS ‘
CaSh. e e $ 290 $ 99
Investments in other financial instruments. ................ .. ... vn... ' 7,324 —
Intercompany receivables from non-bank subsidiaries. ................... 16,472,108 975,406
Intercompany receivable from bank subsidiary ........... ... .. ... ... 24,648 19,147
Investment in non-bank subsidiaries ................... ... ...l 7,419,396 7,170,879
Investment in bank holding company subsidiary......................... 5,238,571 2,907,304
Equipment and leasehold improvements .................. ... ... .....s 114 : 133
(0111 g2 T £ P 305,406 235,374
o) 7 B T - A T $29,467,857 $11,308,342
LIABILITIES
Notepayable ... $16,111,979 § 593,116
Intercompany payable ............. i 235,912 235,914
Accounts payable and accrued liabilities. .. ......... ... .. oL 304,106 169,236
Total Habilities. . ... v v e e 16,651,997 998,266
SHAREHOLDERS’ EQUITY _
CommOn SEOCK. . ..ttt e 30,008 29,085
Additional paid-incapital ......... ... o 2,954,019 2,570,402
Accumulated other comprehensive income .............oooveiiiinenn... 61,114 118,943
Retained €arnings . ... ...vuveutiiiiiii e 9,770,719 7,591,646
Total shareholders’ equity. ... ....oooeeivrriie e, 12,815,860 10,310,076
Total liabilities and shareholders’ equity ............................. $29,467,857 $11,308,342
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COUNTRYWIDE FINANCIAL CORPORATION

STATEMENTS OF EARNINGS
Years Ended December 31,
2005 2004 2003
(in thousands)

Revenues :
Interestincome ....................... P $ 329,155 $ 53,191 $§ 24,574
INEETest EXPEISE .. v vttt vttt v .331,599 53,234 11,064
Net interest (expense) income . ................nn. e (2,444) (43) 13,510
Otherineome. ... e e . — 1,452 —_
Totalrevenues.. ... ...t (2,444) . 1,409 13,510
EXPENSes. ... oviivi i SRR 24,531 18,447 9,871

(Loss) earnings before income tax (benefit) provision,
dividends from subsidiaries and equity in undistributed net

earnings of subsidiaries . ........... ... i, (26,975) (17,038) 3,639

Income tax (benefit) provision ...............coiiiii i (11,400) (6,730) 1,401
(Loss) earnings before dividends from subsidiaries and equity

~ inundistributed net earnings of subsidiaries ............... (15,575) - (10,308) 2,238
Equity in undistributed net earnings of non-bank subsidiaries . ... 343,573 1,342,617 1,344,651
Equity in undistributed net earnlngs of bank subsidiary.......... 742,567 309,770 129,111
Dividends from subsidiaries ................... e 1,457,525 555,495 896,950

Net  arnings. . ... o.veir e iie e e $2,528,000 $2,197,574 $2,372,950
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COUNTRYWIDE FINANCIAL CORPORATION
STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net earnings. ... .vov et iien i,
Adjustments to reconcile net earnings to net cash provided
by operating activities:
Equity in undistributed net earnings of non-bank
SuUbSIdIaries. . .o v i
Equity in undistributed net earnings of bank subsidiary . .
Stock based compensation ............ ... ..
Depreciation and amortization. .......................
(Increase) decrease in other financial instruments. . ... ..
(Increase) decrease in other receivables and other assets .
Increase in accounts payable and accrued liabilities. . . .. .
Net cash provided by operating activities.............
Cash flows from investing activities:
Net change in non-bank intercompany receivables and
payables ...... ... i
Net change in bank intercompany receivables and payablés.
Net change in investment in non-bank subsidiaries . .......
Net change in investment in bank subsidiary..............
Net cash used by investing activities .................
Cash flows from financing activities:
Increase in long-termdebt. .......... ... oot
Issuance of common stock. . .......... ..o
Cash dividends paid ...
Net cash provided by (used) by financing activities .. ..
Netchangeincash ...
Cash at beginningof year. . ............... e e
Cashatendofyear..................oovina.e.

Supplemental cash flow information:
Cashused topayinterest. . .......ooviiiiiinii ...
Non-cash operating, investing and financing activities:
Unrealized loss on available-for-sale securities, net of tax .
Receipt of dividends in the form of loans from non-bank
subsidiary . ...
Contribution of loans to bank subsidiary .................
Issuance of common stock for conversion of convertible

Tax effect of interest on conversion of convertible debt . . ..
Issuance of common stock for 401(k) contribution. ........

