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PART I

ITEM 1. BUSINESS

FORWARD-LOOKING STATEMENTS

Certain statements contained in this Form 10-K may be deemed to be forward-looking statements within
the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of
1934. Forward-looking statements include statements regarding our financial condition, results of operations,
plans, objectives and future performance and business. Forward-looking statements typically include the words
“anticipate,” “believe,” “estimate,” ‘“expect,” “project,” “plan,” “forecast,” ‘“‘intend,” and other similar
expressions. These statements reflect our current views with respect to future events and financial perform-
ance. They are subject to risks and uncertainties, including, among others, those identified in the Key
Operating Risks and Certain Risk Factors That May Affect Future Results discussions below, which could
cause future results to differ materially from historical results or from the results anticipated. Readers are
cautioned not to place undue reliance on these forward-looking statements, which speak only as of their dates
or as of the date hereof if no other date is identified. We undertake no obligation to update or revise any
forward-looking statements, whether as a result of new information, future events or otherwise.

LR I3 LR I3 EEINNT3

EXECUTIVE OVERVIEW

IndyMac Bancorp, Inc. is a savings and loan holding company incorporated in the State of Maryland on
July 16, 1985 and reincorporated in the State of Delaware on March 6, 1987. References to “IndyMac
Bancorp” or “The Parent Company” refer to the parent company alone while references to “IndyMac”, or the
“Company” refer to the parent company and its consolidated subsidiaries. Prior to July 2000, IndyMac
Bancorp was known as IndyMac Mortgage Holdings, Inc.

As a savings and loan institution, one of our key funding sources is deposits. However, our business model
differs significantly from that of a traditional savings and loan institution. Our primary business is mortgage
banking, while a traditional savings and loan focuses on providing a variety of financial services to the
consumer, generally holds more loans in its portfolio than a mortgage banker and derives most of its income
from net interest earned on its portfolio. Mortgage banking, the origination, sale and servicing of mortgage
loans, is a huge industry, with annual origination volume well in excess of a trillion dollars. The purpose of the
following overview is to summarize our business model, the key factors that drive our profitability and the key
operating risks to our future profitability and liquidity.

BUSINESS MODEL

Our strategy is to be a leading provider of home mortgage loans. We offer a wide array of home mortgage
products using a technology-based approach, leveraged across multiple products, channels and customers.

To manage our various operations, we have aligned our business into three reportable operating segments:
Mortgage Banking, Investment Portfolio and Builder Finance. The percentage of our 2001 net revenues
generated by each of these segments was 76%, 17% and 7%, respectively.

Mortgage Banking Group

The Mortgage Banking group is the core of our strategy, the operations of which primarily include the
acquisition (purchase or origination) and the sale or securitization of mortgage loans. The Mortgage Banking
group generates strong returns on equity due to its high asset turnover (the speed at which loans are sold and
replenished).

The Mortgage Banking group acquires prime and subprime loans through three primary channels. These
channels include business-to-business (“B2B”), also known as “wholesale”, business-to-consumer (“B2C”),
also known as “retail”, and recently commenced business-to-realtor (“B2R”).
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The Mortgage Banking group derives its revenue primarily from the gain on sale of loans. On average, the
loans are sold in pools through one of three sales distribution channels approximately 60 days after the loans
are acquired. These distribution channels include sales to the government sponsored entities (“GSEs’) which
then securitizes the loans or portfolio the loans, whole loan sales, and private-label securitizations. This gain on
sale of loans is generally a non-cash gain represented by assets retained in connection with the sale including
mortgage servicing rights, AAA-rated interest-only securities, and non-investment grade securities (including
residual securities). This issue is discussed at length in a very insightful description of the mortgage banking
industry that was published recently by Moody’s Investor Service entitled “Cash Economics of U.S. Mortgage
Banking: Closing the GAAP in Reporting,” December 2001. See further discussion of retained assets under
the section, Investment Portfolio Group, below.

The Mortgage Banking group also derives revenue from net interest income, or “spread” income, and fee
income. Spread income is earned in connection with the interest earned, net of interest paid, from the time the
loan is acquired until the time the loan is sold. Fee income represents application or table funding fees charged
to the borrower or wholesale customer in connection with the acquisition of the loan.

Operating costs for the Mortgage Banking group are primarily personnel, occupancy, technology related
and loan acquisition. A significant investment has been made in our proprietary Internet-based automated
underwriting and risk-based pricing system (“e-MITS®”') and our award-winning mortgage Website, which
enables mortgage brokers, consumers and realtors to qualify and rate lock a loan on line. These technologies
are key to our customer service strategy to provide quick turnaround times and to price every loan based on its
specific interest rate and credit risk profile.

Investment Portfolio Group

The strategy of our Investment Portfolio group is 1) to provide support for the Mortgage Banking group
through its ability to hold whole loans and retain assets from loan sales and securitizations, and 2) to acquire
loans, servicing and securities in the secondary market. In addition to managing servicing operations, the
Investment Portfolio group manages the Company’s interest rate risk, and overall asset liability management
strategy.

The composition of the Investment Portfolio includes mortgage loans held for investment, mortgage-
backed securities and mortgage servicing rights. Mortgage-backed securities include agency and non-agency
investment grade securities, non-investment grade securities and residuals. Mortgage loans held for investment
typically are generated by the Mortgage Banking group and transferred to the Investment Portfolio for
products that we choose to retain in our portfolio, which are generally adjustable-rate mortgage (“ARM”)
loans.

Mortgage-backed securities retained by the Investment Portfolio group are generated in connection with
the Mortgage Banking group’s issuance of private-label securities and agency loan sales. Retained assets
typically include mortgage servicing rights, and to a much lesser degree, AAA-rated interest-only securities,
non-investment grade securities and residuals. The value of these assets on our financial statements represents
the discounted value of estimated future cash flows. The estimate of future cash flows used to determine the
value is dependent upon significant assumptions and judgments made by us to estimate various factors
including borrower prepayment activity and default rates, which can change as market conditions change. This
initial estimate of value is recognized upon creation of the asset and this value is factored into the
determination of the gain on sale of loans.

The primary source of revenue for the Investment Portfolio is spread income on loans and securities and
service fee income from mortgage servicing rights. Valuation changes on mortgage servicing rights (subject to
lower of amortized cost or fair value limitations), AAA-rated interest-only securities and the related hedges
are also recognized through earnings.

"Patent pending.



Builder Finance Group

We provide construction financing for residential subdivision loans through our Builder Finance group.
We have realized strong, stable income from this portfolio lending operation since 1994. While we have
succeeded with respect to builder construction financing, we have not executed well on obtaining the
permanent consumer mortgage financing upon completion of construction. As a result, going forward, we
expect our construction lending activities to be directed primarily toward those homebuilders that have
committed to utilizing our e-MITS technology to provide the mortgage loans to their customers. While we
expect this change in focus will result in reduced subdivision construction loans outstanding over the next two
years, we expect to improve our permanent home mortgage production with homebuilders.

Financing

We fund our Mortgage Banking, Investment Portfolio and Builder Finance operations with deposits,
advances from the Federal Home Loan Bank of San Francisco (“FHLB”), borrowings and capital. Since the
Mortgage Banking group sells or securitizes substantially all of the loans it acquires, loan sales and
securitizations also serve as a primary funding source. We are extremely reliant on the investors which
purchase the loans or securities and particularly the GSEs (Fannie Mae and Freddie Mac) as 62% of our sales
in 2001 were to the GSEs.

The acquisition of SGV Bancorp, Inc. and its subsidiary financial institution on July 1, 2000 marked the
beginning of our consumer banking operations. Our deposit strategy is focused on certificates of deposit
gathered through our ten-branch network, and our Telebanking and Internet channels.

KEY OPERATING RISKS

Like all businesses, we assume a certain amount of risk in order to earn superior returns on capital. The
following is a summary discussion of key operating risks. This section should be read in conjunction with
“CERTAIN RISK FACTORS THAT MAY AFFECT FUTURE RESULTS”.

Interest Rate Risk

Due to the characteristics of our financial assets and liabilities and the nature of our business activities,
our financial position and results of operations may be materially affected by changes in interest rates in
various ways. While we have devised and implemented a comprehensive asset/liability management strategy
that seeks, on an economic and an accounting basis, to mitigate significant fluctuations in our financial position
and results of operations likely to be caused by market interest rate changes, there can be no assurance that
this strategy (including assumptions concerning the correlation thought to exist between different types of
instruments) or its implementation will be successful in any particular interest rate environment.

Valuation Risk

In connection with the loan sale process, we retain certain assets for which the market is relatively
illiquid. As a result, valuations are derived using complex modeling and significant assumptions and
judgments. These assets include AAA-rated interest-only securities, mortgage servicing rights, non-invest-
ment grade securities and residuals. In addition, from time to time, we may acquire these types of securities
from third party issuers. These assets represented 8% of total assets and 69% of total equity at December 31,
2001. The fair value of these assets could vary significantly as market conditions change.

Credit Risk

We hold a portfolio of loans for investment and non-investment grade securities and residuals
collateralized by mortgage loans. While the majority of our loans are secured by residential property, there is
no guarantee that, in the event of borrower default, we will be able to recoup the full principal amount and
interest earned on the loan. In addition, while we have discontinued our home improvement and manufactured
housing lending programs, we continue to liquidate portfolios of these loans, which have greater credit risk
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than that of our mortgage loan portfolios. At December 31, 2001, the balance of these portfolios was
$104 million, net of reserves. Further, we provide construction lending to consumers and developers to build
residential properties. Such asset types also have a higher risk profile than permanent mortgage loans.

We also sell loans to GSEs and whole loans to outside investors. In these instances, we are subject to
repurchase risk. While we have made what we believe to be adequate loss reserves, there can be no guarantee
that the amount reserved is sufficient to cover all potential losses resulting from such repurchases.

Liquidity Risk/Access to Capital Markets

We finance a substantial portion of our assets through consumer deposits and borrowings from the FHLB.
We also obtain financing from investment and commercial banks. While there is no guarantee that these
sources of funds will continue to be available to us, or that borrowing can be refinanced upon maturity, there
are no known trends, demands, commitments, events or uncertainties that we believe are reasonably likely to
cause a decrease in liquidity.

We utilize three sales channels to sell loans to the secondary market: whole loan sales, sales to the GSEs,
and private-label securitizations. A disruption in the securitization market could adversely impact our ability
to fund mortgage loans and our gains on sale, leading to a corresponding decrease in revenue and earnings.
Likewise, a deterioration in the performance of our private-label securities could adversely impact the
availability and pricing of future transactions.

Other Risks

We are subject to various other risks including the fluctuating demand for mortgage loans. The demand
for mortgage loans, historically, tends to decrease as interest rates increase. In addition, the banking industry,
in general, is subject to various monetary and fiscal policies and regulations, which include those determined
by the Office of Thrift Supervision (“OTS”), the Federal Deposit Insurance Corporation (“FDIC”) and the
Federal Reserve Board. Depending on the nature of any new policies, such policies and regulations can have a
negative impact on operations. Additionally, we are required to maintain minimum capital levels by the OTS.
While historically we have been able to access the capital markets when necessary and currently have
$250 million in capital in excess of our regulatory requirement, there is no guarantee that we will be able to
access the capital markets when or if a need for additional capital arises in the future. Also, a majority of our
loan acquisitions are geographically concentrated in certain states, including California, New York, Florida
and New Jersey. Any adverse economic conditions in these markets could cause the number of loans acquired
to decrease and delinquencies to increase, causing a corresponding decline in revenues. Lastly, there are no
guarantees as to our degree of success in managing loan portfolio concentrations, anticipating and taking
advantage of technological advances, or executing upon our growth plans for our mortgage banking operations.

HISTORY OF INDYMAC

In 1985, Countrywide Credit Industries, Inc. (“CCR”) founded IndyMac (then known as Countrywide
Mortgage Investments, Inc.) as a passive mortgage real estate investment trust (“REIT”). At that time, the
REIT primarily invested in mortgages originated by CCR and financed such mortgages by issuing collateral-
ized mortgage obligations. As a REIT, we were required to pay 95% of our earnings to shareholders and
received exemption from federal and state income taxes. Countrywide Asset Management (“CAMC”), a
subsidiary of CCR, served as our asset manager while CCR owned a small percentage of the NYSE traded
stock of IndyMac Bancorp.

In 1993, operating management was put in place and we became an active mortgage REIT. We
immediately ceased buying any significant amount of loans from CCR and commenced the B2B Mortgage
Banking group. The business plan was later expanded to the market channels and operating divisions discussed
above. In July 1997, we terminated our asset management agreement with CAMC for a one-time buy out fee
of $76 million in IndyMac common stock. In August 2000, as part of our overall share repurchase program, we
reacquired in a bulk purchase all of the IndyMac common stock held by CCR.
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In response to the global liquidity crisis in the fourth quarter of 1998 in which many non-regulated
financial institutions, mortgage lenders and mortgage REITs were adversely impacted or did not survive, we
determined that it would be advantageous to terminate our REIT status and acquire a depository institution to
strengthen our funding sources. Accordingly, after we sought and received shareholder approval, on January 1,
2000 we converted to a fully taxable entity and on July 1, 2000, we acquired (the ‘“acquisition’)
SGYV Bancorp, Inc. (“SGVB”). SGVB was the parent of First Federal Savings and Loan Association of San
Gabriel Valley, a federal savings association. Substantially all of our assets and operations were contributed to
the subsidiary savings association, renamed as IndyMac Bank, F.S.B. (“Bank”). Our core business is still
mortgage banking and we are not a diversified consumer bank.

The following is a more detailed discussion of our business model, competition, risk factors, regulation
and supervision, federal and state income tax considerations, subsidiaries and employees.

MORTGAGE BANKING GROUP

GENERAL

Our Mortgage Banking group is our core business. The Mortgage Banking group’s operations include the
acquisition (purchase and origination), sale, and securitization of mortgage loans secured by one-to-four
family (“single-family”) residences. The Mortgage Banking group offers single-family residential mortgage
products using a technology-based approach. Our ability to leverage our technology investment over multiple
channels, products and customers creates an efficient, low cost operating platform.

We primarily purchase and originate conforming and non-conforming single family home loans.
Currently, the maximum principal balance for a single family residence conforming loan in the contiguous
48 states is $301 thousand, and is $451 thousand in Alaska and Hawaii. Loans that exceed this maximum
principal balance are referred to as “non-conforming” or “jumbo” loans. Non-conforming loans also include
loan amounts less than the above referenced dollar amounts that do not meet the documentation requirements
of the GSEs. The average loan size of a mortgage loan in our held for sale portfolio at December 31, 2001 was
approximately $216 thousand.

Our product offerings include the following:

« fixed-rate and adjustable-rate mortgage loans

 conforming loans

 prime non-conforming loans (jumbo and alternative documentation, also known as “Alt A” loans)
o government — FHA/VA loans

 subprime loans (for financial reporting purposes, we define subprime loans as loans to borrowers with a
FICO credit score below 620 or a recent bankruptcy, foreclosure or delinquency on a preexisting
mortgage loan)

e consumer construction to permanent loans
 consumer lot loans
e home equity lines of credit (“HELOCs”)

As a nationwide lender, we acquire loans secured by properties located in all 50 states, with a
concentration in those regions of the country where we have regional offices or where there are higher home
prices including California, Florida, New Jersey, and New York. Our highest concentration of mortgage loans
relates to properties in California. Mortgage loans secured by California properties accounted for 33% of the
mortgage loans acquired in 2001.

A key component of the efficiency of our mortgage banking operations is our proprietary Internet-based
underwriting and risk-based pricing system, e-MITS (electronic Mortgage Information and Transaction
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System). e-MITS is a collaborative automated loan submission, underwriting, and risk-based pricing system
that allows mortgage loan wholesale customers and consumers to conduct business with us electronically
through all of our mortgage loan Internet sites. e-MITS provides customers with the following benefits:

e Quick round-the-clock underwriting decision and risk-based price for a variety of our lending
programs:

e Prime and Subprime loans
e Consumer Construction-to-Permanent/Lot loans
 First Liens or Subordinate Liens
e Home Equity Lines of credit
 Fixed and Adjustable-Rate mortgage loans
e Customized list of documentation requirements upfront which results in a faster closing of the loan
» Competitive rate surveys
 Alternate product or pricing choices
 Ability to lock in the loan rate.
e Service Guarantees/Rate Guarantees
e Access to most transactional information at any place and at any time

The system allows mortgage originators and consumers to receive an approval and a risk-based price
within minutes. Additionally, we provide for the electronic delivery, via the Internet, of loan documents to
closing agents nationwide. During 2001, 78% of loans acquired were processed through the e-MITS system.

We utilize the following distinct channels to acquire mortgage loans:

e a Business-to-Business channel, with mortgage brokers, small mortgage bankers and community
financial institutions, effectively providing us with access to a variable cost, nationwide, “virtual”
branch network,

* a technology driven, Business-to-Consumer channel which offers loans directly to consumers, and

« arecently commenced Business-to-Realtor channel that allows builders and real estate professionals to
utilize our technology to fulfill the mortgage loan process for their customers in the process of
purchasing a home.
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The following table sets forth the activity in loans held for sale for the past three years:
Year Ended December 31,

2001 2000 1999
(Dollars in millions)
Beginning balance . ........... ... $ 1,421 $ 658 $ 1,766
Loans acquired — B2B
Prime . ... 11,672 6,443 4,965
Subprime .. ... 951 1,162 256
FHA/VA 151 57 —
Total loans acquired —B2B ...................... 12,774 7,662 5,221
Loans originated — B2C
Prime ... ... 2,161 738 572
Subprime .. ... 93 106 14
FHA/VA 7 — —
Subtotal loans originated — B2C .................. 2,261 844 586
Loans originated — B2R ...... ... ... . ... o 286 36 —
Manufactured housing ............ ..., — — 123
Home improvement . ..............couiuiinininninenann... — — 29
Total loans purchased/originated .......................... 15,321 8,542 5,959
Loans acquired via merger/acquisition...................... — 362 —
Less:
Loans sold
GSE (Freddie Mac/Fannie Mae) sales................. 8,683 3,047 1,133
Whole loan sales . ... 3,425 1,299 3,391
Private label securitizations .............. ... ... ....... 1,793 3,107 1,904
Total loans sold . . ... .. ... .. 13,901 7,453 6,428
Loans transferred to investment portfolio.................. 675 577 186
Principal reductions ........... ... ... il 85 111 453
Increase (decrease) in total loans.......................... 660 763 (1,103)
Ending balance .............. ..ottt $ 2,081 $1,421 $ 658
% of sales to production: ......... ... ... ... 90.7% 87.3% 107.9%
% of loans sold by channel:
GSE (Freddie Mac/Fannie Mae) sales................... 62% 41% 18%
Whole loan sales . ...........o i 25% 17% 53%
Private label securitizations .......................c..... 13% 42% 29%
100% 100% 100%

Business-to-Business (“B2B”)
www.IndyMacB2B.com

As the Mortgage Banking group’s primary channel, B2B represented 85% of mortgage loan production
during 2001. B2B acquires mortgage loans primarily from mortgage brokers and, to a lesser degree, small
mortgage bankers and community financial institutions. When acquiring mortgage loans, we generally
purchase the rights to service the mortgage loans. Such loans are serviced through our Home Loan Servicing
division. See LOAN SERVICING OPERATIONS below. B2B’s production volume includes both purchases
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and originations. Originations are defined as loans that are generated by the mortgage broker, but closed in our
name (also referred to as “table funded” loans).

B2B has a centralized group that targets potential customers based on their production volume levels,
product mix and projected revenue to us. This sales force is responsible for capturing a predetermined
percentage of the customer’s business by marketing B2B’s strengths, which include providing a “one stop
shop” for all products, competitive pricing and response time efficiencies in the purchase process (through the
e-MITS underwriting process and high customer service standards).

During 2001, to continue our emphasis on increasing production capacity and building market share, the
B2B division opened a new regional processing center in Atlanta and expanded its facilities in Pasadena and
New Jersey. With these investments, along with the Sacramento and Irvine offices, the B2B division currently
has five regional processing centers and plans to open a sixth regional processing center in Kansas City,
Missouri, during 2002. In addition to our investment in production capacity, we invested in new customer
service programs, loan quality programs and enhanced compliance programs. Looking ahead, our key focus
will be on continuing to streamline the process and reduce costs, thereby improving efficiencies. Our primary
strategy for achieving this objective is the implementation of a new mortgage origination system by the end of
2002.

Business-to-Consumer (“B2C”)
www.IndyMacMortgage.com

Our highly rated B2C Website offers a wide range of home loan products directly to consumers
nationwide. Gomez.com has rated our Website as the best overall mortgage Website quarterly since the Fall of
2000. This site enables consumers to apply for a mortgage loan, obtain loan approvals, lock in an interest rate
and receive a printable approval letter, all online, and all within minutes. The Website also features online loan
status information, daily rate comparisons to major competitors, and a quick mortgage rate pricing tool.

The B2C channel originates mortgage loans on a centralized basis using multiple marketing avenues:

 Direct at our Website which is supported by the e-MITS technology

Indirect Internet leads provided by various multi-lender or Internet-based marketing firms
 Customer referral or portfolio refinance leads

 Direct mail and telemarketing

» Affinity relationships

e Community lending through our ten consumer bank branches

Through B2C’s telemarketing operations and sales force, loan consultants counsel consumers with respect
to the loan application process, process loan applications utilizing the e-MITS technology and render lending
decisions, providing for a streamlined loan application process.

Business-to-Realtor (“B2R”)
www.LoanWorks.com

LoanWorks.com, our newest production channel, began operations in April of 2000. LoanWorks.com
serves real estate professionals that do not have an in-house mortgage-processing center, or those that do not
wish to utilize their in-house processing center. We have limited this relatively new channel to California
initially as we build the model and metrics for this business. We plan to expand this business to eight states
during 2002, creating additional opportunity for growth. LoanWorks.com allows real estate agents and builders
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to utilize our Web-based e-MITS technology as their in-house mortgage processing center and their online
origination and pipeline management system. Customers in this channel include the following:

» Realtors representing consumers in the process of purchasing a new home
» Realtors in the homebuilder’s offices representing consumers purchasing a newly constructed home
e Small mortgage brokers who do not wish to process loans

B2R leverages its marketing efforts through real estate agents, an approach which includes participation
in local real estate forums and trade shows, seminars and continuing education aimed at individual real estate
agents, and advertising in national and regional trade publications. B2R’s marketing strategy also includes
developing relationships with homebuilders through direct customer contact and program presentations and
drawing upon existing construction lending builder relationships and industry contacts. Although B2R is
currently small in comparison to the B2B and B2C divisions, we believe the B2R channel provides a strong
growth opportunity as it leverages our existing technology and infrastructure.

LOAN SALE AND SECURITIZATION PROCESS
Mortgage Loan Pipeline

We primarily use committed repurchase agreements, deposits, FHLB advances and equity to finance the
initial acquisition of mortgage loans. When a sufficient volume of loans with similar characteristics has been
accumulated, generally $100 million to $500 million in principal amount, such loans are resold in the
secondary market. The length of time between when we purchase a mortgage loan and when we sell or
securitize such mortgage loan generally ranges from ten to 90 days, depending on certain factors such as the
loan volume by product type and market fluctuations in the prices of mortgage-backed securities. On average
during 2001, we sold loans within 60 days of purchase or origination.

We are subject to various risks due to potential interest rate fluctuations during the period of time
between when the Company commits to originate or purchase a mortgage loan at a pre-determined price, and
when that mortgage loan is committed for sale in the secondary market. We attempt to mitigate such risks
through the implementation of hedging policies and procedures. In accordance with these policies and
procedures, we utilize financial instruments whose price sensitivity has historically had a very close correlation
to the price sensitivity of the related mortgage loans as a result of changes in applicable interest rates.

The majority of our pipeline consists of loans sold to the GSEs, which we hedge with a forward
commitment to sell a Fannie Mae (“FNMA”) or Freddie Mac (“FHLMC”) security, into which we
frequently deliver loans. With respect to the pipeline of jumbo and non-conforming fixed-rate loans, we also
primarily hedge with forward loan sale commitments and forward commitments to sell FNMA or FHLMC
securities. However, our private-label mortgage securities typically trade at a discount (or “‘spread”)
compared to the corresponding FNMA or FHLMC securities, due to the higher perceived ratings of certain
FNMA or FHLMC obligations. This discount, which varies depending on market conditions, creates “basis
risk” (see further discussion of basis risk below under INTEREST RATE RISK). Accordingly, while our
hedging strategy may mitigate the impact of changes in interest rates, any significant widening or narrowing of
the spread could have a negative or positive effect on our financial performance, regardless of the efficiency of
the execution of our hedging strategy.

Sales Channels

There are three channels through which we sell our mortgage loans and we occasionally retain loans for
our portfolio. The decision as to which channel to use is influenced by a variety of factors, including the
product type and the price at which such whole loans or securities can be sold. The three channels are:

(a) the bulk sale of loan pools to the GSEs (principally FNMA and FHLMC) that then securitize
the loan pools in their own names, for which the servicing rights to the loans are ordinarily retained by us,
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(b) the bulk sale of loan pools to institutional investors on a “whole loan” basis, whereby the
servicing rights to the loans are typically transferred to the investor, and

(c) the private-label securitization of loan pools, whereby the loans are sold to third party
securitization trusts and serve as collateral for non-recourse debt securities issued by the trusts, in which
case we ordinarily retain the servicing rights to the loans.

Sales of loans under securitization transactions are generally accounted for as sales of the mortgage loans
and may eliminate or minimize any long-term investment we have in such loans, depending on the extent to
which we retain an interest. Private-label securities typically consist of one or more classes of “regular
interests” and a single class of “residual interest.” The regular interests are tailored to the needs of investors
and may be issued in multiple classes with varying maturities, average lives and interest rates. These regular
interests are predominantly senior securities, but, in conjunction with providing credit enhancement, may be
subordinated to the rights of other regular interests. The residual interest represents the remainder of the cash
flows from the loans over the amounts required to be distributed to the regular interests.

Credit Enhancement on Securitizations

Our securitizations are structured so that, in general, most of such securities are rated investment grade
(BBB and above) by at least one nationally recognized statistical rating agency. The ratings for our private-
label mortgage-backed securities are based on the perceived credit risk of the underlying mortgage loans by
the applicable rating agency, the structure of the securities and the associated level of credit enhancement.
Credit enhancement is designed to provide protection to one or more classes of security holders in the event of
borrower defaults and to protect against other losses, including those associated with fraud or reductions in the
principal balances or interest rates on loans as required by law or a bankruptcy court. We can utilize multiple
forms of credit enhancement, including bond insurance guarantees, mortgage pool insurance, special hazard
insurance, reserve funds, letters of credit, surety bonds and subordination of certain classes of interests to other
classes, or any combination thereof.

In determining whether to provide credit enhancement through bond insurance, subordination or other
credit enhancement methods, we take into consideration the costs associated with each method. We
principally provide credit enhancement through the issuance of mortgage-backed securities in senior/
subordinated structures. The subordinated securities may be sold, retained by us and accumulated for sale in
subsequent transactions, or retained by us as long-term investments.

INVESTMENT PORTFOLIO GROUP
INVESTMENTS

In an effort to generate continuing earnings that are less dependent upon the Mortgage Banking group, we
invest in residential mortgage loans and mortgage securities and mortgage servicing rights either retained in
connection with our mortgage banking activities or purchased in the secondary mortgage market. At
December 31, 2001, total assets of the Investment Portfolio group was $3.5 billion and included 38% of
mortgage securities available for sale, 33% residential mortgage loans, 9% mortgage servicing rights, 6%
AAA-rated interest-only and principal-only securities and 14% other assets.

Mortgage loans held for investment are originated or acquired by the Mortgage Banking group and
transferred (“sold”) to the Investment Portfolio group for long-term investment. Such loans are typically
prime loans as the majority of subprime loans are securitized or sold to the GSEs. The Investment Portfolio
group invests in loans for which they can earn an acceptable return on equity, currently investing primarily in
ARM loans in order to minimize interest rate risk and loan products for which we do not accumulate sufficient
amounts to efficiently sell. The composition of mortgage loans held for investment included 29% intermediate
ARM loans (fixed for one to ten years, then converting to ARM), 39% ARM loans, and 32% fixed rate loans
as of December 31, 2001. From time to time, the Investment Portfolio group may acquire delinquent loans
from third parties in small amounts with the strategy to cure the loan for subsequent sale at a profit. During
2001, we acquired $13.5 million of delinquent loans of which $10.6 million was outstanding at year end.
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As of December 31, 2001, the investment securities portfolio was comprised of 94% of AAA-rated
securities, 3% of other investment grade securities and 3% of non-investment grade securities and residuals.
Our investment grade securities include AAA-rated interest-only securities, agency securities, and other
mortgage-backed securities. In addition to hedging the AAA-rated interest-only securities portfolio, the
Investment Portfolio group also manages and hedges our investment in mortgage servicing rights. Substan-
tially all mortgage servicing rights were created in connection with our mortgage banking activities and include
both primary and master servicing, discussed further below.

LOAN SERVICING OPERATIONS

At December 31, 2001, through our Home Loan Servicing operation in Kalamazoo, Michigan, we
serviced $22.8 billion of mortgage loans, of which $2.9 billon were owned by us. The servicing portfolio
includes prime and subprime loans, home equity lines of credit, manufactured housing and home improvement
loans.

Servicing mortgage loans includes collecting loan payments; responding to customers’ inquiries; collecting
and remitting property taxes and hazard insurance, when required; accounting for principal and interest;
holding custodial (impound) funds for payment of property taxes and insurance; making physical inspections
of the mortgaged property, as necessary; counseling delinquent mortgagors; modifying loans; supervising
foreclosures and liquidation of foreclosed property; performing required tax reporting; and other loan
administration functions necessary to protect investors’ interests and comply with applicable laws and
regulations. Servicing operations also include remitting loan payments, less servicing fees, to trustees and, in
some cases, advancing delinquent borrower payments to investors, subject to a right of reimbursement.

Master servicing includes collecting loan payments from servicers of loans (including third parties) and
remitting loan payments, less master servicing fees, to trustees. As master servicer, we monitor the primary
servicer’s compliance with our servicing agreements and we are required to perform, or to contract with a third
party to perform, all obligations not adequately performed by any servicer. The master servicer may permit or
require the servicer to contract with approved subservicers to perform some or all of the servicer’s duties, but
the servicer is not thereby released from its servicing obligations.

As of December 31, 2001, we master serviced $9.6 billion of prime and subprime mortgage loans, of
which $4.6 billion was serviced by third party servicers and $5.0 billion was serviced by us. The servicing
operation in Kalamazoo was acquired in April 1998. The master servicing portfolio was primarily created in
connection with operations prior to this acquisition whereby we did not operate a servicing platform. In 2001,
none of our loan sales or securitizations included a master servicing component and we do not plan to create
any significant master servicing arrangements in the future.

BUILDER FINANCE GROUP

The Builder Finance group offers a variety of residential construction and lot development programs for
builders and developers. The target project for a residential construction loan program is a 15 to 100 unit one-
to-four family subdivision, built in one to five phases, with homes that will be marketed to entry level/
first-time buyers or first or second move-up buyers. In general, the average loan commitment size is
$8.0 million. The specific terms of any construction loan, including the principal amount, the applicable
interest rate, loan fees, and other terms, are based upon, among other things, the quality of the project and the
financial strength, historical performance and other qualifications of the builder.

Due to the economic environment during 2001, we decided to scale back our builder construction
financing activities. During the second half of 2001, we limited our production activities to eight states,
California, Nevada, Arizona, Oregon, Washington, Utah, Colorado and Illinois, which account for 84 percent
of current outstandings and exhibit the strongest loan performance characteristics. Previously, the Builder
Finance group had conducted business in a total of 31 states. Finally, we are in the process of restructuring and
refocusing this business to obtain more synergy with our mortgage lending business. We expect as a result of
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this change in strategy that we will reduce our overall credit exposure on subdivision construction loans and
increase production of permanent home mortgage loans generated by homebuilders.

FINANCING SOURCES

Our primary funding need is for the acquisition of mortgage loans which is primarily met by loan sales
and securitizations. In 2001, the Mortgage Banking group acquired $15.3 billion of mortgage loans and sold
$13.9 billion of mortgage loans. We now finance a substantial portion of our assets through deposits and
advances from the FHLB, which totaled $3.2 billion and $2.0 billion, respectively, at December 31, 2001. We
also fund assets through borrowings and the capital markets.

LOAN SALES AND SECURITIZATIONS

We fund the initial acquisition of mortgage loans primarily through borrowings until we accumulate a
sufficient volume of loans with similar characteristics to efficiently sell them in the secondary market. When
we sell or securitize these loans, the cash proceeds received from the sale or securitization are used to reduce
the borrowings financing such loans. These periodic loan sales and securitizations provide a revolving source of
financing for our mortgage loan pipeline and allow us to maintain lower levels of committed borrowing lines.

CONSUMER BANKING

The acquisition of SGVB on July 1, 2000 marked the beginning of our consumer banking operations.
Since the acquisition, our overall consumer banking strategy has been to grow our deposit base in order to
provide a funding source that allows the Company to diversify its financing sources and reduce its dependence
on wholesale financing as well as decrease our cost of funds over the long-term.

Our deposit growth strategy has focused on low-transaction certificate of deposit and money market
accounts. Other banking products include checking accounts, savings and money market accounts, retirement
accounts and online bill payment. Customers have access to their accounts 24-hours a day, seven days a week
through our Website or telebanking services. At IndyMacBank.com, customers can access their various
accounts, view balances, transfer funds between accounts, view transactions, download account information,
and pay their bills.

The Bank has been successful in growing the deposit base by offering competitive rates to the consumer
as well as marketing its products through four distinct customer service channels. The channels include
(1) “Telebank”, our telephone banking system (1-800-750-8521); (2) Internet banking through our
proprietary Website, www.indymacbank.com; (3) the network of ten Bank branches located in Southern
California; and (4) the money desk, which services institutional deposits. These service channels, specifically
the telebank and Internet channels, allow us to obtain deposits from across the nation. Through our marketing
efforts during 2001, we increased total deposits from $797.9 million at December 31, 2000, to $3.2 billion at
December 31, 2001.

ADVANCES FROM THE FHLB

The FHLB provides credit for savings institutions and other member financial institutions. As a member
of the FHLB, the Bank is required to own stock in the FHLB in proportion to its borrowings from the FHLB.
The Bank is authorized to apply for advances from the FHLB, which are collateralized in the aggregate by
loans, securities, and FHLB stock and by deposits with the FHLB. At December 31, 2001, advances to the
Bank by the FHLB totaled $2.0 billion. Of this outstanding balance, $1.8 billion, or 90%, consisted of fixed
term borrowings, which, if prepaid, would be subject to penalty.

17



BORROWINGS

The balance of other borrowings as of December 31, 2001 primarily consisted of $750 million in
committed repurchase agreements with major financial institutions, $142 million in syndicated bank lines,
$94 million in commercial paper conduits and $67 million in other borrowings. For further information on the
material terms of these borrowings, see “Part II, Item 7. MANAGEMENT'S DISCUSSION AND
ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS — LIQUIDITY
AND CAPITAL RESOURCES.”

CAPITAL MARKETS

We continue to investigate and pursue alternative and supplementary methods to finance our operations
through the public and private capital and credit markets. On November 14, 2001, IndyMac Bancorp
completed an offering of Warrants and Income Redeemable Equity Securities to investors. Gross proceeds of
the transaction totaled $175 million. The securities were offered as units consisting of a trust preferred security
issued by a trust formed by IndyMac Bancorp and a warrant to purchase IndyMac Bancorp’s common stock.
For further discussion, see “Note 12 — TRUST PREFERRED SECURITIES” in the accompanying notes
to the consolidated financial statements of IndyMac.

COMPETITION

We face significant competition in acquiring and selling loans. In our mortgage banking operations, we
compete with other mortgage bankers, GSEs, established third party lending programs, investment banking
firms, banks, savings and loan associations, and other lenders and entities purchasing mortgage assets. With
regard to mortgage-backed securities issued through our mortgage banking operations, we face competition
from other investment opportunities available to prospective investors.

The GSEs have made and will continue to make significant technological and economic advances to
broaden their customer bases. When the GSEs contract or expand, there are both positive and negative
impacts on our mortgage banking lending operations. As GSEs expand, additional liquidity is brought to the
market, and products can be resold more quickly. Conversely, expanding GSEs increase competition for loans,
which may reduce profit margins on loan sales. We seek to address these competitive pressures by making a
strong effort to maximize our use of technology, by diversifying into other lines of business that are less
affected by GSEs, and by operating in a more cost-effective manner compared to our competitors. There can
be no assurance that these efforts will be successful.

The primary competition to B2C, B2R and the Builder Finance group is from banks and other financial
institutions and mortgage companies. We seek to compete with these various financial institutions and
mortgage companies through an emphasis on quality of service, diversified products and maximum use of
technology.

CERTAIN RISK FACTORS THAT MAY AFFECT FUTURE RESULTS
INTEREST RATE RISK
Asset/Liability Management

Due to the characteristics of our financial assets and liabilities and the nature of our business activities,
our liquidity, financial position and results of operations may be materially affected by changes in interest rates
in various ways. The primary objective of our hedging strategies is to mitigate the impact of interest rate
changes, on an economic and accounting basis, on the Net Portfolio Value (“NPV”) of our balance sheet.
Secondarily, we hedge to minimize our exposure to volatility in earnings. On a macro basis, we invest in
mortgage servicing rights and AAA-rated interest-only securities to hedge against potential decreases in
production volumes and gain on sale of loans due to increases in interest rates. We also purchase derivative
securities to hedge our mortgage pipeline, mortgage servicing rights and AAA-rated interest-only securities to
guard against losses resulting from increased prepayments in declining interest rate environments. The overall
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effectiveness of these hedging strategies is subject to market conditions, the quality of our execution, the
valuation of assets subject to our assumptions and other sources of interest rate risk discussed further below.

Mortgage Loans Held for Sale

We hedge the risks associated with our mortgage pipeline. The mortgage pipeline consists of our
commitments to purchase mortgage loans (“rate locks”) and funded mortgage loans that will be sold in the
secondary market. The risk associated with the mortgage pipeline is that interest rates will fluctuate between
the time we commit to purchase a loan at a pre-determined price, or the customer locks in the interest rate on
a loan, and the time we sell or commit to sell the mortgage loan. Generally speaking, if interest rates increase,
the value of an unhedged mortgage pipeline decreases, and gain on sale margins are adversely impacted.
Typically, we hedge the risk of overall changes in fair value of loans held for sale by either entering into a
forward loan sale agreement or selling forward FNMA and FHLMC contracts to hedge loan commitments
and to create fair value hedges against the funded loan portfolios. See further discussion above under LOAN
SALES AND SECURITIZATIONS.

AAA-Rated Interest-Only Securities and Mortgage Servicing Rights

The primary risk associated with AAA-rated interest-only securities and mortgage servicing rights is that
they will lose a substantial portion of their value as a result of higher than anticipated prepayments occasioned
by declining interest rates. While such assets tend to decrease in value as interest rates decrease, they tend to
increase in value as interest rates increase. As of December 31, 2001, we held $211.1 million of AAA-rated
interest-only securities and $321.3 million of mortgage servicing rights.

To hedge changes in the value of our AAA-rated interest-only securities portfolio and mortgage servicing
rights, we generally use a combination of several financial instruments, including but not limited to, buying
and/or selling mortgage-backed or U.S. Treasury securities, futures, floors, swaps, or options. In managing the
composition of our hedge position we consider a number of factors including, but not limited to, the
characteristics of the mortgage loans supporting the hedged assets, market conditions, the cost of alternate
hedges and internal and regulatory risk tolerances for interest rate sensitivity. We use hedging instruments to
reduce our exposure to interest rate risk, not to speculate on the direction of market interest rates. These
hedging strategies are highly susceptible to prepayment risk, basis risk, market volatility and changes in the
shape of the yield curve among other factors as described below. While our hedging strategies have been
generally effective, there can be no assurance that these strategies will succeed under any particular interest
rate scenario.

Other Securities

Certain financial instruments that we invest in tend to decrease in value as interest rates increase and tend
to increase in value as interest rates decline. These include fixed rate investment grade and non-investment
grade mortgage-backed and asset-backed securities, principal-only securities and U.S. Treasury bonds. To a
lesser extent, mortgage securities supported by adjustable rate mortgage loans may change in value as interest
rates change, if the timing or absolute level of interest rate adjustments on the underlying loans do not
correspond to applicable changes in market interest rates. While such mortgage-backed securities are highly
rated instruments from a credit standpoint, these securities are considered complex mortgage securities
because actual future cash flows may vary from expected cash flows primarily due to borrower prepayment
behavior.

Sources of Interest Rate Risk

We seek to mitigate our interest rate risks through the various hedging strategies described above.
However, there can be no assurance that these strategies (including assumptions concerning the correlation
thought to exist between different types of instruments) or their implementation will be successful in any
particular interest rate environment as market volatility cannot be predicted. The following are the primary
sources of interest rate risk that we must manage in our hedging strategies.
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Basis Risk. In connection with our interest rate risk management, basis risk is most prevalent in our
hedging activities, in that the change in value of hedges may not equal or completely offset the change in value
of the financial asset or liability being hedged. While we choose hedges we believe will correlate effectively
with the hedged asset or liability under a variety of market conditions, “perfect”” hedges are rarely available for
the assets or liabilities we attempt to hedge. For example, we hedge our pipeline of non-conforming mortgage
loans with forward commitments to sell FNMA or FHLMC securities of comparable maturities and weighted
average interest rates. However, our non-conforming mortgage loans typically trade at a discount (or require
an incremental yield spread) relative to conforming GSE collateral, due to the higher perceived ratings of
FNMA or FHLMC obligations. In certain interest rate environments, the relative price movement of the non-
conforming mortgage loans and the agency securities may differ, as the market may require a larger or smaller
discount for the non-conforming loans. Consequently, the change in value of the non-conforming mortgage
loan (hedged asset), which is a function of the size of the discount, is typically not perfectly correlated with
the change in value of the FNMA and FHLMC securities sold (hedge) resulting in basis risk.

To hedge our mortgage servicing rights and AAA-rated interest-only securities, which are backed by non-
conforming mortgage loan collateral, we use a combination of LIBOR/swap-based options, treasury and
agency futures and private label mortgage-backed securities. As there are no hedge instruments which would
be perfectly correlated with these hedged assets, we use the above instruments because we believe they
generally correlate well with the hedged assets. Further, we make assumptions in our financial models as to
how LIBOR/swap, treasury, agency and private label mortgage rates will change in relation to one another.
From time to time, in certain interest rate environments, the relative movement of these different interest rates
and the corresponding change in value of the applicable hedge instruments do not change as we anticipate,
resulting in an imperfect correlation between the values of the hedges and hedged assets.

Options Risk. An option provides the holder the right, but not the obligation, to buy, sell, or in some
manner alter the cash flows of an instrument or financial contract. Options may be stand-alone instruments
such as exchange-traded options and over-the-counter contracts, or they may be embedded within standard
instruments. Instruments with embedded options include bonds and notes with call or put provisions, loans
that give borrowers the right to prepay balances, and adjustable rate loans with interest rate caps or floors that
limit the amount by which the rate may adjust. Loans that give borrowers the right to prepay balances present
the most significant option risk that we must manage.

Repricing Risk. Repricing risks arise from the timing difference in the maturity and/or repricing of
assets, liabilities and off-balance sheet positions. While such repricing mismatches are fundamental to the
business, they can expose us to fluctuations in income and economic value as interest rates vary. For example,
if a long-term, fixed-rate loan is funded with a short-term deposit, future net interest income would be
susceptible to a decline as interest rates increase. This decline would occur because the interest income from
the loan is fixed, while the interest paid on the deposit will be reset each time the deposit matures. We monitor
and manage repricing risk using the regulatory compliant NPV analysis within certain risk tolerances. While
this internal risk management process does not eliminate repricing risk, it has mitigated the risk to date.

Yield Curve Risk. The value of certain loans, securities and hedges we hold is based on a number of
factors, including the shape or slope of the appropriate yield curve, as the market will value financial assets and
hedge instruments based on expectations for interest rates in the future. Yield curves typically reflect the
market’s expectations for future interest rates. In valuing our assets and related hedge instruments, in
formulating our hedging strategies and in evaluating the interest rate sensitivity for risk management purposes,
our models use market yield curves, which are constantly changing. If the shape or slope of the market yield
curves change unexpectedly, the market values of our assets and related hedges may be negatively impacted
and/or changes in the value of the hedges may not be effectively correlated with the changes in the value of
the hedged assets or liabilities.

20



VALUATION RISK
General

We hold assets in our investment portfolio that we create in connection with the sale or securitization of
mortgage loans. These assets include AAA-rated interest-only securities, mortgage servicing rights, non-
investment grade securities and residuals. In addition, from time to time, we may acquire these types of
securities from third party issuers. These assets were 8% of total assets and 69% of total equity at
December 31, 2001. We value them with complex financial models that incorporate significant assumptions
and judgments, which could vary significantly as market conditions change.

Modeling Risk

To value each of the asset types referred to above, we use third party vendor financial models capable of
modeling the assets and hedges we own. These models are complex, utilize asset specific collateral data and
market inputs for interest rates. While this level of complexity of our valuation models can result in more
precise valuations, increased hedging effectiveness and improved risk management practices, the increased
complexity must be managed to ensure among other things, that the models are properly calibrated,
assumptions are reasonable, mathematical relationships used in the model are predictive and remain so over
time, and the data and structure of the assets and hedges being modeled are properly input.

The modeling requirements of mortgage servicing rights and residual securities are significantly more
complex than those of AAA-rated interest-only securities. This is because of the high number of variables that
drive cash flows associated with mortgage servicing rights (e.g., escrow balances, reinvestment rates, defaults,
cost to service, etc.) and the complex cash flow structures which may differ on each securitization that
determine value for residual securities. To mitigate this risk, we have our models or valuations independently
assessed by third party specialists. We will continue to obtain such independent assessments on at least an
annual basis to address this risk.

Assumption Risk

Even if the accuracy of the valuation model is validated, the valuation is highly dependent upon the
reasonableness of our assumptions and the predictiveness of the relationships, which drive the results of the
model. Such assumptions are complex as we must make judgment about the effect of matters that are
inherently uncertain. As the number of variables and assumptions affecting the possible future resolution of
the uncertainties increase, those judgments become even more complex. In volatile markets like we
experienced in 2001, there is increased risk that our actual results may be significantly different than those
results derived from using our assumptions. As the time period increases over which the uncertainty will be
resolved, those estimates will likely change over a greater number of periods, potentially adding volatility to
the model results.