Tax benefit of stock options exercised. .. .................
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Years Ended December 31,
2005 2004 2003
(in thousands)

$ 2,528,090 $ 2,197,574 $ 2,372,950

(343,573)  (1,342,617) (1,344,651)
(742,567)  (309,770)  (129,111)

5,693 5,385 2,161
36 36 31
(7,324) — 77,403
(7212)  (14,901) 90,210
134,870 76,293 15,046

1,568,013 612,000 1,084,039

(15,462,505) 475456  (664,426)
(5,501)  (10,835) (7,259)
(1,478,020)  (505,920)  (859,119)
(15,624)  (558308) (20,032

(16,961,650) _ (599,607) _(1,550,836)

15,529,542 85,853 5,114
213,303 111,176 542,075
(349017)  (209,362)  (80,376)

15,393,328 (12333) 466,813

191 60 16
99 39 23
$ 290 § 9 8§ 39

$ 294799 % 9,256 § 9,269

$  (57,829) $ (45,583) § (22,273)

$ 1,573,076 $ 550,000 $ 700,000
$ (1,573,076) $ (550,000) $ (700,000)

$ 10,679 § 7,935 % —
$ 5532 $§ 37,787 $ —
$ 34216 § 27391 § 21,015
§ 115117 $ 93,057 $§ 88,031




COUNTRYWIDE FINANCIAL CORPORATION AND SUBSIDIARIES

SCHEDULE I—CONDENSED FINANCIAL INFORMATION OF REGISTRANT—(Continued)
STATEMENTS OF COMPREHENSIVE INCOME

Net earnings..........

Other comprehensive loss, net of tax:
Net unrealized losses on available-for-sale securities, net of
reclassification adjustment ............. e
Net unrealized (losses) gains from cash flow hedging

instruments ......

Foreign currency translation adjustments. .................
Other comprehensive loss, net of tax........... I

Comprehensive income
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Years Ended December 31,

2005 2004 2003

(in thousands)
$2,528,090 $2,197,574 $2,372,950
(19.875)  (88277) = (53,634)

(16,080) 29,101 16,088
(21874) 13,593 15,273

(57,829) _ (45,583) _ (22.273)

$2,470,261  $2,151,991  $2,350,677




COUNTRYWIDE FINANCIAL CORPORATION AND SUBSIDIARIES
SCHEDULE II-VALUATION AND QUALIFYING ACCOUNTS

Column A Column B Cotumn C Column D Column E
Additions
Balance at Charged to Charged to Balance at
Beginning Costs and Other End of
of Period Expenses Accounts Deductions(1) Period
. (in thousands)
Year ended December 31, 2005
Allowance for loan losses ........... $125,046  $115,685 $— $ 51,530  $189,201
Allowance for uncollectible servicing
AdVaNCeS . ..o e e 28,459 51,370 — 23223 56,606
Allowance for trade and other
receivables ........... ... .. ... 9,509 10,258 — 6,052 13,715
Recourse liability .................. 175,701 44,285 - 22,599 197,387
. $338,715  $221,598 $— $103,404 $456,909
Year ended December 31, 2004 ‘
Allowance for loan losses ........... $ 78,449 $ 71,775 $—. $ 25,178  $125,046
Allowance for uncollectible servicing
advances .. .....ooveieer i, 44,847 48,553 — 64,941 28,459
Allowance for trade and other
receivables ........... ... ..o 6,971 10,851 — 8,313 9,509
Recourse liability .................. 151,659 53,889 = 29,847 175,701
$281,926  $185,068 $— $128,279 $338,715
Year ended December 31, 2003
Allowance for loan losses ........... $ 42049 § 48,107 $— $§ 11,707 $ 78,449
Allowance for uncollectible servicing
advances...........oviiiiianna.. 56,258 26,467 — 37,878 44 847
Allowance for trade and other
receivables ...................... 6,287 12,710 — 12,026 6,971
Recourse Hability .................. 124,717 70,317 — 43,375 151,659
$229311  $157,601 $— $104,986 $281,926

(1) Actual losses charged against the valuation allowance, net of recoveries and reclassification.
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EXHIBIT LIST
Exhibit No. Description
42 Substitution of Rights Agent and Amendment to Amended and Restated Rights Agreement
dated December 8, 2005, between the Company and American Stock Transfer & Trust
Company which includes as Exhibit B thereto, the form of Rights Certificate.
+10.60* Amendment Number Ten to the Company’s 1993 Stock Option Plan, effective as of
December 23, 2005 (incorporated by reference to Exhibit 10.2 to the Company’s Current
Report on Form 8-K, filed with the SEC on December 30, 2003).
. +10.69* Fourth Amendment to the 2000 Equity Incentive Plan of the Company, effective as of
December 23, 2005 (incorporated by reference to Exhibit 10.1 to the Company’s Current
Report on Form 8-K, filed with the SEC on December 30, 2005).
+10.108*  Countrywide Bank, N.A. Non-Employee Directors’ Fee Plan, adopted October 27, 2005
(incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K,
filed with the SEC on November 2, 2005).
10.125 First Amendment to the 364-Day Credit Agreement, dated as of May 11, 2005, among CHL,
the Company, the lenders identified therein, Commerzbank AG, New York and Grand
Cayman Branches and Societe Generale, as Documentation Agents, BNP Paribas, as
Syndication Agent, Barclays Bank PLC, as Administrative Agent, and Royal Bank of Canada,
as Managing Administrative Agent.
10.126 Second Amendment to the 364-Day Credit Agreement, dated as of November 18, 2005,
among CHL, the Company, the lenders identified therein, Lloyds TSB Bank, PLC and
Societe Generale, as Documentation Agents, BNP Paribas, as Syndication Agent, Barclays
Bank PLC, as Administrative Agent, and Royal Bank of Canada, as Managing
Administrative Agent.
12.1 Computation of the Ratio of Earnings to Fixed Charges.
21 List of subsidiaries.
23 Consent of KPMG LLP.
231 Consent of Grant Thornton LLP.
311 Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.
31.2 Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.
321 Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350.
322

Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350.

*

Incorporated by reference

1 Constitutes a management contract or compensatory plan or arrangement.
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N\l Director Biographies and Committee Assignments

1. Angelo R. Mozilo—Chairman of the Board since 1999. Chief Executive Officer since 1998. Previously Vice Chairman of the Board since 1983. Co-founded Countrywide
Credit Industries, Inc. in 1969.

2. Stanford L. Kurland—President since January 2004 and Chief Operating Officer since 1988. Chairman of Countrywide Home Loans, Inc. since 2004, Chief Executive Officer
since 1999. Served on the Board since 1999,

3. Kathieen Brown-—Head of West Coast Municipal Finance, Goldman, Sachs & Co. Former Treasurer of the State of California and Board member for the Los Angeles Unified School
District. Member of several non-profit organizations, including the California Endowmant and the Los Angeles Chamber of Commerce. Elacted to the Board in March 200599

4. Martin R. Melane—Retired Partner of Ernst & Young, LLP, an accounting firm, Director of tnternet Brands, Inc. Member of the American Institute of Certified Public
Accountants and the California Society of Certified Public Accountants. Served on the Board since 2003,/

5. Edwin Heller—Retired Partner, Fried, Frank, Harris, Shriver & Jacobson. Served on the Board since 19932
6. Harley W. Snyder—President, HSC, Inc., a real estate consulting and investment company. Director of the National Association of Realtors since 1972 and served as its
president in 1983. Trustee of Valparaiso University, Valparaiso, Indiana. Served on the Board since 1991,2¢®
. Oscar P. Robertson—President, ORSolutions LLC. Serves on the Board of Trustees of the Lupus Foundation of America. Member of the National Basketball Hall of Fame.
: Served on the Board since 2000.4¢'
| 8. Michael E. Dougherty—rFounder and Chairman, Dougherty Financial Group LLC since 1977. Chairman of the Board of Aliina Hospitals and Clinics. Trustee of the University
: of St. Thomas, St. Paul, Minnesota. Director of University of Minnesota Physicians Group and Eieos, Inc. Served on the Board since 199829
9. Ben M. Enis, Ph.D.—Founder and Chief Executive Officer of Enis Renewable Energy Systems LLC. Professor Emeritus of Marketing, University of Southern California,
Marshalt Graduate School of Business. Served on the Board since 1884.%@

10. Robert T. Parry—Retired President and Chief Executive Officer of the Federal Reserve Bank of San Francisco. Member of the Executive Committee of the San Francisco Bay Area
Council, Boy Scouts of America. Member of the Board of Directors of PACCAR, Inc., Janus Capital Group, Inc. and the National Bureau of Economic Research. Serves as a Director of
Cauntrywide Bank, N.A., an indirect subsidiary of the Company. Served on the Board since 2004,/

11. Henry G. Cisneros—Chairman of CityView America. Previously served as Secretary, U.S. Department of Housing and Urban Development under President Clinton, and Mayor
of San Antonio, Texas. Served on the Board since 2001.7

12. Jeffrey M. Cunnlngham—Cha|rman of New England Ventures, LLC, media and technology investors ‘and advisors, and Chief Executive Officer of Directorship Services LLC.
Director of The Street.com. Previously served as Preswdent of CMGI Ine. and Group Publisher of Forbes, Inc. Served on the Board since 1998.@#
13. Robert J. Donato—Retired Executive Vice Presmen’b UBS Fmanmal Services, Los Angeles Branch, effectlve December 1, 2004. Currently President of Donato Financial
“Services; a pnvate equity/real estate mvestment company Seged on'the Board since 1993/
" 14.Keith P Russell—Premdent of Russel Financial, Incsa strategic and financial consulting firm, Pre\nously served as Chairman of Mellon West, Vice-Chairman of Melton Financial

R Corporat\un and President and Ch|ef Operatmg Officer of Glendale Federal Bank. Serves as a Director of Countrywide Bank, N.A., an indirect subsidiary of the Company. Served on the
ke Board smce 2003 by 50

~

o Member of Audit & Ethics Committee
@ Member of Compensation Committee
@ Member of Corporate Governance & Nominating Committee
“ Member of Credit Committee

® Member of Finance Committee

© Member of Operations & Public Policy Committee
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