For example, assumptions regarding prepayment speeds and loan loss levels are used in estimating values
of certain assets. If loans prepay faster than estimated, or loan loss levels are higher than anticipated, we may
be required to write down the value of such assets. While we build in discounting factors to our assumptions
and implement hedging strategies to mitigate the change in interest rates which drive the change in
prepayment rates, asset write downs and write ups typically occur over the lives of the assets. This occurs
because actual prepayments and losses are driven by consumer behavior, which cannot always be predicted.

The above assumptions are just a few examples of assumptions incorporated into our valuations.
Whenever available, we use third party valuations and related assumptions determined from trading activity or
market analysis. Our valuations are also subject to extensive review procedures, including a management level
Asset and Liability Committee (“ALCO’), a Board of Directors level ALCO and external auditors. We also
validate the overall valuation through third party reviews as discussed above. Further discussion of how we
form our assumptions is included in Item 7. under CRITICAL ACCOUNTING POLICIES.
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CREDIT RISK
General

We have assumed a degree of credit risk in connection with our investments in certain mortgage
securities and loans held for investment and sale, as well as in connection with our construction lending
operations and our mortgage banking activities, including representations and warranties in connection with
our loan sales and securitizations. We have established risk management and credit committees to manage our
exposure to credit losses in each of these business operations. We have also established a central credit risk
management committee to monitor the adequacy of loan loss reserves for our lending products and the
valuation of credit sensitive securities. The central credit risk management committee implements changes
that seek to balance our credit risk with our production, pricing and profitability goals.

Mortgage Loans

We have two principal underwriting methods designed to be responsive to the needs of mortgage loan
sellers: traditional underwriting and e-MITS underwriting. In 2001, we generated 78% of our mortgage loans
through the e-MITS underwriting process. Through the traditional underwriting method, sellers submit
mortgage loans that are underwritten by us in accordance with our guidelines prior to purchase. As discussed
above in “Mortgage Banking Group,” e-MITS is our automated, Internet-based underwriting and risk-based
pricing system. e-MITS enables us to more accurately estimate expected credit loss, interest rate risk and
prepayment risk, so that we can acquire loans at prices that more accurately reflect these risks. Risk-based
pricing is based on a number of borrower and loan characteristics, including, among other loan variables, credit
score, occupancy, documentation type, purpose, loan-to-value ratio and prepayment assumptions based on an
analysis of interest rates.

Because our risk-based pricing models, including the risk-based pricing models utilized in e-MITS, are
based primarily on standard industry loan loss data supplemented by our historical loan loss data and
proprietary logic developed by us, and because the models cannot predict the effect of financial market and
other economic performance factors, there are no assurances that our risk-based pricing models are a complete
and accurate reflection of the risks associated with our loan products.

We are also subject to fraud and compliance risk in connection with the purchase or origination of
mortgage loans. Fraud risk includes the risk of intentional misstatement in property appraisals or other
underwriting documentation. This risk is typically higher in the acquisition of a loan from a third party seller.
Compliance risk is the risk that loans are not originated in compliance with applicable laws and regulations,
and to our standards.

We mitigate fraud risk through a number of controls including, but not limited to, credit checks and
reference checks to validate loan quality, and annual recertification of our third-party sellers. We address
compliance risk with a quality control program through which we monitor the completeness of loan files
throughout several stages of the loan process and identify corrective actions to be taken either by our third-
party sellers or in-house origination staff. Lastly, we perform ongoing quality control reviews to ensure that
purchased loans meet our quality standards. We also have the ability to require sellers to repurchase loans for
representation and warranty violations. However, there is no guarantee the seller will have the financial
capability to repurchase the loans.

Loan Sales and Qualifying Special Purpose Entities

Loan sales and securitization transactions comprise a significant source of our overall funding. Such sales
channels include whole loan sales, sales to the GSEs and private label securitizations. Private-label
securitizations involve transfers of loans to off-balance sheet qualifying special purpose entities (“QSPEs”).
In some transactions, we have retained a relatively small interest in securities issued by the QSPEs.

We retain limited credit exposure from the sale of mortgage loans. First, we make standard representa-
tions and warranties to the transferee in connection with all such dispositions. These representations and
warranties do not assure against credit risk associated with the transferred loans. If individual mortgage loans
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are found to have not fully satisfied the associated representations and warranties, we can be required to
repurchase the loans from the transferee or we may make payments to settle such violations of these
representations and warranties. We have established a reserve for losses that arise in connection with
representations and warranties for loans sold. This secondary market reserve is included on the Consolidated
Balance Sheet in other liabilities.

Second, we occasionally retain non-investment grade securities and residuals that are created in a
mortgage loan securitization. Residuals represent the first loss position and are not typically rated by a
nationally recognized rating entity. Non-investment grade securities (below BBB) may or may not represent
the second loss position, depending on the rating, but are typically subject to a disproportionate amount of the
credit risk. See further discussion below under Securities Portfolio.

See also “Note 13 — TRANSFERS AND SERVICING OF FINANCIAL ASSETS” in the accompa-
nying notes to the consolidated financial statements for further disclosure of credit exposure associated with
securitizations.

Securities Portfolio

We have assumed a certain degree of credit risk in connection with our investments in investment and
non-investment grade mortgage-backed securities and residual securities. These securities may be purchased
from third party issuers or retained from our own securitization transactions. In general, non-investment grade
securities bear losses prior to the more senior investment grade securities, therefore, these securities bear a
disproportionate amount of the credit risk with respect to the underlying collateral. With regard to retained
non-investment grade and residual securities, a value is calculated and assigned to these securities and (a) this
value is reflected in the gain (or loss) on sale realized from the disposition of the mortgage loans and (b) the
securities are initially reflected at this value on our balance sheet. The ultimate value of the security can be
more or less than the calculated value assigned to it depending upon the credit performance, among other
assumptions, of the mortgage loans collateralizing the securities. The security value may change from time to
time based upon actual default and loss experience of the collateral pool, economic trends and other variables.
Our non-investment grade securities and residual portfolio, of $48.4 million represented 1% of total assets and
6% of shareholders’ equity at December 31, 2001.

Non-investment grade securities represent leveraged credit risk as they absorb a disproportionate share of
credit risk as compared to investment grade securities. These securities are recorded on our books net of a
discount or valuation allowance that is based upon, among other things, the estimated credit losses, expected
prepayments, and coupons associated with these securities as estimated by internal loss models and/or
perceived by the market. Our non-investment grade securities were recorded at a discount of $18.5 million to
the securities’ face value and represents 78% of the face value of these securities at December 31, 2001. The
adequacy of this discount is dependent upon how accurate our estimate is of both the amount and timing of
the cash flows paid to the non-investment grade securities, which is primarily based upon our estimate of the
amount and timing of credit losses and prepayments on the underlying loan collateral.

Residual securities possess a greater degree of risk because they are relatively illiquid, represent the first
loss position and require a higher reliance on financial models in determining their fair value. At December 31,
2001, our investment in residual securities totaled $43.1 million, which represented 1% of total assets and 5%
of total shareholders’ equity. The collectibility of this fair value is dependent upon the discount rate used and
the accuracy of our estimate of both the amount and timing of the cash flows paid to the residual securities,
which are based primarily on our estimate of the amount and timing of credit losses on the underlying loan
collateral and to a lesser extent prepayments on the underlying loan collateral. See “Item 7 — FINANCIAL
CONDITION” for further discussion regarding the sale of residual securities at a cash gain in 2001.

Counterparty Risk

In connection with our trading and hedging activities, we do business only with counterparties that are
established, well-capitalized financial institutions. In addition, with respect to hedging activities on the
pipeline of mortgage loans held for sale, we enter into “master netting” agreements with an independent
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clearing house known as MBSCC. This entity collects and pays daily margin deposits to minimize the risk
associated with counterparty credit quality. We do not engage in any foreign currency trading. All interest rate
hedge contracts are with entities (including their subsidiaries) approved by the Board of Directors and that
generally must have a long term credit rating of “A” or better (by one or more nationally recognized credit
rating agencies) at the time the relevant contract is consummated. Accordingly, we do not believe that we are
exposed to more than a nominal amount of counterparty risk associated with our trading and hedging
activities.

Builder Construction Loans

The primary credit risks associated with builder construction lending are underwriting, project risks and
market risks. Project risks include cost overruns, borrower credit risk, project completion risk, general
contractor credit risk, and environmental and other hazard risks. Market risks are risks associated with the sale
of the completed residential units. They include affordability risk, which is the risk of affordability of financing
by borrowers in a rising interest rate environment, product design risk, and risks posed by competing projects.

We attempt to mitigate some of these risks through the management and credit committee review
process and utilization of independent experts in the areas of environmental reviews and project market
appraisals; however, there can be no assurance that this review process will fully mitigate the foregoing risks.
In our experience, absorption rates of new single-family homes have been good in markets served by us.
However, it is unclear whether the economic cycle in certain geographic markets has peaked, which may have
an impact on new loan generation or timely payoff of existing loans. We employ geographic concentration
limits and borrower concentration limits for builder construction lending, which should serve to mitigate some
of the effects of a slowing economic cycle in some areas. Also, the majority of our builder construction lending
commitments have personal or corporate guarantees. In addition, we expect as a result of the change in
marketing strategy, discussed under Item 1, BUILDER FINANCE GROUP, that we will reduce our overall
credit exposure on subdivision construction loans and increase production of permanent home mortgage loans
generated by homebuilders.

LIQUIDITY RISK
General

Our principal financing needs are to fund our acquisition of mortgage loans and our investment in
mortgage loans and mortgage-backed securities. Our primary sources of funds to meet these financing needs
include loan sales and securitizations, deposits, advances from the FHLB, committed borrowings and capital.
Our ability to attract and maintain deposits and control our cost of funds has been, and will continue to be,
significantly affected by market conditions.

Our ability to maintain our borrowing facilities is subject to the renewal of such facilities, which all
mature within the next 18 months. Decisions by our lenders and investors to make additional funds available
to us in the future will depend upon a number of factors. These include our compliance with the terms of
existing credit arrangements, our financial performance and changes in our credit rating, industry and market
trends in our various businesses, the general availability of, and rates applicable to, financing and investments,
these lenders’ and/or investors’ own resources and policies concerning loans and investments, and the relative
attractiveness of alternative investment or lending opportunities.

We are in compliance with all debt covenants and other terms of our credit arrangements. Such
agreements include traditional terms and restrictions. For example, each of our collateralized borrowing
facilities permits the lender or lenders thereunder to require us to repay amounts outstanding and/or pledge
additional assets in the event that the value of the pledged collateral declines due to changes in market interest
rates. At December 31, 2001 we had $2.0 billion in assets eligible to be pledged as additional collateral in the
event that the value of pledged collateral declined. While there are no guarantees as to the market conditions
that may affect our performance, based on current market conditions, we do not expect to fall out of
compliance.
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Loan Sales and Securitizations

Our business model relies heavily upon the ability to sell the majority of the mortgage loans that we
acquire within a short period after origination. The proceeds of these sales are a critical component of the
liquidity necessary for our ongoing operations.

The key channels through which we sell mortgage loans are bulk sales of loan pools to GSEs that then
securitize the loan pools in their own names, sales on a whole loan basis and the private securitization of loan
pools, whereby the loans are sold to securitization trusts. In 2001, sales to the GSEs represented 62%, whole
loan sales were 25% and private securitizations were 13% of total sales, respectively. We have ready access to
all three of these distribution channels at this time; however, a disruption in this access could negatively
impact our liquidity position and our ability to execute on our business plan. The secondary mortgage market
is generally a very liquid market with continuing demand for mortgage-backed security issuances. If a
temporary disruption to this market did occur, our depository structure provides us with the limited ability to
hold mortgage loans on our balance sheet, somewhat mitigating this risk. In addition, we have substantial
liquidity resources, $2.2 billion as of December 31, 2001, and the ability to raise additional funding. However
at our current production levels, if the disruption were to last for more than a month or two, we would have to
radically restructure our business to slow volume and would have difficulty sustaining our earnings perform-
ance as a significant portion of our earnings depend on our ability to sell our mortgage production.

In connection with our private-label securitizations, we do not provide contractual legal recourse beyond
standard representations and warranties to third party investors that purchase securities issued by the QSPEs
beyond the credit enhancement inherent in any retained subordinated interest (i.e., retained non-investment
grade and residual securities). A deterioration in the performance of our private-label securities could
adversely impact the availability and pricing of future transactions. As of December 31, 2001, we believe the
performance of the securities issued in our securitizations is sufficient such that it is unlikely our ability to
issue securitizations will be negatively impacted.

CYCLICAL INDUSTRY

The mortgage industry is a cyclical business that generally performs better in a low interest rate
environment. As interest rates decrease, demand for mortgage loans increase. In addition, other external
factors, including tax laws, the strength of various segments of the economy and demographics of our lending
markets, could influence the level of demand for our loans. Gain on sale of loans is a large component of our
revenue and would be adversely impacted by a significant decrease in the mortgage loan volume.

LAWS AND REGULATIONS

The banking industry in general is extensively regulated at the federal and state levels. Insured depository
institutions and their holding companies are subject to comprehensive regulation and supervision by financial
regulatory authorities covering all aspects of their organization, management and operations. The OTS and the
FDIC are primarily responsible for the federal regulation and supervision of the Bank and its affiliated entities.
In addition to their regulatory powers, these two agencies also have significant enforcement authority that they
can use to address unsafe and unsound banking practices, violations of laws, and capital and operational
deficiencies. Further, the Bank’s operations are subject to regulation at the state level, including a variety of
consumer protection provisions. Banking institutions also are affected by the various monetary and fiscal
policies of the U.S. government, including those of the Federal Reserve Board, and these policies can
influence financial regulatory actions. Accordingly, the actions of those governmental authorities responsible
for regulatory, fiscal and monetary affairs can have a significant impact on the activities of financial services
firms such as ours.

In addition, we only recently became a regulated savings and loan holding company, and like all other
newly-regulated holding companies, we are subject to enhanced OTS regulation and supervision for the first
three years of our new regulatory status. Among other things, the Bank is required to hold substantially higher
regulatory capital and as a new depository institution we may need to pay higher rates to attract deposits.
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These conditions, among other things, may limit our balance sheet growth and can put us at a competitive
disadvantage with our local and regional banking competitors. Moreover, we are substantially involved in the
use of securitization and other structured finance techniques to raise funds and manage our balance sheet, and
these activities also are subject to specific regulatory supervisory and capital requirements.

See further information in “Item 1 — REGULATION AND SUPERVISION”.

ECONOMIC ENVIRONMENT

A majority of our loan acquisitions are geographically concentrated in certain states, including California,
New York, Florida and New Jersey. Any adverse economic conditions in these markets could cause the
number of loans acquired to decrease, likely resulting in a corresponding decline in revenues. Additionally, our
mortgage loan and construction lending portfolios are somewhat concentrated geographically in California, at
50% and 65%, respectively, as of December 31, 2001 and may be materially and adversely impacted by a
downturn in the California economy. Lastly, we could be adversely affected by economic downturns or
business disruptions triggered by natural disasters or acts of war or terrorism.

BUSINESS EXECUTION AND TECHNOLOGY RISK

Our business performance is highly dependent on solidly executing our mortgage banking business model.
We must properly price and continue to expand our products, customer base and market share. In addition,
the execution on our hedging activities is critical as we have significant exposure to changes in interest rates.

We are highly dependent on the use of technology in all areas of our business and we must take advantage
of the advances in technology to stay competitive. There are no guarantees as to our degree of success in
anticipating and taking advantage of technological advances or if we will be more successful in the use of
technology than our competitors.

GAIN ON SALE ACCOUNTING VERSUS FINANCING

In connection with our loan sale process, we retain certain assets from private label securities and loan
sales to the GSEs. The primary assets retained include mortgage servicing rights, and to a lesser degree,
AAA-rated interest-only securities, non-investment grade securities, and residual securities. The allocated
cost of the retained assets at the time of the sale is recorded as a component of the gain on sale of loans. These
capitalized assets receive cash flows over the life of the underlying loans.

The method of accounting described above is in accordance with Generally Accepted Accounting
Principles in the U.S. and is standard industry practice among securitizers of mortgage loans. Alternatively,
such transactions may be negotiated, structured and accounted for as a “financing”. If treated as a financing,
no gain on sale is recognized. Instead, the earnings on the loans in the trusts and the related financing costs
from the issuance of debt securities are recognized over the life of the underlying pool of the loans. In this
case, the loans would remain on our balance sheet and we would record a liability associated with the issuance
of debt securities to investors. We believe gain on sale accounting is the most appropriate accounting method
as it reflects the true economics of the transactions.

There is much debate among industry analysts as to the merits of these two types of accounting
treatments, resulting in a few financial institutions moving away from gain on sale accounting. If this trend
accelerates, we may be forced to adopt accounting for these transactions as financings. While these two
methods of accounting ultimately provide the same economic result over the long-term, a conversion to the
financing method would result in lower earnings for the first few years of conversion. This would subsequently
reverse, the timing of which would depend upon the volume of new debt security issuances relative to prior
periods.
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REGULATION AND SUPERVISION
GENERAL

As a savings and loan holding company, IndyMac Bancorp is subject to regulation by the OTS under the
holding company provisions of the federal Home Owners’ Loan Act (“HOLA”). As a federally chartered and
insured stock savings association, the Bank is subject to regulation and supervision by the OTS, which is the
primary federal regulator of savings associations, and the FDIC, in its role as federal deposit insurer. The
primary purpose of regulatory examination and supervision is to protect depositors, financial institutions and
the financial system as a whole rather than the shareholders of financial institutions or their holding
companies. The following summary is not intended to be a complete description of the applicable laws and
regulations or their effects on us, and it is qualified in its entirety by reference to the particular statutory and
regulatory provisions described.

HOLDING COMPANY REGULATION

IndyMac Bancorp is classified as a unitary savings and loan holding company under the HOLA, meaning
generally that it owns only one savings association. In contrast to bank holding companies, only limited
restrictions apply to the business activities of a unitary savings and loan holding company and its non-savings
association subsidiaries. Recently enacted federal legislation, known as the Gramm-Leach-Bliley Act (the
“G-L-B Act”), imposes new activities restrictions upon newly registered unitary savings and loan holding
companies that are not “grandfathered” under the G-L-B Act. All unitary savings and loan holding
companies, however, are permitted generally to engage in “financial” activities as those activities are defined
in the G-L-B Act. IndyMac Bancorp currently is in compliance with applicable G-L-B Act provisions
governing the activities of unitary savings and loan holding companies. If the Bank fails to meet the Qualified
Thrift Lender (“QTL”) test, as discussed under “Regulation of IndyMac Bank” below, IndyMac Bancorp
will become subject to the activities restrictions applicable to multiple savings and loan holding companies
and, unless the Bank requalifies as a QTL within one year, will be required to register as a bank holding
company and become subject to the restrictions applicable thereto under federal law.

The Federal Reserve Act imposes quantitative and qualitative restrictions on certain transactions between
a bank and its affiliates. Through the operation of the HOLA, transactions between a savings association and
its “affiliates”, such as the extension of credit to an affiliate, purchase of or investment in securities of an
affiliate, purchase of assets from an affiliate, or issuance of a guarantee, acceptance, or letter of credit on behalf
of an affiliate, are also subject to the restrictions under Sections 23A and 23B of the Federal Reserve Act.
Affiliates of a savings association include, among other entities, the savings association’s holding company and
non-banking companies that are under common control with the savings association. In general, the
restrictions of Sections 23A and 23B do not apply to transactions between a savings association and its
subsidiaries. In addition to the restrictions under the Federal Reserve Act, the HOLA prohibits an insured
savings association from (i) making loans or extending credit to any affiliate unless that affiliate is engaged
solely in activities that the Federal Reserve Board has determined to be permissible for bank holding
companies, or (ii) investing in shares issued by an affiliate other than a subsidiary of the savings association.

REGULATION OF INDYMAC BANK
General

The Bank is regulated and regularly examined by the OTS and is required to file periodic reports with the
OTS concerning its activities and financial condition. The OTS has substantial enforcement authority with
respect to savings associations, including authority to bring enforcement actions against a savings association
and any of its “institution-affiliated parties,” which term includes directors, officers, employees, controlling
shareholders, agents and other persons who participate in the conduct of the affairs of the institution. This
enforcement authority includes the ability to institute cease-and-desist proceedings, bring suspension, removal,
prohibition and criminal proceedings against the institution, officers, directors and other “institution-affiliated
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parties,” or assess substantial civil money penalties. The FDIC also has “backup” enforcement authority over
the Bank and has the power to terminate a savings association’s FDIC deposit insurance.

Qualified Thrift Lender Test

Like all savings associations, the Bank is required to meet a QTL test to avoid certain restrictions on its
operations, including the activities restrictions applicable to multiple savings and loan holding companies,
restrictions on the ability of the Bank to branch interstate and IndyMac Bancorp’s mandatory registration as a
bank holding company under the Bank Holding Company Act of 1956. A savings association satisfies the QTL
test if: (i) on a monthly average basis in at least nine months out of each twelve month period, at least 65% of
a specified asset base of the savings association consists of loans to small businesses, credit card loans,
educational loans, or certain assets related to domestic residential real estate, including residential mortgage
loans and mortgage securities; or (ii) at least 60% of the savings association’s total assets consist of cash, U.S.
government or government agency debt or equity securities, fixed assets, or loans secured by deposits, real
property used for residential, educational, church, welfare, or health purposes, or real property in certain urban
renewal areas. The Bank is currently and expects to remain in compliance with QTL standards.

FHLB System

The Bank is a member of the FHLB System. Among other benefits, FHLB membership provides the
Bank with a credit facility from which it may borrow, generally on a secured basis, in amounts determined by
reference to available collateral. One-to-four family mortgage loans and AAA-rated agency mortgage-backed
securities are the principal collateral that may be used to secure these borrowings, although certain other types
of loans and other assets may be accepted pursuant to FHLB policies and statutory requirements.

Federal Reserve System

Federal Reserve Board regulations require all depository institutions to maintain non-interest earning
reserves against certain transaction accounts, which are primarily interest-bearing and non-interest-bearing
checking accounts. Because the required reserves must be maintained in the form of vault cash or a non-
interest-bearing account at a Federal Reserve Bank, the effect of this reserve requirement is a reduction in an
institution’s earning assets. The Bank is currently in compliance with all applicable Federal Reserve Board
reserve requirements.

Other regulations promulgated by the Federal Reserve Board, including regulations relating to equal
credit opportunity, electronic fund transfers, collection of checks, truth in lending, truth in savings, and
availability of funds, also affect the business operations of the Bank.

Regulatory Capital Requirements

OTS capital regulations require savings associations to satisfy three minimum capital ratio requirements:
tangible capital, Tier 1 core (leverage) capital, and risk-based capital. In general, an association’s tangible
capital, which must be at least 1.5% of adjusted total assets, is the sum of common shareholders’ equity
adjusted for the effects of other comprehensive income (“OCI”), less goodwill and other disallowed assets.
An association’s ratio of Tier 1 core capital to adjusted total assets (the “core capital” or “leverage” ratio)
must be at least 3% for the most highly rated associations and 4% for others. Higher capital ratios may be
required if warranted by the particular circumstances or risk profile of a given association. Tier 1 core capital
generally is the sum of tangible capital less certain intangible assets, servicing assets, and investments. Under
the risk-based capital requirement, a savings association must have total capital (core capital plus supplemen-
tary capital) equal to at least 8% of risk-weighted assets. Tier 1 capital must represent at least 50% of total
capital and consists of core capital elements, which include common shareholders’ equity; qualifying
noncumulative, nonredeemable perpetual preferred stock; and minority interests in the equity accounts of
consolidated subsidiaries, but exclude goodwill and certain other intangible assets. Supplementary capital
mainly consists of qualifying subordinated debt and portions of allowance for loan losses.
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The capital requirements are viewed as minimum standards by the OTS. The OTS regulations also
specify minimum requirements for a savings association to be considered a “well-capitalized institution.” Most
associations are expected to maintain the above-mentioned capital levels well above the minimum. A “well-
capitalized” savings association must have a total risk-based capital ratio of 10% or greater, and a leverage
ratio of 5% or greater. Additionally, to qualify as a “well-capitalized institution,” a savings association’s Tier 1
risk-based capital, defined as core capital plus supplementary capital less portions of allowance for loan losses,
must be equal to at least 6% of risk-weighted assets. In addition, as a result of the acquisition of SGVB in July
of 2000, the Bank was mandated by the OTS to hold Tier 1 core capital at 8% for three years following the
consummation of the transaction and to maintain a well-capitalized risk-based capital position. The Bank
currently meets all of the requirements of a “well capitalized” institution. However, the characterization of the
Bank as “well-capitalized” by the OTS is for “prompt corrective action” purposes only and does not
necessarily characterize the Bank’s financial condition.

Additionally, during 2001 the OTS issued guidance for subprime lending programs (as defined for
regulatory capital purposes) which requires a subprime lender to quantify the additional risks in its subprime
lending activities and determine the appropriate amounts of allowances for loan losses and capital it needs to
offset those risks. The OTS guidance suggests that subprime portfolios be supported by capital equal to one
and one-half to three times greater than what is appropriate for prime assets of a similar type. The Bank has
proposed a method to conform to this guidance, which has been tentatively accepted by the OTS.

The following table presents the Bank’s actual and required capital ratios and the minimum required
capital ratios to be categorized as well-capitalized at December 31, 2001.
December 31, 2001

Adjusted for Additional IndyMac
As Subprime Well-Capitalized Required Capital
Reported Risk-Weighting Minimum First 3 years
Capital Ratios:
Tangible................. 9.16% 9.16% 2.00% 2.00%
Tier 1 core .............. 9.16% 9.16% 5.00% 8.00%
Tier 1 risk-based.......... 14.49% 13.74% 6.00% 6.00%
Risk-based............... 15.39% 14.59% 10.00% 10.00%

The ratios above do not include $168 million of unleveraged and unencumbered capital at IndyMac
Bancorp. Including the excess capital held by IndyMac Bank, we had $250 million total excess capital at
December 31, 2001.

Interagency Rule Regarding Asset-Backed Securitizations

In late 2001, the federal banking agencies, including the FDIC and OTS, issued a final rule related to
recourse obligations, direct credit substitutes and residual interests in asset securitizations that expose banking
organizations to credit risk. The new rules amend the agencies’ existing risk-based capital standards to:

(i) vary the capital requirements for securitization positions according to their risk level, using
credit ratings from nationally recognized statistical rating organizations;

(ii) allow the limited use of a qualifying internal risk rating system for determining the capital
requirements for certain unrated direct credit substitutes;

(iii) impose a concentration limit on the amount of credit-enhancing interest-only strips of 25% of
Tier 1 Capital;

(iv) require dollar for dollar capital for residual interests that do not qualify for the ratings-based
approach and are not deducted from Tier 1 Capital; and

(v) provide technical guidance to determine when certain provisions of securitizations such as
representations and warranties, early default clauses, and clean-up calls constitute recourse arrangements.
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The new rules became generally effective on January 1, 2002 for all affected transactions consummated
on or after that date, and will become effective on December 31, 2002 for all affected transactions
consummated prior to January 1, 2002. IndyMac Bancorp, through the Bank and its other subsidiaries,
engages in the securitization of mortgage-related assets, and purchases for its own account various kinds of
mortgage-related securities. As a result, the federal banking agencies’ new capital regulations, when fully
effective, will have an impact on the Bank, and indirectly IndyMac Bancorp. The following table shows the pro
forma effect to the Bank’s capital ratios had the new rules been fully implemented as of December 31, 2001.

Risk- Risk-Based
Risk-Based Weighted Capital
Capital Assets Percentage

(Dollars in thousands)
IndyMac’s regulatory balances as adjusted for subprime: $697,000  $4,779,000 14.59%
Additional items to be incorporated pursuant to final rule:
Higher risk weighting for AAA-rated interest-only

SECUTILIES . . vttt e e 177,000

Lower risk weighting for AA securities ............... (6,000)

Higher risk weighting for BBB securities.............. 8,000

Deferred tax liability offset to residual securities . ... ... 3,000

Estimated loans sold subject to new recourse treatment 26,000
Proforma risk-based capital ratios at December 31, 2001

assuming full adoption ............................ $700,000  $4,984,000 14.04%
Well Capitalized risk-based capital level ................ 10.00%
Excess over well capitalized .......................... 4.04%

We believe that, under current regulations, the Bank will continue to meet its “well-capitalized”
minimum capital requirements in the foreseeable future. However, the Bank’s regulatory capital ratios could
be impacted by a number of factors, such as changes to applicable regulations, changes in the Bank’s mix of
assets, interest rate fluctuations or significant changes in the economy in areas where the Bank has most of its
loans. Any one of these factors could cause our actual future results to vary from anticipated future results and
consequently could have an adverse impact on the ability of the Bank to meet its future minimum capital
requirements.

Prompt Corrective Action

The OTS regulations contain “prompt corrective action” provisions that require certain mandatory
remedial actions and authorize certain other discretionary actions to be taken by the OTS against a savings
association that falls within specified categories of capital deficiency. The relevant regulations establish five
categories of capital classification for this purpose, ranging from “well capitalized” or “adequately capitalized”
through “undercapitalized,” “significantly undercapitalized” and “critically undercapitalized.” The Bank
currently is “well capitalized.” However, the characterization of the Bank as “well capitalized” by the OTS is
for “prompt corrective action” purposes only and does not necessarily characterize the Bank’s financial
condition.

In general, the prompt corrective action regulations prohibit an OTS-regulated institution from declaring
any dividends, making any other capital distributions, or paying a management fee to a controlling person,
such as its parent holding company, if, following the distribution or payment, the institution would be within
any of the three undercapitalized categories.

Liquidity Requirements

As a result of recent statutory and regulatory changes, we are no longer required to maintain an average
daily balance of liquid assets in excess of a specified limit set by the OTS, but we continue to be subject to the
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requirement that we maintain sufficient liquidity to ensure our safe and sound operation. Our policy is to
maintain 3% of the previously defined regulatory liquidity base (previous quarters average daily balance of
deposits and borrowings maturing within 12 months). The appropriate level of liquidity under the new
standard will vary depending upon the types of activities in which we engage. We currently believe that our
liquidity level is appropriate based upon our current activities and is consistent with the safe and sound
operation of the Bank.

Insurance of Deposit Accounts

Deposits of the Bank are presently insured by the Savings Association Insurance Fund (“SAIF”) up to
$100,000 per depositor, which is administered by the FDIC. As insurer, the FDIC is authorized to conduct
examinations of, and to require reporting by, FDIC-insured institutions. The FDIC has established a risk-
based system for setting deposit insurance assessments. Under the risk-based assessment system, a savings
association’s insurance assessments vary according to the level of capital the institution holds and the degree to
which it is the subject of supervisory concern. Assessment rates for SAIF member institutions are determined
semiannually by the FDIC. In addition to the assessment for deposit insurance, the FDIC is authorized to
collect assessments against insured deposits to be paid to the Financing Corporation (“FICO”) to service
FICO debt incurred in the 1980s. The FICO rate is adjusted quarterly.

Insurance of deposits may be terminated by the FDIC upon a finding that the savings association has
engaged in unsafe or unsound practices, is in an unsafe or unsound condition to continue operations or has
violated any applicable law, regulation, rule, order or condition imposed by the FDIC or the OTS. We do not
know of any practice, condition or violation that might lead to termination of the Bank’s deposit insurance.

Capital Distribution Regulations

In addition to the prompt corrective action restriction on paying dividends described above, OTS
regulations limit “capital distributions” by savings associations, which include, among other things, dividends
and payments for stock repurchases.

Under the capital distribution regulations, a savings association that is a subsidiary of a savings and loan
holding company must notify the OTS of an association capital distribution at least 30 days prior to the
proposed declaration of dividend or the approval by the Board of Directors of the proposed capital distribution.
The 30-day period provides the OTS an opportunity to object to the proposed distribution if it believes that the
distribution would not be advisable.

An application to the OTS for specific approval to pay a dividend, rather than the notice procedure
described above, is required if: (a) the total of all capital distributions made during a calendar year (including
the proposed distribution) exceeds the sum of the institution’s year-to-date net income and its retained income
for the preceding two years, (b) the institution is not eligible under OTS regulations for “expedited treatment”
(which is generally available to institutions the OTS regards as well run and adequately capitalized), (c) the
institution would not be at least “adequately capitalized” following the proposed capital distribution, or
(d) the distribution would violate an applicable statute, regulation, agreement, or condition imposed on the
institution by the OTS.

Community Reinvestment Act and the Fair Lending Laws

Savings associations are examined under the Community Reinvestment Act (“CRA”) and related
regulations of the OTS on the extent of their efforts to help meet the credit needs of their communities,
including low and moderate-income neighborhoods. In addition, the Equal Credit Opportunity Act and the
Fair Housing Act, together known as the “Fair Lending Laws”, prohibit lenders from discriminating in their
lending practices on the basis of characteristics specified in those statutes. Enforcement of these regulations
has been an important focus of federal regulatory authorities and of community groups in recent years. The
Bank’s failure to comply with the provisions of CRA could, at a minimum, result in adverse action on branch
and certain other corporate applications, and regulatory restrictions on its activities, and failure to comply with
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the Fair Lending Laws could result in enforcement actions by the OTS, as well as other federal regulatory
agencies and the Department of Justice.

The Bank expects to be subject to its first CRA exam in March of 2002.

Financial Modernization Legislation

The G-L-B Act, enacted in late 1999, is expected to have far-reaching impacts on the financial services
industry. The G-L-B Act authorizes affiliations between banking, securities and insurance firms that were
previously not permitted and authorizes bank holding companies and national banks to engage in a variety of
new financial activities. Among the new activities permitted to bank holding companies and national bank
subsidiaries are securities and insurance brokerage, securities underwriting and certain forms of insurance
underwriting. The Federal Reserve Board, in consultation with the Department of Treasury, may approve
additional financial activities. The G-L-B Act, however, prohibits future affiliations between existing unitary
savings and loan holding companies and firms that are engaged in nonfinancial activities and prohibits the
formation of new unitary holding companies by nonfinancial companies. Nevertheless, as confirmed in the
OTS’s proposed rule of November 8, 2001, all savings and loan holding companies, subject to certain
conditions, are authorized under the G-L-B Act to engage in the same financial activities as financial holding
companies are permitted by the Federal Reserve Board, namely, activities that are “financial” in nature,
“incidental” to a financial activity or “complementary” to a financial activity. The G-L-B Act also makes
significant revisions to the FHLB System. These changes include a provision that makes FHLB membership
voluntary for federal savings associations.

Privacy Protection

The OTS has recently adopted regulations implementing the privacy protection provisions of the G-L-B
Act. The regulations, which require each financial institution to adopt procedures to protect consumers’ and
customers’ “nonpublic personal information,” became fully effective July 1, 2001. The Bank has implemented
new policies and procedures protecting the privacy of its customers’ personal information. It is the Bank’s
policy not to share customers’ information with any unaffiliated third parties, except as expressly permitted by
law, or to allow third party companies to provide marketing services on the Bank’s behalf, or under joint
marketing agreements between the Bank and other unaffiliated financial institutions. In addition to federal
laws and regulations, the G-L-B Act also allows states to enact legislation that provides greater protection to
consumers’ personal information than is provided under federal law. As a result, we are required to comply
with any privacy requirements prescribed by California and other states in which the Bank does business that
afford consumers with protections greater than those provided under the G-L-B Act.

FEDERAL AND STATE INCOME TAX CONSIDERATIONS
GENERAL

We report our income on a calendar year basis using the accrual method of accounting and are subject to
federal income taxation in the same manner as other corporations with certain exceptions. The following
discussion of tax matters is intended only as a summary and does not purport to be a comprehensive
description of the tax rules applicable to us.

PRIOR REAL ESTATE INVESTMENT TRUST (“REIT”) STATUS

Through December 31, 1999, IndyMac Bancorp elected to be taxed as a REIT under the Internal
Revenue Code of 1986, as amended. As a result of this election, IndyMac Bancorp was not, with certain
limited exceptions, taxed at the corporate level on the net income distributed to IndyMac Bancorp’s
shareholders. On December 14, 1999, the shareholders of IndyMac Bancorp approved the conversion of
IndyMac Bancorp from a REIT to a fully taxable entity, effective January of 2000.

Following its conversion to a fully taxable entity, IndyMac Bancorp will not be eligible again to elect
REIT status until 2005 (the fifth taxable year that begins after the year for which IndyMac Bancorp’s election
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was terminated) unless certain relief provisions apply. We presently have no intention of re-applying for REIT
status.

Through 1999, IndyMac, Inc. (see “Note 1 — SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES” in the accompanying notes to the consolidated financial statements of IndyMac) was not a
qualified REIT subsidiary and was not consolidated with IndyMac Bancorp for either tax or financial reporting
purposes. IndyMac, Inc.’s earnings, unlike IndyMac Bancorp’s own ‘“‘stand-alone” earnings, have always been
subject to applicable federal and state income taxes. As a result of IndyMac Bancorp’s purchase in January of
2000 of the common stock of IndyMac, Inc. not previously owned by IndyMac Bancorp, IndyMac, Inc.
became a wholly owned subsidiary of IndyMac Bancorp and is consolidated with IndyMac Bancorp from that
date forward for tax and financial reporting purposes.

CALIFORNIA TAX

As a savings and loan holding company filing California franchise tax returns on a combined basis with its
subsidiaries, we are subject to California franchise tax at the rate applicable to “financial corporations.” The
applicable tax rate is the rate on general corporations (currently 8.84%) plus 2%, for a total of 10.84%.

SUBSIDIARIES AND QUALIFYING SPECIAL PURPOSE ENTITIES

The following organizational chart and discussion summarizes our business structure, and the purpose
and status of each of our subsidiaries and affiliated entities.

IndyMac Bancorp, Inc. IndyMac Capital Trust I

IndyMac Intermediate Holdings, Inc.

IndyMac Bank, F.S.B.

IndyMac Holdings IndyMac IndyMac IndyMac IndyMac Mortgage IndyMac Mortgage IndyMac CLCA
Trust Financial Services ABS, Inc. MBS, Inc. Obligations, Inc. Obligations I, Inc. SPC1, Inc.

HOLDING COMPANY SUBSIDIARIES

IndyMac Intermediate Holdings, Inc. (“IndyMac Intermediate”), formerly known as SGVB, was
retained as a separate corporate entity with no activities or assets independent of IndyMac Bank following
IndyMac Bancorp’s acquisition of SGVB to preserve any “grandfathered” regulatory rights to a unitary
savings and loan holding company SGVB may hold. IndyMac Intermediate is a wholly owned subsidiary of
IndyMac Bancorp.
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IndyMac Bank, F.S.B. conducts the vast majority of our business. It is a wholly owned subsidiary of
IndyMac Intermediate. Our mortgage banking operations and our consumer banking operations are conducted
through the Bank. Additionally, a majority of our investment portfolio and builder construction lending is
managed at the Bank, while the remainder is managed at IndyMac Bancorp, Inc.

IndyMac Capital Trust I was created to issue preferred securities to investors. The assets in this trust
consist solely of $182.8 million of subordinated debentures issued by IndyMac Bancorp, Inc.

Assets and liabilities held by these subsidiaries totaled $7.3 billion and $6.4 billion, respectively, at
December 31, 2001, which are included in the consolidated financial statements of IndyMac contained herein.

INDYMAC BANK SUBSIDIARIES

IndyMac Bank has created certain other subsidiaries to perform specific business activities on behalf of
the Company, which are summarized below.

IndyMac Holdings Trust is a pass-through entity that has purchased interest rate caps, the proceeds of
which are pledged to certain Net Interest Margin (“NIM”) trusts. See the discussion of NIM trusts below
under QUALIFYING SPECIAL PURPOSE ENTITIES.

IndyMac Financial Services provides insurance and investment products on a broker only basis through
the Bank’s branches.

IndyMac ABS, Inc. is a pass-through entity that facilitates the securitization of sub-prime residential
mortgage loans originated or purchased by the Bank, while IndyMac MBS, Inc. facilitates the securitization of
prime residential mortgage loans.

IndyMac Mortgage Obligations, Inc. and IndyMac Mortgage Obligations II, Inc. function solely to hold
mortgage loans that serve as collateral for various series of collateralized mortgage obligations issued by
IndyMac Bancorp, Inc. in 1985 and 1987, and 1993 and 1996, respectively.

IndyMac CLCA SPC I, Inc. holds residential real estate construction loan collateral that supported a
commercial paper financing facility that was restructured in 2001. The Company plans to move the collateral
to the Bank and at that time this entity will no longer be active.

Assets and liabilities held by these subsidiaries totaled $175.4 million and $149.1 million, respectively, at
December 31, 2001, which are included in the consolidated financial statements of IndyMac contained herein.

INACTIVE SUBSIDIARIES

In addition to the above active subsidiaries, we have certain other subsidiaries which are not currently
engaged in any business activities and do not hold any assets or liabilities. These inactive subsidiaries include
IndyMac Escrow Company, Inc., IndyMac Agency, Inc., PP/OG LLC, IndyMac SPC II, Inc., IndyMac
Capital Trust II, IndyMac Capital Trust III, and IndyMac Capital Trust IV.

QUALIFYING SPECIAL PURPOSE ENTITIES (“QSPEs”)

In conjunction with securitization transactions, trusts are created in the form of off-balance sheet QSPEs.
Loans sold in private-label securitizations are transferred into these trusts, which in turn securitize the loans
and sell them to investors. We carry no contractual obligation related to these trusts or the loans sold to them,
except for the standard representation and warranties made in conjunction with private-label securitizations.
Furthermore, we have no direct or contingent liability related to the trusts, and provide no guarantees to
investors with respect to cash flow or performance for these trusts. We periodically retain an interest in these
QSPEs in the form of credit-enhancing securities. These entities represent qualified special purpose entities
and are therefore not consolidated for financial reporting purposes in accordance with SFAS 140 “Accounting
for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities”. See further discussion
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related to retained assets in “Note 13 — TRANSFERS AND SERVICING OF FINANCIAL ASSETS” in
the accompanying notes to the consolidated financial statements of IndyMac.

In addition to the above loan securitization trusts, we created three NIM Trusts during the year ended
December 31, 2001. NIM trusts are created for the securitization of residual securities from prior or recently
completed securitization transactions. NIM trusts issue bonds to outside investors secured by the residual
securities we contribute to the trusts. The cash proceeds from the sale of the NIM bonds to investors are paid
to us by the NIM trusts as payment for the residual securities. The NIM bonds are obligations of the NIM
trusts and are collateralized only by the residual securities. We are not obligated to make any payments on the
bonds. These entities represent qualified special purpose entities and are therefore not consolidated for
financial reporting purposes in accordance with SFAS No. 140. At inception, the outside investors have the
majority interest in the fair value of the residual securities. We retained interests in these assets of 7.8%, which
was valued at $5.7 million at December 31, 2001. Our retained interests are included as a component of
mortgage-backed securities available for sale on the consolidated balance sheet of IndyMac. We will begin
receiving cash flows from our retained residual interests once the bonds issued to the investors are fully paid
off. We estimate we will begin to receive these cash flows near the end of 2003. At December 31, 2001, these
trusts held $73.5 million in assets.

EMPLOYEES

As of December 31, 2001, we had 2,391 employees. We believe that we have generally good relations
with our employees. Our employee turnover in 2001 was 27%.

ITEM 2. PROPERTIES

Our significant leased properties are as follows:

Approximate Principal Lease
Purpose Location Square Feet Expiration
Corporate Headquarters/ 155 North Lake 192,400 2010
Administration Pasadena, CA
Mortgage Banking 3465 Foothill Blvd 141,800 2011
Group Headquarters Pasadena, CA
B2C Headquarters Irvine, CA 63,000 2004
and Operations
Home Loan Servicing Kalamazoo, MI 33,000 2003
Regional Mortgage Banking Sacramento, CA 27,000 2006
Center
Regional Mortgage Banking Marlton, NJ 22,000 2006
Center
Regional Mortgage Banking Atlanta, GA 22,000 2006
Center
Consumer Banking Operations 4 locations in Southern 20,000 2003 - 2010

California

In addition to the above leased office space, we acquired five buildings in our acquisition of SGVB. These
buildings are located in Southern California and are used as bank branches. The buildings total approximately
61,000 square feet.

ITEM 3. LEGAL PROCEEDINGS

We have certain litigation and negotiations in progress resulting from activities arising from normal
operations. In the opinion of management, none of these matters are likely to have a materially adverse effect
on our results of operations or financial condition.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of shareholders during the quarter ended December 31, 2001.

PART II

ITEM 5. MARKET FOR INDYMAC BANCORP INC.’S STOCK AND RELATED SECURITY
HOLDER MATTERS

IndyMac Bancorp Inc.’s common stock is traded on the New York Stock Exchange (“NYSE”) under
the symbol “NDE.”

The following table sets forth the high and low sales prices (as reported by Bloomberg Financial Service)
for shares of IndyMac Bancorp Inc.’s common stock for the years ended December 31, 2001 and 2000.
2001 2000
High($) Low($) High ($) Low($)

30.00 23.45 15.44 10.38

First Quarter ... ... ...

Second Quarter . ....... ...t 30.00 21.69 15.00 12.00
Third Quarter. ...t 28.92 21.37 21.44 13.31
Fourth Quarter. ........ ... ... . i, 28.95 20.00 30.44 17.69

We have not paid cash dividends on our common stock since the third quarter of 1999. In connection
with our conversion to a fully taxable entity effective January of 2000, the Board of Directors of IndyMac
adopted a policy of not paying cash dividends for the foreseeable future.

During the years ended December 31, 2001 and 2000, we repurchased 3.4 million and 13.9 million shares,
respectively.

As of February 25, 2002, 60,191,134 shares of IndyMac Bancorp Inc.’s common stock were held by
2,697 shareholders of record.
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ITEM 6. SELECTED FINANCIAL DATA(1)

Year Ended December 31,

2001 2000 1999 1998 1997
(Dollars in thousands, except per share data)
Operating Results for the Year
Interest income. . ................... $ 544940 $ 442,750 $ 356,555 $ 541,583 $ 360,901
Interest expense .................... 340,941 283,355 185,623 355,359 242,372
Net interest income before provision
forloanlosses.................. 203,999 159,395 170,932 186,224 118,529
Provision for loan losses ............. 22,022 15,974 16,446 35,892 18,622
Net gain (loss) on sale of loans and
securities, net . ....... ... ... 236,541 124,054 (10,010) (28,964) 2,205
Other income (loss), net............. 80,999 69,623 3,944 (60) 6,110
Equity in earnings (loss) of IndyMac,
Inc. ... — — 2,109 (58,232) 18,414
Net revenues. . ........oovuneen... 499,517 337,098 150,529 63,076 126,636
Salaries, general and administrative . . . . 282,371 177,761 34,600 29,286 21,935
Non-recurring and other charges
(INCOME) . o oo v e (778) 18,257 — — —
Trust preferred expense . ............. 1,377 — — — —
Management fees to affiliate.......... — — — — 4,406
Buy-out of management contract. ... .. — — — — 76,000
Total expenses ................... 282,970 196,018 34,600 29,286 102,341
Earnings before provision for income
TAXES © et 216,547 141,080 115,929 33,790 24,295
Provision for income taxes ........... 89,974 23,154 — — —
Earnings before cumulative effect of a
change in accounting principle . . . . .. 126,573 117,926 115,929 33,790 24,295
Cumulative effect of a change in
accounting principle . .............. (10,185) — — — —
Net earnings . .......ovveinnneen... $ 116,388 $ 117,926 $ 115929 § 33,790 $§ 24,295
Pro forma provision for income taxes(2) . .. 48,373
Pro forma net earnings(2) ............. $ 67,556
Per Share Data
Basic earnings per share before
cumulative effect of a change in
accounting principle(2) ............ $ 207 $ 1.73
Diluted earnings per share before
cumulative effect of a change in
accounting principle(2) ............ $ 2.00 $ 1.69
Pro forma basic earnings per share(2) .. $ 0.87
Pro forma diluted earnings per share(2) . . $ 0.86
Dividends declared per share ......... $ — 3 — 3 1.36 $ .79 $ 1.79
Book value per share at December 31 ... $ 1400 $§ 1171 $ 11.02 $ 11.01 $ 11.11
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Year Ended December 31,
2001 2000 1999 1998 1997
(Dollars in thousands, except per share data)

Average Common Shares (in thousands)

Basic ......... 60,927 68,343 77,596 69,983 56,125

Diluted ........... ... ... ... ..., 63,191 69,787 78,290 70,092 56,454
Shares Outstanding at December 31 (in

thousands) ........................ 60,366 62,176 75,077 74,694 63,352

Balance Sheet Data at December 31
Mortgage-backed and investment

SECUTIHES « v v v v e e $1,564,359 $1,154,303 $ 471,231 $ 235,032 $ 558,445
Loans held for sale, net.............. 2,080,763 1,420,772 615,243 1,555,656 1,458,271
Loans held for investment, net........ 2,938,657 2,560,885 2,428,098 2,722,398 3,535,785
Mortgage servicing rights ............ 321,316 211,127 — — —
Total assets .. ..., 7,497,311 5,740,204 3,726,522 4,851,152 5,849,110
Deposits. ... 3,238,864 797,935 — — —
Advances from Federal Home Loan

Bank ...... ... ... 1,999,378 1,264,457 — — —
Borrowings . ........... ... ... ... 1,053,670 2,850,189 2,863,973 3,986,390 5,107,698
Trust preferred stock ................ 116,287 — — — —
Shareholders’ equity................. 845,138 727,893 827,530 822,103 703,894

Performance Ratios
Return on average equity ............ 15.3% 14.5% 7.9% 4.0% 4.0%
Return on average assets............. 1.6% 2.4% 1.5% 0.5% 0.5%
Average equity to average assets ...... 10.7% 16.6% 21.8% 12.9% 12.9%
Equity to total assets at year end. .. ... 11.3% 12.7% 22.2% 16.9% 12.0%
Dividend payout ratio ............... 0.0% 0.0% 91.8% 371.3% 415.9%

(1) For the years ended December 31, 2001 and 2000, the consolidated financial statements include the
accounts of IndyMac Bancorp and its wholly owned subsidiary, IndyMac Bank. Prior to January of 2000,
one of IndyMac’s subsidiaries, IndyMac, Inc. was not consolidated with IndyMac Bancorp for financial
reporting or tax purposes, but was accounted for under the equity method. Effective January of 2000,
IndyMac Bancorp purchased all of IndyMac, Inc.’s outstanding common stock. Beginning January of
2000, IndyMac, Inc. was consolidated into the financial statements of IndyMac Bancorp as a wholly
owned subsidiary.

(2) In accordance with Securities and Exchange Commission Staff Accounting Bulletin 55, (“SAB 55),
historical net income for 1999 has been adjusted for the pro forma provision for income taxes calculated
assuming IndyMac was subject to income taxation. Pro forma earnings per share are similarly presented
for the year ended December 31, 1999, reflecting the pro forma effect to the change in IndyMac’s taxable
structure to a fully taxable entity effective in January of 2000. In accordance with SAB 55, historical net
income per share is not presented, as it is not meaningful based upon IndyMac’s conversion from a non-
taxable REIT to a fully taxable entity effective January of 2000.
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ITEM 7. MANAGEMENT'’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Certain statements contained in Management’s Discussion and Analysis of Financial Condition and
Results of Operations may be deemed to be forward-looking statements within the meaning of Section 27A of
the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. See “Item 1 —
BUSINESS” for further description of forward-looking statements.

The following discussion and analysis should be read in conjunction with our Consolidated Financial
Statements and notes thereto and other information included or incorporated by reference herein.

OVERVIEW

We are a leading mortgage banking company. We serve a wide range of customers including consumers,
mortgage brokers, mortgage bankers, community financial institutions, homebuilders and real estate profes-
sionals. We offer a wide range of home mortgage products using a technology-based approach. To manage our
various operations, we have aligned our business into three reportable operating segments: Mortgage Banking,
Investment Portfolio and Builder Finance. See “Item 1 — BUSINESS” for further description of these
operating segments.

CRITICAL ACCOUNTING POLICIES

A critical accounting policy is one that both is very important to the portrayal of our financial condition
and results of operations, and requires difficult and complex judgments. These judgments are difficult and
complex because they rely on estimates about the effect of matters that are inherently uncertain due to the
impact of changing market conditions and/or consumer behavior. In determining which accounting policies
meet this definition, we considered our policies with respect to the valuation of all assets subject to mark-to-
market requirements or other internal valuation or estimation techniques. Such items considered included
mortgage loans held for sale (“LHFS”), mortgage-backed securities (including derivative financial instru-
ments), mortgage servicing rights, the allowance for loan losses and the secondary market reserve.

We believe our most critical accounting policies relate to assets that are highly dependent on internal
valuation models and assumptions, as well as our allowance for loan losses and our secondary market reserve.
Such items include the following:

o AAA-rated interest-only securities

» Mortgage servicing rights

* Non-investment grade securities and residuals
 Allowance for loan losses

e Secondary market reserve

With the exception of the allowance for loan losses, these assets are generally created in connection with
the loan sale and securitization process. The allocated cost of the retained assets at the time of the sale is
recorded as a component of the gain on sale of loans. We recognized a total of $229.4 million in gain on sale of
loans during the year ended December 31, 2001 and included as a component part of this gain is the fair value
of such retained assets totaling $263.3 million. Such retained assets were comprised primarily of mortgage
servicing rights at 86%, and to a much lesser degree, AAA-rated interest-only securities and non-investment
grade securities and residuals.

We do not consider our accounting for loans held for sale, rate lock commitments and the related hedges
as a critical accounting policy. The valuation of these items is not overly complex as there is sufficient market
data readily available to price these items and they are not subject to complex assumptions and valuation
models as are some of our other assets. There is a risk that at times we might not achieve fair value hedge
accounting under SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities”, as
amended, for a portion of our loans held for sale for which we do not meet the required hedge correlation tests.
This could cause some temporary fluctuations in our reported income but not in the ultimate economic results.
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The fluctuation in our reported income if hedge accounting was not achieved would be over a very short period
as we sell our loans on average in 60 days and the economic effect of both the hedges and loans would be
recorded once the sale was completed. In addition, any imprecision in valuation of these items would be
adjusted and recorded in a short period through our gain on sale margin once the sale of the loans was
completed.

Fair values for these assets are determined by using available market information, historical performance
of the assets underlying collateral and internal valuation models as appropriate. The reasonableness of fair
values will vary depending upon the availability of third party market information, which is a function of
market liquidity of the asset being valued. In connection with our mortgage banking and investment portfolio
operations, we invest in assets created from the loan sale and securitization process, for which markets are
relatively illiquid. As a result, the valuation of these assets is subject to our assumptions about future events.
These assets include AAA-rated interest-only securities, mortgage servicing rights, non-investment grade
securities and residuals. As the number of variables and assumptions used to estimate fair value increase and
as the time period increases over which the estimates are made, such estimates will likely change in a greater
number of periods, potentially adding volatility to our valuations and financial results.

While the assets created from our loan sale and securitization process referred to above can present
certain volatility to the financial statements, as discussed below, we have multiple levels of controls in place to
mitigate such risk and concentration limits on investments in these assets. For perspective, the following table
summarizes all assets reported either at fair value or lower of cost or fair value (including assets subject to
internal valuation models) and the method by which we value such assets.

As of December 31, 2001

Weighted % of Accounting
Fair Value Average Life (years) Total Assets Treatment (1)

(Dollars in thousands)

Internal Valuation with Third Party Values
Obtained
Mortgage Banking
Loans held for sale (including fair value of rate

lock commitments) ...................... $2,062,639 0.15 27.5% FV-P&L
Hedges on LHFS (Forward agency sales) . .. .. 18,124 0.15 0.2% FV-P&L
Investment Portfolio
AAA-rated non-agency securities ............ 1,170,960 3.99 15.6% FV/0OCI
AAA-rated agency securities ................ 89,752 4.60 1.2% FV/0CI
Other investment grade securities ............ 40,042 6.37 0.5% FV/OCI
Servicing and Interest Only hedges
Interest rate caps (Libor/Swaps) .......... 8,761 2.22 0.1% FV-P&L
Interest rate floors (Libor/Swaps) ......... 36,925 3.30 0.5% FV-P&L
Interest rate futures (Treasury/Agency) . ... 1,525 0.20 0.0% FV-P&L
Interest rate swaps (Libor/Swaps) ......... 4,875 9.96 0.1% FV-P&L
Liability Swaps ........... ..o 1,647 2.46 _0.0% FV/0OCI
Subtotal........ ... . $3,435,250 45.7%
Internal Valuation with Periodic Third Party
Reviews
Mortgage servicing rights ..................... $ 321,316 4.52 4.3% LOCOM
Other non-investment grade securities .......... 5,282 7.16 0.1% FV/0OCI
Non-investment grade residual securities ........ 43,123 3.27 _0.6% FV/OCI
Subtotal........ ... . 369,721 _5.0%
Internal Valuation Only
AAA-rated interest-only securities ............. $ 211,104 4.74 2.8% FV-P&L
AAA-rated principal-only securities ............ 4,096 5.41 _0.1% FV-P&L
Subtotal........ ... .. 215,200 2.9%
Total ..o $4,020,171 53.6%
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(1) Accounting treatment labeled “FV” means that these assets are recorded at fair value, “P&L” means
that the change in fair value is recorded in the income statement, whereas, “OCI” means that the change
in fair value is recorded in a separate section of shareholders’ equity under other comprehensive income.
“LOCOM” means that these assets are recorded at the lower of cost or fair value.

As presented above, of the 53.6% of our assets derived from internal valuation models, 95% is subject to a
third party review. Such third party reviews have included the review of our models or our asset valuations by
industry specialists. While such reviews do not coincide with year-end reporting cutoffs, they are obtained on a
periodic basis (at least annually) and serve as a critical internal control for mitigating the risk of inappropriate
valuations.

AAA-RATED INTEREST-ONLY SECURITIES

AAA-rated interest-only securities are created upon the sale of loans through private-label securitizations
or, to a much lesser degree, purchased from third party issuers. The asset value represents the present value of
the estimated future cash flows to be received from the excess spread created in the securitization transaction.
Future cash flows are estimated by taking the coupon rate of the loans collateralizing the transaction less the
interest rate (coupon) paid to the investors less contractually specified servicing and trustee fees, after giving
effect to estimated prepayments of the underlying loans. These securities are exposed to very low credit risk as
they are AAA-rated, however their interest rate risk is significant.

AAA-rated interest-only securities are classified as trading and are therefore carried at fair value with
changes in fair value recorded through earnings. Valuation changes, net of related hedges, are included in
“Gain (loss) on mortgage-backed securities, net” in the Consolidated Statements of Earnings of IndyMac.
We use a third party model and an option adjusted spread (“OAS”) valuation methodology to value these
securities. The key assumptions include prepayment rates based on collateral type and the option adjusted
spreads. Based on these assumptions, our model calculates implied discount rates, which we compare to
market discount rates and risk premiums to determine if our valuations are reasonable.

In addition to considering actual prepayment trends, prepayment rates are determined utilizing four
factor prepayment models. These factors include:

1) Coupon rate. The interest rate the borrower is currently paying relative to current market rates
for that type of loan is the primary predictor of the borrower’s likelihood to prepay. We assume that a
borrower’s propensity to prepay increases as the difference between the borrower’s loan rate and the
current market rates increase.

2) Seasoning. Based on prepayment curves (“PSA”) and other studies performed by industry
analysts of prepayment activity over the life of a pool of loans, a pattern was identified whereby
prepayments typically peak in years 1 to 3, consistent with borrower moving habits.

3) Seasonality. Seasonality is associated with the time of the year that prepayments occur. All else
being constant, prepayments tend to be higher in summer months due to borrowers’ tendency to move
outside of the school year and lower in winter months due to the holiday season.

4) Burn out. Burn out is associated with a pool of mortgage loans, which has endured a variety of
high prepayment environments such that it may be assumed that the remaining borrowers are insensitive
to any subsequent decline in interest rates. Consequently, all else being equal, projected prepayment
speeds for such a pool of loans would be lower than a newly originated loan pool with comparable
characteristics.

As cash flows must be estimated over the life of the pool of mortgage loans underlying the AAA-rated
interest-only securities, assumptions must be made about the level of interest rates over that same time
horizon, which is primarily 5 years, as these securities have a weighted average life of approximately that
period. We utilize a credit spread over the market LIBOR/swap forward curve to estimate the level of
mortgage interest rates over the life of the pool of loans. We believe a forward curve, as opposed to a static
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curve, incorporates the market perception about expected changes in interest rates and provides a more
realistic estimate of lifetime interest rates and therefore prepayment rates. As of December 31, 2001, the
10-year LIBOR /swap forward curve was upward sloping over a five year period, which results in our estimate
of prepayment rates decreasing over the life of the loans.

The discount rate represents the implicit yield a knowledgeable investor would require to purchase or own
the projected cash flows. Using an OAS model, embedded options and other cash flow uncertainties are
quantified across a large number of hypothetical interest rate environments. The OAS is essentially the credit
spread over the risk free rate after the option costs (i.e., hedge costs) are removed. Overall, we evaluate the
reasonableness of the discount rate based on the spread over the risk free rate (i.e., duration adjusted LIBOR
securities) relative to other cash flow sensitive investments with higher and lower risk profiles.

MORTGAGE SERVICING RIGHTS

Mortgage servicing rights (“MSRs”) are created upon the sale of loans to GSEs, private-label
securitizations, and occasionally, from the sale of whole loans. We also purchase MSRs from time to time
from third parties. The asset value represents the present value of future cash flows to be received by us as
servicer of the loans. In general, future cash flows are estimated by projecting the service fee, plus late fees,
plus reinvestment income associated with interest earned on “float”, less guarantee fees on agency portfolios
less cost to reimburse investors for compensating interest associated with the early pay off of loans, less the
market cost to service the loans, less mortgage insurance premiums (if applicable), after giving effect to
estimated prepayments.

MSRs are recorded at the lower of amortized cost or fair value with valuation changes, net of hedges,
reported in service fee income in the Consolidated Statements of Earnings of IndyMac. We use a third party
valuation model and a combination of OAS and static discount rate methodologies to value these assets (we
use static models on collateral types such as ARM and subprime loans as we believe they are more
appropriately valued using this methodology as prepayments on these collateral types are less dependent on
interest rate changes). The key assumptions include prepayment rates and, to a lesser degree, reinvestment
income and discount rates. Prepayment speeds and OAS discount rates are determined using the same
methodology described above for AAA-rated interest-only securities.

Reinvestment income represents the interest earned on custodial balances. Custodial balances are
generated from the collection of borrower principal and interest and escrow balances which we hold on deposit
for a short period until the monthly remittance requirement to the trustee. Reinvestment income is reduced by
compensating interest, or “interest short”, which we must pay to investors associated with the early payoff of
loans under the terms of the related pooling and servicing agreements. Our estimate of reinvestment income is
a function of float, which is derived from our estimate of prepayment speeds, and an estimate of the interest
rate we will earn by temporarily investing these balances. The reinvestment rate is typically based on the
Federal Funds rate and we factor in the market forward curve to derive a long-term estimate.

The valuation of MSRs include numerous assumptions of varying lower sensitivities in addition to the
assumptions discussed above. For example, other assumptions include, but are not limited to, market cost to
service, prepayment penalties, delinquencies and the related late fees and escrow balances. We believe our
valuation as of December 31, 2001 of MSRs was reasonable given market conditions at December 31, 2001
and semi-annual third party valuations obtained from servicing brokers.

NON-INVESTMENT GRADE SECURITIES AND RESIDUALS

General

Non-investment grade securities and residuals are created upon the issuance of private-label securitiza-
tions and purchased from third parties. Non-investment grade securities (below BBB) represent leveraged
credit risk as they typically may absorb a disproportionate amount of the credit risk as they incur credit losses
before senior or other investment grade securities. Residuals represent the first loss position and are not
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typically rated by the nationally recognized agencies. The asset value of residuals represents the present value
of expected future cash flows to be received by us from the excess spread created in the securitization
transaction. In general, future cash flows are estimated by taking the coupon rate of the loans underlying the
transaction less the interest rate paid to the investors less contractually specified servicing and trustee fees,
after giving effect to estimated prepayments and credit losses.

Cash flows are also dependent upon various restrictions and conditions specified in each transaction. For
example, typically residual securities are not entitled to any cash flows unless an over-collateralization
(““OC”) account has reached a certain level. The OC in an account represents the difference between the
bond balance and the collateral underlying the security. A sample OC structure may require 2% of the original
collateral balance for 36 months. At month 37, it may require 4%, but on a declining balance basis. Due to
prepayments, that 4% requirement is generally less than the 2% required on the original balance. In addition,
the transaction may include an OC trigger event. This is where certain circumstances arise, which require the
OC to be increased or decreased. An example of such a trigger event is delinquency rates or cumulative losses
on the underlying collateral that exceed stated levels. If OC targets are not met, all cash flows that would
otherwise flow to the residual security would be held by the trustee until such targets are met. A delay or
reduction in the cash flows received will result in a lower valuation of the residual.

Non-investment grade securities and residuals are classified as available for sale and are therefore
recorded at fair value. Any changes in the fair value of these securities are reported as a separate component of
shareholders’ equity on our Consolidated Balance Sheets as accumulated other comprehensive income (loss),
net of applicable taxes. At least quarterly, we evaluate the carrying value of these assets in light of the actual
performance of the underlying loans. If fair value is less than amortized cost and the estimated undiscounted
cash flows have decreased compared to the prior period, the impairment is recorded through earnings. We use
a third party model, using the “cash out” method (this method reflects when we receive the cash which may
be later than when the trust receives the cash), to value these securities. This model takes into consideration
the cash flow structure specific to each transaction (i.e., OC requirements, trigger events). The key valuation
assumptions include credit losses, prepayment rates and, to a lesser degree, discount rates.

Loss Estimates

A proprietary loss estimation model is utilized to project credit losses. This model was developed utilizing
our actual loss experience for prime and subprime loans and the modeling logic has been reviewed for
propriety by a third party specialist in this area who has determined that the model has statistical significance.
The expected loan loss is a function of loan amount, conditional default probability and loss severity.
Characteristics that impact default probability vary depending on loan type and current delinquency status,
but generally include borrower’s credit score, loan to value ratio, loan amount, debt to income ratio and loan
purpose, among other variables. Characteristics that impact loss severity include unpaid principal balance,
loan to value, days to liquidation, mortgage insurance status, cash out versus no cash out financing and primary
residence status. The loss estimation model also includes conditional default curves, which relate to the
expected timing of the estimated loss. In our experience, default probabilities generally reach a peak within
two to three years and become less likely after four to five years. While there can be no assurance as to the
accuracy of the model in predicting losses, we and a third party specialist have “back tested” our model and
have validated the model’s default probability logic. Periodically, the model is updated and recalibrated based
on our on-going actual loss experience.

Prepayment Speeds

We estimate prepayments on a transaction by transaction basis and consider actual prepayment activity
for the last three and twelve months and prepayments from inception to date for the collateral pool. We also
consider the current interest rate environment, the market forward curve projections and prepayments
estimated on similar collateral pools where we own mortgage servicing rights. Increasing prepayments tend to
benefit the valuation of non-investment grade securities as the projected loss gets reduced due to the shorter
loan life. However, increasing prepayments may reduce the value of residual securities since these securities
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represent excess spread on the underlying collateral. Higher prepayments reduce the life of the residual and
total cash flows resulting in a reduction in the fair value of the residual.

Discount Rates

Static discount rates are determined based on a number of factors, including but not limited to the
collateral type and quality, structure of the transaction, market interest rates and our ability to generate an
appropriate after tax return on equity given the other valuation assumptions and resulting projected cash flows.
As described above under Critical Accounting Policies — Mortgage Servicing Rights, as the underlying
collateral is substantially subprime, we do not use an OAS methodology to determine discount rates. We also
review the discount rates used by other investors for similar securities to evaluate the appropriateness of our
assumption. As non-investment grade securities and residuals are our highest risk profile asset, and liquidity is
generally the lowest for these assets on a duration adjusted basis, the spread over the risk free rate is also the
highest of all cash flow sensitive assets.

ALLOWANCE FOR LOAN LOSSES

We utilize several methodologies to estimate the adequacy of the allowance for loan losses (“ALL”) and
to ensure that the allocation of the ALL to the various portfolios is reasonable given current trends and the
economic outlook. In this regard, we segregate assets into homogeneous and heterogeneous pools of assets.

Homogeneous pools of assets exhibit similar characteristics and, as such, can be evaluated as pools of
assets through the assessment of default probabilities and corresponding loss severities. Our homogeneous
pools include residential mortgage loans, manufactured home loans and home improvement loans. The
estimate of the allowance for loan losses for homogeneous pools is based on the application of four
methodologies:

1) Internal loan loss estimation model — This model estimates losses based on several key loan
characteristics. For further discussion regarding this model, see the previous section entitled NON-
INVESTMENT GRADE SECURITIES AND RESIDUALS-Loss Estimates.

2) Portfolio level delinquency migration analysis — This analysis produces a range of projected
losses based on current loss severities and the proceeding 12 months of delinquency migration rates.

3) Delinquency trend analysis — This analysis provides the basis for estimating the direction of
NPA and loss severity levels into future periods.

4) Historical loss analysis — This analysis compares the level of allowance to the historical losses
actually incurred in prior years.

Our heterogeneous loans, including the builder construction, consumer construction and income property
loans, cannot be evaluated in the same manner as the homogeneous loans. Heterogeneous loans generally
carry higher balances and involve unique loan characteristics that cannot be evaluated solely through the use
of default rates, loss severities and trend analysis.

To estimate an appropriate level of ALL for the heterogeneous portfolios, we constantly screen the
portfolios on an individual asset basis to classify problem credits and to estimate potential loss exposure. In
this estimation, we determine the level of adversely classified assets (see classification criteria below) in a
portfolio and the related loss potential and extrapolate the weighting of those two factors across all assets in
the portfolio.

Our asset classification methodology was designed in accordance with guidelines established by our
supervisory regulatory agencies as follows:

e Pass — Assets classified Pass are assets that are well protected by the net worth and paying capacity of
the borrower or by the value of the asset or underlying collateral.
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 Special Mention — Special Mention assets have potential weaknesses that require close attention, but
have not yet jeopardized the timely repayment of the asset in full.

o Substandard — This is the first level of adverse classification. Assets in this category are inadequately
protected by the net worth and paying capacity of the borrower or by the value of the collateral.
Substandard assets are characterized by the distinct possibility that some loss will occur if the
deficiencies are not corrected.

» Doubtful — Assets in this category have the same weaknesses as a Substandard asset, with the added
characteristic that based on current facts, conditions and values, liquidation of the asset in full is highly
improbable.

e Loss — Assets in the Loss category are considered uncollectible and of such little value that the
continuance as an asset, without establishment of a specific valuation allowance is not warranted.

In addition to the use of asset classification to estimate our ALL amount, we utilize a second
methodology for the builder construction portfolio that provides a comparative analysis between the thrift
industry’s worst year of losses in the last ten years and our current loss experience adjusted for trends in
delinquency, portfolio composition, underwriting standards and market conditions. The asset classification
methodology and this methodology have provided similar results in the past.

SECONDARY MARKET RESERVE

As part of the normal course of business involving loans sold to the secondary market, we are occasionally
required to repurchase certain loans or make certain payments to settle breaches of our standard representa-
tions and warranties made as part of the loan sales or securitizations. To estimate the loss exposure on these
repurchases and claims, the loss exposure on completed repurchases and pending claims/repurchase requests
is used to determine an estimated loss rate on loan sales. As the probability of loan defaults is highest during
the first three years subsequent to loan origination, the estimated loss rates are applied to loans sold over a
rolling three-year period. The reserve is based on estimated losses on actual pending claims and repurchase
requests and based on the estimated loss rate considering loan sales volume and loan sales distribution
channels. An increase to this allowance is recorded as a reduction to the gain on sale of loans in the
Consolidated Statements of Earnings and the corresponding reserve is recorded in other liabilities in the
Consolidated Balance Sheets. At the time we repurchase a loan, the estimated loss on the loan is charged
against this reserve and recorded as a reduction to the basis of the loan.

PRO FORMA CONDENSED FINANCIAL STATEMENTS

In our discussion of the “Results of Operations” and “Financial Condition” sections below, financial
information for the years ended December 31, 2001 and 2000 is presented on a historical basis and is
consistent with the consolidated financial statements presented herein. Financial information for the year
ended December 31, 1999 is presented on a pro forma basis, giving effect to our conversion from a real estate
investment trust (“REIT”) to a fully taxable entity and to the buyout of the minority interest in IndyMac,
Inc. in January of 2000. The pro forma results are not consistent with the 1999 historical consolidated financial
statements presented herein, which account for IndyMac Bancorp’s investment in IndyMac, Inc. using the
equity method of accounting. Instead, the pro forma results are presented as if IndyMac had been a fully
taxable entity and had consolidated IndyMac, Inc. in its financial statements as of January 1, 1999. The pro
forma information should be read in conjunction with the related historical information presented herein, and
is not necessarily indicative of the results that would have been attained had the transactions described above
actually taken place as of January 1, 1999.
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Following are the condensed financial statements presented as described above.

CONDENSED BALANCE SHEETS

Assets
Cash and cash equivalents. .............. i
Investment securities available forsale ..................................
Mortgage-backed securities classified as trading . ..........................
Mortgage-backed securities available forsale .............................
Loans receivable:
Loans held forsale .. ....... ... . i
Loans held for investment .............. .. it
Allowance for loan 10SS€S. . .......ovi it

Total loans receivable. . ...... ... i
Mortgage servicing rights. ... ... i
Investment in Federal Home Loan Bank stock, at cost.....................
Foreclosed assets. . ...ttt
Other @SSt . o v vttt ettt

Total aSSEtS ..ottt e

Liabilities and Shareholders’ Equity

DEPOSIES .. vt t
Advances from Federal Home Loan Bank ...............................
BOTrOWIngS . . ..o
Other Habilities . . ... ... o e

Total liabilities ... ...

Company obligated mandatorily redeemable preferred stock of the Company’s
SUDSIAIATY TTUST . . oottt e

Total shareholders” equity ... ......ounirirnin i
Total liabilities and shareholders’ equity .............. ... ... ... ......
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December 31,
2001

December 31,
2000

(Dollars in thousands)

$ 153295 $ 67,867
— 18,387
215,200 —
1,349,159 1,135,916
2,080,763 1,420,772
2,996,357 2,619,847
(57,700) (58,962)
5,019,420 3,981,657
321,316 211,127
99,996 63,281
19,372 16,265
319,553 245,704
$7,497,311  $5,740,204
$3,238,.864 $ 797,935
1,999,378 1,264,457
1,053,670 2,850,189
243,974 99,730
6,535,886 5,012,311
116,287 —
845,138 727,893
$7,497,311  $5,740,204




CONDENSED STATEMENTS OF EARNINGS
Year Ended December 31,

2001 2000 1999

Pro forma
(Dollars in thousands)

Interest income

Mortgage-backed and other securities .......................... $121,867 $ 84,529 $ 67,170
Loans held forsale . ....... ... . ... .. . . 177,982 107,059 107,653
Loans held for investment . .............. ... it 239,556 248,875 217,259
Other ... 5,535 2,287 1,049
Total interest iNCOME . ... .ottt e e 544,940 442,750 393,131
Interest expense
DePOSItS .« .ot 98,781 16,245 —
Advances from Federal Home Loan Bank....................... 95,222 13,559 —
BOITOWINGS . .\ vttt 146,938 253,551 216,580
Total interest EXPense . .. ..ottt 340,941 283,355 216,580
Net Interest INCOME . . ..ot ittt et e et e e et 203,999 159,395 176,551
Provision for loan 10Sses . .. ... .. i 22,022 15,974 17,473
Net interest income after provision for loan losses .................. 181,977 143,421 159,078
Gain on sale of loans, net ........ ... . ... ... ... . ... .. 229,444 123,637 101,515
Total other income . ... 88,096 70,040 6,262
Net TEVENUES . . .ottt e e e e e 499,517 337,098 266,855
Total other eXpense. . .. ..ot i 281,593 196,018 149,279
Trust preferred eXpense ........ ...t 1,377 — —
Earnings before provision for income taxes 216,547 141,080 117,576
Provision for income taxes . . .........o it 89,974 59,254 49,977
Income tax benefit from termination of REIT status.............. — (36,100) —
Earnings before cumulative effect of a change in accounting principle 126,573 117,926 67,599
Cumulative effect of a change in accounting principle............. (10,185) — —
Net CarMINGS . . oo vttt ettt e e e e e $116,388  $117,926 $ 67,599

KEY PERFORMANCE HIGHLIGHTS

 For the year 2001, our fully diluted earnings per common share increased 8.9% to $1.84 from $1.69 in
2000.

* Adjusted diluted earnings per share, before the cumulative effect of a change in accounting principle,
increased 52% to $2.00 from $1.32 in 2000 (2000 net income has been adjusted to exclude
$36.1 million for the one-time tax benefit from termination of our REIT status and $18.3 million in
expenses related to the purchase of SGVB, compensation expense related to the resignation of the
former Vice Chairman from the Board of Directors and expenses related to certain director stock
options).

* Adjusted return on equity, before the cumulative effect of a change in accounting principle, was 16.6%
in 2001, an increase of 39.2% from 11.9% in 2000 (net income for 2000’s return on equity calculation
has been adjusted to exclude the same items indicated above for adjusted diluted earnings per share).
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« Annual loan production was $17.5 billion in 2001, up 73.8% from $10.1 billion in 2000 due to record
low interest rates and high refinancing activity in 2001.

* We grew our deposit base 306% during 2001. Our deposit growth strategy focused on certificate of
deposit accounts. This growth in the deposit balance substantially diversified our source of funds and
has lessened our risks associated with funding concentration.

* The ratio of non-performing assets to total assets continued to improve to 1.55% at December 31, 2001,
from 1.98% at December 31, 2000.

RESULTS OF OPERATIONS
NET INTEREST INCOME

Net interest income was $204.0 million in 2001 compared to $159.4 million in 2000 and $176.6 million in
1999. The net interest margin was 3.1% in 2001, compared to 3.5% in 2000 and 4.0% in 1999. The 2001
increase in net interest income of $44.6 million was primarily the result of an increase in average interest-
earning assets to $6.6 billion in 2001 compared to $4.6 billion in 2000, a 17 basis point increase in net interest
spread offset, in part, by a decrease in average interest-earning assets, net of average interest-earning liabilities,
of $174.0 million.

The 2000 decrease in net interest income of $17.2 million compared to 1999 was primarily the result of a
decrease in average interest-earning assets, net of average interest-bearing liabilities, of $177.5 million,
coupled with a 39 basis point decrease in net interest spread.

The following table sets forth information regarding our consolidated average balance sheets, together
with the total dollar amounts of interest income and interest expense and the weighted average interest rates
for the periods presented. Average balances are calculated on a daily basis. Non-performing loans are included
in the average balances for the periods indicated. The allowance for loan losses is excluded from the average
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loan balances. Certain amounts have been reclassified for the years ended December 31, 2000 and 1999 to
conform to the 2001 presentation.
Year Ended December 31,
2001 2000 1999

Average Yield Average Yield Average Yield
Balance Interest Rate Balance Interest Rate Balance Interest Rate

(Dollars in thousands)

Investment securities AFS........... $ 6,882 § 442 6.42% $ 9,728  $ 620 637% $ 174,645 $ 8,530 4.88%
Mortgage-backed securities . ......... 1,390,432 121,425 8.73% 819,683 83,909  10.24% 646,252 58,640  9.07%
Loans held forsale . ................ 2,262,676 177,982 7.87% 1,174,998 107,059 9.11% 1,199,154 107,653  8.98%
Loans held for investment ........... 2,800,884 239,556 8.55% 2,520,145 248,875 9.88% 2,389,747 217,259 9.09%
Investment in Federal Home Loan
Bank stock...................... 84,390 4,798 5.69% 10,250 686 6.69% — —  0.00%
Other .......... .. 21,876 737 3.37% 20,099 1,601 7.97% 14,578 1,049  7.20%
Total interest-earning assets .. ... 6,567,140 544,940 8.30% 4,554,903 442,750 9.72% 4,424,376 393,131  8.89%
Other ... 550,544 319,998 _ 174,203
Total assets ................... $7,117,684 $4,874,901 $4,598,579
Deposits .. .ovvvi $1,909,159 98,781 5.17% $ 267,056 16,245 6.08% $ — 3 —  0.00%
Advances from Federal Home Loan
Bank............ ... 1,638,151 95,222 5.81% 203,221 13,559 6.67% — —  0.00%
Borrowings. ... 2,625,231 146,938 5.60% 3,515,981 253,551 7.21% 3,678,201 216,580  5.89%
Total interest-bearing liabilities... 6,172,541 340,941 5.52% 3,986,258 283,355 7.11% 3,678,201 216,580  5.89%
Other ...t 182,882 77,604 68,531
Total liabilities ................ 6,355,423 4,063,862 3,746,732
Shareholders’ equity .. .......... 762,261 811,039 851,847
Total liabilities and shareholders’
CQUILY v $7,117,684 $4,874,901 $4,598,579
Net interest spread . ................ 2.78% 2.61% 3.00%
Net interest margin ................ 3.11% 3.50% 3.99%
Return on average equity............ 15.27% 14.54% 7.94%
Return on average assets ............ 1.64% 2.42% 1.47%

The net interest spread is the difference between the weighted average yield on interest-earning assets and
the weighted average cost of interest-bearing liabilities. The net interest margin measures net interest income
as a percentage of average interest-earning assets.

The dollar amounts of interest income and interest expense fluctuate depending upon changes in the
average balances (“volume”) and interest rates of interest-earning assets and interest-bearing liabilities. The
following table details changes attributable to (i) changes in volume (changes in average outstanding balances
multiplied by the prior period’s rate) and (ii) changes in the rate (changes in the average interest rate
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multiplied by the prior period’s volume). Changes in rate/volume (changes in rates times the changes in
volume) are allocated proportionately to the effect from the changes in volume and the changes in rates.

2001 vs 2000 2000 vs 1999
Increase/ (decrease) due to Increase/ (decrease) due to
Volume Rate Total Change Volume Rate Total Change

(Dollars in thousands)

Interest income

Investment securities AFS ....... $ (183) $ 5 % (178) $(11,682) $ 3,772 $ (7,910)
Mortgage-backed securities . . . .. .. 47,548  (10,032) 37,516 17,102 8,167 25,269
Loans held forsale.............. 83,210  (12,287) 70,923 (2,293) 1,700 (594)
Loans held for investment ........ 46,086 (55,405) (9,319) 12,251 19,365 31,616
Investment in Federal Home Loan
Bank stock................... 4,199 (87) 4,112 686 — 686
Other ............... ... ... ... 156 (1,020) (864) 430 121 552
Total interest income ........ 181,016  (78,826) 102,190 16,494 33,125 49,619
Interest expense
Deposits . ....cooviiii i 84,592 (2,056) 82,536 16,245 — 16,245
Advances from Federal Home
Loan Bank................... 83,180 (1,517) 81,663 13,559 — 13,559
Borrowings..................... (56,602) (50,011) (106,613) (9,028) 45,999 36,971
Total interest expense ....... 111,170  (53,584) 57,586 20,776 45,999 66,775
Net interest income ......... $ 69,846 $(25,242) $§ 44,604 § (4,282) $(12,874) $(17,156)

PROVISION FOR LOAN LOSSES

The provision for loan losses was $22.0 million in 2001 compared to $16.0 million in 2000 and
$17.5 million in 1999. Our determination of the level of the allowance for loan losses and, correspondingly, the
provision for loan losses, is based on our judgments and assumptions regarding various matters, including
general economic conditions, loan portfolio composition, delinquency trends and prior loan loss experience.
Included in the provision is a $5.2 million increase, reported in the first quarter of 2001, for the home
improvement portfolio due to continued credit deterioration. The majority of this portfolio was sold in the
fourth quarter of 2001, reducing the level of exposure to provisions required for this portfolio in the future. We
believe our allowance for loan losses was adequate at December 31, 2001 and 2000.

OTHER INCOME

Other income consisted of the following:
Year Ended December 31,

2001 2000 1999
(Dollars in thousands)
Gainon sale of 1oans ........ ... ... $229,444  $123,637  $101,515
Service fee INCOME .. ... ..ottt i 28,963 41,145 27,172
Gain (loss) on sale of mortgage-backed securities, net . .. ... 7,097 417 (10,710)
Loss on other securities, net ............................ — — (31,386)
Fee and otherincome. . ....... ... ... 52,036 28,478 21,186
Total other income . ...........ouiiuiininnnnn... $317,540 $193,677  $107,777
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Gain on Sale of Loans

Gain on sale of loans was $229.4 million in 2001, up from $123.6 million in 2000 and $101.5 million in
1999 primarily due to increased loan volume. The 85.6% increase from 2000 to 2001 was due to an 84.8%
increase in the principal amount of loans sold to $13.9 billion in 2001 from $7.5 billion in 2000, while the profit
margin was 1.65% in 2001 compared to 1.64% in 2000. The 21.8% increase from 1999 to 2000 was due to a
17.2% increase in the principal amount of loans sold from $6.4 billion in 1999, as well as a 10 basis point
increase in profit margin from 1.54% in 1999.

In conjunction with our loan sale process, we retain certain assets from private label securities and loan
sales to the GSEs. The primary assets retained include mortgage servicing rights, and to a much lesser degree,
AAA-rated interest-only securities, non-investment grade securities, and residual securities. The allocated
cost of the retained assets at the time of the sale is recorded as a component of the gain on sale of loans. We
recognized a total of $229.4 million in gain on sale of loans during the year ended December 31, 2001 and
included as a component of this gain is the fair value of retained assets totaling $263.3 million.

We have established a reserve for losses that arise in connection with loans that we are required to
repurchase from loan sales based on standard representations and warranties made at the time of the sale or
securitization or for which we may make payments to settle such disputes related to these representations and
warranties. During 2001, our gain on sale was reduced by $21.8 million associated with this secondary market
reserve and the balance in this reserve at December 31, 2001 was $31.7 million, which is included in the
balance sheet as part of other liabilities. The calculation of this reserve is a function of expected losses based
on actual pending claims and repurchase requests, historical experience, loan volume and loan sales
distribution channels. See “Note 13 — TRANSFERS AND SERVICING OF FINANCIAL ASSETS” in
the accompanying notes to the consolidated financial statements of IndyMac.

Service Fee Income

Service fee income totaled $29.0 million in 2001, compared to $41.1 million in 2000 and $27.2 million in
1999. The decrease in service fee income between 2000 and 2001 was primarily attributable to a $2.9 billion
decrease in the average collateral balance to $21.2 billion in 2001. This decrease was due to unusually low
interest rates during the year ended December 31, 2001, which resulted in significant prepayments of the loans
underlying the mortgage servicing rights. These prepayments also resulted in increased amortization of
mortgage servicing rights, which offsets service fee income. Lastly, as a result of valuation changes, net of
hedges, service fee income decreased by $377 thousand during 2001.

The increase in service fee income between 1999 and 2000 was primarily attributable to an increase in the
servicing portfolio from $21.9 billion in 1999 to $24.1 billion in 2000. In addition to the increase in average
collateral, service fee income increased $6.8 million as a result of valuation adjustments due to the rise in
interest rates in 2000.
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Gain (Loss) On Mortgage-Backed Securities, Net

We recorded a net gain on mortgage-backed securities of $7.1 million in 2001, compared to a net gain of
$417 thousand in 2000 and a net loss of $10.7 million in 1999. Net gain on mortgage-backed securities
consisted of the following for 2001, 2000, and 1999:

2001 2000 1999
(Dollars in thousands)
Realized gain (loss) on mortgage-backed securities.......... $ 17,759 $ 4764 § (769)
Impairment on available for sale securities ................. (16,819)  (4,347) (9,941)
Valuation adjustments on AAA-rated interest-only securities
classified as trading . . . ........ ... .. . (3,769) — —
Hedges on AAA-rated interest-only securities classified as
trading . ...t 9,926 — —
Total gain (loss) on mortgage-backed securities, net . .. .. $ 7,007 $ 417  $(10,710)

During the years ended December 31, 2001, 2000 and 1999, we sold $525.0 million, $267.1 million and
$805.4 million, respectively, of available for sale securities. In addition to providing a source of continuing
earnings, these securities are held to hedge our investment in MSRs and AAA-rated interest-only securities.
The realized gain on sale of these available for sale securities serves to mitigate losses on such hedged assets.
The impairment on available for sale securities increased $12.5 million in 2001, due to $12.8 million in losses
related to our investment in manufactured housing non-investment grade securities and residuals. There was
no impairment on manufactured housing non-investment grade securities and residuals during 2000, however
included in impairment on securities in 1999 was $5.3 million in losses related to such securities. At
December 31, 2001, our investment in such securities backed by manufactured housing loans totaled
$5.3 million. The manufactured housing securities were issued in connection with our previous manufactured
housing securitizations and that business line is now discontinued.

Loss on Other Securities, Net

In 1999, we invested in U.S. Treasury securities to hedge the effect of certain fluctuations in interest rates
on the AAA-rated interest-only securities and other servicing related assets. We sold Treasury securities and
recognized a loss of $31.4 million on the sale through earnings. This loss was not offset by unrealized gains on
the AAA-rated interest-only securities, as such gains were reported through equity in other comprehensive
income since these securities were classified as available for sale during 1999 in accordance with SFAS
No. 134 “Accounting for Mortgage-Backed Securities Retained after the Securitization of Mortgage Loans
Held for Sale by a Mortgage Banking Enterprise”.

Fee and Other Income

Fee and other income increased to $52.0 million in 2001 from $28.5 million in 2000 and $21.2 million in
1999 primarily due to increased loan volume. The increase was primarily due to an increase in fees associated
with the number of table-funded loans in each consecutive year, and to a lesser extent an increase in
application fees in 2001. A table-funded loan is a mortgage loan referred by a mortgage broker, but closed in
our own name. Such transactions are processed similarly to any loan directly originated by us to a consumer.
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TOTAL EXPENSE

General

Total expense consisted of the following for 2001, 2000 and 1999:
Year Ended December 31,

2001 2000 1999
(Dollars in thousands)
Salaries and related. .. ....... ... ... ... .. .. .. . ... $168,961  $111,282 $ 85,803
General and administrative expenses ..................... 110,018 64,213 63,418
Amortization of goodwill and other intangible assets ........ 3,392 2,266 58
Non-recurring and other charges (income) ................ (778) 18,257 —
Total EXPENSE. . o oottt et $281,593  $196,018  $149,279

The increase in both salaries and related and general and administrative expenses is due to our overall
loan and asset growth, the acquisition of SGVB in July of 2000, and the expansion of mortgage banking
operations in 2000 and 2001.

During 2001, amortization of goodwill and intangibles was $3.4 million, up from $2.3 million in 2000 and
$58 thousand in 1999. The increase in amortization primarily resulted from the recording of goodwill and a
core deposit intangible asset totaling $37.8 million on July 1, 2000 in conjunction with our acquisition of
SGVB. Through December 31, 2001, goodwill was amortized using the straight-line method of amortization
over a period of 20 years. The core deposit intangible asset was amortized using an accelerated method of
amortization over a period of 10 years, which was the estimated life of the deposits acquired. Effective
January 1, 2002, goodwill will no longer be amortized, but rather will be tested for impairment annually as a
result of adoption of Statement of Financial Accounting Standards No. 142, “Goodwill and Other Intangible
Assets”. For the year ended December 31, 2001, the amortization of goodwill was $1.7 million and will be zero
in 2002. The Company does not expect to recognize any impairment on its goodwill upon adoption of this
Statement in 2002. The core deposit intangible asset will continue to be amortized using the same method
described above.

Non-recurring and other charges (income) totaled ($778) thousand in 2001 and $18.3 million in 2000,
whereas there were no such charges (income) in 1999. The income in 2001 was related entirely to the variable
plan accounting for the director stock options that were repriced subsequent to December 15, 1998. The costs
incurred in 2000 primarily included $9.4 million in compensation expense related to the resignation of the
former Vice Chairman from the Board of Directors, $4.3 million in expenses related to the acquisition of
SGVB and $3.5 million arising from variable plan accounting for director stock options that were repriced
subsequent to December 15, 1998.

Mortgage Banking Group

The primary means we use to monitor our operating costs are by evaluating efficiency ratio trends (net
revenue to net expenses) in each operating segment, budget-to-actual variance explanations for all operating
and corporate support groups and the cost to fund loans in the Mortgage Banking group. The cost to fund loans
is measured in a number of ways including in basis points relative to production volume and on a per loan
basis. Cost metrics in the Mortgage Banking group are driven by the average loan size (as size increases, cost
metrics improve), purchase versus refinance volume (it costs more to acquire a “purchase” loan), product
type (it costs more to acquire a subprime loan versus a prime loan due to higher underwriting requirements)
and overall scale (metrics improve more, period over period, until a critical mass is achieved). While our costs
to fund loans in the Mortgage Banking group are lower than that of the average mortgage banker primarily due
to efficiencies associated with our e-MITS technology and our unique sales force strategy (commissioned
based on profitability), such costs increased slightly in 2001 compared to 2000 from 79 basis points to 81 basis
points, primarily due to investments in our infrastructure associated with becoming a regulated entity.
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INCOME TAXES

Through December 31, 1999, IndyMac Bancorp elected to be taxed as a real estate investment trust
(“REIT”) under the Internal Revenue Code of 1986, as amended. As a result of this election, IndyMac
Bancorp was not, with certain limited exceptions, taxed at the corporate level on the net income distributed to
IndyMac Bancorp’s shareholders. On December 14, 1999, the shareholders of IndyMac Bancorp approved the
conversion of IndyMac Bancorp from a REIT to a fully taxable entity, effective January of 2000. Income taxes
of $90.0 million for the year ended December 31, 2001 represented an effective tax rate of 41.6%. Our income
tax expense for 2000 was $23.2 million and our effective tax rate was 16.4% as a result of the one-time tax
benefit of $36.1 million due to termination of our REIT status. Excluding this tax benefit, our effective tax rate
would have been 42.0%. For further discussion of income taxes, as well as a reconciliation of the federal
statutory rate to our effective income tax rate, see “Note 17 — INCOME TAXES” in the accompanying
notes to the consolidated financial statements of IndyMac.

FINANCIAL CONDITION

INVESTMENTS AND MORTGAGE-BACKED SECURITIES

Overview

Our investment and mortgage-backed securities portfolio is recorded at fair value and totaled $1.6 billion
as of December 31, 2001, $1.2 billion as of December 31, 2000, and $0.7 billion as of December 31,1999. The
balances consisted of the following types of securities as of December 31, 2001, 2000 and 1999:

December 31,
2001 2000 1999
(Dollars in thousands)

Investment securities

AZENCY NOTES « . o oo oo oottt e e e et e e e e $ — $ 10,829 § —
Corporate notes and other ......................... — 7,558 —
Total investment securities. .. .................... $ — $ 18387 % —
AAA-rated interest-only and principal-only securities —
trading ... $ 215200 $ — 3 —
Mortgage-backed securities — AFS
AAA-rated interest-only securities .................. $ — $ 258241  $341,447
AAA-rated agency securities ... ............oiin.... 89,752 261,225 140,372
AAA-rated non-agency securities .. ................. 1,170,960 484,138 46,871
Other investment grade securities .. ................. 40,042 69,483 47,959
Total investment grade mortgage-backed securities . . 1,300,754 1,073,087 576,649
Non-investment grade residual securities . ............ 43,123 41,672 42,784
Other non-investment grade securities ............... 5,282 21,157 31,153
Total non-investment grade mortgage-backed
SECUTIIES . .\ vttt 48,405 62,829 73,937
Total mortgage-backed securities — AFS .......... $1,349,159  $1,135916  $650,586

AAA-rated interest-only and principal-only securities were reclassified on January 1, 2001 from available
for sale to trading in connection with the adoption of SFAS 133. As a result, beginning in 2001, changes in fair
value of these securities and the related hedges are recorded through current earnings. During 2001, we took
advantage of our access to lower cost Federal Home Loan Bank financing and a favorable interest rate
environment to increase our investment in AAA-rated mortgage-backed securities. These highly rated
investments generate core interest income and serve to balance the overall interest rate sensitivity of our
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balance sheet. We increased our investment in AAA-rated non-agency securities versus agency securities due
to a more favorable risk/return profile for the non-agency securities.

The following table sets forth certain information regarding the weighted average yields and remaining
contractual maturities of our mortgage-backed securities portfolio as of December 31, 2001:

More than One Year

One Year or Less to Five Years

More than Five

Years to Ten Years More than Ten Years Total

Weighted Weighted Weighted Weighted Weighted
Carrying Average Carrying Average Carrying Average Carrying Average Carrying Average
Value Yield Value Yield Value Yield Value Yield Value Yield
(Dollars in thousands)
Mortgage-backed securities
AAA-rated interest-only
securities . ............... $ — e —  $4814 8.82% $ 206,290 11.01% $ 211,104 10.96%
AAA-rated principal-only
securities ................ — — — — 44 3.41% 4,052 4.42% 4,096 4.41%
AAA-rated agency securities . . 103 14.28% 907 8.00% — — 88,742 4.20% 89,752 4.25%
AAA-rated non-agency
securities . ............... — — — — — — 1,170,960 6.42% 1,170,960 6.42%
Other investment grade
mortgage-backed securities — — — — 308 12.54% 39,734 7.51% 40,042 7.54%
Total investment grade
mortgage-backed
securities .............. 103 14.28% 907 8.00% 5,166 8.98% 1,509,778 6.90% 1,515,954 6.91%
Non-investment grade residual
securities ................ — — — — — — 43,123 18.84% 43,123  18.84%
Other non-investment grade
mortgage-backed securities — — — — — — 5,282  15.41% 5282  15.41%
Total non-investment grade
mortgage-backed
securities .............. — — — — — — 48,405 18.42% 48,405 18.42%
Total mortgage-backed
securities . ............. $103 14.28% $907 8.00% $5,166 8.98% $1,558,183 7.23% $1,564,359 7.23%

AAA-Rated Interest-Only Securities and Residuals

We evaluate the carrying value of our AAA-rated interest-only securities and residual securities by
discounting estimated net future cash flows. On these securities, estimated net future cash flows are primarily
based on assumptions related to prepayment speeds, in addition to expected credit loss assumptions on the

residual securities.

Our investments in non-investment grade securities and residuals were retained from prime, subprime
and manufactured housing private-label securitizations or purchased from third party issuers on the secondary

market.
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A rollforward of the AAA-rated interest-only securities and residual securities for the years ended
December 31, 2001 and 2000 follows:

2001 2000
(Dollars in thousands)

AAA-rated interest-only securities

Beginning balance ............. . $258,241  $341,447
Retained investments from securitizations ......................... 10,186 26,002
SaleS . — (5,705)
AMOTHZATION . . . oottt et (59,411)  (50,841)
Deferred hedging gains . ...ttt — (24,258)
Valuation gains (I0SS€S) ... ..ottt 2,088 (28,404)
Ending balance . ........ ... .. i $211,104  $258,241
Residual securities
Beginning balance ............. . $ 41,672 $ 42,784
Retained investments from securitizations ......................... 25,188 15,128
Purchases . ... 25,450 —
SalES ot (30,850) —
Amortization and paydowns . ........... . (16,904)  (19,994)
Valuation (10SS€s) ZaINS . ... .vttt it (1,432) 3,754
Ending balance . ........ ... .. i $ 43,123 $ 41,672

Due to the implementation of SFAS 133 during 2001, AAA-rated interest-only and principal-only
securities were reclassified from available for sale to trading. In addition, SFAS 133 requires all derivatives to
be reported at fair value on the balance sheet. As a result, hedging gains and losses on AAA-rated interest-
only and principal-only securities are no longer recorded as an adjustment to the cost basis of securities, but
rather are recorded through earnings with the corresponding fair value of the hedge reported as other assets.

During 2001, we sold $30.6 million of subprime residual securities for a total gain of $6.8 million and a
cash gain of $3.6 million. These residual securities were sold to a net interest margin (“NIM”) trust. We
retained an interest in these assets of $3.2 million at December 31, 2001. See “Item 1 — SUBSIDIARIES
AND QUALIFYING SPECIAL PURPOSE ENTITIES” for additional discussion of NIM trusts.

The assumptions used to value AAA-rated interest-only and residual securities at December 31, 2001 and
2000 follow:

Actual Valuation Assumptions
3-Month Wtd. Projected
Book Collateral Gross Spread/ Actual Avg. Lifetime Discount Loss
Value Balance WAC  Interest Strip CPR Multiple CPR Yield Rate

(Dollars in thousands)
December 31, 2001
AAA-rated interest-only

securities. .......... $211,104 § 8,943,350 7.55% 0.81% 31.9% 291 16.9% 11.6% N/A
Residual securities. . . . . $ 43,123 § 2,845979  9.62%  3.52% 28.1% 0.52 304%  25.2% 2.0%
December 31, 2000
AAA-rated interest-only
securities. . ......... $258,241 $11,089,253  8.27%  0.85% 12.6% 2.74 189% 12.9% N/A
Residual securities. . . . . $ 41,672 $ 1,887,525 10.05%  1.95% 17.5% 1.13 24.2% 21.4% 1.1%
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The lifetime CPR represents the constant prepayment rates. We project prepayment rates using four
factor prepayment models which incorporate relative weighted average note rate, seasoning, seasonality and
burn out of the pool of loans as well as expectation of future rates implied by the forward LIBOR/swap curve.
As of December 31, 2001, the 10-year forward curve was upward sloping over a five year period, which results
in our estimate of prepayment rates decreasing over the life of the loans. The projected loss rate represents the
projected future cumulative losses as a percentage of the original collateral balance. Actual losses to date on
collateral underlying residual securities total 0.60% for a total lifetime loss estimate of 2.6%. We use internal
loss estimation models to estimate such losses.

The weighted average multiple for AAA-rated interest-only and residual securities represents the book
value divided by the quotient of collateral balance and interest strip. While the weighted average life of such
assets is a function of the undiscounted cash flows, the multiple is a function of the weighted average life of the
discounted cash flows. With regard to AAA-rated interest-only securities, the marketplace frequently uses
calculated multiples to assess the overall risk profile of valuation assumptions. Generally, the higher the
multiple (given a similar product type, coupon and loan age), the higher the overall risk profile.

Other Investment Grade and Non-Investment Grade Securities

We estimate fair value for other investment grade and non-investment grade mortgage-backed securities
based on market information when available or discounted cash flow techniques using assumptions for credit
losses, prepayment rates, and market yield requirements. Generally, adjustments to the carrying value are
recorded as a component of other comprehensive income in shareholders’ equity.
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The detail of other investment grade and non-investment grade securities by credit rating as of
December 31, 2001 and 2000 follows:

Premium
Current (Discount)
Face To Face Amortized Book
Value Value Cost Value

(Dollars in thousands)

December 31, 2001

AAA-rated principal-only securities.............. $ 5543 $ (1,042) $ 4,501 $ 4,096
AA 21,341 (125) 21,216 21,103
A 2,382 (142) 2,240 2,307
BBB .. 14,605 (696) 13,909 14,037
BBB— .. 2,712 (194) 2,518 2,595
Total other investment grade mortgage-backed
SECUTTHIES . . oot v e et $46,583  $ (2,199) $44,384  $44,138
BB . $12,676 $ (7,831) $ 4,845 $ 4,845
CCC o 11,061 (10,624) 437 437
Total other non-investment grade mortgage-
backed securities. .. .......... .. .. ... ... $23,737  $(18,455) $ 5282 $ 5282
December 31, 2000
AAA-rated principal-only securities.............. $ 7,056 $ (1,271) $ 5,785 $ 5,033
AA 8,762 81 8,843 9,023
A 12,732 (388) 12,344 12,300
BBB .. 46,218 (3,358) 42,860 43,127
Total other investment grade mortgage-backed
SECUTIHIES . oot o et $74,768  $ (4,936) $69,832  $69,483
BB 17,665 (4,588) 13,077 10,561
B 17,928 (2,277) 15,651 9,350
NR . 6,324 (5,749) 575 1,246
Total other non-investment grade mortgage-
backed securities. . ........... .. ... ... ... $41,917  $(12,614) $29,303  $21,157

All of the $44.1 million in other investment and $5.3 million in non-investment grade securities at
December 31, 2001, was retained from our private-label security issuances. Additionally, of the total
investment at December 31, 2001, $36.4 million was collateralized by prime loans, $7.7 million by subprime
loans and $5.3 million by manufactured housing loans.
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A rollforward of the other investment grade and non-investment grade securities for the years ended

December 31, 2001 and 2000 follows:

2001 2000
(Dollars in thousands)
Beginning balance .............iiiiiii e $ 90,640 $ 79,112
Retained investments from securitizations ........................... 1,596 3,186
Sales and principal paydowns . .......... .. i (43,751)  (30,068)
Purchases . ... 27,642 43,585
Principal paydowns .. ......... ... (7,609) (3,889)
AMOTHZATION . . . o\ttt et e e 1,490 (177)
Valuation/impairment . . ........ ..ottt (20,588) (1,109)
Ending balance . ......... ... .. i $ 49,420 $ 90,640

LOANS RECEIVABLE

Total loans, exclusive of the allowance for loan losses, were $5.1 billion at December 31, 2001, compared
to $4.0 billion at December 31, 2000. The increase in the loan balances was primarily due to a 78.4% increase

in mortgage loan production volume during 2001.

Loans, exclusive of the allowance for loan losses, consisted of the following:
December 31,

2001 2000 1999 1998 1997

Balance % Balance % Balance % Balance % Balance

%

(Dollars in thousands)

Loans held forsale.......... $2,080,763  41.0% $1,420,772  352%$ 658,838  21.0% $1,773,543  39.1% $1,488,715  29.1%
Loans held for investment
Mortgage loans ........... 1,615,197 31.8% 1,578,216  39.1% 1,180,757 37.6% 1,061,613  23.4% 2,152,125 42.0%
Residential construction.... 1,321,473  26.0% 926,422  22.9% 1,004,944 32.0% 1,204,067 26.5% 949,609 18.5%
Income property .......... 58,616 1.2% 57,717 1.4% 52,647 1.7% 53,341 1.2% 16,110 0.3%
Revolving warehouse lines
of credit............... 1,071 0.0% 57,492 1.4% 243,630 7.7% 446,335 9.8% 514,305 10.1%
Total loans............. $5,077,120  100.0% $4,040,619 100.0% $3,140,816 100.0% $4,539,399 100.0% $5,120,864 100.0%

The unpaid principal balances of construction and income property loans by maturity date as of

December 31, 2001 were as follows:

Consumer
Builder Construction Construction Income Property
ARMS Fixed Rate = ARMS Fixed Rate ARMS Fixed Rate Total
(Dollars in thousands)
Due within one year .. $368,713 $36,922 $— $723,984  $ 3,875 $ 5,622 $1,139,116
After one but within
five years ......... 184,265 1,545 — 10,887 18,329 — 215,026
After five years ...... — — — — 22,174 9,360 31,534

Total unpaid principal
balance ........... $552,978 $38,467

1S
|

$734,871 $44,378 $14,982 $1,385,676

ASSET QUALITY

Non-Performing Assets

Loans are generally placed on non-accrual status when they are 90 days past due. Non-performing assets

include non-performing loans and foreclosed assets. The balance of our foreclosed assets, defined as prope
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acquired in foreclosure or by deed in lieu of foreclosure are recorded at estimated net realizable value. We
recognized net gains on sale of foreclosed assets of $2.1 million during the year ended December 31, 2001 and
$1.7 million during the year ended December 31, 2000.

A summary of our non-performing assets follows:

December 31,
2001 2000 1999 1998 1997
(Dollars in thousands)

Loans held for investment
Portfolio loans

Mortgage loans ....................... $ 28,868 $ 36,099 § 51,205 $ 37,110 $44,100
Residential construction . ............... 28,069 32,826 25,238 22,780 7,033
Total portfolio loans ................. 56,937 68,925 76,443 59,890 51,133

Discontinued product lines
Manufactured housing and home

improvement loans .................. 14,823 8,945 13,286 4,273 832
Revolving warehouse lines of credit . .. ... 1,071 6,509 5,731 9,806 —
Total discontinued product lines . ... ... 15,894 15,454 19,017 14,079 832
Loans held forsale ........................ 24,036 13,235 8,706 25,741 10,900
Total non-performing loans ........... 96,867 97,614 104,166 99,710 62,865
Foreclosed assets .......................... 19,372 16,265 22,323 7,600 18,474
Total non-performing assets........... $116,239  $113,879  $126,489  $107,310  $81,339

Total non-performing assets to total assets .. .. 1.55% 1.98% 3.39% 2.21% 1.39%

The increase in non-performing loans in our loans held for sale can be primarily attributed to the increase
in loan production volume and current economic conditions. In general, we sell most loans acquired through
our mortgage banking operations within 60 days of acquisition. Mortgage loans held for sale are recorded at
fair value and valuations associated with credit exposure are included in the valuation discount and are not
included in the allowance for loan losses. Included in the loans held for sale are loans that we have
repurchased, which are typically delinquent, in connection with our repurchase responsibilities relating to
breaches of standard representations and warranties. When we repurchase loans, we adjust the basis
immediately for any estimated loss upon disposition of the loan with the offset recorded to the secondary
market reserve. Repurchased loans are classified as held for sale as our strategy is to cure the loan for
subsequent sale or sell it as a non-performing asset.

Similarly, in 2001, the Investment Portfolio group began to acquire delinquent loans from third parties.
Our strategy is to cure such loans for subsequent sale at a profit. These loans are acquired at a discount to
compensate for the credit quality. This discount is included as an adjustment to the basis for the loan and such
“reserve” is not included in the allowance for loans losses. Accordingly, while repurchased and acquired
delinquent loans are marked to market in connection with the acquisition of the loan, they are also reflected as
non-performing loans even though the estimated loss has already been recognized at the time of acquisition.
Included in non-performing loans held for sale at December 31, 2001 were $13.6 million of such repurchased
and acquired delinquent loans.

Interest income of $3.7 million was received and recognized by us for non-performing loans during the
year ended December 31, 2001. Had the loans performed in accordance with their original terms, $9.0 million,
or an additional $5.3 million, would have been recognized during the year ended December 31, 2001. We had
no significant loans contractually past due 90 days or more on accrual status during the year ended
December 31, 2001.
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Allowance for Loan Losses

A rollforward of the allowance for loan losses follows:

Balance, beginning of year............
Provision for loan losses ..............
Portfolio Loans:
Charge-offs:
Mortgage loans .................
Residential construction . .........
Recoveries:
Mortgage loans

Residential construction ..........

Net Charge-offs — Core Product Lines
Discontinued Product Lines:
Charge-offs:

Home improvement

Manufactured housing

Revolving warehouse lines of credit
Recoveries:

Home improvement

Manufactured housing

Revolving warehouse lines of credit

Net Charge-offs — Discontinued
Product Lines

Balance, end of year.................

Net charge-offs to average loans.......
Net charge-offs to annual production . . .
Portfolio L.oans Only:

Net charge-offs to average loans.......
Net charge-offs to annual production . . .

December 31,

2001 2000 1999 1998 1997
(Dollars in thousands)

$ 58,962  $53,880 $ 51,257  $27,180  $17,037
22,022 15,974 17,473 36,334 18,509
(3,073)  (1,409)  (2,360)  (9,704)  (7,974)
(4,523) (961) (912)  (1,746) (71)
— 403 812 2,363 —

31 287 100 12 —
(7,565)  (1,680)  (2,360)  (9,075)  (8,045)
(15003)  (6,609)  (6,219)  (1,397) —
(4,527)  (3,966)  (5,802)  (1,641) (321)
(299) — (826) (200) —
4,078 1,363 317 — —
32 — 38 56 —

— _ 2 _ _
(15719)  (9,212)  (12,490)  (3,182) (321)
$ 57,700 $58962 § 53,880  $51,257  $27,180
0.46% 0.29% 0.41% 0.22% 0.22%
0.13% 0.11% 0.20% 0.08% 0.10%
0.16% 0.05% 0.07% 0.18% 0.23%
0.04% 0.02% 0.03% 0.07% 0.11%
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The following table sets forth the allocation of our allowance for loan losses, and the percentage in each
category to the total allowance at the dates indicated:

December 31,
2001 2000 1999 1998 1997

% of % of % of % of % of
Total Total Total Total Total
Balance  Allowance Balance Allowance Balance Allowance Balance Allowance Balance Allowance

(Dollars in thousands)

Portfolio Loans:

Mortgage loans. ..., $16,201 28.1% $17,021 28.9% $14,574 27.1% $23,324 45.5% $18,023 66.3%
Residential construction .................. 24,512 42.5% 25,839 43.8% 22,729 42.2% 16815 329% 7,151 26.3%
Income property............cooovuininnn 1,058 1.8% 490 0.8% 613 1.1% 122 0.2% 85 0.3%

Total portfolio loans.................... 41,771 72.4% 43,350 73.5% 37916 70.4% 40,261 78.6% 25,259 92.9%

Discontinued Product Lines:

Manufactured housing and home

improvement loans..................... 14,858 257% 13,301 22.6% 13,456 25.0% 8,106 15.8% 74 0.3%
Revolving warehouse lines of credit......... 1,071 1.9% 2,311 3.9% 2,508 4.7% 2,890 5.6% 1,847 6.8%
Total discontinued product lines ......... 15,929 27.6% 15,612 26.5% 15,964 29.6% 10,996 21.4% 1,921 7.1%
Total allowance for loan losses........... $57,700  100.0% $58,962  100.0% $53,880  100.0% $51,257  100.0% $27,180  100.0%

Allocation of the allowance is an analytical tool as the allowance is available for losses in the entire
portfolio.

The following discussion describes the allowance coverage ratios and charge-offs by our various loan
portfolios.

Discontinued Product Lines

A substantial portion of our net charge-offs for the past three years has been due to net charge-offs in the
discontinued product lines including manufactured housing and home improvement loans. These portfolios
accounted for 68% of total net charge-offs in 2001. These are liquidating portfolios and we no longer originate
these types of loans.

In October 2001, net charge-offs in the discontinued product lines increased substantially primarily due to
the sale of $105 million in home improvement loans, or approximately 83% of the home improvement
portfolio. This sale was at a discount and resulted in an $8.3 million charge-off, that was previously included in
the allowance for loan losses resulting in no net gain or loss on this transaction. As of December 31, 2001 our
remaining balance of home improvement loans was only $16.9 million, net of reserves. As a result of the sale
of most of the home improvement portfolio, it is expected that charge-offs related to this portfolio will decline
substantially in future years. The allowance for loan losses allocated to home improvement loans as of
December 31, 2001 was 21.0% of gross book value.

The manufactured housing portfolio continues to generate substantial charge-offs. Net charge-offs were
$4.5 million, which was 4.36% of average balances for the year. The high level of charge-offs will likely
continue in the near future due to high non-performing levels and loss severities. The market for manufactured
housing is weak due to oversupply of inventory for sale and will also be under pressure from the exit of the
second largest lender from the manufactured housing lending business. As of December 31, 2001, the
allowance for loan losses allocated to this portfolio was 10.6% of gross book value and 2.3 times annual net
charge-offs.

Portfolio Loans

The portfolio loans had total net charge-offs of $7.6 million in 2001. Charge-offs related to the mortgage
loans held for investment were $3.1 million in 2001, which was 0.19% of average balances for the year. The
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allowance for loan losses allocated to the mortgage loans held for investment as of December 31, 2001 was
$16.2 million and represents 5.3 times annual net charge-offs and 1.08% of book value. Residential
construction loans had net charge-offs of $4.5 million, which was 0.41% of average outstanding balances in
2001. The allowance for loan losses allocated to residential construction loans as of December 31, 2001 was
$25.6 million and represents 5.7 times annual net charge-offs and 1.85% of book value.

While we consider the allowance for loan losses to be adequate based on information currently available,
future adjustments to the allowance may be necessary due to changes in economic conditions, delinquency
levels, foreclosure rates, or loss rates.

MORTGAGE SERVICING RIGHTS

Mortgage servicing rights totaled $321.3 million as of December 31, 2001 and $211.1 million as of
December 31, 2000. The increase in the mortgage servicing rights balance was primarily due to an increase in
mortgage servicing rights retained, totaling $226.3 million, resulting from an increase in securitizations and
sales to GSEs during the twelve months ended December 31, 2001. This increase was offset in part by
amortization and valuation adjustments.

The assumptions used to value mortgage servicing rights at December 31, 2001 and December 31, 2000
follows:

Actual Valuation Assumptions
3-month Witd.
Book Collateral Gross  Servicing  Prepayment Avg. Prepayment Discount
Value Balance WAC Fee Speeds Multiple Speeds (CPR) Yield

(Dollars in thousands)

December 31, 2001

Master servicing . . ............... $ 27,218 § 9,581,919  836%  0.10% 40.9% 2.84 18.8% 17.3%
Primary servicing .. .............. 294,098  $19,889,540  8.28%  0.45% 29.2% 3.8 19.9% 12.6%
Total mortgage servicing rights .... $321,316

December 31, 2000

Master servicing . . ............... $ 51,691  $14,118,761 8.47%  0.10% 16.5% 3.60 18.4% 20.4%
Primary servicing . ............... 159,436 $12,759,143  8.80%  0.41% 14.4% 3.05 20.3% 13.5%
Total mortgage servicing rights .... $211,127

The lifetime CPR represents the constant prepayment rates. We project prepayment rates using four-
factor prepayment models which incorporate relative weighted average note rate, seasoning, seasonality and
burn out of the pool of loans as well as expectation of future rates implied by the forward LIBOR/swap curve.
The most recent actual 3-month prepayment speeds were very high as a result of the drop in interest rates that
occurred over the second half of 2001 that increased refinance volume to very high levels. As of December 31,
2001, spot interest rates had increased, as well as the 10-year forward curve was upward sloping over a five
year period, which results in our estimate of prepayment rates decreasing over the life of the loans.

The weighted average multiple represents the book value divided by the quotient of collateral balance and
interest strip. While the weighted average life of such assets is a function of the undiscounted cash flows, the
multiple is a function of the weighted average life of the discounted cash flows. The marketplace frequently
uses calculated multiples to assess the overall risk profile of valuation assumptions. Generally, the higher the
multiple (given a similar product type, coupon and loan age), the higher the overall risk profile.

LIQUIDITY AND CAPITAL RESOURCES
OVERVIEW

At December 31, 2001, we had operating liquidity of $2.2 billion and a leverage (debt to equity) ratio of
7.9 to 1. Operating liquidity is defined as unpledged liquid assets on hand plus borrowing availability under
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committed lines of credit subject to the availability of eligible assets for pledge as collateral. Under prior
regulations, thrifts were required to maintain a specified ratio of cash and other qualifying securities to net
withdrawable accounts and borrowings payable in a year or less. As a result of recent statutory and regulatory
changes, the Bank is not currently required to maintain an average daily liquidity balance at levels prescribed
by the OTS, but we continue to be subject to the requirement that we maintain sufficient liquidity to ensure
our safe and sound operation. Our policy is to maintain 3% of the previously defined regulatory liquidity base
(previous quarter’s average daily balance of deposits and borrowings maturing within 12 months). We
currently believe that our liquidity level is adequate based upon our current activities and is consistent with the
safe and sound operation of the Bank. While there can be no guarantees and subject to the matters discussed
below, we are not aware of any trends, demands, commitments or uncertainties that are reasonably likely to
result in liquidity materially decreasing in the foreseeable future.

PRINCIPAL SOURCES OF CASH

Our principal financing needs are to fund acquisitions of mortgage loans and our investment in mortgage
loans and mortgage-backed securities. Our primary sources of funds used to meet these financing needs
include loan sales and securitizations, deposits, advances from the FHLB, borrowings and capital. The sources
used vary depending on such factors as rates paid, maturities, and the impact on capital.

Loan Sales and Securitizations

Our business model relies heavily upon selling the substantial majority of the mortgage loans that we
acquire within two months after acquisition. The proceeds of these sales are a critical component of the
liquidity necessary for our ongoing operations. See “Item 1 — BUSINESS, under the section LIQUIDITY
RISKS” for additional discussion of our liquidity risk associated with our access to the secondary market.

Additionally, we may use in the future NIM trusts to monetize residual securities we retain on private-
label securitizations. These NIM trusts allow us to convert the majority of our investment in these residual
securities into cash. See “Item 1 — SUBSIDIARIES AND QUALIFYING SPECIAL PURPOSE ENTI-
TIES” for additional discussion of NIM trusts.

Deposits

Consistent with our funding needs, we solicit short-term deposits and, to a lesser degree, long-term
deposits from the general public and institutions by offering a variety of accounts and rates. We offer regular
passbook accounts, demand deposit accounts, money market accounts, certificate of deposit accounts and
individual retirement accounts. Deposits totaled $3.2 billion at December 31, 2001 and $0.8 billion at
December 31, 2000.

The following table sets forth the average balance of, and the average interest rate paid on, deposits by
deposit category for the years ended December 31, 2001 and 2000 (while we have been a depository institution
since July 1, 2000, the average balances are calculated on a full year basis for both years ended December 31,
2001 and 2000).

2001 2000
Amount Rate Amount Rate
(Dollars in thousands)
Noninterest-bearing checking ....................... $ 18,871 0.00% $ 8,655 0.00%
Interest-bearing checking ............ ... . ... ... ... 26,109  1.79% 11,459  1.90%
SaVINGS . ot e 267,538  4.03% 47869  4.82%
Certificates of deposit............. ... ..., 1,615,512 5.42% 207,728  6.60%
Total interest-bearing deposits................... 1,909,159  5.17% 267,056 6.08%
Total deposits . .........coviiiiiiineiinannn... $1,928,030 5.12% $275,711  5.89%



Accrued but unpaid interest on deposits included in other liabilities totaled $413 thousand at Decem-
ber 31, 2001 and $188 thousand at December 31, 2000.

Advances From The Federal Home Loan Bank

The FHLB system functions in a reserve capacity for savings institutions. As a member, we are required
to own capital stock of the FHLB and are authorized to apply for advances from the FHLB, generally on a
secured basis, in amounts determined by reference to available collateral. FHLB stock, one-to-four family
mortgage loans and AAA-rated agency mortgage-backed securities are the principal collateral that may be
used to secure these borrowings, although certain other types of loans and other assets may also be accepted
pursuant to FHLB policies and statutory requirements. The Bank has been pre-approved for advances up to
$2.1 billion of which $2.0 billion was outstanding at December 31, 2001. The FHLB offers several credit
programs, each with its own interest rate, which may be fixed or variable, and a range of maturities.

Borrowings

Borrowings primarily consist of loans and securities sold under committed agreements to repurchase,
syndicated bank lines, a commercial paper conduit and senior unsecured notes. Borrowings decreased from
$2.9 billion at December 2000 to $1.1 billion at December 31, 2001. The overall decrease in these borrowings
was primarily due to our success in obtaining deposits from customers and advances from the FHLB, both of
which are typically lower marginal cost financing alternatives to other borrowings.

Our overall funding strategy is to use committed financing facilities. The table below summarizes our
sources of financing as of December 31, 2001:

Committed Outstanding Maturity
Financial Institution or Instrument Financing Balances Type of Financing Date
(Dollars in millions)
Merrill Lynch ..., $1,500 $ 404 Repurchase Agreement Jun-03
Morgan Stanley.................... oo 1,000 198 Repurchase Agreement Apr-03
UBS Warburg ... 750 105 Repurchase Agreement Mar-02
Credit Suisse First Boston.................. 500 — Repurchase Agreement Jul-02
Greenwich Capital ........................ 300 44 Repurchase Agreement Nov-02
First Union Bank Syndicate ................ 400 94 Revolving Bank Line Dec-02
Bank of America............... ... ... 100 48 Revolving Bank Line Jul-02
Bank of America.......................... 200 94 Commercial Paper Conduit Aug-02
CMO’S .o 47 47 Collateralized Mortgage Obligation N/A
Senior Unsecured Notes ................... 20 20 Senior Unsecured Notes Oct-02
Total Borrowings...................... 4817 1,054
Advances from Federal Home Loan Bank . ... 2,107 1,999
Total Committed Financing............. $6,924 3,053
Deposits . ..o 3,239
Total Debt Financing .................. 6,292
Other — Trust Preferred Securities .......... 116 Trust Preferred Securities Nov-31
Total Financing . ...................... $6,408

In October of 2001, Standard & Poor’s reaffirmed the ratings previously given to IndyMac Bancorp,
applying the same ratings to IndyMac Bank: short-term rating of “A-3" (“adequate capacity to meet financial
obligations™) and long-term rating of BBB— with a negative outlook. In November of 2001, Fitch IBCA
Duff & Phelps reaffirmed the following ratings for both IndyMac Bancorp and IndyMac Bank: short-term
rating of F2 (“low probability of default”) and long-term rating of BBB— with a stable outlook. With the
exception of one facility, our credit facilities do not have default triggers tied to our credit rating. While a
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change in rating does not directly affect our current borrowing capacity in a material manner, it might affect
our lenders’ decision to renew credit facilities with us or it may change market perceptions and impact our
trading and loan sales activities.

The maximum amount of borrowings at any month-end during 2001, 2000 and 1999 was $3.5 billion in
April of 2001, $4.1 billion in December of 2000, and $4.6 billion in January of 1999.

For additional information of the Company’s contractual obligations and commitments, see “Note 11 —
BORROWINGS” and “Note 20 — COMMITMENTS AND CONTINGENCIES” in the accompanying
notes to the consolidated financial statements of IndyMac.

Trust Preferred Securities and Warrants

On November 14, 2001, we completed an offering of Warrants and Income Redeemable Equity
Securities to investors. Gross proceeds of the transaction were $175 million. The securities were offered as
units consisting of a trust preferred security, issued by a trust formed by us, and a warrant to purchase
IndyMac Bancorp’s common stock. The proceeds from the offering are used in ongoing operations and will
fund future growth plans. For further discussion, see “Note 12 — TRUST PREFERRED SECURITIES” in
the accompanying notes to the consolidated financial statements of IndyMac.

Regulatory Capital Requirements

The Bank is subject to various regulatory capital requirements administered by the federal banking
agencies. As a result of the acquisition of SGVB in July of 2000, the OTS mandated that the Bank hold Tier 1
(core) capital at 8% for three years following the consummation of the transaction and maintain a well-
capitalized risk-based capital position of 10%. Additionally, Tier 1 risk-based capital (core capital plus
supplementary capital less allowance for loan losses) must be equal to at least 6% of risk-weighted assets. The
Bank currently meets all of the requirements of a “well capitalized” institution. In addition to excess
regulatory capital at the Bank, we have $168 million of unleveraged and unencumbered capital at IndyMac
Bancorp all held in the form of loans to the Bank or deposits in the Bank.

In late 2001, the federal banking agencies, including the FDIC and OTS, issued a final rule related to
recourse obligations, direct credit substitutes and residual interests in asset securitizations that expose banking
organizations to credit risk. We believe that, under current regulations, the Bank will continue to meet its
minimum capital requirements in the foreseeable future. See “Item 1 — BUSINESS, under the section,
REGULATION AND SUPERVISION” for additional discussion of capital requirements.

Share Repurchases

In June of 1999, our Board of Directors approved a $100 million share repurchase program, which has
since been amended to increase the program to $400 million. From the share repurchase program’s inception
through December 31, 2001, we repurchased 18.2 million shares in open market transactions at an average
price of approximately $16.81 per share, for a total of $306.1 million. Additionally, in August of 2000, we
acquired 3.6 million shares in a bulk purchase from CCR at a price of $18.70 per share. This bulk purchase
represented the entire holding of IndyMac Bancorp stock by CCR. The bulk purchase was approved by the
Board of Directors separately from the $400 million share repurchase program previously approved by the
Board of Directors and does not impact the repurchase capacity remaining under the program. We have excess
capital at the Bank of $85 million and excess capital at IndyMac Bancorp of $168 million as of December 31,
2001. This excess capital provides us with the financial flexibility to grow our core mortgage banking
operations, expand our investment portfolio and/or strategically repurchase our shares as opportunities arise.

Capital Distributions

Since the third quarter of 1999, we have not paid cash dividends on our common stock, preferring to
invest in growth or repurchase our shares. Prior to 2000, we paid a regular quarterly dividend due to our status
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as a REIT. In connection with our conversion to a fully taxable entity effective January of 2000, the Board of
Directors adopted a policy of not paying cash dividends for the foreseeable future.

PRINCIPAL USES OF CASH

Our most significant use of cash is for the acquisition of mortgage loans. During 2001 we acquired
$15.3 billion of mortgage loans compared to $8.4 billion in 2000. Secondarily, we used cash to acquire
$1.5 billion and $728 million of mortgage-backed securities in 2001 and 2000, respectively. Investments in
construction and mortgage loans held for investment required cash resources of $629 million and $356 million
in 2001 and 2000, respectively. In addition to the financing sources discussed above, such uses are funded by
net cash flows from operations, sale of mortgage-backed securities and principal payments on loans and
investments.

CASH FLOWS FROM OPERATING, INVESTING AND FINANCING ACTIVITIES

As presented in the consolidated statements of cash flows, we had a net increase in cash and cash
equivalents in 2001 and 2000 of $85.4 million and $63.4 million, respectively.

Operating Activities

Net cash used in operating activities increased to $1.2 billion in 2001 from $863.4 million in 2000, an
increase of $315.7 million. This increase in cash used by operating activities primarily resulted from our
mortgage banking operations. While the initial capitalization of MSRs results in a reduction in cash gains, it is
substantially offset by the subsequent non-cash amortization of retained assets and other MBS.

Since we are a mortgage banker, our loan purchases and sales are considered operating activities.
Purchases and originations of mortgage loans held for sale exceeded the subsequent sale of these loans by
$1.3 billion in 2001 and $1.1 billion in 2000. Excluding loan purchases and sales, cash flows provided from
operations totaled $169 million and $195 million in 2001 and 2000, respectively.

Investing Activities

Net cash used in investing activities increased slightly to $219.0 million in 2001 from $193.3 million in
2000, an increase of $25.7 million. This was primarily due to net purchases of mortgage-backed securities
increasing year over year by $39.8 million.

Financing Activities

Net cash provided from financing activities increased to $1.5 billion in 2001 from $1.1 billion in 2000, an
increase of $363.5 million. The increase was driven by growth in our funding needs. The various increases and
decreases in our funding sources were attributable to a shift in funding strategy driven by the start up of our
consumer banking operations.

For further information on liquidity see “Item 1 — CERTAIN RISK FACTORS THAT MAY
AFFECT FUTURE RESULTS, under the section, LIQUIDITY RISK”.

FUTURE EARNINGS OUTLOOK

Mortgage originations in our industry have grown at approximately a 14% compounded annual growth
rate over the past decade, or about twice the growth of mortgage debt outstanding. Industry analysts predict
that mortgage debt outstanding will continue to increase 7% - 8% per year. Accordingly, we are in a strong
growth industry and have a good opportunity to grow our business given our overall strategy, proven ability to
execute and given our relatively small market share, which is currently less than 1%. Long term, our goal is to
increase earnings per share (“EPS”) in the range of 15% per year. For 2002, our goal is to achieve earnings
within the range of $2.30 to $2.40, representing 15% to 20% EPS growth. While we believe our goal is
reasonable, our business is cyclical and highly dependent upon interest rates. As a result, significant changes in

67



interest rates can create volatility in our earnings from quarter to quarter and year over year and could impact
our ability to achieve established goals consistently in each reporting period.

Our financial forecast is based on the assumption, among others, that we will increase our mortgage
production volume by 15% in 2002. The Mortgage Bankers Association of America has announced that it
expects a 30% decline in mortgage production volume in 2001. Our plan anticipates that we will be able to
increase volumes in the face of this market decline through an increase in customer penetration, growth in the
number of customers and product and channel expansion.

Our financial forecast anticipates that we will hold an average of $265 million of excess capital on a
consolidated basis during 2002. We therefore are exploring alternatives to deploy this capital including
stronger production growth, opportunities in our investment portfolio and opportunistic acquisitions that will
enhance earnings. If we determine that these alternatives are not realistic or will not provide sufficient
shareholder returns, we may opt to deploy some of this excess capital to our share repurchase program. Any
enhanced returns associated with such deployment of this excess capital are not currently included in our
financial forecast.

While we believe that both our financial forecast and assumptions on which it is based are reasonable,
they are subject to risks and uncertainties, including those identified in “Item 1 — CERTAIN RISK
FACTORS THAT MAY AFFECT FUTURE RESULTS”. The information contained in this section speaks
as of the date this Annual Report on Form 10-K is filed with the Securities and Exchange Commission. We
undertake no obligation to update or revise this information, whether as a result of new information, future
events or otherwise.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

Market risk is the exposure to loss resulting from changes in interest rates, foreign currency exchange
rates, commodity prices and equity prices. The primary market risk to which we are exposed is interest rate
risk including fluctuations in short and long term interest rates. An additional risk is the early prepayment of
loans held for investment, MBS and mortgage loans underlying our MSRs, AAA-rated interest-only securities
and residuals. Our Investment Portfolio group is responsible for the management of interest rate and
prepayment risks subject to policies and procedures established by our management level Asset and Liability
Committee (“ALCO”) and board of directors level ALCO. See “Item 1 — CERTAIN RISK FACTORS
THAT MAY AFFECT FUTURE RESULTS” for further discussion of risks.

HEDGING ACTIVITIES

We utilize a variety of means in order to manage interest rate risk. On a macro basis, we invest in MSRs
and AAA-rated interest-only securities to hedge potential decreases in production volumes and gain on sale of
loans due to increases in interest rates. With regard to the pipeline of mortgage loans held for sale, in general,
we hedge this asset with a forward commitment to sell a FNMA or FHLMC security of comparable maturity
and weighted average interest rate. To hedge our investments in AAA-rated interest-only securities and
mortgage servicing rights, we use several strategies, including buying and/or selling mortgage-backed or U.S.
Treasury securities, futures, floors, swaps, or options, depending on several factors. Lastly, we enter into swap
agreements and utilize FHLB advances to mitigate interest rate risk on mortgage loans held for investment. In
connection with all of the above strategies, we use hedging instruments to reduce our exposure to interest rate
risk, not to speculate on the direction of market interest rates.

MONITORING TOOLS

ALCO closely monitors interest rate risk. The primary measurement tools used to evaluate risk include
an interest rate shock analysis and a GAP analysis. An interest rate shock analysis simulates the effects of an
instantaneous and sustained change in interest rates (in a variety of basis point increments) to parallel and
non-parallel rate shifts, on our assets and liabilities, commitments and hedges. The result is an estimate of the
increase or decrease to earnings, other comprehensive income and net portfolio value.
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Interest Rate Shock Analysis

The following table sets forth our estimate of the impact of an instantaneous and sustained parallel shift
in the LIBOR/swap curve of 50 and 100 basis points, or .50% and 1.0%, respectively, all else being constant,
on net earnings and other comprehensive income as of December 31, 2001:

Effect of Change in Interest Rates

Decrease Increase
100 bp 50 bp 50 bp 100 bp
Net earnings . . ..o vv it $9302 §$ 714 $ 332 § 311
Other comprehensive income (loss) ............... 12,758 7,363 (8,636)  (18,105)
Total comprehensive income (loss) ................ $22,060 $8,077  $(8,304) $(17,794)

The increase in net earnings associated with a 100 basis point decrease in rates is primarily from our
investment in option-based hedges (i.e., interest rate floors). Such instruments are used to hedge MSRs and
AAA-rated interest-only securities and increase in value at an accelerated rate for large downward movements
in rate, resulting in relatively large gains. While this creates an asymmetrical profile, we use this strategy
because the sensitivity of the hedged assets in a decreasing rate environment is greater than that in an
increasing rate environment. The decrease in other comprehensive income if interest rates increase is primarily
due to the lower value of available for sale securities. This shock analysis does not reflect all the economic
results of changes in interest rates as it does not reflect the increase in value of fixed rate liabilities. The impact
of these liabilities and the overall value of our balance sheet, including hedges and commitments, are
incorporated in the NPV analysis discussed below, which provides a more complete and much better analysis
of the impact of changes in interest rates.

OTS Thrift Bulletin 13a requires that the Board of Directors establish and demonstrate quarterly
compliance with approved limits for NPV, which is defined as the estimated fair value of our assets, minus the
estimated fair value of liabilities, plus the estimated fair value of off-balance sheet contracts and other
derivative instruments, under six hypothetical interest rate simulations represented by immediate, permanent
and paralle]l movements in interest rates of plus and minus 100, 200 and 300 basis points from the actual term
structure of interest rates at any quarter end. While the primary risk focus by the OTS, in general, is the up
and down 200 basis point simulations, we focus on this and other rate changes based on our assessment of the
likely changes in interest rates given current market conditions. The following table sets forth the Bank’s NPV
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analysis as of December 31, 2001 and change in NPV associated with a 100 basis point change in interest
rates.

Effect of Change in
Interest Rates

December 31, 2001 Decrease Increase
Fair Value 100 bp 100 bp
(Dollars in thousands)
Cash and cash equivalents .................... $ 153,295 $ 153,296 $ 153,284
Mortgage-backed and investment securities . . . ... 1,538,293 1,537,313 1,519,105
Loans receivable ........... ... ... ... ... .... 5,017,874 5,110,233 4,910,704
Mortgage servicing rights ..................... 321,120 271,475 360,577
Otherassets ............oiiiiii .. 337,419 341,924 332,924
Total assets............ ..., $7,368,001 $7,414,241 $7,276,594
Deposits ... $3,375,301 $3,415,664 $3,335,849
Advances from Federal Home Loan Bank ....... 2,051,984 2,070,372 2,033,960
Borrowings ............i i 1,080,991 1,082,107 1,079,848
Other liabilities ............ ... ... . ... ... .... 122,476 122,476 122,477
Total liabilities .......................... 6,630,752 6,690,619 6,572,134
Derivatives . ... 82,020 89,601 104,951
Shareholders’ equity (NPV) .................. $ 819,269 $ 813,223 $ 809,411
% Change from base case..................... (0.74)% (1.20)%

The assumptions inherent in our interest rate shock models include valuation changes in an instantaneous
and parallel rate shock and assumptions as to the degree of correlation between the hedges and hedged assets
and liabilities. These assumptions may not adequately reflect factors such as the spread-widening or spread-
tightening risk between the change in rates on Treasury, LIBOR/swap curve and mortgages. In addition, the
sensitivity analyses described in the prior paragraphs are limited by the fact that they are performed at a
particular point in time and do not incorporate other factors that would impact our financial performance in
these scenarios, such as increases in income associated with the increase in production volume that could
result from the decrease in interest rates. Consequently, the preceding estimates should not be viewed as a
forecast and it is reasonable to expect that actual results could vary significantly from the analyses discussed
above.

GAP Analysis

Another measurement of our interest rate risk is a GAP analysis. “GAP” is defined as the difference
between the amount of interest sensitive assets that reprice versus the amount of interest sensitive liabilities
that also reprice within a defined period of time. GAP analysis provides a static view of interest rate sensitivity
at a particular point in time and does not measure the potential volatility in forecasted results under various
interest rate scenarios. At December 31, 2001, we have more interest-sensitive assets than interest-sensitive
liabilities repricing in shorter term maturity buckets and more interest-sensitive liabilities than interest-
sensitive assets repricing in longer term maturity buckets. As a result, in general, an increase in interest rates
could be expected to result in an increase in net interest income and a decrease in interest rates could be
expected to result in a decrease in net interest income. Actual changes in interest rates will result in the
repricing of existing assets and liabilities, and will result in changes to asset and liability volume and mix. For
this reason, GAP analysis is not an accurate predictor of net interest income, but is one of several
measurements of interest rate risk.

ALCO monitors our hedging activities to ensure that the value of hedges, their correlation to the balance
sheet item being hedged, and the amounts being hedged, continue to provide effective protection against
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interest rate risk. While there can be no assurances that our interest rate management strategies will be
effective, we believe we have adequate internal controls to monitor and manage our interest rate risk.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The information called for by this Item 8 is hereby incorporated by reference to IndyMac Bancorp’s
Consolidated Financial Statements and Report of Independent Auditors beginning at page F-1 of this
Form 10-K.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

The information required by this Item 9 was previously reported in Form 8-K filed on June 4, 2001.
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PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information required by this Item 10 as to directors and executive officers of IndyMac Bancorp is
hereby incorporated by reference to IndyMac Bancorp’s definitive proxy statement, to be filed pursuant to
Regulation 14A within 120 days after the end of our 2001 fiscal year.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 11 is hereby incorporated by reference to IndyMac Bancorp’s
definitive proxy statement, to be filed pursuant to Regulation 14A within 120 days after the end of our 2001
fiscal year.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The information required by this Item 12 is hereby incorporated by reference to IndyMac Bancorp’s
definitive proxy statement, to be filed pursuant to Regulation 14A within 120 days after the end of our 2001
fiscal year.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this Item 13 is hereby incorporated by reference to IndyMac Bancorp’s
definitive proxy statement, to be filed pursuant to Regulation 14A within 120 days after the end of our 2001
fiscal year.

PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

(a) (1) and (2) — Financial Statements and Schedules

The information required by this section of Item 14 is set forth in the Index to Financial Statements and
Schedules at page F-2 of this Form 10-K.

(3) — Exhibits
Exhibit
No. Description
2.1*  Amended and Restated Agreement and Plan of Merger by and between SGV Bancorp, Inc.
(“SGVB”) and IndyMac Bancorp (formerly known as IndyMac Mortgage Holdings, Inc.), dated as
of July 12, 1999 and Amended and Restated as of October 25, 1999 (incorporated by reference to

Appendix A to the definitive joint proxy statement of IndyMac Bancorp and SGVB filed with the
SEC on November 5, 1999).

3.1*  Restated Certificate of Incorporation of IndyMac Bancorp (incorporated by reference to Exhibit 3.1
to IndyMac Bancorp’s Form 10-Q for the quarter ended September 30, 2000).

3.2*  Amended and Restated Bylaws of IndyMac Bancorp (incorporated by reference to Exhibit 3.2 to
IndyMac Bancorp’s Form 10-Q for the quarter ended September 30, 2000).

4.1*  Indenture (the “Indenture”), dated as of December 1, 1985, between Countrywide Mortgage
Obligations, Inc. (“CMO, Inc.”) and Bankers Trust Company, as Trustee (“BTC”) (incorporated
by reference to Exhibit 4.1 to CMO, Inc.’s Form 8-K filed with the SEC on January 24, 1986).

4.2%  Series A Supplement, dated as of December 1, 1985, to the Indenture (incorporated by reference to
Exhibit 4.2 to CMO, Inc.’s Form 8-K filed with the SEC on January 24, 1986).

4.3*  Series M Supplement, dated as of January 1, 1987, to the Indenture (incorporated by reference to
Exhibit 4.3 to CMO, Inc.’s Form 8-K filed with the SEC on March 16, 1987).
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Exhibit
No.

4.4%

4.5%

4.6*

4.7*

4.8

4.9

4.10%

4.11%*

10.1*

10.2%*

10.3*

10.4*

10.5*

10.6*

10.7*

10.8*

10.9*

Description

Indenture Supplement, dated as of September 1, 1987, among Countrywide Mortgage
Obligations III, Inc. (“CMO III, Inc.”), CMO, Inc. and BTC (incorporated by reference to
Exhibit 4.1 to CMO 111, Inc.’s Form 8-K filed with the SEC on October 9, 1987).

Indenture dated as of March 30, 1993 between Countrywide Mortgage Trust 1993-1 (the “1993-1
Trust”) and State Street Bank and Trust Company (the “Bond Trustee™) (incorporated by reference
to Exhibit 4.1 to IndyMac Bancorp’s Form 10-Q for the quarter ended March 31, 1993).

Indenture dated as of April 14, 1993 between Countrywide Mortgage Trust 1993-11 (the “1993-11
Trust”) and the Bond Trustee (incorporated by reference to Exhibit 4.2 to IndyMac Bancorp’s
Form 10-Q for the quarter ended March 31, 1993).

First Supplemental Indenture dated as of May 24, 1993 between the 1993-II Trust and the Bond
Trustee (incorporated by reference to Exhibit 4.25 to IndyMac Bancorp’s Form 10-K for the year
ended December 31, 1994).

Indenture dated as of November 14, 2001 between IndyMac Bancorp and The Bank of New York
(“BoNY”), as Trustee.

First Supplemental Indenture dated as of November 14, 2001 between IndyMac Bancorp and BoNY,
as Trustee.

2000 Stock Incentive Plan, as amended (incorporated by reference to Exhibit 4.1 to IndyMac
Bancorp’s Form 10-Q for the quarter ended September 30, 2000).

Rights Agreement dated as of October 17, 2001 between IndyMac Bancorp and BoNY, as Rights
Agent (incorporated by reference to Exhibit 4.1 to IndyMac Bancorp’s Form 8-K filed with the SEC
on October 18, 2001).

Deposit Trust Agreement dated as of March 24, 1993 between CMO 11, Inc. and Wilmington Trust
Company (incorporated by reference to Exhibit 10.1 to IndyMac Bancorp’s Form 10-Q for the
quarter ended March 31, 1993).

Master Servicing Agreement dated as of March 30, 1993 by and among the 1993-1 Trust, IndyMac
Bancorp (formerly known as Countrywide Mortgage Investments, Inc., “CMI”), and the Bond
Trustee (incorporated by reference to Exhibit 10.2 to IndyMac Bancorp’s Form 10-Q for the quarter
ended March 31, 1993).

Servicing Agreement dated as of March 30, 1993 by and among the 1993-1 Trust, CHL and the
Bond Trustee (incorporated by reference to Exhibit 10.3 to IndyMac Bancorp’s Form 10-Q for the
quarter ended March 31, 1993).

First Amendment dated as of March 30, 1993 to Agreement between CMO II, Inc. and CMI
(incorporated by reference to Exhibit 10.5 to IndyMac Bancorp’s Form 10-Q for the quarter ended
March 31, 1993).

Deposit Trust Agreement dated as of April 7, 1993 between CMO 11, Inc. and Wilmington Trust
Company (incorporated by reference to Exhibit 10.7 to IndyMac Bancorp’s Form 10-Q for the
quarter ended March 31, 1993).

Master Servicing Agreement dated as of April 14, 1993 by and among the 1993-11 Trust, CMI and
the Bond Trustee (incorporated by reference to Exhibit 10.8 to IndyMac Bancorp’s Form 10-Q for
the quarter ended March 31, 1993).

Servicing Agreement dated as of April 14, 1993 by and among the 1993-11 Trust, CHL and the Bond
Trustee (incorporated by reference to Exhibit 10.9 to IndyMac Bancorp’s Form 10-Q for the quarter
ended March 31, 1993).

First Amendment to Deposit Trust Agreement dated as of April 13, 1993 between CMO 11, Inc. and
Wilmington Trust Company, as Owner Trustee (incorporated by reference to Exhibit 10.11 to
IndyMac Bancorp’s Form 10-Q for the quarter ended March 31, 1993).

Contribution and Mortgage Loan Acquisition Agreement dated as of April 19, 1993 between CMI

and CHL (incorporated by reference to Exhibit 10.2 to IndyMac Bancorp’s Amendment No. 3 to
S-3 Registration Statement (No. 33-63034) filed with the SEC on July 16, 1993).
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Exhibit
No.

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%

10.23*

10.24*

10.25%

10.26
10.27*

21.1

Description

First Amendment to Deposit Trust Agreement dated as of April 16, 1993 between CMO 11, Inc. and
Wilmington Trust Company (incorporated by reference to Exhibit 10.8 to IndyMac Bancorp’s
Form 10-Q for the quarter ended June 30, 1993).

Amended and Restated Trust Agreement dated as of November 14, 2001 between IndyMac
Bancorp, as Sponsor, Roger H. Molvar and Richard L. Sommers, as Administrative Trustees,
Wilmington Trust Company, as Property Trustee and as Delaware Trustee, BONY, as Paying Agent,
Registrar, Transfer Agent and Authenticating Agent and several Holders of the Securities.

Unit Agreement dated as of November 14, 2001 between IndyMac Bancorp, IndyMac Capital
Trust I, Wilmington Trust Company, as Property Trustee, and BoNY, as Agent.

Warrant Agreement dated as of November 14, 2001 between IndyMac Bancorp and BoNY, as
Warrant Agent.

Guarantee Agreement dated as of November 14, 2001 between IndyMac Bancorp, as Guarantor, and
BoNY, as Guarantee Trustee.

Employment Agreement dated December 30, 1998 between IndyMac Bancorp and David S. Loeb
(incorporated by reference to Exhibit 10.57 to IndyMac Bancorp’s Form 10-K for the year ended
December 31, 1998).

Employment Agreement dated February 4, 2000 between IndyMac Bancorp, IndyMac, Inc. and
Richard H. Wohl (incorporated by reference to Exhibit 10.27 to IndyMac Bancorp’s Form 10-K for
the year ended December 31, 1999).

Amendment to Employment Agreement dated February 29, 2000 between IndyMac Bancorp and
David S. Loeb (incorporated by reference to Exhibit 10.28 to IndyMac Bancorp’s Form 10-K for the
year ended December 31, 1999).

Resignation Agreement dated February 29, 2000 between IndyMac Bancorp and Angelo R. Mozilo
(incorporated by reference to Exhibit 10.1 to IndyMac Bancorp’s Form 10-Q for the quarter ended
March 31, 2000).

Employment Agreement dated October 18, 2000 between IndyMac Bank and Roger Molvar
(incorporated by reference to Exhibit 10.16 to IndyMac Bancorp’s Form 10-K for the year ended
December 31, 2000).

Employment Agreement dated November 1, 2000 between IndyMac Bank and Carmella Grahn
(incorporated by reference to Exhibit 10.17 to IndyMac Bancorp’s Form 10-K for the year ended
December 31, 2000).

Amendment to Employment Agreement dated December 1, 2000 between IndyMac Bancorp and
Richard H. Wohl (incorporated by reference to Exhibit 10.19 to IndyMac Bancorp’s Form 10-K for
the year ended December 31, 2000).

Rider to Employment Agreement dated December 15, 2000 between IndyMac Bank and Roger
Molvar (incorporated by reference to Exhibit 10.20 to IndyMac Bancorp’s Form 10-K for the year
ended December 31, 2000).

Rider to Employment Agreement dated December 15, 2000 between IndyMac Bank and Carmella
Grahn (incorporated by reference to Exhibit 10.21 to IndyMac Bancorp’s Form 10-K for the year
ended December 31, 2000).

Second Amendment to Employment Agreement dated February 1, 2001 between IndyMac Bancorp
and David S. Loeb (incorporated by reference to Exhibit 10.22 to IndyMac Bancorp’s Form 10-K for
the year ended December 31, 2000).

Employment Agreement dated February 5, 2001 between IndyMac Bank and S. Blair Abernathy
(incorporated by reference to Exhibit 10.23 to IndyMac Bancorp’s Form 10-K for the year ended
December 31, 2000).

Employment Agreement dated February 1, 2002 between IndyMac Bancorp and Michael W. Perry.

IndyMac Bank Deferred Compensation Plan effective as of January 1, 2001 (incorporated by
reference to Exhibit 10.1 to IndyMac Bancorp’s Form 10-Q for the quarter ended March 31, 2001).

List of Subsidiaries.
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Exhibit
No. Description

23.1 Consent of Ernst & Young LLP.
23.2 Consent of Grant Thornton LLP.

99.1 Guidelines for Corporate Governance Issues as adopted by the Board of Directors of IndyMac
Bancorp on January 23, 2002.

99.2 Reports on Internal Control Over Financial Reporting.

* Incorporated by reference.
(b) — Reports on Form 8-K
We filed three reports on Form 8-K during the fourth quarter of 2001 as follows:

* November 9, 2001 under Item 5. Other Events noting that we entered into an Underwriting Agreement
providing for the sale by IndyMac to the underwriters named therein of up to 4,000,000 WIRES Units
comprised of trust preferred securities and common stock warrants.

e November 9, 2001 under Item 5. Other Events reporting the results for the quarter ended Septem-
ber 30, 2001 as previously issued in a press release on October 18, 2001.

e October 18, 2001 under Item 5. Other Events noting that we declared a dividend distribution of one
preferred share purchase right for each share of common stock, par value $0.01 per share, of the
Company outstanding at the close of business on November 1, 2001.
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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,
in the City of Pasadena, State of California, on March 8, 2002.

INDYMAC BANCORP, INC.

By: /s/  MICHAEL W. PERRY

Michael W. Perry
Chief Executive Olfficer

POWER OF ATTORNEY

Each person whose signature appears below hereby constitutes and appoints Michael W. Perry and
Roger H. Molvar his true and lawful attorneys-in-fact and agents, each acting alone, with full powers of
substitution, and resubstitution, for him and in his name, place and stead, in any and all capacities, to sign any
and all amendments to this report, and to file the same with all exhibits thereto, and other documents in
connection therewith, with the Securities and Exchange Commission, granting unto said attorneys-in-fact and
agents, each acting alone, full power and authority to do and perform each and every act and thing requisite
and necessary to be done in and about the premises, as fully to all intents and purposes as he might or could do
in person, hereby ratifying and confirming all that said attorneys-in-fact and agents, each acting alone, or his
substitute or substitutes, may lawfully do or cause to be done by virtue hereto.

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/  DAviD S. LOEB Chairman of the Board of Directors March 8, 2002
David S. Loeb

/s/  MICHAEL W. PERRY Vice Chairman of the Board of March 8, 2002
Michael W. Perry Directors and Chief Executive
Officer (Principal Executive Officer)
/s/  CARMELLA L. GRAHN Executive Vice President and Chief March 8, 2002
Carmella L. Grahn Financial Officer (Principal Financial

and Accounting Officer)

/s/  LYLE E. GRAMLEY Director March 8, 2002
Lyle E. Gramley

/s/  HUGH M. GRANT Director March 8, 2002
Hugh M. Grant

/s/  PATRICK C. HADEN Director March 8, 2002
Patrick C. Haden
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Signatures

/s/  ROBERT L. HUNT II

Robert L. Hunt 11

/s/  FREDERICK J. NAPOLITANO

Frederick J. Napolitano

/s/  JAMES R. UKROPINA

James R. Ukropina
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Title

Director

Director

Director

Date

March 8, 2002

March 8, 2002

March 8, 2002
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Report of Independent Auditors — Ernst & Young LLP

Board of Directors and Shareholders
IndyMac Bancorp, Inc.

We have audited the accompanying consolidated balance sheet of IndyMac Bancorp, Inc. and Subsidiar-
ies (the “Company”) as of December 31, 2001, and the related consolidated statements of earnings,
shareholders’ equity and comprehensive income, and cash flows for the year then ended. These consolidated
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. The consolidated financial statements of IndyMac
Bancorp, Inc. for the year ended December 31, 2000 and 1999 were audited by other auditors whose report
dated January 22, 2001, expressed an unqualified opinion on those statements.

We conducted our audit in accordance with auditing standards generally accepted in the 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 audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of IndyMac Bancorp, Inc. and Subsidiaries at December 31, 2001,
and the consolidated results of their operations and their cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States.

/s/  ERNST & YOuNG LLP

Los Angeles, California
January 22, 2002
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Report of Independent Certified Public Accountants

Board of Directors and Shareholders
IndyMac Bancorp, Inc.

We have audited the accompanying consolidated balance sheet of IndyMac Bancorp, Inc. and Subsidiar-
ies as of December 31, 2000, and the related consolidated statements of earnings, shareholders’ equity and
comprehensive income and cash flows for each of the two years in the period ended December 31, 2000. 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 audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. 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 financial statements referred to above present fairly, in all material respects, the
consolidated financial position of IndyMac Bancorp, Inc. and Subsidiaries as of December 31, 2000, and the
consolidated results of their operations and their consolidated cash flows for each of the two years in the period
ended December 31, 2000, in conformity with accounting principles generally accepted in the United States of
America.

/s/  GRANT THORNTON LLP

Los Angeles, California
January 22, 2001
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INDYMAC BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31,

2001 2000
(Dollars in thousands)
Assets
Cash and cash equivalents ............... it $ 153,295 $ 67,867
Investment securities available for sale, amortized cost of $0 and $18,298,
TESPECHIVELY . o vttt — 18,387
Mortgage-backed securities classified as trading securities ($182.5 million
pledged as collateral for repurchase agreements at December 31, 2001) .. ... 215,200 —
Mortgage-backed securities available for sale, amortized cost of $1,350,721 and
$1,147,376, respectively ($81.6 million and $387.2 million pledged as
collateral for repurchase agreements at December 31, 2001 and 2000,
TESPECHIVELY) © vttt 1,349,159 1,135,916
Loans receivable:
Loans held for sale
Prime . ..o 1,940,213 1,219,737
SUDPIIME . .« .ot 140,550 201,035
Loans held for investment
1Y ) 2 L PP 1,615,197 1,578,216
Builder construction. .. ...t 596,273 554,028
Consumer CONSITUCTION . ... v\ttt it ettt et e e 725,200 372,394
Income Property . . ..ot 58,616 57,717
Revolving warehouse lines of credit........... ... ... ... ... ... ... .... 1,071 57,492
Allowance for 10an 10SS€S . .........outiii i (57,700) (58,962)
Total loans receivable ($2.0 billion pledged as collateral for repurchase
agreements at December 31, 2001 and 2000, respectively) ............ 5,019,420 3,981,657
Mortgage servicing rights . ...... ... o 321,316 211,127
Investment in Federal Home Loan Bank stock, at cost ..................... 99,996 63,281
Interest receivable ... ... ... . 52,172 51,432
Goodwill and other intangible assets .. ......... ... ..., 35,637 38,724
Foreclosed assets ... ... ... 19,372 16,265
Other ASSETS . ottt 231,744 155,548
Total ASSELS . . oo ottt e $7,497,311  $5,740,204




December 31,
2001 2000
(Dollars in thousands)

Liabilities and Shareholders’ Equity

D EPOSIES . o vttt $3,238,864 $ 797,935
Advances from Federal Home Loan Bank . ....... ... ... . ... ... ... ... ..... 1,999,378 1,264,457
BOrrowings . ... ... 1,053,670 2,850,189
Other Habilities . . . . ..ot 243,974 99,730

Total liabilities . . ... ... 6,535,886 5,012,311

Company obligated mandatorily redeemable preferred stock of the Company’s
subsidiary trust, holding solely Junior Subordinated Debentures of the
COMPANY .« . vttt e e e e 116,287 —
Shareholders’ Equity
Preferred Stock — authorized, 10,000,000 shares of $0.01 par value; none
ISSUCA . .ttt — —

Common stock — authorized, 200,000,000 shares of $0.01 par value; issued
83,312,516 shares (60,366,266 outstanding) at December 31, 2001 and

issued 81,758,312 shares (62,176,316 outstanding) at December 31, 2000. . 833 818
Additional paid-in-capital ......... ... .. .. 996,649 920,205
Accumulated other comprehensive income (loss) ........................ 570 (2,603)
Retained €arnings. . .. .......i ittt 234,314 117,926
Treasury stock, 22,946,250 shares and 19,581,996 shares, respectively .. ..... (387,228) (308,453)

Total shareholders” equity .. ...ttt 845,138 727,893

Total liabilities and shareholders’ equity .......... ... ..o .. $7,497,311  $5,740,204

The accompanying notes are an integral part of these statements.
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INDYMAC BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF EARNINGS

Interest income
Mortgage-backed and other securities ..............
Loans held for sale

Subprime .. ...
Income property ....... ... i
Manufactured housing .........................
Home improvement ...........................
Loans held for investment
Mortgage . ...
Builder construction ............... ... ... .....
Consumer construction .. ...............oooou....
Income property ........ .. . ...
Revolving warehouse lines of credit ..............
Advances to IndyMac, Inc. .......................
Other ...

Total interest income ........................
Interest expense
Deposits ..o v
Advances from Federal Home Loan Bank...........
Borrowings . ........ ..

Total interest expense .. ...........oovvven....

Net interest income . .............. ...
Provision for loan losses . .......... ... ... ... ......

Net interest income after provision for loan losses
Other income
Gainonsale ofloans ..........................
Service fee income . .......... ... ...
Gain (loss) on mortgage-backed securities, net . ...
Fee and other income..........................
Equity in earnings of IndyMac, Inc...............

Total otherincome ..........................

Netrevenues ..........couiiiiinnn..

Year Ended December 31,

2001

2000

1999

(Dollars in thousands, except

per share data)

$121,867 $ 84,529 $ 25,534
158,202 82,547 55,243
19,780 22,401 9,072
— 2,111 —
— — 13,038
— — 14,995
137,987 123,455 80,566
53,650 76,157 78,292
42,241 28,085 30,334
4,872 4,781 6,517
806 16,397 21,553
— — 20,525
5,535 2,287 886
544,940 442,750 356,555
98,781 16,245 —
95,222 13,559 —
146,938 253,551 185,623
340941 283,355 185,623
203,999 159,395 170,932
22,022 15,974 16,446
181,977 143421 154,486
229,444 123,637 —
28,963 41,145 —
7,097 417 (10,010)
52,036 28,478 3,944
— — 2,109
317,540 193,677 (3,957)
499,517 337,098 150,529



Year Ended December 31,
2001 2000 1999

(Dollars in thousands, except
per share data)

Other expense

OPErating EXPEMSES « . . v« v v vttt ettt e et 278,979 175,495 34,600
Amortization of goodwill and other intangible assets .............. 3,392 2,266 —
Non-recurring and other charges (income) ...................... (778) 18,257 —
Total other eXpense. . .. ..ottt 281,593 196,018 34,600
Trust preferred eXpense ...t 1,377 — —
Earnings before provision for income taxes and cumulative effect of a
change in accounting principle .......... ... ... i, 216,547 141,080 115,929
Provision for income taxes . . ...ttt 89,974 59,254 —
Income tax benefit from termination of REIT status.............. — (36,100) —
Earnings before cumulative effect of a change in accounting
PrinCIPle . . oo 126,573 117,926 115,929
Cumulative effect of a change in accounting principle............. (10,185) — —
Net €arnings . ...ttt $116,388  $117,926 115,929
Pro forma provision for income taxes (unaudited, see notes 1 and 2) 48,373
Pro forma net earnings (unaudited, see notes 1 and 2) .......... $ 67,556

Earnings per share before cumulative effect of a change in accounting

principle
BasiC. .. $ 207 $ 1.73
Diluted . . ... $ 200 $ 1.69
Earnings per share from cumulative effect of a change in accounting
principle
Basic. ... .. $ (0.16) $ —
Diluted . ... o $ (0.16) $ —
Net earnings per share
BasiC . . $ 191 $ 173
Diluted . ... o $ 184 $ 1.69
Pro forma earnings per share (unaudited, see notes 1 and 2)
BasiC . . $ 0387
Diluted . ... $ 0386

The accompanying notes are an integral part of these statements.
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INDYMAC BANCORP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY AND

Balance at December 31,
1998 ..o
Common stock options
exercised
Directors’ and officers’ notes
receivable
Deferred compensation,
restricted stock ..........
401 (k) contribution ........
Net gain on mortgage
securities available for sale
Dividend reinvestment plan. .
Purchases of common stock
Net earnings ..............
Dividends paid

Net change ...............

Balance at December 31,
1999 ..o

Common stock options
exercised ...............
Directors’ and officers’ notes
receivable
Deferred compensation,
restricted stock ..........
401 (k) contribution ........
Net loss on mortgage
securities available for sale
Dividend reinvestment plan. .
Purchases of common stock
Close-out of cumulative
earnings and distributions
to additional paid-in
capital
Net earnings . .............

Net change ...............

Balance at December 31,
2000 ...

Common stock options
exercised ...............
Directors’ and officers’” notes
receivable
Deferred compensation,
restricted stock ..........
401 (k) contribution ........
Net gain on mortgage
securities available for sale
Net unrealized gain on
derivatives used in cash
flow hedges .............
Dividend reinvestment plan. .
Purchases of common stock
Issuance of warrants
Net earnings ..............

Net change ...............

Balance at December 31,
2000 ...

COMPREHENSIVE INCOME

Accumulated
Other
Additional ~ Comprehensive Total Cumulative Total
Shares Common Paid-in Income Cumulative Comprehensive Distributions to  Treasury  Shareholders’
Outstanding Stock Capital (Loss) Earnings Income Shareholders Stock Equity
(Dollars in thousands)
74,693,565 $758 $1,018,859  $(18,776) $ 277,220 $ — $(442,896) $ (13,062) $ 822,103
159,938 2 1,779 — — — — — 1,781
— — 8,503 — — — — — 8,503
234,661 2 2,543 — — — — — 2,545
56,126 1 704 — — — — — 705
— — — 26,209 — 26,209 — — 26,209
4,474,969 44 47,939 — — — — — 47,983
(4,542,391) — — — — — — (63,316)  (63,316)
— — — — 115,929 115,929 — — 115,929
— — — — — — (134,912) —  (134912)
383,303 49 61,468 26,209 115,929 142,138 (134,912) (63,316) 5,427
75,076,868 807 1,080,327 7,433 393,149 (577,808) (76,378) 827,530
874,836 7 18,785 —_ — — — — 18,792
— — 506 — — — — — 506
79,038 3 3,982 — — — — — 3,985
72,980 1 1,109 — — — — — 1,110
— — — (10,036) —_ (10,036) — —_ (10,036)
11,329 — 155 — — — — — 155
(13,938,735) —_ —_ —_ - —_ — (232,075) (232,075)
— — (184,659) — (393,149) — 577,808 — —
— — — — 117,926 117,926 — — 117,926
(12,900,552) 11 (160,122)  (10,036)  (275,223) 107,890 577,808 (232,075)  (99,637)
62,176,316 818 920,205 (2,603) 117,926 — (308,453) 727,893
1,417,038 14 19,984 — — — — — 19,998
— — (48) — — — — — (48)
62,189 — 2,318 — — — — — 2,318
73,453 1 1,876 — — — — — 1,877
— — — 2,136 — 2,136 — — 2,136
— — — 1,037 — 1,037 — — 1,037
1,524 — 37 — — — — — 37
(3,364,254) — — — — — — (78,775)  (78,775)
— — 52,277 — — — — — 52,277
— — — — 116,388 116,388 — — 116,388
(1,810,050) 15 76,444 3,173 116,388  $119,561 — (78,775) 117,245
60,366,266  $833 $ 996,649 $ 570 $ 234314 $ — $(387,228) $ 845,138

The accompanying notes are an integral part of these statements.
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INDYMAC BANCORP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
Year Ended December 31,

Cash flows from operating activities:

Net €arnings . . ..o vvv ittt
Adjustments to reconcile net earnings to net cash (used
in) provided by operating activities:
Amortization of securities and mortgage servicing rights
Amortization of goodwill and other intangible assets. . . .
Other depreciation and amortization .................
Gainon sale of loans . .......... ... ... .. ... . ....
(Gain) loss on mortgage-backed securities, net........
Provision for loan losses ...........................
Non-cash compensation expense ....................
Cumulative effect of a change in accounting principle . .
Income tax benefit from termination of REIT status ...
Equity in earnings of IndyMac, Inc. .................
Net decrease (increase) in other assets and liabilities . .
Payments from trading mortgage securities ...........
Net cash provided by operating activities before
mortgage loans held for sale activity .............
Purchases and originations of mortgage loans held for sale
Sales of and payments from mortgage loans held for sale

Net cash (used in) provided by operating activities . .

Cash flows from investing activities:

Purchases of mortgage loans held for investment.........

Sales of and payments from mortgage loans held for
INVESTMENT. . oottt

Net (increase) decrease in construction loans receivable . .
Net decrease in revolving warehouse lines of credit ... ...
Purchases of mortgage securities available for sale .. .....

Sales of and payments from mortgage securities available
forsale..... ..o

Net purchases of mortgage servicing rights .............
Purchase of SGV Bancorp, Inc........................
Purchase of PNB Mortgage ................ ... ......

Net increase in investment in Federal Home Loan Bank
StOCK, at COSt. ..o vt

Net increase in advances to IndyMac, Inc. .............

Net cash (used in) provided by investing activities. . .

2001 2000 1999
(Dollars in thousands)

116,388  $ 117,926 $ 115,929
172,144 165,773 59,518
3,392 2,266 —
14,927 3,932 (5,855)
(229,444) (123,637) —
(7,097) (417) 10,010
22,022 15,974 16,446
3,416 16,904 3,250
10,185 — —

— (36,100) —
— — (2,109)
61,497 32,390 (21,640)
1,512 — —
168,942 195,011 175,549
(15,327,316)  (8,424,714)  (5,900,265)
13,979,274 7,366,317 6,435,475
(1,179,100) (863,386) 710,759
(226,628) (156,279) (11,824)
821,234 520,276 310,249
(402,745) (199,203) 173,576
54,610 174,762 202,381
(1,475,574) (728,001) (102,614)
1,049,931 342,171 20,992
(3,063) (564) —

— (53,357) —

— (35,291) —
(36,715) (57,767) —
— — (31,612)
(218,950) (193,253) 561,148




Cash flows from financing activities:
Net increase in deposits . .............ccviriininon...
Net increase in advances from Federal Home Loan Bank
Net decrease in borrowings. ...............c.ovvnon...

Net proceeds from issuance of trust preferred securities
and Warrants .. ...

Net proceeds from issuance of common stock and exercise
of stock options . ............. .. .. ...

Purchases of common stock .......... ... ... ... ......
Cash dividends paid .. ............. ... ... ...,

Net cash provided by (used in) financing activities . .

Net increase in cash and cash equivalents ................
Cash and cash equivalents at beginning of period ..........

Cash and cash equivalents at end of period ...............

Supplemental cash flow information:
Cash paid forinterest ................ ...,

Cash paid for income taxes...................co...

Supplemental disclosure of noncash investing and financing
activities:

Fair value of non-cash assets acquired in the purchases of

IndyMac, Inc. and SGVB......... ... ... ... . ...

Fair value of non-cash liabilities assumed in the purchases
of IndyMac, Inc. and SGVB .......................

Transfer of loans held for sale to loans held for investment

Retirement of collateral for collateralized mortgage
Obligations . . ..o vt

Year Ended December 31,

2001 2000 1999
(Dollars in thousands)
2,440,731 442,438 —
734,307 1,170,520 —
(1,802,279) (276,858)  (1,127,709)
168,564 — —
20,930 15,993 57,703
(78,775) (232,075) (63,316)
_ — (134,912)
1,483,478 1,120,018 (1,268,234)
85,428 63,379 3,673
67,867 4,488 815
$ 153,295 67,867 4,488
$ 351,911 264,028 188,564
$ 2,777 27,854 —
$ — 868,000 —
$ — 783,000 —
$ 638,000 424,000 405,000
$ — — 16,000

The accompanying notes are an integral part of these statements.
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INDYMAC BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

IndyMac Bancorp, Inc. (prior to July of 2000, IndyMac Bancorp, Inc. was known as IndyMac Mortgage
Holdings, Inc) is a savings and loan holding company. References to “IndyMac Bancorp” or “The Parent
Company” refer to the parent company alone while references to “IndyMac”, the “Company” or “We” refer
to IndyMac Bancorp and its consolidated subsidiaries.

Conversion From a REIT to a Depository Institution

Through December 31, 1999, IndyMac Bancorp elected to be taxed as a real estate investment trust
(“REIT”) under the Internal Revenue Code of 1986, as amended. As a result of this election, IndyMac
Bancorp was not, with certain limited exceptions, taxed at the corporate level on the net income distributed to
IndyMac Bancorp’s shareholders. On December 14, 1999, the shareholders of IndyMac Bancorp approved the
conversion of IndyMac Bancorp from a REIT to a fully taxable entity, effective January of 2000. In January of
2000, IndyMac Bancorp filed a notice with the Internal Revenue Service revoking its REIT status.

On July 1, 2000, IndyMac Bancorp acquired (the “acquisition”) SGV Bancorp, Inc. (“SGVB”). SGVB
was the parent of First Federal Savings and Loan Association of San Gabriel Valley, a federal savings
association. In conjunction with the acquisition, IndyMac Mortgage Holdings, Inc. reorganized into two
entities: IndyMac Bancorp, Inc., a registered savings and loan holding company and IndyMac Bank, F.S.B.
(“IndyMac Bank™), a federally chartered stock savings association the deposits of which are insured by the
Federal Deposit Insurance Corporation (“FDIC”). Substantially all of the assets and operations of IndyMac
Bancorp and its subsidiaries were contributed to its subsidiary bank, IndyMac Bank.

Financial Statement Presentation

For the years ended December 31, 2001, and 2000 the consolidated financial statements include the
accounts of IndyMac Bancorp and its subsidiaries, including IndyMac Bank. For the year ended Decem-
ber 31, 1999, the consolidated financial statements include the accounts of the IndyMac Bancorp and its
qualified REIT subsidiaries. Prior to January of 2000, one of IndyMac Bancorp’s subsidiaries, IndyMac, Inc.,
was not consolidated with IndyMac for financial reporting or tax purposes. During this period, all of the
outstanding voting common stock and 1% of the economic interest of IndyMac, Inc. was owned by
Countrywide Home Loans, Inc. (“CHL”); however, IndyMac had the ability to exercise influence over the
financial and operating policies of IndyMac, Inc. through its ownership of the preferred stock of, and through
various contracts with, IndyMac, Inc. As such, for the year ended December 31, 1999, IndyMac, Inc. was
accounted for under the equity method. Effective January of 2000, IndyMac purchased all of IndyMac, Inc.’s
outstanding common stock. Beginning January of 2000, IndyMac, Inc. was consolidated into the financial
statements of IndyMac as a wholly owned subsidiary.

All significant intercompany balances and transactions with IndyMac’s consolidated subsidiaries have
been eliminated in consolidation. The consolidated financial statements of IndyMac are prepared in
conformity with accounting principles generally accepted in the United States of America (“US GAAP”).
Certain prior year amounts have been reclassified to conform to the current year presentation.

Use of Estimates

The preparation of financial statements in conformity with US GAAP requires us to make estimates and
assumptions that affect amounts of assets, liabilities, revenues, expenses and disclosure of contingent assets
and liabilities. Significant estimates include the allowance for loan losses, the secondary market reserve, the
value of our hedging instruments, mortgage servicing rights, AAA-rated interest-only securities, non-
investment grade securities and residuals for which active markets do not exist. Actual results may differ
significantly from those estimates and assumptions.
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INDYMAC BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Hedging Instruments

In seeking to protect our financial assets and liabilities from the effects of changes in market interest
rates, we have devised and implemented a comprehensive asset/liability management strategy that seeks, on
an economic and accounting basis, to mitigate significant fluctuations in our financial position and results of
operations. This strategy includes, among other things, balancing investments in various types of financial
instruments the values of which could be expected to move inversely to each other in response to movement in
market interest rates, and using a ‘“‘macro-hedge” strategy which contemplates increased earnings from loan
production volumes at the same time as losses are incurred on AAA rated interest-only securities and
mortgage servicing rights due to rapid prepayments.

Effective January 1, 2001, we adopted the provisions of Statement of Financial Accounting Standards
(“SFAS”) No. 133, “Accounting For Derivative Instruments and Hedging Activities”, as amended and
interpreted (“SFAS 133”). SFAS 133 requires that we recognize all derivative instruments on the balance
sheet at fair value. If certain conditions are met, hedge accounting may be applied and the derivative
instrument may be specifically designated as:

(a) a hedge of the exposure to changes in the fair value of a recognized asset or liability or
unrecognized firm commitment, a fair value hedge,

(b) a hedge of the exposure to the variability of cash flows of a recognized asset, liability or
forecasted transaction, a cash flow hedge, or

(c) a hedge of certain foreign currency exposure.

In the case of a qualifying fair value hedge, changes in the value of the derivative instruments that are
highly effective are recognized in current earnings along with the change in value of the designated hedged
item. In the case of a qualifying cash flow hedge, changes in the value of the derivative instruments that are
highly effective are recognized in other comprehensive income (“OCI’’), until the hedged item is recognized
in earnings. The ineffective portion of a derivative’s change in fair value is recognized through earnings.
Derivatives that are non-designated hedges, as defined under SFAS 133, are adjusted to fair value through
earnings. We formally document all qualifying hedge relationships, as well as our risk management objective
and strategy for undertaking each hedge transaction. We are not a party to any foreign currency hedge
relationships.

Prior to January 1, 2001, we complied with the requirements of SFAS No. 80, “Accounting for Futures
Contracts,” in accounting for our hedging transactions. We deferred gains and losses from hedging activities
associated with our mortgage securities portfolio. Future gains and losses from hedging activities were added
to or deducted from the carrying value of the associated assets, which were then marked-to-market, with net
unrealized gains and losses excluded from earnings and included as a separate component of other
comprehensive income, net of taxes, in shareholders’ equity.

Cash and Cash Equivalents

Cash and cash equivalents include non-restricted cash on deposit and overnight investments.

Investment and Mortgage-Backed Securities

Investment and mortgage-backed securities consist primarily of agency securities, AAA rated senior
securities, investment and non-investment grade securities, AAA rated interest-only and principal-only
securities, and residual securities. AAA rated interest-only and principal-only securities are classified as
trading securities. All other securities are classified as available for sale. All securities are carried at fair value,
which is estimated based on market quotes, when available, or discounted cash flow techniques using
assumptions for prepayment rates, market yield requirements and credit losses. We estimate future
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INDYMAC BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

prepayment rates based upon current and expected future interest rate levels, collateral seasoning and market
forecasts, as well as relevant characteristics of the collateral underlying the assets, such as loan types,
prepayment penalties, interest rates and recent prepayment experience. These assumptions are estimates as of
a specific point in time and will change as interest rates or economic conditions change.

Securities classified as trading are carried at fair value with changes in fair value recorded through current
earnings. Unrealized gains and losses resulting from fair value adjustments on investment and mortgage-
backed securities available for sale are excluded from earnings and reported as a separate component of other
comprehensive income, net of taxes, in shareholders’ equity. If we determined a decline in fair value of an
available for sale security is other than temporary, an impairment write down is recognized in current earnings.
Realized gains and losses are calculated using the specific identification method.

Loans Held for Sale

Loans held for sale consist primarily of residential mortgage loans, which are secured by one-to-four
family residential real estate located throughout the United States. We originate and purchase mortgage loans
generally with the intent to sell them in the secondary market. Loans held for sale are carried at the lower of
aggregate cost, net of purchase discounts or premiums and effects of hedge accounting, or fair value. We
determine the fair value of loans held for sale using current secondary market prices for loans with similar
coupons, maturities and credit quality.

The fair value of mortgage loans is subject to change primarily due to changes in market interest rates.
Under our risk management policy, we hedge the changes in fair value of the majority of our loans held for
sale primarily by selling forward contracts on agency securities. We formally designate and document these
hedging relationships as fair value hedges and record the changes in the fair value of hedged loans held for sale
as an adjustment to the carrying basis of the loan through gain on sale of loans in current earnings. We record
the related hedging instruments at fair value with changes in fair value recorded also in gain on sale of loans in
current earnings.

As part of our mortgage banking operations, we enter into commitments to purchase or originate loans
whereby the interest rate on these loans is determined prior to funding (“rate lock commitments™). Similar to
loans held for sale, the fair value of rate lock commitments is subject to change primarily due to changes in
interest rates. Under our risk management policy, we hedge these changes in fair value primarily by selling
forward contracts on agency securities. Both the rate lock commitments and the related hedging instruments
are recorded at fair value with changes in fair value recorded in current earnings in gain on sale of loans.

We determine the fair value of rate lock commitments using current secondary market prices for
underlying loans with similar coupons, maturity and credit quality, subject to the anticipated loan funding
probability, or fallout factor. The benefit of servicing rights inherent in the loans underlying the rate lock
commitments is not recognized until these loans are funded and sold.

Loans Held for Investment

Loans are classified as held for investment based on management’s intent and ability to hold these loans
for the foreseeable future. Loans held for investment are recorded at their unpaid principal balance, net of
discount and premiums, unamortized net deferred loan fees and allowance for loan losses. Loan origination
fees and certain direct origination costs are deferred and recognized as adjustment to income over the lives of
the related loans. Unearned income, discounts and premiums are amortized to income over the estimated life
of the loan using methods that approximate the interest method.

Interest is recognized as revenue when earned according to the terms of the loans and when, in the
opinion of management, it is collectible. Loans are evaluated for collectability and, if appropriate, interest
accrual is discontinued and previously accrued interest is reversed.
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INDYMAC BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Allowance for Loan Losses

We maintain an allowance for loan losses on loans held for investment. Additions to the allowance are
based on assessments of certain factors, including but not limited to estimated probable losses on the loans,
borrower credit quality, delinquency, prior loan loss experience and general economic conditions. Additions to
the allowance are provided through a charge to earnings. Specific valuation allowances may be established for
loans that are deemed impaired, if default by the borrower is deemed probable, and if the fair value of the loan
or the collateral is estimated to be less than the gross carrying value of the loan. Actual losses on loans are
recorded as a reduction to the allowance through charge-off. Subsequent recoveries of amounts previously
charged off are credited to the allowance.

We classify loans as impaired when, based upon current information and events, it is probable that we will
be unable to collect all amounts due, both principal and interest, according to the contractual terms of the loan
agreement. Large groups of smaller-balance homogeneous loans are collectively evaluated for impairment.
Impairment is measured based on the present value of expected future cash flows discounted at the loan’s
effective interest rate, based on a loan’s observable market price, or the fair value of the collateral if the loan is
collateral dependent. Specific factors used in the impaired loan identification process include, but are not
limited to, delinquency status, loan-to-value ratio, the condition of the underlying collateral, credit history, and
debt coverage. For impaired loans on non-accrual status, cash receipts are applied, and interest income is
recognized on a cash basis. For all other impaired loans, cash receipts are applied to principal and interest in
accordance with the contractual terms of the loan and interest income is recognized on the accrual basis.

Secondary Market Reserve

In connection with standard representations and warranties on loan sales and securitizations, we are
occasionally required to repurchase loans or make certain payments to settle breaches of these representations
and warranties. In anticipation of future losses related to these loans, we have established a reserve based on
estimated losses on actual pending claims and repurchase requests, historical experience, loan sales volume
and loan sale distribution channels, which is included in other liabilities in the consolidated balance sheets.

Mortgage Servicing Rights

We retain mortgage servicing rights in connection with our mortgage banking operations. Under primary
servicing agreements, we collect monthly principal, interest and escrow payments from individual mortgagors
and perform certain accounting and reporting functions on behalf of the mortgage investors. Under master
servicing agreements, we collect monthly payments from various sub-servicers and perform certain accounting
and reporting functions on behalf of the mortgage investors.

We recognize mortgage servicing rights as separate assets only when servicing is contractually separated
from the underlying mortgage loans by sale or securitization of these loans with servicing retained or separate
purchase or assumption of the servicing. The carrying value of mortgage loans sold or securitized is allocated
between loans and servicing rights based upon the relative fair values of each. Purchased mortgage servicing
rights are initially recorded at cost. All mortgage servicing rights are subsequently carried at the lower of the
initial carrying value, adjusted for amortization, or fair value. Mortgage servicing rights are amortized over the
period of, and in proportion to, the estimated future net servicing income.

Using a third party model, we determine the fair value of recognized mortgage servicing rights by
estimating the present value of anticipated future net cash flows. Estimates of fair value involve several
assumptions, including the key valuation assumptions about market expectations of future prepayment rates,
term structure and volatility of interest rates, which are subject to change over time. Changes in these
underlying assumptions could cause the fair value of mortgage servicing rights to change significantly in the
future. For purposes of impairment evaluation and measurement, we stratify our mortgage servicing rights
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INDYMAC BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

based on predominant risk characteristics, including primary versus master servicing, underlying loan type,
interest rate type, and interest rate band. To the extent that the carrying value of mortgage servicing rights
exceeds fair value by individual strata, a valuation reserve is recorded as a charge to service fee income in
current earnings. Valuation reserves for each strata are then adjusted in subsequent periods to reflect changes
in the measurement of impairment.

Foreclosed Assets

Real estate acquired in settlement of loans is initially recorded at the lower of cost or fair value less
estimated costs to sell through a charge to the allowance for loan losses. Subsequent operating activity and
declines in value are charged to earnings.

Goodwill and Other Intangible Assets

Goodwill, representing the excess of purchase price over the fair value of net assets acquired, resulted
from acquisitions we have made. Through December 31, 2001, substantially all of our goodwill was amortized
using the straight-line method over 20 years. We also recorded a core deposit intangible asset in the
acquisition of SGVB. The core deposit intangible is being amortized using an accelerated method of
amortization over a period of 10 years, which is the estimated life of the deposits acquired. We periodically
review our goodwill and other intangible assets for other-than-temporary impairment. If circumstances
indicated that other-than-temporary impairment might exist, recoverability of the asset is assessed based on
expected undiscounted net cash flows. Effective January 1, 2002, goodwill will no longer be amortized, but
rather will be tested for impairment annually as a result of adoption of SFAS No. 142, “Goodwill and Other
Intangible Assets” (“SFAS 142”). For the year ended December 31, 2001, the amortization of goodwill was
$1.7 million. We do not expect to recognize any impairment on our goodwill upon adoption of SFAS 142 in
2002. The core deposit intangible asset will continue to be amortized using the same method described above.

Fixed Assets

Fixed assets are included in other assets in the consolidated balance sheets at December 31, 2001 and
2000. Fixed assets are stated at cost, less accumulated depreciation and amortization. Depreciation is provided
using the straight-line method in amounts sufficient to relate the cost of depreciable assets to current earnings
over their estimated service lives. Estimated service lives of furniture and equipment generally range from
three to seven years and 20 to 40 years for buildings. Leasehold improvements are amortized using the
straight-line method over the lesser of the life of the lease or the service lives of the improvements.

Software Development

We capitalize external direct costs of materials and services consumed in developing or obtaining
internal-use computer software and direct salary costs relating to the respective employees’ time spent on the
software project during the application development stage. The estimated service lives for capitalized software
generally ranges from three to seven years.

Income Taxes

Deferred income taxes in the accompanying financial statements are computed using the liability method.
Under this method, deferred income taxes are provided for differences between the book and tax basis of our
assets and liabilities.
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INDYMAC BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Pro Forma Earnings Per Share

In accordance with Securities and Exchange Commission Staff Accounting Bulletin 55 (‘“the
regulation”), historical net income for 1999 was adjusted for the pro forma provision for income taxes
calculated assuming we were subject to income taxation. Pro forma earnings per share are similarly presented
for the year ended December 31, 1999, reflecting the pro forma effect of the change in our taxable structure to
a fully taxable entity effective in January of 2000. Actual and pro forma basic earnings per share are computed
by dividing pro forma income available to common shareholders by the weighted average number of common
shares outstanding. Actual and pro forma diluted earnings per share take into consideration common shares
outstanding and potentially dilutive common shares, such as stock options.

Stock-Based Compensation

Our stock compensation is provided to employees in accordance with the 2000 Stock Incentive Plan, as
amended, which allows for the grant of various types of awards (the “Awards”) including, but not limited to,
non-qualified stock options, incentive stock options, restricted stock awards, performance stock awards, and
stock bonuses to our employees (including officers and directors), and certain of our consultants or advisors.
Awards are granted at the average market price of our stock on the grant date.

As permitted by SFAS No. 123, “Accounting for Stock-Based Compensation” (“SFAS 123”), we
continue to recognize compensation expense using the intrinsic value method specified in Accounting
Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees” (“APB 25”) See “Note 23 —
Benefit Plans” for further information, and disclosures of the pro forma effect on earnings of compensation
expense for stock options based on the fair value of the options at the grant date.

NOTE 2 — BUSINESS COMBINATIONS
Acquisition of IndyMac, Inc.’s Common Stock

In January of 2000, IndyMac Bancorp purchased all the outstanding common stock of IndyMac, Inc.,
which was held by CHL, for $1.8 million (the “acquisition”). IndyMac, Inc.’s total assets and shareholders’
equity on the date of the acquisition were approximately $424 million and $92 million, respectively. CHL’s 1%
minority interest investment in IndyMac, Inc. as of the effective date of the purchase was $922 thousand. As
IndyMac Bancorp owned 100% of the outstanding common and preferred stock of IndyMac, Inc. subsequent
to the acquisition of the common stock from CHL, IndyMac Bancorp used the consolidation method of
accounting for its investment in IndyMac, Inc. beginning January 1, 2000.

Acquisition of SGVB

On July 1, 2000, we acquired SGVB, the parent of First Federal Savings and Loan Association of San
Gabriel Valley. As of the date of the acquisition, SGVB had assets of $490.8 million, deposits of
$355.7 million, and shareholders’ equity of $37.5 million. We paid $25.00 per share, or $59.5 million, for all of
the SGVB shares outstanding and subject to option. Goodwill of $30.1 million and a core deposit intangible
asset of $7.7 million were recorded as of the date of the acquisition, using the purchase method of accounting.

Pro Forma for Acquisitions

The consolidated net revenues, net earnings, and diluted earnings per share of IndyMac Bancorp as
though SGVB and IndyMac, Inc. were purchased at the beginning of the respective periods would have been
$385.3 million, $116.8 million, and $1.67, respectively, for the year ended December 31, 2000 and
$281.5 million, $114.5 million, and $1.46, respectively, for the year ended December 31, 1999.
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Accumulated amortization of $4.7 million and $1.7 million as of December 31, 2001 and 2000,
respectively, was netted against $32.7 million goodwill and $7.7 million core deposit intangible, respectively.

NOTE 3 — INVESTMENT AND MORTGAGE-BACKED SECURITIES

As of December 31, 2001 and 2000, our investment and mortgage-backed securities were comprised of
the following:
December 31,
2001 2000
(Dollars in thousands)

Investment securities — Available for sale

AZENCY NOES . o vttt ettt et e $ — $ 10,829
Corporate NOES . ..o v ettt ettt e e — 7,543
Other . . — 15

Total investment SECUTItIES .. ... ..ottt $ — $ 18,387

Mortgage-backed securities — Trading

AAA-rated interest-only securities. . ........ ... ... ... $ 211,104 § —
AAA-rated principal-only securities. . ..............coviiiii.... 4,096 —
Total mortgage-backed securities — Trading .................. $ 215200 § —
Mortgage-backed securities — Available for sale
AAA-rated interest-only securities. ... ..., $ — $ 258,241
AAA-rated agency SeCUrities . ...........oouuiiinineinnneen... 89,752 261,225
AAA-rated non-agency SECUrities . ............c.oveuuerneenn... 1,170,960 484,138
Other investment grade securities .................coouvrniunn.. 40,042 69,483
Total investment grade mortgage-backed securities............. 1,300,754 1,073,087
Non-investment grade residual securities ....................... 43,123 41,672
Other non-investment grade securities. .. ....................... 5,282 21,157
Total non-investment grade securities . ....................... 48,405 62,829
Total mortgage-backed securities — Available for sale .......... $1,349,159  $1,135916

Contractual maturities of the investment and mortgage-backed securities generally range from 10 to
30 years.

The following table summarizes the amortized cost and estimated fair value of investment and mortgage-
backed securities classified as available for sale:

December 31,

2001 2000

(Dollars in thousands)
AMOTtiZed COSE . . oottt $1,350,721  $1,165,674
Gross unrealized holding gains . . .......... ... ... ... .. ... ... 10,776 19,339
Gross unrealized holding losses .............. ... ... . i, (12,338) (30,710)
Estimated fair value......... ... ... . ... . . . $1,349,159  $1,154,303
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We value AAA-rated interest-only securities by computing the present value of estimated future cash
flows, discounted at a market rate of return for an asset of similar duration, using estimated prepayment rates.
When available, market information is used to validate these assumptions. The prepayment rates used to value
our AAA rated interest-only securities portfolio are based primarily on four-factor prepayment models which
incorporate relative weighted average coupon (“WAC”), seasoning, burnout, and seasonality as well as
expectations of future rates implied by the forward LIBOR/swap curve. At December 31, 2001, the average
constant prepayment rate assumption was 16.9%, and the weighted average discount rate was 11.6%. The
actual constant prepayment rate was 31.9% for the three months ended December 31, 2001.

The fair value of our residual securities is determined by discounting estimated net future cash flows,
using discount rates that approximate current market rates and expected prepayment rates. Estimated net
future cash flows include assumptions related to expected credit losses on these securities. We maintain a
model that evaluates the default rate and severity of loss on the residual securities’ collateral, considering such
factors as loss experience, delinquencies, loan to value ratio, borrower credit scores and property type. As of
December 31, 2001, the weighted average discount rate was 25.2%, the projected average constant prepayment
rate was 30.4%, and the annual loss rate was 2.0%.

The fair value of our other investment and non-investment grade mortgage-backed securities is estimated
based on market information, when available, or discounted cash flow techniques using assumptions for
prepayment rates, market yield requirements and credit losses.

IndyMac, Inc. sold $204.1 million of AAA rated interest-only securities to IndyMac Bancorp at the close
of business on December 31, 1999, recognizing a gain, net of tax, of $9.8 million. This transaction was reported
in the separate financial statements of IndyMac, Inc.; however, it was eliminated in the equity in earnings of
IndyMac, Inc. and has no impact on the consolidated earnings of IndyMac.

Effective January of 2001, we adopted the provisions of Emerging Issues Task Force 99-20, “Recognition
of Interest Income and Impairment on Certain Investments” (“EITF 99-20"). EITF 99-20 provides guidance
on how transferors that retain an interest in a securitization transaction, and companies that purchase a
beneficial interest in such a transaction, should account for interest income and impairment. The EITF
concluded that the holder of a beneficial interest should recognize interest income over the life of the
investment based on an anticipated yield determined by periodically estimating cash flows. Interest income
would be revised prospectively for changes in cash flows. If the fair value of the beneficial interest has declined
below its amortized cost and the decline is other-than-temporary, an entity should apply impairment of
securities guidance using the fair value method. This method differs significantly from the previous accounting
method whereby impairment was measured using a risk-free rate of return.
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The adoption of EITF 99-20 in January of 2001 was recorded as a cumulative effect of a change in
accounting principle, and had the following effect on net earnings and OCI during the first quarter of 2001:

Adjustments
Other
After-tax Comprehensive Net Equity
Earnings Income Impact

(Dollars in thousands)

Core operations:

Investment grade securities ........................ $  (297) $ 297 $  —
Non-investment grade securities .................... (459) 459 —
Residual securities. ........ ... ... (607) 607 —
Total core Operations. ... .........ouuuiineineeneen... (1,363) 1,363 —

Non-core operations:
Manufactured housing securities:

Non-investment grade securities .................. (6,612) 4,867 (1,745)
Residual securities. ............. ..., (2,231) 1,889 (342)
Total non-core Operations ... ..........oouueunernenn... (8,843) 6,756 (2,087)
Cumulative effect of a change in accounting principle —
EITF 99-20 ... . oo e (10,206) 8,119 (2,087)
Cumulative effect of a change in accounting principle —
SFAS 133 (See Note 14) .........coiiiiiiin... 21 — 21

Total cumulative effect of a change in accounting
PrNCIPIE ..\ $(10,185) $8,119 $(2,066)

In addition, as a result of our periodic reviews for impairment in accordance with EITF 99-20, during the
year ended December 31, 2001, we recorded $15.5 million and $1.3 million in impairment charges on non-
investment grade subordinated and residual securities, respectively.

NOTE 4 — LOANS RECEIVABLE

A summary of loans receivable follows:

December 31,

2001 2000

(Dollars in thousands)
Principal balance ........... ... .. .. $ 6,148,442  $4,988,889

Less:

Undisbursed portion of loans receivable ..................... (1,073,075) (946,894)
Unamortized premium, net................oiuneuneeneen .. 15,697 10,105
Deferred loan fees, net ............ ... .. ... ... (12,800) (10,450)
Lower of cost or market valuation .......................... (1,144) (1,031)
Allowance for loan losses . ................iiiiiiiiiin.... (57,700) (58,962)
Total loans receivable ... ......... ... ... . . . . . $ 5,019,420  $3,981,657

Substantially all of the mortgage loans that we purchased are fixed-rate and adjustable-rate non-
conforming loans secured by first liens on single-family residential properties. Approximately 50% of the
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principal amount of prime and subprime mortgage loans receivable at December 31, 2001 were collateralized
by properties located in California.

Our impaired loans by collateral type consist of the following:
December 31,

2001 2000

(Dollars in thousands)
Builder construction loans. . ......... ... .. . . $21,347  $41,197
Consumer construction 1oans . ........ ... ..t 6,722 8,792
Warehouse lines of credit ............ .. . 1,071 5,719
SPECIIC TESEIVES . o v vt ettt ettt et ettt (3,700)  (1,800)
Total impaired loans . ............ .t $25,440  $53,908
Average balance during the year .......... ... ... .. ... .. $34,500  $54,500

If interest on impaired loans had been recognized, such income, net of recoveries, would have been
$3.3 million and $2.8 million during the years ended December 31, 2001 and December 31, 2000, respectively.
Interest income of $1.5 million and $800 thousand was recognized on a cash basis on impaired loans for the
years ended December 31, 2001 and December 31, 2000, respectively.

NOTE 5 — ALLOWANCE FOR LOAN LOSSES

Our determination of the level of the allowance for loan losses and, correspondingly, the provision for loan
losses, rests upon various judgments and assumptions, including general economic conditions, loan portfolio
composition, prior loan loss experience, delinquency trends and our ongoing examination process. The
allowance for loan losses of $57.7 million is considered adequate to cover losses inherent in the loan portfolio
at December 31, 2001. However, no assurance can be given that we will not, in any particular period, sustain
loan losses that exceed the allowance, or that subsequent evaluation of the loan portfolio, in light of then-
prevailing factors, including economic conditions, credit quality of the assets comprising the portfolio and the
ongoing examination process, will not require significant increases in the allowance for loan losses.

The table below summarizes the changes to the allowance for loan losses for the years ended:

December 31,

2001 2000 1999
(Dollars in thousands)
Balance, beginning of year.............................. $ 58,962 $ 53,880 $ 50,112
Provision for loan 10SS€S . .. ... oo 22,022 15,974 16,446
Charge-offs, net of recoveries:
Portfolio Loans:
Mortgage loans ............. i (3,073) (1,006) (1,099)
Residential construction . ............... ... ..., (4,492) (674) (2,418)
Discontinued Product Lines:
Home improvement ............... ... ... ..., (10,925) (5,246) (3,209)
Manufactured housing ............. ... ... ... ...... (4,495) (3,966) (5,127)
Revolving warehouse lines of credit .................. (299) — (825)
Total charge-offs, net of recoveries .. ..................... (23,284)  (10,892)  (12,678)
Balance, end of year .......... ... . ... . . .. i $ 57,700 $ 58,962 $ 53,880
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NOTE 6 — MORTGAGE SERVICING RIGHTS

The fair value of our capitalized mortgage servicing rights was $321.3 million and $219.6 million at
December 31, 2001 and 2000, respectively. The carrying value of our capitalized mortgage servicing rights was
$211.1 million at December 31, 2000 due to the lower of cost or market limitation.

The assumptions used to value mortgage servicing rights at December 31, 2001 and 2000 follow:

Actual Valuation Assumptions
3-month Wwtd.
Book Collateral Gross Servicing Prepayment Avg. Prepayment Discount
Value Balance WAC Fee Speed Multiple Speeds (CPR) Yield

(Dollars in thousands)

December 31, 2001

Master servicing ....... $ 27,218 § 9,581,919  8.36% 0.10% 40.9% 2.84 18.8% 17.3%
Primary servicing . .. ... 294,098  $19,889,540  8.28%  0.45% 29.2% 3.28 19.9% 12.6%
Total mortgage servicing

rights .............. $321,316
December 31, 2000
Master servicing ....... $ 51,691  $14,118,761  8.47%  0.10% 16.5% 3.60 18.4% 20.4%
Primary servicing ...... 159,436 $12,759,143  8.80% 0.41% 14.4% 3.05 20.3% 13.5%

Total mortgage servicing
rights .............. $211,127

During the year ended December 31, 1999, our mortgage servicing portfolio was held by IndyMac, Inc.
Upon completion of the buyout of the minority interest of IndyMac, Inc. from CHL, the mortgage servicing
asset was included in our consolidated financial statements. The following information as of and during the
year ended December 31, 1999 is presented as if we had consolidated IndyMac, Inc. for reporting purposes as
of January 1, 1999 for a comparable presentation to the years ended December 31, 2001 and 2000.

The changes in mortgage servicing rights are as follows:
Year Ended December 31,

2001 2000 1999
(Dollars in thousands)
Balance at January 1,.......... ... ... . ... ... $211,127  $140,309  $127,229
AddItions .. ... .. 229,403 117,453 37,301
Scheduled amortization ............. ... ... ... (74,881)  (35,040)  (31,129)
Deferred hedging gains. .. ....... ..., — (19,735) (1,203)
Provision for valuation/impairment. ...................... (44,333) 8,140 7,611
Balance at December 31, . ... ... $321,316  $211,127  $140,309

Changes in the valuation allowance for impairment of mortgage servicing rights are as follows:
Year Ended December 31,

2001 2000 1999
(Dollars in thousands)
Balance at January 1,......... ... ..o $(21,948) $(30,088) $(37,699)
Provision for valuation/impairment....................... (44,333) 8,140 7,611
Balance at December 31, .......... ... .. ... ... $(66,281) $(21,948) $(30,088)
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We have not yet applied hedge accounting under SFAS 133 in connection with our hedging of mortgage
servicing rights. Beginning January 1, 2001, the derivatives we use to economically hedge mortgage servicing
rights are adjusted to fair value through earnings and are not included in the carrying value of mortgage
servicing rights.

NOTE 7 — INVESTMENT IN FEDERAL HOME LOAN BANK STOCK

The investment in Federal Home Loan Bank stock consisted of capital stock, at cost, totaling
$100.0 million and $63.3 million as of December 31, 2001 and 2000, respectively. We earned a yield of 5.7% in
2001 and 6.7% in 2000. The investment in Federal Home Loan Bank stock is required to permit IndyMac
Bank to borrow from the Federal Home Loan Bank of San Francisco (“FHLB”).

NOTE 8 — OTHER ASSETS

The major components of other assets are as follows:

December 31,

2001 2000
(Dollars in thousands)

Hedge contracts at fairvalue ............... ... ... . ...iiuiii... $ 66,245 § 48,387
Software development and fixed assets .................. .. .. ... ..... 47,526 35,177
Accounts receivable . .. ... ... 45,748 24,433
Hedging related deposits . ...t 26,968 6,870
Servicing related advances .............. . 19,125 12,314
Income taxes . ........ .. i 12,278 10,348
Other . o 13,854 18,019

Total other assets . . . ..ottt $231,744  $155,548

Software development and fixed assets included in other assets are detailed below:

December 31,

2001 2000

(Dollars in thousands)

Software development . ........ ... . i $ 24,983  $17,011
Accumulated amortization . .............. .. (9,061)  (3,026)
Net software development. . ......... ... oo, 15,922 13,985
Data processing equipment . ... ..ottt 19,947 11,600
Furniture and equipment. .. ........ ittt 15,335 6,479
Leasehold improvements . ...ttt 4,735 2,418
Buildings . . ..o oo 3,166 3,092
WOrK I PrOgress . .o vvv ettt e e e et 2,598 2,923
45,781 26,512
Accumulated depreciation. . ....... ...t (15,299)  (6,442)
Land . ... 1,122 1,122
Total software development and fixed assets ...................... $ 47,526  $35,177
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Software development consists primarily of our internal loan approval and pricing system, e-MITS,
software for our banking system (including Internet banking), a new integrated loan origination and
processing system, and other purchased software.

Depreciation expense was $15.1 million, $8.4 million, and $542 thousand, for the years 2001, 2000 and
1999, respectively.

NOTE 9 — DEPOSITS

A summary of the carrying value of deposits, rates and maturities of certificates of deposits follows:
December 31,

2001 2000
Amount Rate Amount Rate
(Dollars in thousands)
Non interest-bearing checking ....................... $ 20,039 00% $ 16,324 0.0%
Non interest-bearing checking -

Investor custodial accounts ........................ 178,261 0.0% —  0.0%
Interest-bearing checking ......... ... . ... ... . ... 28,928  1.7% 23,588  1.9%
SavIingS ... 459,803  2.7% 99,980  5.0%

Total core deposits . ...........viiiiiinann.. 687,031 1.8% 139,892 3.9%
Certificates of deposit

Withinone year ............ ... ... 1,690,594  4.5% 574,522 6.7%

One to tWO YeArS ... ovvitn et 495,840  4.7% 51,814  6.4%

Twotothreeyears .......... ..., 181,925 5.3% 16,250 7.0%

Three to four years.............. ... i, 133,117 5.5% 6,880  7.3%

Fourtofiveyears ......... ... .. ... .. ... 50,195 5.6% 8,427 6.7%

Over five Years .. ......vunen i 162  5.3% 150  6.1%

Total certificates of deposit . ..................... 2,551,833 47% 658,043 6.6%
Total deposits ..........covviiiiiiiiineenn. $3,238,864  4.1% $797,935 6.2%

The following table summarizes certificates of deposit in amounts of $100,000 or more by maturity:

December 31,

2001 2000

(Dollars in thousands)
Three months or less . ......... $ 244611 $ 71,518
Three to six months . ... ... ... . 226,390 71,729
Six to twelve months . ... . . .. . 267,910 92,099
Over twelve months . ... .. .. 338,157 39,240
Total certificates of deposit . .............iiiiiiiiiiinaon.. $1,077,068  $280,586

NOTE 10 — ADVANCES FROM THE FHLB

As a member of the FHLB, we maintain a credit line that is based largely on a percentage of total
regulatory assets. Advances totaled $2.0 billion at December 31, 2001 and $1.3 billion at December 31, 2000,
and are collateralized in the aggregate by loans, securities, all FHLB stock owned and by deposits with the
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FHLB. The maximum amount of credit that the FHLB will extend for purposes other than meeting
withdrawals varies from time to time in accordance with its policies. The interest rates charged by the FHLB

for advances typically vary depending upon maturity, the cost of funds of the FHLB, and the collateral of the
borrowing.

Scheduled maturities of advances from the FHLB were as follows:

December 31, 2001 December 31, 2000
Amount Rate Amount Rate
(Dollars in thousands)
Withinone year................oiiiiiiniinnnn... $1,180,700 4.0% $ 276,966  6.6%
One to tWO YearS .. vt v vttt et e e 449,856 6.0% 438,987 6.3%
Two to three years .............oiiiniinenaan... 318,822 5.8% 349,611 6.4%
Three to four years .............coiiiiiniain... 50,000 4.9% 198,893 6.4%
Total ... ... $1,999,378  4.7% $1,264,457  6.4%

Financial data pertaining to advances from the FHLB was as follows:

Rate/Amount December 31,
2001 2000
(Dollars in thousands)

Weighted average interest rate, end of year ....................... 4.7% 6.4%
Weighted average interest rate during the year .................... 5.8% 6.7%
Average balance of advances from FHLB ........................ $1,638,151 $ 203,221
Maximum amount of advances from FHLB at any month end .. ..... $1,999,378  $1,264,457
Interest EXPENSE . ...ttt et e e e $ 95222 $§ 13,559

While we have owned a depository institution since July 1, 2000, the average balances are calculated on a
full year basis for both years ended December 31, 2001 and 2000.

Included in the portfolio of advances from the FHLB as of December 31, 2001 were $20.0 million of
advances subject to put options, and no advances subject to call features. As of December 31, 2000 the
portfolio of advances included $20.0 million of advances subject to put options and $67.8 million of advances
subject to call features.

We had $108 million and $236 million of unused committed financing from the FHLB at December 31,
2001 and 2000, respectively.

NOTE 11 — BORROWINGS

Our borrowings consisted of the following:

December 31,
2001 2000
(Dollars in thousands)

Loans and securities sold under agreements to repurchase ........... $ 750,070  $2,038,879
Revolving syndicated bank credit facilities ..................... ... 142,087 523,923
Commercial paper conduits ..............cooiiiiiiiiiinnn... 94,132 179,205
Collateralized mortgage obligations .. ........... ... ..., 47,270 68,049
Senior unsecured NOLES . ... .ttt 20,111 40,133

$1,053,670  $2,850,189
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Loans and Securities Sold Under Agreements to Repurchase

We sold, under agreements to repurchase, specific loans and securities of the U.S. Government and its
agencies and other approved investments to various broker-dealers pursuant to committed credit facilities
totaling $4.1 billion at December 31, 2001. As collateral for these repurchase agreements, we pledged loans
and securities totaling $2.0 billion and $264.1 million, respectively, at December 31, 2001, and $2.0 billion and
$387.2 million, respectively, at December 31, 2000. The amounts outstanding under these repurchase
agreements were $0.8 billion and $2.0 billion at December 31, 2001 and 2000, respectively. These repurchase
agreements generally reprice on an overnight to a one-month basis for loans and a one-to-three-month basis
for securities, bearing interest at rates indexed to LIBOR or the federal funds rate, plus an applicable margin.
A portion of our loans and securities sold under these repurchase agreements were held by a trustee and
pledged to Merrill Lynch, Morgan Stanley and UBS Warburg. We had $1.1 billion excess collateral with
Merrill Lynch, $285.4 million excess collateral with Morgan Stanley and $88.5 million excess collateral with
UBS Warburg. Our repurchase agreements have an average maturity of less than 30 days.

For the years ended December 31, 2001 and 2000, the weighted average borrowing rate on repurchase
agreements was 5.6% and 7.2%, respectively. We were in compliance with all material representations,
warranties and financial covenants under these repurchase agreements at December 31, 2001 and 2000.

Revolving Syndicated Bank Credit Facilities

In December of 2000, we renewed a two-year committed credit facility for $650 million with a
syndication of 9 banks, co-led by Wachovia Securities and Bank of America, maturing December 2002. In
December of 2001, we exercised an option in this agreement to reduce the commitment amount to
$400 million upon a 20 business day notification. Additionally, in July of 2001, we renewed a committed credit
facility in the aggregate amount of $100 million with Bank of America, which matures in July of 2002. These
credit facilities will continue to finance single-family residential mortgage loans, construction-to-permanent
loans, lot loans, builder tract loans and mortgage servicing rights.

Interest rates are based on LIBOR or the federal funds rate plus an applicable margin, which may vary by
the type of collateral. The applicable margin and a facility fee are determined based on our investment rating.
For the years ended December 31, 2001 and 2000, the weighted average borrowing rate under these facilities
was 5.0% and 7.0%, respectively. The amount of borrowing outstanding under these facilities at December 31,
2001 and 2000 was $142.1 million and 523.9 million, respectively. At December 31, 2001 and 2000, we were in
compliance with all material representations, warranties and financial covenants under these revolving credit
facilities.

Commercial Paper Conduits

In August of 2001, we renewed a $200 million commercial paper conduit facility with Bank of America.
This facility finances residential builder construction loans at a floating interest rate based on the prevailing
commercial paper market. The amounts outstanding under this facility were $94.1 million and $129.2 million,
at December 31, 2001 and 2000, respectively. For the years ended December 31, 2001 and 2000 the weighted
average borrowing rates under this facility were 4.1% and 6.7%, respectively. The facility expires in August of
2002.

In March of 2000, we entered into a $100 million commercial paper conduit facility with Credit
Lyonnais. The amount outstanding under this facility at December 31, 2000 was $50 million. The average
borrowing rate under this facility for the years ended December 31, 2001 and 2000 was 5.8% and 7.5%,
respectively. The facility was repaid in May of 2001.
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Collateralized Mortgage Obligations

Collateralized mortgage obligations (“CMOs”) are secured by a pledge of mortgage loans, mortgage-
backed securities and residual cash flows from such securities. As required by the indentures relating to the
CMOs, the pledged collateral is held in the custody of trustees. The trustees collectively also held investments
in guaranteed investment contracts (“GICs”) amounting to $0.3 million and $0.2 million on the CMO
collateral as of December 31, 2001 and 2000, respectively, as additional collateral which is legally restricted to
use in servicing the CMOs. The trustees collect principal and interest payments on the underlying collateral,
reinvest such amount in the GICs, and make corresponding principal and interest payments on the CMOs to
the bondholders. Our investment in CMO net equity amounted to $3.4 million and $4.6 million at
December 31, 2001 and 2000, respectively. The weighted average coupon on CMOs was 7.0% and 6.9% at
December 31, 2001 and 2000, respectively.

Senior Unsecured Notes

In October of 1995, we completed the private placement of senior unsecured notes in the aggregate
amount of $60.5 million with certain institutional lenders. The notes bear interest at 8.9%, mature October 15,
2002 and contain certain prepayment penalties. The notes are carried net of discount and issuance costs, which
are amortized to interest expense over the life of the notes using the interest method. The effective interest
rate on the notes, including discount and costs of issuance, was 9.4% in 2001 and 9.2% in 2000. The amount
outstanding on December 31, 2001 and 2000 was $20.1 million and $40.1 million, respectively.

Commitment Fees

At December 31, 2001 and 2000, we had deferred commitment fees totaling $4.3 million and
$3.8 million, respectively, net of accumulated amortization of $2.6 million and $3.7 million, respectively. We
amortize these fees over the contractual life of the borrowings.

NOTE 12 — TRUST PREFERRED SECURITIES

On November 14, 2001, we offered 3,500,000 units of Warrants and Income Redeemable Equity
Securities (“WIRES”), with a face value of $50 each, to investors. The securities were offered as units
consisting of a trust preferred security issued by a trust we formed and a warrant to purchase our common
stock. The units are separable and may subsequently be recombined at the option of the holder. The trust
preferred component of the units entitles the holders to a fixed quarterly cash distribution equal to 6% of the
liquidation amount annually. Each warrant is convertible into 1.5972 shares of our common stock at an
exercise price of $31.31 per share. The debentures mature in November of 2031; however, we have the option
to redeem the warrants at any time after November of 2006 if the closing price of our common stock exceeds
and has exceeded $37.57 per share for at least 20 trading days within the immediately preceding 30
consecutive trading days.

Gross proceeds of the transaction were $175 million, of which $54.3 million was allocated to the value of
the warrants based upon a market yield for the trust preferred component and is treated as original issue
discount. The original issue discount is accreted into trust preferred securities expense over the life of the
units, resulting in an effective yield during the year ended December 31, 2001 of 9.0%. The trust preferred
securities are classified as and are similar to a minority interest and are presented on the Consolidated Balance
Sheet as “Company-obligated mandatorily redeemable preferred stock of the Company’s subsidiary trust,
holding solely Junior Subordinated Debentures of the Company.” The warrants are classified as additional
capital within shareholders’ equity.

The proceeds generated from issuance of the WIRES will be used for general corporate purposes.
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NOTE 13 — TRANSFERS AND SERVICING OF FINANCIAL ASSETS

Retained Assets

In conjunction with our loan sale process, we retain certain assets from private label securitizations and
loan sales to the GSEs. The primary assets retained include mortgage servicing rights, and to a much lesser
degree, AAA-rated interest-only securities, non-investment grade securities, and residual securities. The
allocated cost of the retained assets at the time of the sale is recorded as a component of the gain on sale of
loans. We recognized a total of $229.4 million and $123.6 million in gain on sale of loans during the years
ended December 31, 2001 and 2000, respectively. Included, as a component of these gains, is the fair value of
retained assets totaling $263.3 million and $163.6 million in 2001 and 2000, respectively.

The key assumptions used in measuring the fair value of retained assets at the time of securitization
during the year ended December 31, 2001 on a weighted average basis were as follows:

Projected
Retained Lifetime Discount Loss
Balance CPR Yield Rate
(Dollars in thousands)
Mortgage servicing rights ........................ $226,340 17.9% 12.6% N/A
AAA-rated interest-only securities ... .............. 10,186 33.6% 13.1% N/A
Investment grade mortgage-backed securities........ 1,596 21.8% 9.6% N/A
Residual securities . ...t ... 25,187 24.8% 20.3% 2.2%

Total ... .o $263,309

The following table shows the hypothetical effect on the fair value of our retained assets using various
unfavorable variations of the expected levels of certain key assumptions used in valuing these assets at
December 31, 2001.

M Servici Non-investment
ortgage Servicing AAA-rated  Grade Mortgage-  Residual
Master Primary Interest-Only  backed Securities ~ Securities Total

(Dollars in thousands)

Balance sheet carrying value of retained

INLErestS ..o $27,218 $293,903 $176,695 $5,282 $26,692 $529,790
Prepayment speed assumption (initial

CASE) « v vttt 18.8% 19.9% 17.4% 6.5% 30.0%  N/A
Impact on fair value of 10% adverse

change of prepayment speed .......... $ 926 $ 17,746 § 11,257 $ 126 $ 6,086 $ 36,141
Impact on fair value of 20% adverse

change of prepayment speed .......... $ 1,800 § 33,548 $ 21,501 § 244 $ 9,783 $ 66,876
Discount rate assumption............... 17.3% 12.7% 11.6% 18.2% 25.0%  N/A
Impact on fair value of 100 basis point

adverse change ..................... $ 634 § 8973 § 57326 $ 344 $ 857 § 16,134
Impact on fair value of 200 basis point

adverse change ..................... $ 1,280 $ 17,383 $ 10,316 $ 649 $ 1,656 $ 31,284
Net credit loss assumption.............. N/A N/A N/A 17.8% 2.6% N/A
Impact on fair value of 10% adverse

change in credit losses ............... N/A N/A N/A $ 822 $ 4470 $ 5,292
Impact on fair value of 20% adverse

change in credit losses ............... N/A N/A N/A $1,377 $ 8,027 § 9,404
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These sensitivities are hypothetical and should be used with caution. As the figures indicate, changes in
fair value based on a 10 percent variation in assumptions generally cannot be extrapolated because the
relationship of the change in assumption to the change in fair value may not be linear. Also, in this table, the
effect of a variation in a particular assumption on the fair value of the retained interest is calculated without
changing any other assumption; in reality, changes in one factor may result in changes in another, such as
hedging strategies and associated gains or losses, which might magnify or counteract the sensitivities.

Credit Risk on Securitizations

With regard to the issuance of private label securitizations, we retain limited credit exposure in that we
may choose to retain non-investment grade securities and residuals. These securities are subordinate to
investors’ investment-grade interests, which have rights to reimbursement of certain losses. We do not have
credit exposure associated with non-performing loans in securitizations beyond our investment in retained
interests in non-investment grade securities and residuals. The value of our retained interest includes credit
loss assumptions on the underlying collateral pool to mitigate this risk. The following table summarizes the
collateral balance associated with our servicing portfolio of sold loans, and the balance of non-investment
grade securities and residual securities retained at December 31, 2001.

Balance of Retained Assets
With Credit Exposure

Total Loans Non-investment
Serviced Grade Securities Residuals

(Dollars in thousands)

Prime
IndyMac securitizations. . ....................... $ 9,770,519 $ — $16,887
FNMA/FHLMC (GSE’s) ...........oovviun. .. 10,963,358 — —
Whole loan sales . ............ ... ... ... ....... 1,368,844 — —
Subprime
IndyMac securitizations. . ....................... 2,030,297 — 26,236
Whole loan sales . ............ ... ... ... ....... 36,956 — —
Manufactured housing securitization ................ 290,526 5,282 —
Total ... $24,460,500 $5,282 $43,123

As part of the normal course of business involving loans sold to the secondary market, we are occasionally
required to repurchase loans or make certain payments to settle breaches of our standard representations and
warranties made as part of the loan sales or securitizations. In anticipation of future losses related to these
loans, we have established a secondary market reserve and during 2001 have allocated $21.8 million of our
gain on sale of loans proceeds to this reserve. The balance in this reserve was $31.7 million at December 31,
2001, which is included on the consolidated balance sheet as a component of other liabilities. The calculation
of the reserve is a function of estimated losses based on actual pending claims and repurchase requests,
historical experience, loan volume and loan sale distribution channels.

Qualifying Special Purpose Entities

All loans sold in our private-label securitizations are issued through securitization trusts, which are
“qualifying special purpose entities” under SFAS 140 “Accounting for Transfers and Servicing of Financial
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Assets and Extinguishments of Liabilities”. Cash flows received from and paid to securitization trusts during
the years ended December 31, 2001 and 2000 were as follows:

Year Ended December 31,

2001 2000

(Dollars in thousands)
Proceeds from new securitizations .. ..............cuuiiininenn... $3,084,075  $3,084,460
Servicing fees received . ....... ... 24,028 27,206
Other cash flows received on retained interests .................... 138,699 111,432
Loan repurchases .. .......coiinnn i (3,736) (3,992)

During the year ended December 31, 2001, cash advances to investors totaled $117.8 million and cash
reimbursements from investors totaled $111.3 million.

IndyMac created three Net Interest Margin (“NIM™) trusts during the year ended December 31, 2001.
NIM trusts are created for the securitization of residual securities from prior or recently completed
securitization transactions. NIM trusts issue bonds to outside investors secured by the residual securities we
contribute to the trusts. The cash proceeds from the sale of the NIM bonds to investors are paid to us by the
NIM trusts as payment for the residual securities. The NIM bonds are obligations of the NIM trusts and are
collateralized only by the residual securities. We are not obligated to make any payments on the bonds. These
entities represent qualified special purpose entities and are therefore not consolidated for financial reporting
purposes in accordance with SFAS 140. At inception, the outside investors have the majority interest in the
fair value of the residual securities. We retained an interest in these assets of 7.8%, which was valued at
$5.7 million at December 31, 2001. Our retained interests are included as a component of mortgage-backed
securities available for sale on the consolidated balance sheet. We will begin receiving cash flows from our
retained residual interests once the bonds issued to the investors are fully paid off.

NOTE 14 — HEDGING INSTRUMENTS

Effective January 1, 2001, we adopted the provisions of SFAS 133, for our hedging transactions, which
requires us to recognize all derivative instruments on the balance sheet at fair value. The adoption of
SFAS 133 resulted in a net after tax gain of $21 thousand being recognized as a cumulative effect of a change
in accounting principle and a $2.5 million after tax reduction to OCI in shareholders’ equity in January of
2001.

The following derivative financial instruments were identified and recorded at fair value as of January 1,
2001, in accordance with adoption of SFAS 133:

« FNMA and FHLMC futures and forward contracts
* interest rate swap agreements

* interest rate floor agreements

* interest rate cap agreements

e loan commitments

Generally speaking, if interest rates increase, the value of our loan commitments and funded loans
decrease and gain on sale margins are adversely impacted. We hedge the risk of overall changes in fair value of
loans held for sale by selling forward contracts on securities of GSEs to economically hedge the fair value of
loan commitments and the funded loan portfolio. Under SFAS 133, these forward contracts qualify as a fair
value hedge of the funded loan portfolio. During the year ended December 31, 2001, hedge ineffectiveness
totaling $3.5 million was recorded as an increase to gain on sale of loans. The forward contracts used to
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economically hedge the loan commitments are accounted for as non-designated hedges. As such, as of
December 31, 2001, the fair value of loan commitments was recorded as a $4.2 million decrease to gain on sale
of loans.

We use interest rate swap agreements to reduce our exposure to interest rate risk inherent in a portion of
the repurchase agreement borrowings and FHLB advances. A swap agreement is a contract between two
parties to exchange cash flows based on specified underlying notional amounts and indices. Under SFAS 133
the swap agreements used on our repurchase agreement borrowings and FHLB advances qualify as a cash flow
hedge. During the year ended December 31, 2001, the change in the fair value of our interest rate swap
agreements was $3.5 million after tax, recorded as a component of OCI, with actual ineffectiveness of
$193 thousand being recorded through earnings as a component of interest expense. Future effective changes
in fair value on these interest rate swap agreements will be adjusted through OCI as long as the cash flow
hedge requirements are met.

Although we have not elected SFAS 133 hedge accounting on our servicing assets or trading portfolio,
economic hedges such as futures, interest rate floors, caps and swaps are used for these assets to mitigate
valuation declines that result from changes and volatility in the interest rate environment. Gains and losses on
these derivative financial instruments are reported as a component of service fee income for servicing assets,
and as a component of gain or (loss) on mortgage-backed securities, net, for our AAA-rated interest-only and
principal-only securities.

As of January 1, 2001, under the provisions of SFAS 133, we transferred all of our AAA-rated interest-
only and principal-only securities from available for sale to a trading portfolio in order to record both the
changes in the value of these securities and the related hedges through earnings. As a result, these securities
and related hedging instruments are carried at fair value with changes to fair value recorded through current
earnings and no longer recorded in OCI. The transfer of these securities had the following effect on earnings
and OCI upon adoption of SFAS 133 on January 1, 2001:

After-tax
Trading After-tax Adjustment to Other Net Equity
Security (at Fair Value) Loss Comprehensive Income Impact
(Dollars in thousands)
AAA-rated principal-only securities $ 5,033 $(437) $437 $—
AAA-rated interest-only securities . . 258,241 (530) 530 =
$263,274 $(967) $967 $—
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We had the following derivative financial instruments as of December 31, 2001:

Notional Fair Expiration
Amounts Value Dates

(Dollars in thousands)

Loans Held for Sale

Rate lock commitments ...............oouiiunerinnennn... $ 1,669,235  $(4,199) 2002
Forward agency and loan sales............................. 2,541,654 18,124 2002
FNMA put options . ......couuiiinniii .. 23,000 — 2002
AAA-rated interest-only securities and mortgage servicing hedges
Interest rate caps (LIBOR/Swaps) ........................ 1,680,600 8,761  2002-2004
Interest rate floors (LIBOR/Swaps) ....................... 2,650,000 11,697  2002-2006
Interest rate flooridors (LIBOR/Swaps) .................... 10,200,000 25,228  2004-2006
Interest rate futures (Treasury/Agency) .................... 220,000 1,525 2002
Interest rate swaps (LIBOR) .......... ... ... ... ... ... ... 700,000 4,875 2011

15,450,600 52,086
Liability-repurchase agreements
Interest rate swaps (LIBOR) ........ ... ... ... ... ...... 225,000 1,647  2002-2005

Total ... o $19,909,489  $67,658

While we do not anticipate nonperformance by the counterparties, we manage credit risk with respect to
such financial instruments by entering into agreements with entities (including their subsidiaries) approved by
the Board of Directors and with a long term credit rating of “A” or better. Unless otherwise noted, we do not
require collateral or other security to support financial instruments with approved counterparties.

NOTE 15 — FAIR VALUE OF FINANCIAL INSTRUMENTS

The following table presents the estimated fair values of the various classes of financial instruments we
held as of December 31, 2001 and 2000. Fair value estimates were determined for existing balance sheet and
off-balance sheet financial instruments, including derivative instruments, without attempting to estimate the
value of certain assets and liabilities that are not considered financial instruments. Significant assets that are
not considered financial instruments under Statement of Financial Accounting Standards No. 107, “Disclo-
sures about Fair Value of Financial Instruments” include mortgage servicing rights, foreclosed assets, fixed
assets, goodwill and intangible assets.

The estimated fair value amounts of our financial instruments have been determined using available
market information and valuation methods that we believe are appropriate under the circumstances. These
estimates are inherently subjective in nature and involve matters of significant uncertainty and judgment to
interpret relevant market and other data. The use of different market assumptions and/or estimation methods
may have a material effect on the estimated fair value amounts.
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Financial instruments consist of the following:

December 31, 2001 December 31, 2000
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value

(Dollars in thousands)

Assets:
Cash and cash equivalents ................... $ 153295 § 153,295 $ 67,867 $ 67,867
Mortgage-backed securities held for trading. . . .. 215,200 215,200 — —
Investment and mortgage-backed securities
available forsale. ... .......... ... ... ...... 1,349,159 1,349,159 1,154,303 1,154,303
Loans held forsale ......................... 2,066,838 2,066,838 1,429,503 1,429,503
Commitments to sell loans and securities .. ... .. 18,124 18,124 (11,755) (11,755)
Commitments to purchase and originate loans. . . (4,199) (4,199) 3,024 3,024
Total loans held forsale ................... 2,080,763 2,080,763 1,420,772 1,420,772
Mortgage loans held for investment............ 1,584,138 1,593,601 1,547,893 1,564,823
Residential construction and income property
loans . ...... ... ... 1,354,519 1,354,519 957,811 957,811
Warehouse lines of credit .................... — — 55,181 55,181
Investment in FHLB stock . .................. 99,996 99,996 63,281 63,281
Hedging contracts .......................... 66,245 66,245 48,387 48,387
Liabilities:
Deposits. . ..o 3,238,864 3,264,917 797,935 799,513
Advances from the FHLB ................... 1,999,378 2,051,984 1,264,457 1,280,565
Borrowings . ......... ... 1,053,670 1,053,705 2,850,189 2,853,564
Hedging contracts ............ ... ... ........ 12,512 12,512 — —
Trust preferred securities. .................... 116,287 116,287 — —
Off-balance sheet:
Interest rate futures and swaps................ — — — (4,450)

The following describes the methods and assumptions we use in estimating fair values:
Cash and Cash Equivalents. Carrying amount represents fair value.

Investment and Mortgage-Backed Securities Available for Sale or Held for Trading. Fair value is
estimated using quoted market prices or by discounting future cash flows using assumptions for
prepayment rates, market yield requirements and credit losses.

Loans Held for Sale. The fair value of loans held for sale is derived primarily from quoted market
prices for loans with similar coupons, maturities and credit quality.

Commitments to Sell Loans and Securities. We utilize forward commitments to hedge interest rate
risk associated with loans held for sale and commitments to purchase loans. Fair value of these
commitments is determined based upon the difference between the settlement values of the commit-
ments and the quoted market values of the underlying loans and securities.

Commitments to Purchase and Originate Loans. Fair value is estimated based upon the difference
between the current value of similar loans and the price at which we have committed to purchase the
loans.
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Mortgage Loans Held for Investment. Fair value is estimated using either prices we offer for
similar types of loans or quoted market prices from dealers and brokers for similar types of loans.

Residential Construction Loans, Income Property Loans, and Warehouse Lines of Credit. Fair
values approximate the carrying amounts of each of the aforementioned assets due to their respective
short-term nature or short-term repricing characteristics.

Investment in FHLB stock. The carrying amount represents fair value. FHLB stock does not have a
readily determinable fair value, but can be sold back to the FHLB at its par value with stated notice.

Hedging Contracts. As of December 31, 2001, hedging contracts include interest rate futures,
swaps, caps, floors, and put options. As of December 31, 2000, interest rate futures and swaps were
reported separately as an off-balance sheet financial instrument. However, with the implementation of
SFAS 133 during 2001, these hedges are now recorded as a component of other assets or other liabilities
in the consolidated balance sheet.

Fair value for the caps, floors, put options, and swaptions is estimated based upon specific
characteristics of the option being valued such as the underlying index, strike rate, and time to expiration
along with quoted market levels of implied volatility for similar instruments. Interest rate futures are
traded on the Chicago Board of Trade and market pricing is readily available and continuously quoted on
systems such as Bloomberg. Fair value for swaps is estimated using discounted cash flow analyses based
on expectations of rates over the life of the swap as implied by the forward swap curve.

Deposits. The fair value of checking and savings accounts is the amount payable on demand at the
reporting date. For time deposit accounts, the fair value is determined using a cash flow analysis. The
discount rate was derived from the rate currently offered on alternate funding sources with similar
maturities. Core deposit intangibles are not included in the valuation.

Advances from FHLB. The fair value of advances from FHLB is valued using a cash flow analysis.
The discount rate is derived from the rate currently offered on similar borrowings.

Borrowings. Fair values approximate the carrying amounts for borrowings with remaining maturi-
ties of one year or less. The remaining portfolio is valued by estimating discounted future cash flows using
rates currently available to us on similar borrowings.

Trust Preferred Securities. Carrying amount represents fair value as the effective yield on the
securities had not changed since the issuance date.
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NOTE 16 — OTHER EXPENSES

A summary of other expenses for the three years ended December 31, 2001 is as follows:
Year Ended December 31,

2001 2000 1999
(Dollars in thousands)
Salaries and related. .. ....... .. ... ... .. . . . $168,961  $111,282  $24,168
Premises and equipment. . ........ ... ..o 23,994 15,831 1,407
Loan purchase costs . ..........coiiriiniiininenn.. 17,014 6,327 2,219
Professional services ... 16,481 6,974 2,313
Data processing .. ....ovtiee et 16,069 9,613 1,127
Office ... 15,371 8,931 414
Advertising and promotion. . ............ ..., 10,575 9,060 348
Amortization of goodwill and other intangible assets ......... 3,392 2,266 —
Operations and sale of foreclosed assets.................... 2,341 843 —
Non-recurring and other (income) charges................. (778) 18,257 —
Other ..o 8,173 6,634 2,604

$281,593  $196,018  $34,600

Non-recurring and other (income) charges totaling $(778) thousand in 2001 primarily reflects variable
plan accounting for director stock options repriced subsequent to December 15, 1998. The amount of
$18.3 million in 2000 included $9.4 million in expense related to the resignation of the former Vice Chairman
and President, $4.3 million in expenses related to the SGVB acquisition, and $3.5 million arising from the
variable plan accounting for director stock options repriced subsequent to December 15, 1998.

NOTE 17 — INCOME TAXES

Through December 31, 1999, IndyMac Bancorp elected to be taxed as a REIT under the Internal
Revenue Code of 1986, as amended. As a result of this election, IndyMac Bancorp was not, with certain
limited exceptions, taxed at the corporate level on the net income distributed to IndyMac Bancorp’s
shareholders. On December 14, 1999, the shareholders of IndyMac Bancorp approved the conversion of
IndyMac Bancorp from a REIT to a fully taxable entity, effective January of 2000. As a result of conversion to
a fully taxable status, an income tax benefit and related deferred tax asset of $36.1 million were recorded in
January of 2000. In addition, IndyMac’s $393.1 million and $577.8 million balance of cumulative earnings and
distributions to shareholders, respectively, were closed against additional paid-in capital. As a fully taxable
entity, IndyMac Bancorp is no longer required to distribute 95% of its taxable income to its shareholders, but
is taxed on its earnings based on currently enacted tax rates.
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The income tax provision for the years ended December 31, 2001 and December 31, 2000 consisted of the
following:

Year Ended December 31,
2001 2000
(Dollars in thousands)

Current tax expense

Federal . ..o $14,174 $ 19,213

S ate .. 5,717 6,084
Total current tax EXPense . ... ... ...euneeneune e 19,891 25,297
Deferred tax expense (benefit)

Federal ... ... .. . . . . . 57,125 22,409

S+ ottt e 12,958 11,548

Income tax benefit from termination of REIT status ............... — (36,100)
Net deferred tax expense (benefit) ............ ... ... ... .. ... .... 70,083 (2,143)
Total inCOmMeE taX EXPENSE . ..ottt ettt et e et e e e $89,974 $ 23,154

The tax effect of temporary differences that gave rise to significant portions of deferred tax assets and
liabilities is presented below:

Year Ended December 31,
2001 2000
(Dollars in thousands)

Deferred tax assets

Allowance for loan 10SS€S . ... ... $ 23,154 $ 27,346

Net operating loss carryforward ............. ... ... ..., 8,740 16,134

State tAXES . oottt 6,095 2,863

Other . . 4,358 2,491
Total deferred tax assets . ... ..ottt e 42,347 48,834
Deferred tax liabilities

Mortgage securities and servicing rights .......................... (121,829)  (47,519)
Total deferred tax liabilities ............. .. ... ... (121,829)  (47,519)
Deferred tax (liability) asset, net........... ... . ... cooiieoinn.. $ (79,482) $ 1,315

We had a net operating loss carryforward for federal income tax purposes of approximately $24.8 million
at December 31, 2001, which begins to expire in 2020.
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The effective income tax rate differed from the federal statutory rate for 2001 and 2000 as follows:

Year Ended
December 31,
2001 2000
Federal statutory rates . .. ... ...ttt e 35.0% 35.0%
State income taxes, net of federal tax effect.......... ... ... ... .. .. .. .. .... 5.7% 6.5%
Other Items, Net . .. ...t e 0.9% 0.5%
Subtotal effective income tax rate . ............ ittt 41.6% 42.0%
Conversion of REIT to taxable entity ............. ..., — (25.6)%
Effective income tax rate . ........ ...ttt 41.6% 16.4%

NOTE 18 — EARNINGS PER SHARE

The following is a reconciliation of the numerator and denominator of the basic and diluted earnings per
share calculation:

Earnings Average Shares Per Share
(Numerator) (Denominator) Amount

(Dollars in thousands, except per share data)

December 31, 2001

Basic earnings ............. .. $116,388 60,927 $ 1.91

Effect of options and restricted stock ................. — 2,264 _(0.07)
Diluted earnings ..., $116,388 63,191 $ 1.84

December 31, 2000

Basic earnings .. .......... . i $117,926 68,343 $ 1.73

Effect of options and restricted stock ................. — 1,444 ~(0.04)
Diluted earnings ................... ... ...l $117,926 69,787 $ 1.69

Options to purchase 135,000 shares of common stock at an average exercise price of $27.17 were
outstanding, but were not included in the computation of diluted earnings per share because the options’
exercise prices were greater than the average market price of the common shares and, therefore, the effect
would be antidilutive.

Additionally, 3,500,000 warrants issued in November of 2001, as part of the WIRES offering, convertible
into 1.5972 shares of our common stock at an effective exercise price of $31.31 per share, were outstanding,
but were not included in the computation of diluted earnings per share because the effects were antidilutive.
The WIRES are described in more detail in Note 12.
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NOTE 19 — OTHER COMPREHENSIVE INCOME

The following table presents the ending balance in accumulated other comprehensive income (loss) for
each component:
Year Ended December 31,
2001 2000 1999
(Dollars in thousands)

Net (loss) gain on mortgage securities available for sale

AAA-rated agency Securities . . ..., $ (46) $ 964 § (513)
AAA-rated interest-only securities ........................ — (529) 16,008
AAA-rated principal-only securities ....................... — (437) (653)
AAA-rated non-agency SeCurities .. ....................... (3,876) 1,790 (1,347)
Other investment and non-investment grade securities. . ... ... 93 (4,491)  (3,399)
Residual securities ............ciiiiiiiiinii 3,362 100 (2,663)
Net (loss) gain on mortgage securities available for sale........ (467)  (2,603) 7,433
Net unrealized gain on interest rate swaps used in cash flow
hedges. ..o 1,037 — —
Total . oo $§ 570 $(2,603) $ 7,433

The following table presents the changes to other comprehensive income (loss) and the related tax effect
for each component:

Year Ended December 31,

2001 2000 1999
(Dollars in thousands)
Net gain (loss) on mortgage securities available for sale....... $ 3,291  $(24,024) $26,209
Related tax (expense) benefit ........................... (1,155) 13,988 —
Transition adjustment on interest rate swaps used in cash flow
hedges. ..o (4,298) — —
Related tax benefit .......... .. ... .. .. .. . .. . .. 1,805 — —
Net gain on interest rate swaps used in cash flow hedges ... ... 6,039 — —
Related tax expense ..............uiiiiiininenaan.. (2,509) — —
Change to accumulated other comprehensive income (loss).... $ 3,173  $(10,036) $26,209

NOTE 20 — COMMITMENTS AND CONTINGENCIES

Legal Matters

We are involved as parties to certain legal proceedings incidental to our business. We do not believe that
the outcome of these proceedings will have a material effect upon our financial condition, results of operations
and cash flows.
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Commitments

In the normal course of business, we enter into a number of commitments. These commitments expose us
to varying degrees of credit and market risk and are subject to the same credit and risk limitation reviews as
those recorded on the balance sheet. The following types of commitments were outstanding at year end:

December 31,
2001 2000
(Dollars in thousands)

Mortgage Bank commitments to:

Purchase loans . ............ i $ 419,761 $ 529,098
Originate 10ans .. ...t 1,249,474 578,012
Sell [0ans. ... v e (70,854) (15,413)
Sell SECUTILICS . . vttt ettt ettt (2,470,800)  (1,361,580)
Purchase FNMA put options ..............coiiiiinenonn... 23,000 —
Purchase interest rate swaption ...................... ... — 35
Undisbursed construction loan commitments:
Builder construction. .. ........... .. i 603,837 626,885
Consumer CONStIUCTION . ... vttt ettt e et 469,238 320,009
Letters of credit . ....... ... . . . 6,531 11,870
Warehouse lines of credit .......... ... ... ... . ... . .. ... ... .. .. — 113,326

Our commitments to purchase and originate loans had a net unrealized loss of approximately $4.2 million
at December 31, 2001. Our commitments to sell loans, securities, and to purchase derivatives had a net
unrealized gain of approximately $18.1 million at December 31, 2001. These amounts are included as an
adjustment to the carrying value of loans held for sale.

Leases

We lease office facilities and equipment under lease agreements extending through 2011. Future
minimum annual rental commitments under these non-cancelable operating leases, with initial or remaining
terms of one year or more, are as follows for the years ended December 31:

Year Total
(Dollars in
thousands)

2002 $13,022

20003 L 11,945

2004 . 10,457

2000 10,296

20006 . 9,204

Thereafter ... ... . 33,155

Subtotal . ... 88,079

Sublease rental .......... .. (143)

Total . .o $87,936

Included in the above table is an annual payment of $4.2 million, for a total of $36.6 million through
March 2010, payable to Countrywide Credit Industries, Inc. (“CCR”) for 174,000 square feet of real estate in

F-39



INDYMAC BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Pasadena, California, which provides office space for our corporate headquarters. At the time the lease was
entered into, CCR was considered a related party to the Company.

Rental expense, net of sublease income, for all operating leases was $13.0 million, $8.3 million, and
$1.6 million, in 2001, 2000, and 1999, respectively.

NOTE 21 — RELATED PARTY TRANSACTIONS
Related Party Loans

At December 31, 2001 and 2000, we had $2.5 million and $1.5 million, respectively, in notes receivable
from our directors and employees. These loans have varying interest rates and terms and $2.4 million of the
December 31, 2001 balance was secured by IndyMac stock or real estate.

Through our Builder Finance group, we have made various construction loan facilities to builders of
residential construction projects, secured by real property purchased by the builders from a company doing
business as Loeb Enterprises, LLC, in which David S. Loeb (“Mr. Loeb”) and his family are major investors.
Each project is part of a master planned community being developed by Loeb Enterprises, LLC. Loeb
Enterprises, LLC accepted a second mortgage from builders to partially finance the purchase of real property
in two transactions for which we have made construction loans. The second mortgages are subordinate to our
financing facility and were considered to be part of the builder’s equity in the project during our credit review.
The builder is not affiliated with either us or Loeb Enterprises, LLC. The construction loan facility between
the builder and us was negotiated at arms length on terms consistent with those of similar loans made by us to
other unaffiliated builders. Additionally, each credit facility has been approved by the disinterested members
of the Board of Directors.

As of December 31, 2001, we had outstanding four construction loan facilities to a builder secured by
property originally purchased from Loeb Enterprises, LLC. Total dollar commitments under these facilities
were $16.1 million and $8.9 million at December 31, 2001 and 2000, respectively. The outstanding loan
balances were $3.3 million and $2.0 million at December 31, 2001 and 2000, respectively.

As of December 31, 2000, we had foreclosed upon one of the above-mentioned construction loan facilities
previously extended by us. The second mortgage held by Loeb Enterprises LLC totaling $734.6 thousand was
extinguished through the foreclosure process. The property underlying the facility was sold from our foreclosed
assets portfolio in 2001 to a party not affiliated with us or Loeb Enterprises, LLC. We recouped all the
principal and $322 thousand of the $430 thousand accrued interest that was previously written off.

In addition to the foregoing loans, in May of 1998, we made a land and water rights acquisition loan
secured by, among other things, approximately 42,000 acres of real property, to Coyote Springs Investment
LLC, a Nevada limited liability company. At the time the loan was originated, Mr. Loeb and his wife held a
45% interest in Coyote Springs Investment LLC and Mr. Loeb acted as a managing member. Mr. Loeb and
his wife personally guaranteed the loan. The loan was negotiated at arms length, and the general risk
characteristics of the loan were comparable to other loans funded by us. The terms of the loan were approved
by the disinterested members of our Board of Directors. The original principal loan amount was $11.2 million
and was repaid in its entirety during 2000.

Currently, our policy is not to make any loans to directors, officers, and employees other than loans in
connection with IndyMac stock-related loan programs and home loans.
Transactions Involving CCR and Affiliates

In July of 1997, we acquired all the outstanding stock of Countrywide Asset Management Corporation,
from CCR in exchange for 3.4 million new shares of IndyMac common stock. In August of 2000, as part of
our overall share repurchase program, we reacquired 3.6 million IndyMac common shares in a bulk purchase
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from CCR at a price of $18.70 per share, which included a 10% premium above the average closing price of
our stock over the five business days preceding the purchase. This bulk purchase represented the entire holding
of our stock by CCR.

During 2000, we reached agreements with Mr. Loeb and Angelo R. Mozilo (“Mr. Mozilo”) regarding
their cross-directorships between us and CCR, and the potential conflicts of interest presented thereby.
Effective February 29, 2000, Mr. Loeb severed his employment and directorship ties with CCR and he
remains as our Chairman of the Board of Directors. Also effective February 29, 2000, Mr. Mozilo resigned as
an officer and employee with us. Effective March 31, 2000, Mr. Mozilo resigned as our Vice Chairman of the
Board of Directors. Mr. Mozilo remains an officer and director of CCR. Our employment agreement with
Mr. Mozilo was terminated by mutual consent pursuant to a Termination Agreement. Also pursuant to the
Termination Agreement, Mr. Mozilo was granted 25,000 shares of unrestricted common stock and options to
acquire 67,115 shares of common stock. These stock options vest as to one-third of the shares on each of the
first, second and third anniversaries of the date of the grant. All shares of restricted common stock held by
Mr. Mozilo on the termination date, and all other stock options held by Mr. Mozilo as of December 31, 2000,
will vest in accordance with their original vesting schedules. Under the Termination Agreement, we forgave
the aggregate principal amount and accrued interest of Mr. Mozilo’s outstanding unsecured loans from us for a
total charge of $6.8 million, including the gross-up for personal taxes. Including other miscellaneous charges
to compensation expense related to the Termination Agreement as described above, the total charge incurred
during 2000 was $9.4 million, which is included in non-recurring and other (income) charges on the
consolidated statements of earnings.

Other Parties

We have no relationships with parties outside the definition of “related parties”, as defined in Securities
and Exchange Commission Release FR-61, with whom we or our related parties have a relationship that
enables us to negotiate terms of material transactions that may not be available from other more clearly
independent, parties on an arm’s-length basis.

NOTE 22 — REGULATORY REQUIREMENTS

Federal Reserve Board regulations require depository institutions to maintain certain deposit reserve
balances. One of our subsidiaries, IndyMac Bank, is a depository institution required to maintain deposit
reserves under the Federal Reserve Board regulations. At December 31, 2001, IndyMac Bank’s required
deposit reserve balance was $2.6 million.

IndyMac Bank is also subject to various regulatory capital requirements administered by the federal
banking agencies. Under capital adequacy guidelines and the regulatory framework for prompt corrective
action, IndyMac Bank must meet specific capital guidelines that involve quantitative measures of its assets,
liabilities and certain off-balance sheet items as calculated under regulatory accounting practices. IndyMac
Bank’s capital amounts and classification are also subject to qualitative judgments and adjustments by the
regulators. Failure by IndyMac Bank to meet applicable capital requirements would result, if unremedied, in
certain mandatory and possible additional discretionary actions by regulators that could have a direct material
negative effect on our operations and financial position.

IndyMac Bank’s primary federal regulatory agency, the OTS, requires savings associations to satisfy three
minimum capital ratio requirements: tangible capital, Tier 1 core (leverage) capital and risk-based capital. To
meet general minimum adequately capitalized requirements, a savings association must maintain a tangible
capital ratio of 1.5%, a Tier 1 core capital ratio of 3% for the most highly rated associations and 4% for others,
and a risk-based capital ratio of 8%. Most associations are expected to maintain capital levels in excess of the
above-mentioned capital levels. The OTS regulations also specify minimum requirements to be considered a
“well-capitalized institution.” A “well-capitalized” savings association must have a total risk-based capital
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ratio of 10% or greater and a leverage ratio of 5% or greater. Additionally, to qualify as a “well-capitalized
institution”, a savings association’s Tier 1 risk-based capital must be equal to at least 6% of risk-weighted
assets. In order not to be deemed “critically undercapitalized” and therefore subject to immediate remedial
action, a savings association must maintain a tangible equity to tangible assets ratio of 2%. As a result of the
SGVB acquisition in July of 2000, the OTS mandated that IndyMac Bank hold Tier 1 core capital at 8% for
three years following the consummation of the transaction and maintain a well-capitalized risk-based capital
position. IndyMac Bank is currently well-capitalized. However, the characterization of IndyMac Bank as
“well-capitalized” by the OTS is for “prompt corrective action” purposes only and does not necessarily
characterize IndyMac Bank’s financial condition.

During 2001, the OTS issued guidance for subprime lending programs, which requires a subprime lender
to quantify the additional risks in its subprime lending activities and determine the appropriate amounts of
allowances for loan losses and capital it needs to offset those risks. The OTS guidance suggests that subprime
portfolios be supported by capital equal to one and one-half to three times greater than what is appropriate for
similar prime assets. IndyMac Bank has proposed a method to conform to this guidance, which has been
tentatively accepted by the OTS.

In late 2001, the federal banking agencies, including the FDIC and OTS, issued a final rule related to
recourse obligations, direct credit substitutes and residual interests in asset securitizations that expose banking
organizations to credit risk. The new rules amend the agencies’ existing risk-based capital standards to (i) vary
the capital requirements for securitization positions according to their risk level, using credit ratings from
nationally recognized statistical rating organizations; (ii) allow the limited use of a qualifying internal risk
rating system for determining the capital requirements for certain unrated direct credit substitutes;
(iii) impose a concentration limit on the amount of credit-enhancing interest-only strips of 25% of Tier 1
Capital; (iv) require dollar for dollar capital for residual interests that do not qualify for the ratings-based
approach and are not deducted from Tier 1 Capital; and (v) provide technical guidance to determine when
certain provisions of securitizations such as representations and warranties, early default clauses, and clean-up
calls constitute recourse arrangements. The new rules became generally effective on January 1, 2002 for all
affected transactions consummated on or after that date, and will become effective on December 31, 2002 for
all affected transactions consummated prior to January 1, 2002.

IndyMac Bank currently holds dollar for dollar capital for residual securities. IndyMac Bank’s credit-
enhancing residual securities represented only 3% of its Tier 1 Capital at December 31, 2001. The
consolidated amount of residual securities, including those held by IndyMac Bancorp, represented 5% of
consolidated shareholders’ equity at December 31, 2001.

The following table presents IndyMac Bank’s actual and required capital ratios and the minimum
required capital ratios to be categorized as well-capitalized at December 31, 2001 and 2000.

December 31, 2001

Adjustment for

Additional Subprime Well-Capitalized IndyMac’s Required
As Reported Risk-Weighting Minimum Ratio 1st 3 years
Amount Ratios Amount Ratios Amount Ratios Amount Ratios

(Dollars in thousands)

Capital Ratios:

Tangible............. $675,568 9.16% $675,568 9.16% $147,558 2.00% $147,558 2.00%
Tier L core .......... 675,568 9.16% 675,568 9.16% 368,896 5.00% 590,233 8.00%
Tier 1 risk-based. .. ... 656,428  14.49% 656,428 13.74% 286,732 6.00% 286,732 6.00%
Risk-based........... 697,409  15.39% 697,409 14.59% 477,887 10.00% 477,887  10.00%
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December 31, 2000

Adjustment for

Additional Subprime Well-Capitalized IndyMac’s Required
As Reported Risk-Weighting Minimum Ratio 1st 3 years
Amount Ratios Amount Ratios Amount Ratios Amount Ratios

(Dollars in thousands)

Capital Ratios:

Tangible............. $470,135 8.27% $470,135 8.27% $113,655 2.00% $113,655 2.00%
Tier 1 core .......... 470,135 8.27% 470,135 8.27% 284,137 5.00% 454,619 8.00%
Tier 1 risk-based. .. ... 421,506  11.41% 421,506  11.01% 229,664 6.00% 229,664 6.00%
Risk-based........... 467,782  12.66% 469,431  12.26% N/A 382,773 10.00% 382,773

The ratios above do not include $168 million of unleveraged and unencumbered capital at IndyMac
Bancorp. Including the excess capital held by IndyMac Bank, we had $250 million total excess capital at
December 31, 2001.

Under the capital distribution regulations, a savings association that is a subsidiary of a savings and loan
holding company must notify the OTS of an association capital distribution at least 30 days prior to the
declaration of a dividend or the approval by the Board of Directors of the proposed capital distribution. The
30-day period provides the OTS an opportunity to object to the proposed distribution if it believes that the
distribution would not be advisable.

An application to the OTS for specific approval to pay a dividend, rather than the notice procedure
described above, is required if: (a) the total of all capital distributions made during a calendar year (including
the proposed distribution) exceeds the sum of the institution’s year-to-date net income and its retained income
for the preceding two years, (b) the institution is not entitled under OTS regulations to “expedited treatment”
(which is generally available to institutions the OTS regards as well run and adequately capitalized), (c) the
institution would not be at least “adequately capitalized” following the proposed capital distribution, or
(d) the distribution would violate an applicable statute, regulation, agreement, or condition imposed on the
institution by the OTS.

NOTE 23 — BENEFIT PLANS

Stock Incentive Plans

We have one stock incentive plan, the 2000 Stock Incentive Plan (the “Plan), which provides for the
granting of non-qualified stock options, incentive stock options, restricted stock awards, performance stock
awards, stock bonuses and other awards to our employees (including officers and directors). Options and
awards are granted at the average market price of our common stock on the date of grant, vest over varying
periods generally beginning at least one year from the date of grant, and expire five or ten years from the date
of grant. Unearned compensation on stock awards is being amortized to compensation expense over the service
period, not exceeding five years, and is recorded as a reduction in shareholders’ equity. In addition to the
preceding activity pursuant to the Plan, 70,358 restricted stock awards were granted during 2001, primarily in
lieu of prior commission cash bonus plans, for a fair value of $1.8 million and a weighted average share price of
$25.03. As of December 31, 2001, there were 280,745 nonvested restricted stock awards outstanding and
12,087 restricted stock awards were forfeited during 2001. Compensation expense during 2001 related to these
restricted stock awards totaled $2.3 million.

On January 26, 1999, we repriced 242,000 stock options related to three outside directors. At this
repricing date, approximately 50% of such stock options were repriced at $11.16 or fair value, 25% of such
stock options were repriced at $13.95 or 125% of fair value, and the remaining 25% of such stock options were
repriced at $16.73 or 150% of fair value. We believe such repricings were necessary to preserve the incentive
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originally intended, and were in response to the decline in our stock price precipitated by the market disruption
in the fourth quarter of 1998, which negatively affected substantially all mortgage companies’ stock prices.

Two of our directors’ holdings at December 31, 2001 include a total of 86,808 options that were repriced
on January 26, 1999; at December 31, 2000, there were a total of 242,000 options outstanding from three
directors’ holdings. In accordance with FASB Interpretation No. 44, “Accounting for Certain Transactions
Involving Stock Compensation,” as a result of the repricing, we recognized $778 thousand in income for the
year ended December 31, 2001, and $3.5 million in expense for the year ended December 31, 2000, which is
included in non-recurring and other charges (income) on the consolidated statements of earnings. No expense
or income was incurred in 1999. In future periods, any change in the price of our shares during the period will
be reflected in earnings to the extent that the options have not been exercised, forfeited or expire unexercised.
We have adopted a policy prohibiting any further repricing of stock options in the future.

As of December 31, 2001, options to purchase 2.9 million shares were exercisable. There were 1.7 million
shares reserved for options and future award grants outstanding under the Plan as of December 31, 2001.
Stock option transactions for the years ended December 31, 2001, 2000 and 1999, respectively, are
summarized as follows:

Number of Shares

2001 2000 1999
Options outstanding at beginning of year ............... 7,201,023 4,932,518 3,160,524
Options granted . ............co ... 3,432,847 3,412,046 2,365,670
Options exercised .. ... (1,535,714)  (874,836)  (159,938)
Options forfeited .......... ... ... .. ... ... (114,768)  (268,705)  (433,738)
Options outstanding at end of year .................... 8,983,388 7,201,023 4,932,518
Options exercisable at end of year..................... 2,903,143 2,633,210 1,902,445
Weighted Average Exercise Price
2001 2000 1999
Options outstanding at beginning of year................ $12.11 $11.44 $12.45
Options granted . . .......... it 24.50 12.73 11.18
Options exercised .......... ..., 11.28 10.98 11.13
Options forfeited ....... ... . ... ... . 17.10 11.64 17.56
Options outstanding at end of year..................... 16.92 12.11 11.44
Options exercisable at end of year ..................... 12.12 11.75 11.84
The following summarizes information about stock options outstanding at December 31, 2001:
Options Outstanding Options Exercisable
Weighted
Average Weighted Weighted
Number Remaining Average Number Average
Range of Outstanding Contractual Exercise Exercisable Exercise
Exercise Prices At Period End Life (Years) Price At Period End Price
$9.78-811.50.............. 3,688,012 7.35 $10.86 1,709,465 $10.63
$11.97-8$14.72 .............. 1,236,617 5.30 13.42 995,719 13.47
$1541-819.72 . ............. 574,194 8.56 17.82 166,363 17.49
$20.60-$24.73 ........ .. ... 3,335,153 9.10 24.32 25,516 21.39
$25.14-$29.57 . ... 149,412 9.42 27.02 6,080 26.78
$ 9.78-829.57 ... ...... 8,983,388 7.83 16.92 2,903,143 12.12
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As permitted by SFAS 123, we have elected to continue following the guidance of APB 25 for
measurement and recognition of stock-based transactions with employees under the intrinsic method. Had
compensation expense been recorded in accordance with SFAS 123, our net after tax earnings and earnings
per share would have been as follows for the years ended December 31, 2001, 2000 and 1999:

Year Ended December 31,
2001 2000 1999

(Dollars in thousands, except
per share data)

Net Earnings

Asreported . ... $116,388  $117,926  $67,556

Adjusted . . ..o $106,394  $113,824  $66,425
Diluted Earnings Per Share

AS TEpOrted ... $ 184 $ 169 $ 0386

Adjusted . ... $ 168 $ 163 $ 0385

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-
pricing model. The following weighted average assumptions were used for grants in 2001, 2000 and 1999:
dividend yield of 0%; expected volatility ranging from 38% to 41%; risk-free interest rates ranging from 4.6% to
5.5%; and expected lives for options granted of three years for each of the three years ended Decem-
ber 31, 2001. The weighted average fair value of options granted during 2001, 2000 and 1999 was $8.03, $5.93
and $2.27 per share, respectively.

Pension Plan

We maintain a defined benefit pension plan (the “DBP Plan™) covering substantially all of our
employees. Employees with one or more years of service are entitled to annual pension benefits beginning at
normal retirement age (65 years of age) equal to a formula approximating 0.9% of final average compensation
multiplied by credited service (not in excess of 35 years), subject to a vesting requirement of five years of
service. Our policy is to contribute the amount actuarially determined to be necessary to pay the benefits under
the DBP Plan, and in no event to pay less than the amount necessary to meet the minimum funding standards
of ERISA.

The changes in the DBP Plan assets during 2001 and 2000 consisted of actual return on assets of $136
thousand and $117 thousand, respectively, and employer contributions of $1.6 million and $1.4 million,
respectively, for a net fair value of $4.5 million and $2.8 million at December 31, 2001 and 2000, respectively.

Changes in the benefit obligation were as follows:

Year Ended December 31,
2001 2000
(Dollars in thousands)

Benefit obligation, beginning of year ............... ... ... ... ... $4,119 $ 677
Acquisition of IndyMac, Inc. ....... .. ... .. . — 1,812
SEIVICE COSt. . vttt 1,641 904
Interest COSt . ..ot 288 186
Benefits paid including expense ...............iiiiiiiiiiii. (8) —
Plan amendments. .. ... .. e — —
Actuarial 10SS ... ... _ 605 _ 540
Benefit obligation, end of year ................ ... ... oL $6,645 $4,119
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Reconciliations of funded status were as follows:
Year Ended December 31,

2001 2000

(Dollars in thousands)
Funded status . .......... . $(2,104) $(1,316)
Unamortized prior Service Cost .. .......uuuiniren i 825 880
Unrecognized net actuarial (gain) 1oss ...............oiviiiin.. 641 (51)
Accrued Pension COSt. . ...ttt ettt e e e $ (638) $ (487)

Net periodic expense for the DBP Plan was as follows:
Year Ended December 31,

2001 2000

(Dollars in thousands)
SEIVICE COSt. . vttt $1,641 $ 904
Interest CoSt .. ... i 288 186
Expected return on assets . .........oii i (224) (104)
Amortization of prior SErvice CoSt .. .........uiiiiiii i 56 56
Recognized net (gain) 1oSs . .......coviiin i e (19
Net periodic €Xpense ........ ...ttt $1,761 $1,023

Weighted average assumptions used in accounting for the DBP Plan were as follows:

Year Ended
December 31,
2001 2000
Assumed discount rate . ...... ... 7.00%  7.00%
Rate of compensation iNCrease . ... ......ouuiene e 4.00%  4.00%
Expected return on assets ... ...t 8.00%  8.00%

Contribution Plan

We also offer a defined contribution plan (the “401(k) Plan”) covering substantially all of our
employees. Employees with 90 days or more of service may contribute up to 16% of annual compensation to a
maximum of $10,500 of pre-tax annual compensation. We may determine, at our discretion, the amount of
employer matching contributions to be made. We contributed a total of $1.8 million, $1.2 million, and
$187 thousand during the years ended December 31, 2001, 2000 and 1999, respectively. During each of the
years we matched 75% of the first 3% of the annual compensation contributed by the employee and 25% of the
second 3% of the annual compensation contributed by the employee to the 401(k) plan. The employer
matching contribution was made with IndyMac common stock, but, beginning January 1, 2002, the employer
matching contribution is made in cash.

NOTE 24 — SHAREHOLDER RIGHTS PLAN

Our Board of Directors adopted a Shareholder Rights Plan (the “Rights Plan”) on October 17, 2001.
The Board’s purpose in adopting the Rights Plan is to protect shareholder value in the event of an unsolicited
offer to acquire us, particularly one that does not provide equitable treatment to all shareholders. In connection
with the adoption of the Rights Plan, we declared a distribution of one right to purchase one one-hundredth of
a share of Series A Junior Participating Preferred Shares (‘“Preferred Shares™) for each outstanding share of
common stock, payable to the shareholders of record on November 1, 2001. These rights automatically
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become associated with outstanding shares of common stock on our books, and individual shareholders need
take no action with respect thereto. The rights will not become exercisable unless an investor acquires
15 percent or more of our common shares, or announces a tender offer that would result in the investor owning
15 percent or more of our common shares or makes certain regulatory filings seeking authority to acquire
15 percent or more of our common shares. If someone does acquire 15 percent or more of our common shares,
or acquires us in a merger or other transaction, each right would entitle the holder, other than the investor
triggering the rights and related persons, to purchase common shares, or shares of an entity that acquires us, at
half of the then current market price. The Board of Directors authorized and directed the issuance of one right
with respect to each common share issued thereafter until the redemption date (as defined in the Rights
Agreement). The terms of the rights are set forth in the Rights Agreement between us and the Bank of New
York, as Rights Agent, dated as of October 17, 2001. The rights will expire at the close of business on
October 17, 2011, unless we redeem them earlier. The Preferred Shares have a par value of $0.01 per share,
are junior to all other series of our preferred shares, and are entitled to quarterly dividends at a rate equal to
the dividends paid, if any, on 100 common shares. Each one one-hundredth of a Preferred Share entitles the
holder to one vote on matters submitted to a vote of our shareholders. The Rights Plan can be terminated or
amended by the Board at any time.

NOTE 25 — SEGMENT REPORTING
Our reportable operating segments include Mortgage Banking, Investment Portfolio and Builder Finance.

The Mortgage Banking segment purchases conforming, jumbo and other non-conforming mortgage loans
from business-to-business (“B2B”) customers, and funds loans directly to consumers. These loans are then
either securitized through the issuance of mortgage-backed securities, sold to government sponsored entities,
resold in bulk whole loan sales to permanent investors, or retained by our Investment Portfolio segment. The
Mortgage Banking segment also administers the related construction advances for the purchase of construc-
tion-to-permanent mortgage loans originated by or sourced through our B2B sellers and direct customers
(“consumer construction”). Additionally, Mortgage Banking operates a business-to-realtor channel,
LoanWorks.com, which allows real estate professionals to utilize our technology to fulfill the mortgage loan
process for their customers in the process of purchasing a home.

The Investment Portfolio segment invests in residential loans and mortgage securities on a long-term
basis. The Investment Portfolio also performs mortgage servicing activities.

The Builder Finance segment makes residential construction loans to builders and until July 2000,
engaged in secured warehouse lending operations for mortgage brokers and mortgage bankers.

Operating segments’ profitability is measured on a fully-leveraged basis after allocating capital based on
regulatory capital rules. Corporate costs such as corporate salaries and related expenses, excess capital, and

non-recurring corporate items are unallocated and included in the Other operating segment.

Segment reporting for the year ended December 31, 1999 has been restated to conform to the current
method of reporting segments.

For the year ended December 31, 1999, we accounted for IndyMac, Inc. under the equity method, which
contributed earnings of $2.1 million during 1999.
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Segment information for the years ended December 31, 2001, 2000, and 1999 were as follows:

Mortgage Investment Builder
Banking Portfolio Finance Other Consolidated
(Dollars in thousands)

2001
Net interest income before

provision..................... $ 88,058 $ 64,514 $ 34312 $ 17,115 $ 203,999
Netrevenues . .................. 364,682 82,085 33,922 18,828 499,517
Earnings (loss) before cumulative

effect of a change in accounting

principle ..................... 117,603 29,109 13,055  (33,194) 126,573
Cumulative effect of a change in

accounting principle ........... 21 (10,206) — — (10,185)
Net earnings (loss) .............. 117,624 18,903 13,055 (33,194) 116,388
Assets as of December 31, 2001 ... $3,060,541 $3,509,937 $ 823,109 $103,724 $7,497,311
Return on average assets(1) ...... 3.9% 0.9% 1.7% N/A 1.8%
Return on average equity(1) ...... 50.8% 10.2% 14.8% N/A 16.6%
2000
Net interest income before

provision..................... $ 42027 $ 39,615 $ 56,363 $ 21,390 $ 159,395
Netrevenues . .................. 186,722 67,011 59,460 23,905 337,098
Net earnings . .................. 53,489 28,198 28,217 8,022 117,926
Assets as of December 31, 2000 ... $1,968,585 $2,857,242 $ 799,893 $114,484 $5,740,204
1999
Net interest income before

provision..................... $ 36,749 $ 44,747 $ 51,582 $ 37,854 $ 170,932
Netrevenues ................... 38,824 26,029 45,707 39,969 150,529
Net earnings . .................. 33,563 24,259 31,168 26,939 115,929
Assets as of December 31, 1999 ... $1,036,882 $1,464,637 $1,099,649 $125,354 $3,726,522

Return on assets and return on equity for 2001 was calculated using earnings (loss) before cumulative

effect of a change in accounting principle.
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NOTE 26 — PARENT COMPANY FINANCIAL STATEMENTS

The following tables present IndyMac Bancorp financial information:

Condensed Balance Sheets

December 31,

2001 2000
(Dollars in thousands)

Assets
Cash .. $148,608 $ 1,631
Loans held for investment, net............ .. ... .. it irininnn... 24,221 2,005
Mortgage securities available forsale ................... ... ... ..... 26,066 —
Investment in and advances to subsidiaries.............. ... ... ....... 748,226 539,810
Note receivable from IndyMac Bank ............................... 27,266 178,541
Foreclosed assets ... ... ... — 3,960
Intercompany receivables .. ....... ... .. — 996
Other aSSetS ..o\t 8,060 1,038

Total aSSets . . ...ttt $982,447  $727,981
Liabilities and Shareholders’ Equity
Intercompany notes payable ................ i $126,166 $ —
Intercompany payables . ....... ... ... 640 —
Accounts payable and accrued liabilities. ............. ... ... .. ..... 744 88
Other labilities. . .. ... oo 9,759 —
Shareholders’ equity. .. ... ..t 845,138 727,893

Total liabilities and shareholders’ equity . ........................ $982,447  $727,981
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Condensed Statements of Earnings

Year Ended December 31,
2001 2000 1999
(Dollars in thousands)

Interest income

Loans ... $ 588  $148416  $287,711
Mortgage securities available forsale ........................... 3,275 30,152 15,349
Intercompany notes. . ...t 3,287 13,387 5,103
Other ..o 615 1,480 16,552
Total interest INCOME . . ...ttt et 7,765 193,435 324,715
Interest expense on debt ......... ... ... .. 1,494 102,580 164,425
Net interest iNCOME . ... oottt e 6,271 90,855 160,290
Provision for loan 10SS€s . .. ... ... i 309 8,985 16,446
Net interest income after provision for loan losses .............. 5,962 81,870 143,844
Other income
Equity in earnings of subsidiaries .............................. 119,195 54,235 11,815
Loss on sale of securities, net ........... ... ... ... ... ... ... (9,789) (997)  (10,010)
Other InCOME, NE . . ...ttt e e 28 1,137 3,568
Total other income . ........ ... .. .. 109,434 54,375 5,373
NEet TeVENUES . . . oot 115,396 136,245 149,217
EXPeNSes .ot 241 34,429 33,288
Earnings before provision for income tax .......................... 115,155 101,816 115,929
Income tax benefit ......... ... .. .. .. . ... (1,679)  (16,110) —
Net €arnings .. ..oovutt ettt e et $116,834  $117,926 115,929
Pro forma provision for income taxes (unaudited, see
notes 1 and 2) ... ... 48,373
Pro forma net earnings (unaudited, see notes 1 and 2) .......... $ 67,556
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Condensed Statements of Cash Flows

Cash flows from operating activities:

Net Carnings .. ..ovvr ettt et

Adjustments to reconcile net earnings to net cash provided by
(used in) operating activities:
Depreciation and amortization. ........................
Lossonsale of loans.......... ... .. .. .. o ot
Loss on sale of securities .......... ...,
Provision for loan losses . ...,
Non-cash compensation eXpense. ................oouu...
Equity in earnings of subsidiaries ......................

Sale of and payments from mortgage and other loans held for
SAlE L

Purchases and originations of mortgage and other loans held
forsale ... ...

Net decrease (increase) in other assets and liabilities .. ... ..
Net cash provided by (used in) operating activities . ......

Cash flows from investing activities:
Net decrease in mortgage loans held for investment ........
Net (increase) decrease in construction loans receivable .. ..
Net decrease (increase) in other loans held for investment . .
Net decrease in revolving warehouse lines of credit . ........
Purchases of securities available for sale ..................
Sales of and payments from securities available for sale .. ...
(Increase) decrease in investment in and advances to
subsidiaries, net of cash payments .....................
Net cash purchase of SGV Bancorp......................
Net decrease (increase) in note receivable from IndyMac
Bank ... ...
Net cash provided by (used in) investing activities . ... ...

Cash flows from financing activities:

Net increase in intercompany notes payable ...............
Issuance of warrants ........... ... .ot
Net decrease (increase) in borrowings....................
Net proceeds from issuance of common stock and exercise of

STOCK OPHIONS . .ottt
Purchases of common stock............ ... .. ... oL
Cash dividends paid ........... ... ... ...

Net cash provided by (used in) financing activities . ... ...

Net increase (decrease) in cash and cash equivalents .........
Cash at beginning of period...............................

Cashatend of period . ....... ... i,
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Year Ended December 31,

2001 2000 1999
(Dollars in thousands)

$ 116,834 $ 117,926 $ 115,929
(1,815) 28,209 54,214
— 1,415 —
9,789 997 10,010
309 8,985 16,446
3,416 16,904 3,250
(119,195) (54,235) (11,815)
— 2,991,040 6,435,475
—  (3,351,786)  (5,900,265)
11,517 (175,797) (63,181)
20,855 (416,342) 660,063
336 274,420 271,225
(5,517) (344,736) 194,409
— 11,709 (50,734)
— 12,995 202,381
(42,217) (165,921) (102,614)
10,486 33,110 20,992
(108,791) 385,648 22,252
— (53,357) —
151,274 (178,541) —
5,571 (24,673) 557,911
126,119 — —
52,277 — —
— 654,240  (1,073,776)
20,930 15,993 57,703
(78,775) (232,075) (63,316)
_ — (134,912)
120,551 438,158 (1,214,301)
146,977 (2,857) 3,673
1,631 4,488 815
$ 148,608 $ 1,631 § 4,488




INDYMAC BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

NOTE 27 — QUARTERLY FINANCIAL DATA-UNAUDITED

Selected quarterly financial data follows for the years ended December 31, 2001 and 2000:

March 31 June 30 September 30 December 31
(Dollars in thousands, except per share data)

2001

Interest income . ............ ... ... $131,960  $142,003 $143,110 $127,867
Interest expense . ... 88,903 89,764 86,920 75,354
Net interest iNCOME. . ... .ot vt 43,057 52,239 56,190 52,513
Provision for loan losses . ....................... 9,000 3,026 5,700 4,296
Gain on sale of loans and securities, net .......... 46,712 54,286 61,561 73,982
Earnings before cumulative effect of a change in

accounting principle .............. .. .. ... .. .. 25,223 30,402 34,498 36,450
Net arnings. . .. .ovvvve it 15,038 30,402 34,498 36,450

Earnings per share before cumulative effect of a
change in accounting principle(1):

Basic ... $ 041 $ 0.0 $ 057 $ 0.60

Diluted ........ ... ... . 0.39 0.48 0.55 0.58
Earnings per share(1):

Basic ... $ 024 $ 0.50 $ 057 $ 0.60

Diluted ........ ... ... . 0.23 0.48 0.55 0.58

2000

Interest income . ............ ... $ 98,633  $102,895 $116,984 $124,238
Interest eXpense . ... 55,284 63,380 78,986 85,705
Net interest iNCOME. ... ..o v 43,349 39,515 37,998 38,533
Provision for loan losses ........................ 4,316 4,406 3,386 3,866
Gain on sale of loans and securities, net .......... 19,533 25,802 33,258 45,461
Net arnings. . .. ovvvvt ettt 51,946 22,331 20,810 22,839
Earnings per share(1):

Basic ... $ 070 $ 0.31 $ 0.31 $ 0.37

Diluted ........ ... ... .. . . .. 0.69 0.31 0.31 0.36

(1) Earnings per share are computed independently for each of the quarters presented. Therefore, the sum of
the quarterly earnings per share may not equal the total for the year.

F-52



Report of Independent Certified Public Accountants

Board of Directors and Shareholders
IndyMac, Inc.

We have audited the accompanying consolidated balance sheets of IndyMac, Inc. and Subsidiaries as of
December 31, 1999 and 1998, and the related consolidated statements of operations, shareholders’ equity and
comprehensive income and cash flows for each of the three years in the period ended December 31, 1999.
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 audits.

We conducted our audits in accordance with generally accepted auditing standards. 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 financial statements referred to above present fairly, in all material respects, the
consolidated financial position of IndyMac, Inc. and Subsidiaries as of December 31, 1999 and 1998, and the
consolidated results of their operations and their consolidated cash flows for each of the three years in the
period ended December 31, 1999, in conformity with generally accepted accounting principles.

/s/ GRANT THORNTON LLP

Los Angeles, California
March 10, 2000
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INDYMAC, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31,

1999

1998

(Dollars in thousands)

Assets
Loans held for sale, net

MOTtEages-Prime . . . .t v ettt et e e e e e e e $ 39,138 $§ 90,855
MoOrtgages-SUDPIIME . . ..ottt ettt e 4,458 18,539
Manufactured housing . ......... ... — 27,684
Home improvement . ........ ... ...ttt — 73,008
43,596 210,086
Mortgage securities available for sale .............. ... ... i, 179,355 398,094
Treasury securities available forsale.............. ... .. ... .. ... ... ... .... — 302,313
Mortgage servicing rights . .. ... 140,309 127,229
Other ASSEES . . oot ittt e 60,582 65,074
Total aSSets . ...t $423,842  $1,102,796
Liabilities and Shareholders’ Equity
Loans and securities sold under agreements to repurchase .................... $170,753 $ 697,406
Syndicated bank lines. ... ........ ... 89,139 89,139
Due to IndyMac Mortgage Holdings, Inc. ............... ... ... ... ... ..... 34,046 196,154
Accounts payable and accrued liabilities ..................... ... ... ... .... 37,675 35,714
Total Habilities. . ... ..ot 331,613 1,018,413
Shareholders’ equity
Series A preferred stock — authorized, 10,000 shares of $.05 par value; issued
and outstanding, 9,900 shares .......... ... ... i — —
Common stock — authorized, 10,000 shares of $.01 par value; issued and
outstanding, 100 shares. ......... ... ... i — —
Additional paid-in capital.......... .. .. .. 108,770 108,116
Accumulated other comprehensive 10ss . ... ... (5,272) (414)
Cumulative  arnings . . ... ...ttt et e 13,731 1,681
Cumulative distributions to shareholders ................................. (25,000) (25,000)
Total shareholders” equity ......... ..ottt 92,229 84,383
Total liabilities and shareholders’ equity ........... ... ... ..o iiian... $423,842  $1,102,796

The accompanying notes are an integral part of these statements.
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INDYMAC, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended December 31,
1999 1998 1997
(Dollars in thousands)

Revenues
Interest income
Loans held for sale, net

MoOrtgages-prime . ... ..ooov et e $ 7918 $ 6,761 $ 7,197
Mortgages-subprime .. ....... ... 888 3,176 5,354
Manufactured housing ........... ... ... ... ... ... 1,291 2,464 1,339
Home improvement ................oiuiiiinininnnnnnnnn. 5,208 1,597 —
15,305 13,998 13,890
Mortgage securities available forsale......................... 33,269 29,733 36,822
Treasury securities available forsale.......................... 8,530 12,193 140
Total Interest INCOME . .. ...ttt e e 57,104 55,924 50,852
Interest expense
Loans and securities sold under agreements to repurchase ....... 25,838 36,002 35,229
Syndicated bank lines......... ... ... .. . .. i 5,120 3,828 3,507
Advances from IndyMac Mortgage Holdings, Inc............... 20,524 17,381 10,075
Total interest eXpense . .. ......vutnen e, 51,482 57,211 48,811
Net interest income (expense) before provision for loan losses .. ... 5,622 (1,287) 2,041
Provision for loan 10SSes . .. ... ..o 1,027 442 152
Net interest income (EXPense) . ... ...ewerneeneeneennenn... 4,595 (1,729) 1,889
Gain on sale of mortgage loans, net ............................ 101,515 98,869 71,336
Gain (loss) on sale of securities, net ........................... (15,075) (95,631) 389
Service fee INCOME . . ... ...t 23,252 1,587 12,940
Other INCOME . . . .o\ v it e 20,860 7,884 3,422
NEt TEVENUES . . . oottt e e e 135,147 10,980 89,976
Expenses
Salaries and related benefits . ........ ... ... . ... ... 60,660 66,138 32,611
General and administrative .............. .. ... 50,308 47,136 24,660
Manufactured housing division restructuring charges .............. 3,222 — —
Total EXPENSES . . vttt et 114,190 113,274 57,271
Earnings (loss) before provision (benefit) for income taxes ...... 20,957 (102,294) 32,705
Provision (benefit) for income taxes ....................o..... 8,907 (43,475) 13,898
Net Earnings (LoSS) .......... ..., $ 12,050 $ (58,819) $18,807

The accompanying notes are an integral part of these statements.
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INDYMAC, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY AND
COMPREHENSIVE INCOME

Balance at
December 31, 1996

Net gain on mortgage
securities available
forsale............

Net earnings .........
Net change ..........

Balance at
December 31, 1997

Deferred compensation,
restricted stock . .. ..
Capital contribution . ..

Net loss on mortgage
securities available
forsale............

Net change ..........

Balance at
December 31, 1998
Deferred compensation,
restricted stock . .. ..

Net loss on mortgage
securities available
forsale............

Net earnings .........
Net change ..........

Balance at
December 31, 1999

Accumulated
Additional Other Cumulative Total
Common Paid-in Comprehensive Cumulative Comprehensive Distributions to Shareholders’
Stock Capital Income (Loss) Earnings Income Shareholders Equity
(Dollars in thousands)
$— $ 32,476 $(8,512) $41,693 $(25,000) $40,657
— — 9,018 — 9,018 — 9,018
= — — 18,807 18,807 — 18,807
— — 9,018 18,807 27,825 — 27,825
= 32,476 506 60,500 (25,000) 68,482
— 640 — — — — 640
— 75,000 — — — 75,000
— — (920) — (920) — (920)
— — — (58,819) (58,819) — (58,819)
= 75,640 (920) (58,819) (59,739) — 15,901
— 108,116 (414) 1,681 (25,000) 84,383
— 654 — — — — 654
— — (4,858) — (4,858) — (4,858)
— — — 12,050 12,050 — 12,050
— 654 (4,858) 12,050 7,192 — 7,846
$—  $108,770 $(5,272) $13,731 $(25,000) $92,229

The accompanying notes are an integral part of these statements.
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INDYMAC, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

1999 1998 1997
(Dollars in thousands)
Cash flows from operating activities:
Net earnings (10SS) ..ottt e $ 12,050 $ (58,819) $ 18,807
Adjustments to reconcile net earnings (loss) to net cash provided by
(used in) operating activities:
Amortization and depreciation ............ .. ... .. 97,469 108,051 34,692
Gain on sale of mortgage loans, net..................ccou.... (101,515) (98,869) (71,336)
(Gain) loss on sale of mortgage securities, net .................. 15,075 95,631 (389)
Provision for loan 10Sses. . ... ... . 1,027 442 152
Purchases of loans from IndyMac Mortgage Holdings, Inc. ......... (6,050,123)  (11,375,461)  (4,106,645)
Sale of and payments from mortgage loans held for sale ............ 6,214,368 11,440,445 4,198,108
Purchases of manufactured housing loans held for sale.............. (206,448) (377,856) (175,266)
Sale of and payments from manufactured housing loans held for sale 233,731 373,782 150,693
Net (purchases) sales of home improvement loans held for sale. .. ... 71,580 (71,841) —
Purchases of mortgage securities classified as trading ............... — (1,453,535) (183,391)
Sale of and payments from mortgage securities classified as trading . . . — 1,347,234 109,731
Net increase (decrease) in other assets........................... 3,301 (19,792) (21,467)
Net increase (decrease) in income tax payable .................... 3,332 (41,777) 12,117
Net increase (decrease) in other liabilities . ....................... (2,620) 21,600 (5,851)
Net cash provided by (used in) operating activities ............ 291,227 (110,765) (40,045)
Cash flows from investing activities:
Purchases of mortgage and treasury securities classified as available for
Sl . L (553,543) (474,667) (26,840)
Sales of and payments from available for sale and trading mortgage
and treasury SECUTItIeS . .. ..o vt vttt ettt 795,087 328,246 29,818
Additions to servicing rights ......... ... ... .. i (37,801) (102,265) (33,408)
Net cash provided by (used in) investing activities............. 203,743 (248,686) (30,430)
Cash flows from financing activities:
Net increase (decrease) in loans and securities sold under agreements
1O TEPUICRASE . o\ttt ettt et e (527,325) 173,123 717,741
Net increase (decrease) in advances from IndyMac Mortgage
Holdings, Inc. . ... ... 31,612 153,237 (12,236)
Net increase in syndicated bank lines ............................ — 34,304 4,970
Net cash provided by (used in) financing activities............. (495,713) 360,664 70,475
Net change incash ...... ... .. i i (743) 1,213 —
Cash at beginning of period ........ ... .. ... .. i 1,213 — —
Cash at end of period ....... ... i $ 470 $ 1,213 $ —
Supplemental cash flow information:
Cash paid for interest ........... .. .. iiiiiiiii i $ 50,298 $ 58,761  $ 49,540
Cash paid for income taxes. . ........ovuiiiiinneiinnneeeennn. 122 9 1,996

Supplemental disclosure of non-cash activity:

In 1998, $75.0 million of paid in capital resulted in the form of a
reduction in amounts due to IndyMac Mortgage Holdings, Inc.

The accompanying notes are an integral part of these statements.
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INDYMAC, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

IndyMac, Inc. (“IndyMac Operating” or the “Company”) is the entity through which its equity-method
parent, IndyMac Mortgage Holdings, Inc. (“IndyMac”) conducts certain of its mortgage lending business,
including the origination and sale of conforming, non-conforming and jumbo residential loans. The financial
statements of IndyMac Operating are prepared in conformity with US GAAP. The following is a summary of
significant accounting and reporting policies used in preparing the financial statements.

Financial Statement Presentation

The consolidated financial statements include the accounts of IndyMac Operating and its wholly owned
subsidiaries, IndyMac ABS, Inc. and IndyMac Agency, Inc. IndyMac ABS was established solely for the
purpose of facilitating the asset-backed securitization of loans purchased by IndyMac Operating. Loans to be
securitized are transferred from IndyMac Operating to IndyMac ABS, and immediately transferred from
IndyMac ABS to a bank or trust company as custodian for the securitization entity. IndyMac Agency acts as
an insurance agency primarily selling insurance coverage on manufactured housing loans. All of the preferred
non-voting stock and 99% of the economic interest in IndyMac Operating is owned by IndyMac. References
to the “Company” mean the parent company, its consolidated subsidiaries, and IndyMac Operating and its
consolidated subsidiaries. All significant intercompany balances and transactions with IndyMac Operating’s
consolidated subsidiaries have been eliminated in consolidation.

Certain reclassifications have been made to the financial statements for the periods ended December 31,
1998 and 1997 to conform to the December 31, 1999 presentation.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect amounts of assets and liabilities and
disclosure of contingent assets and liabilities as of the dates of the financial statements and the reported
amounts of revenues and expenses during the reporting period; significant estimates include the allowance for
loan losses, certain of the Company’s mortgage-backed securities for which active markets do not exist, and
mortgage servicing rights. Actual results may differ significantly from those estimates and assumptions.

Loans Held for Sale, Net

Loans held for sale are carried at the lower of cost or market, which is computed by the aggregate method
by asset type. The cost of loans held for sale is adjusted by gains and losses from hedging transactions,
principally using forward commitments and futures contracts, entered into to protect the fair value of the
inventory of loans arising from changes in interest rates. Hedge positions are also used to reduce the impact on
the Company arising from its commitments to purchase loans from IndyMac from changes in interest rates.
Gains and losses resulting from changes in the market value of the inventory, pipeline, and open hedge
positions are netted. Any net gain that results is deferred until the corresponding loans are sold; any net loss
that results is recognized when incurred. Hedging gains and losses realized during the commitment and
warehousing period related to unfunded loan commitments and loans held for sale are deferred. Hedging
losses are recognized currently if deferring such losses would result in loans held for sale and the unfunded
loan commitments being valued in excess of their estimated net realizable value.

Mortgage Securities

Mortgage securities consist primarily of AAA rated senior securities, investment and non-investment
grade securities, principal-only securities, AAA rated interest-only securities and residual securities. Fair value
is estimated based on market quotes when available or discounted cash flow techniques using assumptions for
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INDYMAC, INC. AND SUBSIDIARIES — (Continued)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

prepayment rates, market yield requirements and credit losses. Such assumptions are estimates as of a specific
point in time and will change as interest rates or economic conditions change.

Unrealized gains and losses resulting from fair value adjustments on mortgage securities identified as
available for sale are excluded from earnings and reported net of tax effect as a separate component of
comprehensive income in shareholders’ equity. IndyMac Operating values AAA rated interest-only securities
classified as available for sale by computing the present value of estimated future cash flows using current
estimates for prepayment rates, discounted at a risk-free rate of return. When available, market quotes are
used to validate valuation assumptions. An impairment write-down to fair value is charged to earnings for
those securities whose amortized cost exceeds the present value at the risk-free rate. IndyMac Operating
estimates future prepayment rates based upon current interest rate levels, collateral seasoning, and market
forecasts, as well as relevant characteristics of the collateral underlying the assets, such as loan types, interest
rates and recent prepayment experience. Unrealized gains and losses from fair value adjustments on mortgage
securities identified as trading are included in earnings.

In October of 1998, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standard No. 134, “Accounting for Mortgage-Backed Securities Retained after the Securitization
of Mortgage Loans Held for Sale by a Mortgage Banking Enterprise” (“SFAS 134”). This Statement
required mortgage-banking enterprises to classify as trading securities any retained mortgage-backed securities
that it commits to sell before or during the securitization process. It also required mortgage-banking
enterprises to classify mortgage-backed securities of loans previously held for sale, based on its ability and
intent to hold the securities. IndyMac Operating adopted SFAS 134 on December 31, 1998 and, as a result,
reclassified all of its trading securities to available for sale. The fair value of the portfolio which was reclassified
by IndyMac Operating was $369.4 million.

Mortgage Servicing Rights

IndyMac Operating retains mortgage servicing rights in connection with both the primary and master
servicing responsibilities associated with sales of loans and securities. IndyMac Operating also acquires, from
time to time, the rights to service, as opposed to master service, loans in connection with the purchase of such
loans. IndyMac Operating recognizes mortgage servicing rights as assets by allocating total costs incurred
between the loan and the servicing rights retained based on their relative fair values. Mortgage servicing assets
are amortized over the period of, and in proportion to, estimated net future servicing revenues. Gains on the
sale of servicing rights are recognized when payment, title and all risks and rewards have irrevocably passed to
the buyer (subject to customary representations and warranties) and there are no significant unresolved
contingencies.

The Company assesses impairment of its servicing assets based on the fair value of those rights on a
stratum-by-stratum basis with any impairment recognized through a valuation allowance for each impaired
stratum. For purposes of measuring impairment, the servicing assets are stratified based on their predominate
risk characteristics, which the Company has determined as the note type and coupon rate of the underlying
mortgage loans in 50 basis point increments, and by the collateral type which the loans are serviced.

To determine the fair value of the servicing assets, the Company primarily uses a valuation model that
calculates the present value of future estimated cash flows. Assumptions used in the valuation model include
anticipated prepayment speeds and loan performance. The prepayment speeds are determined from market
sources for mortgages with similar coupons, adjusted for differences in collateral type.

Hedging Instruments

In seeking to protect its financial assets and liabilities from the effects of changes in market interest rates,
the Company has devised and implemented a general asset/liability investment management strategy which
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seeks, on an economic basis, to mitigate significant fluctuations in the financial position and results of
operations of the Company. This strategy includes, among other things, balancing investments in various types
of financial instruments whose values could be expected to move inversely to each other in response to
movement in market interest rates, and using a “macro-hedge” strategy which contemplates increased
earnings from production volumes at the same time as losses are incurred on AAA rated interest-only
securities and mortgage servicing rights due to rapid prepayments. The Company complies with the
requirements of Statement of Financial Accounting Standards No. 80, “Accounting for Futures Contracts,” in
accounting for its hedging transactions.

Revenue Recognition

Interest is recognized as revenue when earned according to the terms of the loans and securities and
when, in the opinion of management, it is collectible. Premiums paid and discounts obtained on loans held for
sale are deferred as an adjustment to the carrying value of the loans until the loans are sold. Gains on sale of
loans and securities are recognized upon settlement.

Income Taxes

For income tax purposes, IndyMac Operating files a separate tax return and is not consolidated with
IndyMac. Taxable earnings of IndyMac Operating are subject to state and federal income taxes at the
applicable statutory rates. Deferred income taxes in the accompanying financial statements are computed
using the liability method.

Property, Equipment and Leasehold Improvements

Property, Equipment and Leasehold Improvements totaling $17.2 million and $13.2 million were
included in other assets on the consolidated balance sheets at December 31, 1999 and 1998, respectively.
Property, equipment and leasehold improvements are stated at cost, less accumulated depreciation and
amortization. Depreciation is provided in amounts sufficient to relate the cost of amortization assets to
operations over their estimated service lives using the straight-line method. Estimated service lives generally
range from three to seven years. Leasehold improvements are amortized over the lesser of the life of the lease
or service lives of the improvements using the straight-line method.

IndyMac capitalizes external direct costs of materials and services consumed in developing or obtaining
internal-use computer software and salary costs relating to the respective employees’ time spent on the
software project during the application development stage.

Advertising Costs

IndyMac Operating expenses advertising costs as incurred. The Company expensed $10.4 million,
$5.4 million, and $2.2 million in advertising costs during the years ended December 31, 1999, 1998, and 1997,
respectively.

Stock-Based Compensation

During 1999, the Company’s stock-based compensation is provided to employees based on the 1998 Plan,
as amended which allows for the grant of various types of awards including, but not limited to, nonqualified
stock options, incentive stock options, stock appreciation rights, restricted stock awards, performance share
awards, and stock bonuses to employees (including officers and directors) of IndyMac, IndyMac Operating,
and their respective subsidiaries or affiliates and certain consultants or advisors to IndyMac, IndyMac
Operating, and their respective subsidiaries or affiliates. Awards are granted based upon the fair value of
IndyMac’s stock on the grant date.
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INDYMAC, INC. AND SUBSIDIARIES — (Continued)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The Company accounts for stock awards in accordance with Statement of Financial Accounting
Standards No. 123, “Accounting for Stock-Based Compensation” (“SFAS 123”’), which allows companies to
continue to recognize compensation expense pursuant to Accounting Principles Board Opinion No. 25
(“APB 25”), “Accounting for Stock Issued to Employees” but requires companies to disclose the effect on
earnings of compensation expense for stock options based on the fair value of the options at the grant date.

Recent Accounting Pronouncements

In June of 1998, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards No. 133, “Accounting for Derivative Instruments and Hedging Activities” (“SFAS 133”). This
Statement establishes accounting and reporting standards for derivative instruments, including certain
derivative instruments embedded in other contracts and for hedging activities. It requires that an entity
recognize all derivatives as either assets or liabilities in the statement of financial position and measure those
instruments at fair value. SFAS 133 is effective for all fiscal quarters of all fiscal years beginning after June 15,
2000 (January 1, 2001 for the Company), with earlier adoption permitted. The Company is currently in the
process of determining the impact of the adoption of SFAS 133 on its financial position and results of
operations.

NOTE 2 — LOANS HELD FOR SALE, NET

Included in loans held for sale are prime and subprime mortgage loans, manufactured housing loans and
home improvement loans. Substantially all of the mortgage loans purchased by IndyMac Operating from
IndyMac are fixed-rate and adjustable-rate jumbo and non-conforming loans secured by first liens on
single-family residential properties. Approximately 47.8% of the principal amount of mortgage loans held for
sale at December 31, 1999 were collateralized by properties located in California.

In 1999, 1998 and 1997, IndyMac Operating purchased loans from IndyMac with an aggregate principal
balance of $6.3 billion, $11.8 billion and $4.3 billion, respectively, and sold loans in the form of bulk whole
loan sales, agency whole loan sales or real estate mortgage investment conduit (“REMIC”) securities with an
aggregate principal balance of $6.4 billion, $11.7 billion and $4.2 billion, respectively.

NOTE 3 — MORTGAGE SECURITIES

At December 31, 1999 and 1998, the Company’s mortgage securities were comprised of the following:

December 31,

1999 1998
(Dollars in thousands)
AAA rated interest-only securities. . ........ ... ... i $ 9,083  $203,026
Agency and principal only securities .. ........... ... . .. 104,554 6,068
Other investment grade securities . ...............ccoiuiiniennenn.... 31,769 113,206
Total investment grade securities . ... ...........ooviuiinnenn ... 145,406 322,300
Non-investment grade residual securities .....................coooun.. 5,554 7,906
Other non-investment grade securities. . ...............ouuvrnrnen.n.. 28,395 67,888
Total non-investment grade securities ..................coooun.... 33,949 75,794
Total mortgage SeCUrities . ... ......ouueineieeenenennnn. $179,355  $398,094

Contractual maturities of the mortgage securities generally range from 10 to 30 years. As of Decem-
ber 31, 1999 and 1998, substantially all of IndyMac’s mortgage securities were pledged as collateral for loans
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and securities sold under agreements to repurchase. The following table summarizes the amortized cost and
estimated fair value of mortgage securities classified as available for sale as of December 31, 1999 and 1998.

December 31, December 31,

1999 1998

(Dollars in thousands)
Amortized COSt .. ...t $188,524 $397,859
Gross unrealized gains ............. . i 3,204 408
Gross unrealized 10SS€S ... ..o (12,373) (173)
Estimated fair value .......... ... ... . .. . . . . $179,355 $398,094

Prepayment speed assumptions used to value the Company’s AAA rated interest-only securities portfolio
are based primarily on historical experience, collateral coupon and seasoning. At December 31, 1999, the
average constant prepayment rate assumption approximated 13.3%. In addition, these valuations incorporated
weighted average discount rates of 13%. The actual constant prepayment rate was 13.8% for the month of
December 1999.

The change in net unrealized gains and losses totaling $(9.4) million and $(656) thousand during the
years ended December 31, 1999 and 1998, respectively, were net against $4.5 million and $264 thousand in
related tax expense (benefit), resulting in a net change in other comprehensive income of $(4.9) million and
$(0.9) million during the years ended December 31, 1999 and 1998, respectively.

The change in net unrealized holding losses on trading securities totaling $112.1 million and $6.9 million
were included in net earnings during the years ended December 31, 1998 and 1997, respectively. There were
no trading securities in 1999.

IndyMac Operating sold $204.1 million of AAA rated interest-only securities to IndyMac at the close of
business on December 31, 1999, recognizing a gain, net of tax, of $9.8 million. This transaction is reported in
the separate financial statements of IndyMac, Inc.; however, is eliminated in the equity in earnings of
IndyMac and has no impact on the consolidated earnings of IndyMac.

NOTE 4 — MORTGAGE SERVICING RIGHTS

At December 31, 1999 and 1998, IndyMac Operating’s master servicing portfolio had an aggregate
outstanding principal balance of $16.1 billion and $17.0 billion respectively, with a weighted average coupon of
8.2% and 8.3% respectively. Included in these balances are $2.3 billion and $1.2 billion of IndyMac owned-
loans and loans serviced for others at December 31, 1999 and 1998, respectively. IndyMac Home Loan
Servicing’s portfolio at December 31, 1999 and 1998 was $10.1 billion and $10.5 billion, respectively, with a
weighted average coupon of 8.6% as of December 31, 1999 and 8.3% as of December 31, 1998. Included in
these balances are $2.4 billion and $2.9 billion of IndyMac owned-loans and loans serviced for others at
December 31, 1999 and 1998, respectively.

The fair market value of the Company’s capitalized mortgage servicing rights was $154.0 million and
$130.9 million at December 31, 1999 and 1998, respectively. To determine the fair value of the servicing
assets, the Company primarily uses a valuation model that calculates the present value of future estimated
cash flows. Assumptions used in the valuation model include market discount rates and anticipated
prepayment speeds. The prepayment speeds are determined from market sources for mortgages with similar
coupons, adjusted for differences in collateral type.
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The changes in mortgage servicing rights are as follows:
Year Ended December 31,

1999 1998 1997
(Dollars in thousands)
Balance at January 1 ......... ... . ... ... ... ... $127,229  § 72,784  $54,398
AdItions . ... o 37,801 146,846 33,408
Scheduled amortization ..................iiiiiiii.... (31,129)  (16,347)  (9,266)
Sales . — (46,630) —
Deferred hedging costs .. ........c.o it (1,203) — —
Valuation/impairment ................couiuiinnennnnn... 7,611 (29,424)  (5,756)
Balance at December 31 .......... .. ... .. ... . . .. ... ... $140,309  $127,229  $72,784

Changes in the valuation for impairment of mortgage servicing rights are as follows:
Year Ended December 31,

1999 1998 1997
(Dollars in thousands)
Balance at January 1 ................ ... ... ... $(37,699) $ (8,275) $(2,519)
Valuation/impairment ................citiiiininennen... 7,611 (29,424)  (5,756)
Balance at December 31 ........... ... ... .. ... ... $(30,088) $(37,699) $(8,275)

The assumptions used to value mortgage servicing rights are as follows:

Valuation
Actual Assumption
Carrying Collateral Gross Servicing Witd. Avg. Prepayment Discount
Value Balance WAC Fee Multiple Speeds Yield
(Dollars in thousands)
December 31, 1999
Master Servicing................... $ 51,365  $13,829,264 82%  0.1% 3.27 238 16.3%
Primary Servicing
Prime/subprime ................. 87,548 7,352,119 83% 0.3% 3.55 226 12.1%
Manufactured housing ............ 1,396 394,545 10.3% 1.0% 0.35 208 15.0%
Total primary servicing ............. 88,944  $ 7,746,664 84%  0.4% 3.10 225 12.0%
Total mortgage servicing rights ... .... $140,309
December 31, 1998
Master Servicing. . ................. $ 61,135  $15,820,823 82%  0.1% 3.19 378 10.0%
Primary Servicing
Prime/subprime ................. 63,076 7,112,631 83% 0.3% 3.28 399 10.0%
Manufactured housing ............ 3,018 473,052 103%  1.0% 0.64 250 15.0%
Total primary servicing ............. 66,094 $ 7,585,683 84%  0.3% 3.24 390 10.2%

Total mortgage servicing rights ....... $127,229

NOTE 5 — BORROWINGS

IndyMac Operating is a co-borrower under the Company’s loans and securities sold under agreements to

repurchase and the syndicated bank line, subject to IndyMac’s continuing to remain jointly and severally liable
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for repayment. These facilities are secured by loans that are ultimately sold in the form of REMIC securities,
agency securities or whole loans, and mortgage-related securities. During 1999 and 1998, borrowings under
such facilities had original repricings of overnight and less than 30 days.

The facilities bear interest at rates indexed to the London InterBank Offering Rate (“LIBOR”) or the
federal funds rate, plus an applicable margin. For the years ending December 31, 1999 and 1998, the weighted
average borrowing rates on these facilities were 5.0% and 5.2%, respectively. None of the lenders are affiliated
with IndyMac or IndyMac Operating. At December 31, 1999 and 1998, the Company had $259.9 million and
$786.5 million outstanding, respectively, under such facilities.

NOTE 6 — INCOME TAXES

The income tax provisions for the years ended December 31, 1999, 1998 and 1997 consist of the
following:
Year Ended December 31,
1999 1998 1997
(Dollars in thousands)

Current tax expense (benefit)

Federal . . ..o $ 45 $ (971) $ 319

L 1 — — 137
Total current tax expense (benefit) ......................... 45 (971) 456
Deferred tax expense (benefit)

Federal .. ... ... . 6,532 (32,344) 9,974

S .« ottt 2,330 (10,160) 3,468
Total deferred tax expense (benefit) ........................ 8,862 (42,504) 13,442
Total income tax expense (benefit) ......................... $8,907  $(43,475) $13,898

The tax effects of temporary differences that gave rise to significant portions of deferred tax assets and
liabilities as of December 31, 1999 and 1998 are presented below:
December 31,
1999 1998
(Dollars in thousands)

Deferred tax assets

Allowance for 10an 10SSES . ... ...ttt $ 957 $ 1,066

Net operating loss carry forward .......... ... ... ... ... ... ... .. ... 252 4,181

Other . .o 3,419 743
Total net deferred tax assetS . .. ...t 4,628 5,990
Deferred tax liabilities

SHATE TAKES o vttt ettt e (204) (1,183)

Mortgage securities and servicing rights ........ ... .. ... ... ... ..., (7,756) (247)
Total deferred tax liabilities ............... .ot (7,960) (1,430)
Deferred tax asset (liability), net............ ... ... .. .couuoiioi.. $(3,332) $ 4,560
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IndyMac Operating had a net operating loss carry forward for federal income tax purposes of

approximately $700 thousand at December 31, 1999 which begins to expire in 2010, and a net operating loss
carry forward for state income tax purposes of $1.5 million.

The effective income tax rate differed from the federal statutory rate as follows:

199 1998 1997
Federal statutory rates .............cc.iinininiin i 35.0% 35.0% 35.0%
State income taxes, net of federal tax effect ...................... 6.5% 6.5% 7.2%
Other items, net ......... ... . 1.0%  1.0%  0.3%
Effective income tax rate ................. ... .. ... 42.5%  42.5%  42.5%

NOTE 7 — FINANCIAL INSTRUMENTS

In seeking to protect its financial assets and liabilities, the Company has devised and implemented a
general asset/liability investment management strategy which seeks, on an economic basis, to mitigate
significant fluctuations in the financial position and results of operations of the Company likely to be caused by
changes in market interest rates. This strategy includes, among other things, balancing investments in various
types of financial instruments whose values could be expected to move inversely to each other in response to
movement in market interest rates, and using a “macro-hedge” strategy which contemplates increased
earnings from production volumes at the same time as losses are incurred on AAA rated interest-only
securities and mortgage servicing rights due to rapid prepayments.

With respect to fixed rate mortgage loans held for sale, the Company hedges its exposure to interest rate
risk with forward commitments to sell a FNMA/FHLMC security of comparable maturity and weighted
average interest rate. With respect to AAA rated interest-only securities and mortgage servicing rights, the
Company reduces its exposure to interest rate risk by investing in other mortgage securities and financial
instruments that tend to increase in value as interest rates decrease including utilizing mortgage-backed
securities, ten year U.S. Treasuries, Treasury futures, or options. The Company uses hedging instruments to
reduce its exposure to interest rate risk.

IndyMac Operating had a $3.2 billion notional amount of interest rate floors outstanding as of
December 31, 1999. The value of interest rate floors is derived from an underlying instrument or index,
however, the notional or contractual amount is not recognized on the consolidated balance sheets. The cost of
these financial instruments, including the related premium/discount, is amortized to expense over the
contractual life of the contracts. Unamortized costs totaling $2.4 million are included in other assets on the
consolidated balance sheets as of December 31, 1999.

Subsequent to the reclassification of all securities from trading to available for sale as of December 31,
1998 and to the extent consistent with US GAAP, IndyMac Operating defers future gains and losses from
hedging activities associated with its mortgage securities portfolio. Future gains and losses from hedging
activities would be added to or deducted from the carrying value of the associated assets, which will then be
marked-to-market, with net unrealized gains or losses excluded from earnings and included as a separate
component of comprehensive income in shareholders’ equity, net of related income tax effects.

While IndyMac Operating does not anticipate nonperformance by the counterparties, IndyMac Operat-
ing manages credit risk with respect to such financial instruments by entering into agreements with entities
approved by senior management and initially having a long term credit rating of single A or better (by one or
more nationally recognized credit rating agencies) at the time the relevant contract is consummated. These
entities include Wall Street firms having primary dealer status. IndyMac Operating’s exposure to credit risk in
the event of default by the counterparty is the difference between the contract price and the current market
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price of the instrument being utilized. Unless noted otherwise, IndyMac Operating does not require collateral
or other security to support financial instruments with credit risk with approved counterparties.

NOTE 8 — FAIR VALUE OF FINANCIAL INSTRUMENTS

The following table presents the estimated fair value of the various classes of financial instruments as of
December 31, 1999 and 1998. The estimated fair value amounts have been determined by IndyMac Operating
using available market information and valuation methods that IndyMac Operating believes are appropriate
under the circumstances. These estimates are inherently subjective in nature and involve significant judgment
to interpret relevant market and other data. The use of different market assumptions and/or estimation
methods may have a material effect on estimated fair value amounts. Accordingly, the estimates presented
herein are not necessarily indicative of the amounts IndyMac Operating could realize in a current market
exchange.

December 31, 1999 December 31, 1998
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value

(Dollars in thousands)

Assets:
Loans held for sale ................ ..o ivuiii... $ 41,076 $ 41,076  $211,745  $211,745
Commitments to sell loans and securities . ............ 2,417 2,417 (1,841) (1,841)
Commitments to purchase loans .................... 103 103 182 182
Mortgage securities and treasury securities. ........... 179,355 179,355 700,407 700,407
Treasury call options . ............... ... viuin.... — — 3,150 3,150
Liabilities:
Loans and securities sold under agreements to
repurchase. ......... .. .. 170,753 170,753 697,406 697,406
Syndicated bank lines ............................. 89,139 89,139 89,139 89,139

The fair value estimates as of December 31, 1999 and 1998 are based on pertinent information available
to management as of those dates. The estimates have not been comprehensively reevaluated or updated since
those dates for purposes of these financial statements and, therefore, current estimates of fair value may differ
significantly from the amounts presented herein.

The following describes the methods and assumptions used by IndyMac Operating in estimating fair
values:

Loans Held for Sale. Due to the short-term nature of loans held for sale, the fair value of this
portfolio is assumed to be the carrying value.

Commitments to Sell Loans and Securities. IndyMac Operating utilizes forward commitments to
sell private-label mortgage-backed securities, Fannie Mae mortgage-backed securities and two-year, five-
year and ten-year U.S. Treasury futures contracts to hedge interest rate risk associated with loans held for
sale and commitments to purchase loans. Fair value of these commitments is determined based upon the
difference between the settlement values of the commitments and the quoted market values of the
underlying loans and securities.

Commitments to Purchase Loans. Fair value is estimated based upon the difference between the
current value of similar loans and the price at which IndyMac Operating has committed to purchase the
loans.
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Mortgage Securities and U.S. Treasury Securities. Fair value is estimated using quoted market
prices and by discounting future cash flows using discount rates that approximate current market rates
and prepayment expectations for securities with the same or similar characteristics. U.S. Treasury
securities are recorded at fair market value based upon quoted prices.

Treasury Call Options. Fair value is estimated based upon quoted market prices at year-end.

Loans and Securities Sold Under Agreements to Repurchase. Due to the short-term nature of loans
and securities sold under agreements to repurchase, the fair value of these liabilities is assumed to be the
carrying value.

Syndicated Bank Lines. Due to the adjustable interest rate on this facility, the fair value is assumed
to be the carrying value.

NOTE 9 — COMMITMENTS AND CONTINGENCIES
Financial Instruments with Off-Balance Sheet Risk

IndyMac Operating is a party to financial instruments with off-balance sheet risk in the normal course of
business through the acquisition and sale of loans and the management of interest rate risk. These instruments
include short-term commitments to purchase and sell loans and are entered into for purposes other than
trading. The instruments involve, to varying degrees, elements of credit and interest rate risk. IndyMac
Operating is exposed to credit loss in the event of nonperformance by the counterparties to the various
agreements. As discussed below, IndyMac Operating’s exposure to credit risk with respect to the master
servicing portfolio in the event of nonperformance by mortgagors is limited due to the non-recourse nature of
the loans in the servicing portfolio. IndyMac Operating’s exposure to credit risk in the event of default by the
counterparty is the difference between the contract price and the current market price of the instrument being
utilized. Unless noted otherwise, IndyMac Operating does not require collateral or other security to support
financial instruments with credit risk with approved counterparties.

Primary Loan Servicing

On April 2, 1998, IndyMac Operating acquired certain assets of the mortgage servicing operation of First
of America Loan Services, Inc. The servicing platform, IndyMac Home Loan Servicing, is located in
Kalamazoo, Michigan. As of December 31, 1999 and 1998, the IndyMac Home Loan Servicing portfolio
totaled $7.8 billion and $10.5 billion, respectively, with a weighted average coupon of 8.4% and 8.3% at
December 31, 1999 and 1998, respectively. Included in the $7.8 billion portfolio at December 31, 1999 was
$0.8 million of loans serviced for others.

Master Loan Servicing

As of December 31, 1999 and 1998, IndyMac Operating master serviced loans totaling $13.8 billion and
$17.0 billion, respectively, associated with its issuance of REMIC securities and whole loan sales. In
connection with REMIC issuances, each series of mortgage-backed securities is typically fully payable from
the mortgage assets underlying such series and the recourse of investors is limited to those assets and any
credit enhancement features, such as insurance. Generally, losses in excess of the credit enhancement
obtained are borne by the security holders. Except in the case of a breach of the standard representations and
warranties made by IndyMac Operating when loans are securitized or sold, the loans or securities are
nonrecourse to IndyMac Operating. Typically, IndyMac Operating has recourse to the sellers of such loans for
any breaches of similar representations and warranties made by the sellers to IndyMac Operating.

As of December 31, 1999, approximately 33.2%, 7.6% and 6.8% of mortgage loans in IndyMac
Operating’s master servicing portfolio were secured by properties located in California, New York and Florida,
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respectively. The remainder are geographically dispersed throughout the United States, with no more than 5%
of the mortgage loans collateralized by properties in any other state.

Commitments to Purchase Loans

As of December 31, 1999 and 1998, IndyMac Operating had entered into commitments to purchase loans
from IndyMac totaling $1.1 billion and $2.1 billion, respectively, including loans subject to purchase from
sellers by IndyMac. During the years ended December 31, 1999 and 1998, IndyMac Operating purchased
loans from IndyMac totaling $5.8 billion, and $11.8 billion, respectively.

Commitments to Sell Loans and Securities

IndyMac Operating hedges its inventory and committed pipeline of mortgage loans by using temporary
cross hedges with forward commitments to sell FNMA mortgage-backed securities and U.S. Treasury futures
contracts. IndyMac Operating’s commitments to sell loans approximated $253.0 million and $443.0 million,
respectively, as of December 31, 1999 and 1998. IndyMac Operating had forward commitments to sell
$836.9 million and $620.0 million of FNMA mortgage-backed securities as of December 31, 1999 and 1998,
respectively, and $406.9 million of two-year, five-year and ten-year U.S. Treasury contracts as of Decem-
ber 31, 1998. There were no U.S. Treasury contracts as of December 31, 1999. The commitments to sell
securities had net unrealized gain (loss) of approximately $4.6 million and $(2.0) million as of December 31,
1999 and 1998, respectively. The net unrealized gains (losses) were deferred as part of IndyMac Operating’s
lower of cost or market analysis on its loans held for sale. Cash requirements related to forward commitments
and futures contracts are limited to the interest rate risk exposure resulting from having fewer closed loans at
the committed price than anticipated under the forward commitments and futures contracts.

In conjunction with the sale of loans, the Company from time to time enters into contracts whereby there
are certain loans sold with recourse. At December 31, 1999, the outstanding balance of the Company’s
recourse obligation was $1.3 million.

Lease Commitments

IndyMac Operating leases office facilities under lease agreements extending through 2010. Future
minimum annual rental commitments under these non-cancelable operating leases, net of sublease rentals,
with initial or remaining terms of one year or more are as follows:

For the Year Ending December 31, Related Party Non-related Party Total
(Dollars in thousands)

2000 .. $ 4,175 $ 3,362 $ 7,537
2000 . 4,174 2,958 7,132
2002 4,174 2,687 6,361
2003 L 4,174 1,863 6,037
2004 . 4,174 376 4,550
Thereafter. . ........ . ... .. . 24,106 2 24,108
Total minimum lease payments. ................... 44,977 11,248 56,225
Sublease rentals..................co ... (157) (2,714) (2,871)
Total minimum lease payments, net of sublease rentals  $44,820 $ 8,534 $53,354

The related party lease was entered into between the Company and CCR for real estate in Pasadena,
California, which provides office space for the Company’s corporate headquarters. Rental expense, net of
sublease income, for all operating leases was $7.1 million, $4.6 million, and $2.6 million in 1999, 1998, and
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1997, respectively. In accordance with the Expense Allocation Agreement between IndyMac and IndyMac
Operating, lease expense costs totaling $1.2 million and $0.9 million were allocated to IndyMac during 1999
and 1998, respectively.

NOTE 10 — BENEFIT PLANS
Stock Option Plan

Total restricted stock awards for IndyMac Operating granted in 1999 were 174,818 at a fair market value
of $2.2 million and a weighted average share price of $12.42. As of December 31, 1999 there were 138,090
awards outstanding. Awards forfeited during 1999 were 36,728. Paid-in capital in excess of par and unearned
compensation was recorded for the fair market value at the date of grant. Unearned compensation is being
amortized to compensation expense over the vesting period and is shown as a reduction in shareholders’ equity.
Total compensation expense for 1999 was $1.4 million. Total IndyMac stock options granted in 1999, 1998,
and 1997 to IndyMac Operating employees were 745,300, 1,618,291 and 438,589, respectively.

Pension Plan

In 1998, IndyMac Operating adopted a defined benefit pension plan (the “Benefit Plan”) covering
substantially all of its employees. Employees with one or more years of service are entitled to annual pension
benefits beginning at normal retirement age (65 years of age) equal to a formula approximating 0.9% of final
average compensation multiplied by credited service (not in excess of 35 years), subject to a vesting
requirement of five years service. IndyMac Operating’s policy is to contribute the amount actuarially
determined to be necessary to pay the benefits under the Benefit Plan, and in no event to pay less than the
amount necessary to meet the minimum funding standards of ERISA.

The changes in Benefit Plan assets during 1999 consisted of the actual return on assets of $363 thousand,
and employer contributions of $615 thousand, for a net fair value of $978 thousand at December 31, 1999.

Changes in benefit obligation were as follows:

Year Ended
December 31,
1999 1998

(Dollars in

thousands)
Benefit obligation, beginning of year .......... ... ... . i $1,237 $ 730
STVICE COSt . o vttt ettt e e e e e 671 298
Interest COSt .ottt 105 51
Plan amendments. . . ... ... i 66 —
Actuarial (gain) 10SS ... ..ottt (267) 158
Benefit obligation, end of year ........ ... ... .. ... .. $1,812  $1,237
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Reconciliations of funded status were as follows:

Year Ended
December 31,
1999 1998
(Dollars in
thousands)
Funded status .. ...... ...t $(834) $(1,237)
Unamortized prior SErviCe COSt ... .. vvu ittt ittt et e e 715 691
Unrecognized net actuarial (gain) 1oss.......... ... .. ... (452) 158
Accrued pension COSt . .. ..ottt $(571) $ (388)
Net periodic expense for the Benefit Plan was as follows:
Year Ended
December 31,
1999 1998
(Dollars in
thousands)
SEIVICE COS. v vttt ettt e ettt e e e e e $671  $298
Interest COSt . . ..ot 105 51
Expected return on assets ... ....ov.tt it e (28) —
Amortization of pPrior SErviCe COSt .. .. ...ttt et 43 39
Recognized net 1SS . ... oottt 7 —
Net Periodic EXPENSE . . . oo vttt et et e et e e $798  $388

Weighted average assumptions used in accounting for the Benefit Plan were as follows:

Year Ended
December 31,
1999 1998
Assumed diSCOUNt TAte ... .. v ittt s 7.50%  6.75%
Rate of compensation iNCIease . .. .. ....vuritiin ittt 4.00%  4.00%
Expected return on assets . . ... ...ttt e 8.00% 8.00%

Contribution Plan

In 1997, IndyMac Operating adopted a defined contribution plan (the “401(k) Plan”) covering

substantially all of its employees. Employees with one or more years of service may contribute up to 16% of
annual compensation to a maximum of $10,000 of pre-tax annual compensation. IndyMac Operating may

determine, at its discretion, employer matching contributions to be made.

NOTE 11 — RELATED PARTY TRANSACTIONS

As of December 31, 1999 and 1998, advances due by IndyMac Operating to IndyMac totaled

$34.0 million and $196.2 million, respectively. Such funds were advanced by IndyMac, under a revolving
credit facility arrangement and certain one-year term borrowing arrangements, to finance assets of IndyMac
Operating. Such advances bear interest at rates indexed to LIBOR. The interest rate charged on such

advances was 9.5% and 9.3% at December 31, 1999 and 1998, respectively.

IndyMac Operating received $75.0 million in capital contribution from IndyMac in the fourth quarter of
1998.
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Prior to July 1, 1997, IndyMac operated under an agreement (the “Management Agreement”) with
Countrywide Asset Management Corporation (the “Manager” or “CAMC”) to advise the Company on
various facets of its business and manage its operations, subject to review and supervision by IndyMac’s Board
of Directors. The Manager had entered into a subcontract with its affiliate, Countrywide Home Loans, Inc.
(“CHL”), to perform such services for the Company as the Manager deemed necessary. For performing these
services, the Manager received, (1) a base management fee of 0.125% per annum of average-invested
mortgage-related assets not pledged to secure CMO’s, and excluding loans held for sale, (2) a separate
management fee equal to 0.2% per annum of the average amounts outstanding under traditional warehouse
lines of credit, and (3) incentive compensation equal to 25% of the amount by which IndyMac’s annualized
return on equity exceeded the ten-year U.S. Treasury Rate plus 2%. IndyMac Operating paid management
fees to CAMC totaling $757 thousand for the year ended December 31, 1997.

Prior to July 1, 1997, the Manager incurred many of the operating expenses of the Company, including
personnel and related expenses. As part of its acquisition of CAMC, IndyMac entered into a Cooperation
Agreement with Countrywide Credit Industries, Inc. (“CCR”), whereby certain services previously provided
to IndyMac by CCR would be provided during a transition period. The Cooperation Agreement specifies
certain costs for IndyMac to pay CCR for services during the transition period. The Company’s B2B
operations are primarily conducted by IndyMac Operating and all other operations are conducted by
IndyMac. Accordingly, IndyMac Operating is charged with the majority of the B2B’s costs, and IndyMac is
charged with the cost of other operations.

During 1997, IndyMac Operating entered into a sublease agreement for its corporate headquarters with
CCR, while at the same time, CCR subleased space from IndyMac Operating in the Company’s former
headquarters. As a result, IndyMac Operating paid CCR $3.9 million, $2.6 million and $1.1 million in 1999,
1998 and 1997 respectively, and received $377,900, $31,000 and $189,000 in 1999, 1998 and 1997,
respectively, for lease and sublease payments from CCR.

IndyMac Operating paid CHL $2,500, $1.7 million and $1.9 million in subservicing fees during 1999,
1998 and 1997, respectively.

In August 1998, IndyMac Operating acquired from Flagstar Bank, FSB, the servicing rights of a
$2.9 billion loan portfolio for $46.4 million. As a result of the fourth quarter 1998 market disruptions, the
Company sold the servicing rights acquired from Flagstar Bank, FSB, to CHL on October 31, 1998, at a price
of $36.7 million.

All loans purchased by IndyMac for which a REMIC transaction or whole loan sale is contemplated are
committed for sale to IndyMac Operating at the same price at which the loans were acquired by IndyMac.
IndyMac Operating currently does not purchase any loans from any entities other than IndyMac.

NOTE 12 — SEGMENT REPORTING
IndyMac Operating’s reportable operating segments include Mortgage Banking and Investments.

The Mortgage Banking segment purchases all loans from IndyMac for which a REMIC transaction or
whole loan sale is contemplated are committed for sale to IndyMac Operating pursuant to the terms of a
master forward sales agreement. These loans are then securitized through the issuance of mortgage-backed
securities in the form of REMICs, or resold in bulk whole loan sales to permanent investors. The Mortgage
Banking segment’s principal sources of income are gains recognized on the sale of mortgage loans and the net
spread between interest earned on loans and the interest cost associated with the borrowings used to finance
such loans.

The Investment segment invests in mortgage servicing rights and mortgage securities either retained in
connection with the issuance of mortgage-backed securities or purchased from third parties. The investment
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segment’s principal sources of income are spread income on securities, service fee income and net gain on sale
of mortgage securities.

The accounting policies of the operating segments are the same as those described in the summary of
significant accounting policies except that the segment reporting data includes allocations of certain income
and expense accounts of IndyMac Operating in order to present to the reader the operating segments as
reviewed and managed by the Company’s chief operating decision maker.

Segment information for the years ended December 31, 1999, 1998, and 1997 were as follows:

Mortgage Total
Banking Investments Adjustments IndyMac, Inc.
(Dollars in thousands)
1999
Net interest INCOME . .. oo o v e et $ 8,161 $ 17,985 $(20,524) $ 5,622
Net revenues (EXPenses) . ....vveernenenenn... 133,005 22,666 (20,524) 135,147
Net earnings (10sS) . ..., 15,937 7,914 (11,801) 12,050
Assets as of December 31,1999 . ................ $ 50,867  $372,975 — $ 423,842
1998
Net interest income (loss) ..................... $ 5209 $ 10,885 $(17,381) $ (1,287)
Net revenues (€XPeNnses) ... ....uovvvrnenenenn... 127,107 (98,746) (17,381) 10,980
Net earnings (10ss) . ........oviiiinin.... 11,362 (60,187) (9,994) (58,819)
Assets as of December 31, 1998 .. ............... $236,567  $866,229 — $1,102,796
1997
Net interest income ..., .. $ 3,473 $§ 8,643 $(10,075) $ 2,041
Net revenues (€XPENsSes) ... ..ovvvrernenenenn... 80,085 19,966 (10,075) 89,976
Net earnings (10SS). ..., 15,765 8,835 (5,793) 18,807
Assets as of December 31, 1997 ................. $147,712 $673,341 — $ 821,053

NOTE 13 — SUBSEQUENT EVENT

During January of 2000, IndyMac purchased all of IndyMac Operating’s outstanding common stock,
which was held by CHL, for $1.8 million. As IndyMac will own 100% of the outstanding common and
preferred stock of IndyMac Operating subsequent to the buyout of CHL’s investment in IndyMac Operating’s
common stock, IndyMac Operating’s results of operations and its financial position will be consolidated into
IndyMac’s financial statements beginning January of 2000.
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