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Cybersecurity 
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The Good: Securitization 101
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Issue asset-backed 
securities

- Senior tranche(s)

- Mezzanine
tranche(s)

- Junior tranche

SPV issues debt 
securities (asset-

backed) to investors

Typically structured 
into various 

classes/tranches, rated 
by one or more rating 

agency

Transfer of assets from 
the originator to the 

issuing vehicle

• Assets immune
from bankruptcy of
seller

• Originator retain no
legal interest in
assets

How Securitization Works – Flow of Securitization 

4Source: https://www.imf.org/external/pubs/ft/fandd/2008/09/basics.htm

Underlying assets

Reference portfolio
(“collateral”)

1 2Asset Originator
Issuing Agent (e.g., 

special-purpose 
vehicle (“SPV”))

Capital Market 
Investors
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Securitization “Waterfall”

Senior

Cash Flows

Mezzanine

Equity or Subordinate

The Waterfall in Securitization
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Largest Debt Market

HG Bond/Note, 
$6,023 

HY Loan/Revolver, 
$1,436 

HY Bond/Note, 
$1,185 

HG Loan/Revolver, 
$656 

Corporate Debt
$9.3T 

Structured Products
$11.5T

Agency MBS, 
$7,396 

Agency CMO, 
$1,111 

Non-Agency 
CMBS, $554 

Non-Agency 
RMBS, $819 

ABS, $850 

CDO/CLO, $794 

Note: Market Size Outstanding ($Billions)
Source: Structure Products SIFMA as of Q2 2019; Corporate Debt S&P Financial Services as of Jan 2019

Market Size Outstanding
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What Gets Securitized
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1985 - Vanilla Sectors 

Today - Esoteric Sectors (60+)
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Past: “Good” Subprime

8Source: https://www.nytimes.com/2008/08/15/business/15sell.html?searchResultPosition=1
Source: Waterfall 

• 2nd largest branch-based consumer finance company

• Issued one of first Subprime Mortgage ABS in 
October, 1989

“….pledge the house to buy a blouse….”
A Merrill Lynch executive, T. Capasse, NYT 1988

~300M AAA-rated ABS

~30% Retained Interest (“skin in the game”)

Collateral: ~10,000 “subprime” first/second mortgages
-FICO score didn’t exist
-~25% of collateral in 10/17/89 San Francisco earthquake
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Past: “Bad” Subprime
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Issuance Chart ($ Billions)

$0
$100
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$300
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$900

$1,000
$1,100
$1,200
$1,300

Non-Agency RMBS SubprimeNumbers are in USD billions.
Source: SIFMA

90.4%

0.4%

9.2%

Crisis
2008 - 2010

40.5%

36.4%

23.0%

Bubble
2004 - 2007

70.7%

0.7%

28.6%

Today
2014 - Present

54%

13%

33%

Pre-Bubble 
2000 - 2003

Source: IMF, Morgan Stanley Research
Numbers may not add to 100% due to rounding. 

Sources of U.S. Mortgage Finance Through History
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Source: Bloomberg

Chart Case-Shiller YoY%
%

9.5.19
GSE 

Reform 
Proposal
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Confession of
Judgement 

~85% price drop
Garnish Immigrant 

(40% India/Pakistan) bank 
accounts

~950 bankruptcies 

10Sources: https://www.nytimes.com/2019/05/19/nyregion/nyc-taxis-medallions-suicides.html?module=inline
https://www.nytimes.com/2019/05/19/nyregion/taxi-medallions.html

Pre-bubble Bubble (2010-2014 Uber entry)
LTV 70% 100%
Term 10 years 50 years
Rate 7% 3-4%
Balloon No 3yr balloon/rate reset to 24%

1995 2000 2005 2010 2015

0

0.5

$1 Million

Individual sale
60-day moving average

Current: NYC Taxi Medallions
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11Source: https://www.wsj.com/articles/the-long-road-to-the-student-debt-crisis-11559923730?mod=searchresults&page=1&pos=4
Source: Waterfall
Chart Source: Total - Federal Reserve Economic Data, Federal -National Student Loan Data System (NSLDS), Private Implied difference and 
https://www.newyorkfed.org/microeconomics/hhdc.html

Peak Prices: College tuition has risen much faster than other 
household expenses.
Change in Prices Since 1978

Source: Labor Department

Education = Entitlement

1965  1972

• 11% 90-day+ delinquent + ~50% of 20% in deferral
likely non-payers

• 2M defaults in last 6 years/1400 day

• $32B projected loss on DOE program

• 40% of grads in non-college jobs

• 70 college presidents earn >$1M

• In >33% of schools, <50% students graduate
within 8 years

Student Loan Debt Outstanding vs Credit Card Debt Balance ($T)

0
0.2
0.4
0.6
0.8

1
1.2
1.4
1.6
1.8

Federal Private Credit Card Total Debt Balance

Future: Student Loans (“a six pack & a backpack”)
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Future: Direct Lending
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Bank Loan Market and Middle-Market Leverage Ratios Climb to All 
Time Highs

Source: Credit Suisse and S&P LCD as of 3.31.19

Direct Lending (CLO/BDC/Private Funds) Drives Leveraged Loan New 
Issue

Source: Wells Fargo Securities, LCD
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Future: Direct Lending
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Bubble 1 – EBITDA Adjustments = 1.0 CMBS (’07) Underwriting Bubble 2 – Risk Layering: Structural Leverage  + Financial Leverage

Bubble 3 – Liquidity 

Source: Federal Reserve data, Morgan Stanley Research Source: Federal Reserve data, Morgan Stanley Research

Source: Morgan Stanley Research, S&P LCD

Dealer Inventories in Credit Assets ($B)

Debt Cushion of Outstanding Loans

Mutual Fund/EFT % of US Corporate Bond Market

Exhibit A: Page 13



Future: China Fintech
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• 50% of P2P borrowers <30-years old

• >50% borrow from multiple platforms

• 33% use new loans to refinance

• 50% missed payments

Source: Rong360 2018 survey

$219B Market (2018)

Source: Bloomberg

Failed Peer-to-Peer Lending Platforms in China (cumulative)

Source: https://www.finextra.com/blogposting/17107/the-rise-and-fall-of-p2p-lending-in-china
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This material is presented by Waterfall Asset Management, LLC (“Waterfall”). The information presented herein is furnished to the recipient on a confidential 
basis for informational purposes only and is not intended as an offer to sell or the solicitation of an offer to purchase shares or interests in a private fund (such 
private fund, a “fund”). Any such offer or solicitation, if made, may be made solely by delivery of a fund’s private placement memorandum and subscription 
agreements and only in those jurisdictions where permitted by law. 

The information contained in this presentation is confidential and is intended solely for use by the recipient hereof. This presentation is not to be reproduced 
or distributed to any other person, in whole or in part, without the prior written consent of Waterfall. The information contained herein is as of the date 
indicated and reflects present intention only. This information is subject to change at any time, and Waterfall is under no obligation to provide you with any 
updates or amendments to this presentation. The research herein is based on information obtained from sources believed to be reliable but no representation 
or warranty is made that it is accurate, complete or up to date.

Waterfall and its affiliates do not provide tax or legal advice. To the extent that this material or any attachment concerns tax matters, it is not intended to be 
used and cannot be used by a taxpayer for the purpose of avoiding penalties that may be imposed by law. Any such taxpayer should seek advice based on the 
taxpayer's particular circumstances from an independent tax advisor. The information included in this presentation has not been reviewed or audited by 
independent public accountants, unless stated otherwise herein.

Past performance should not be considered indicative of future results. Actual results will vary. The performance results contained herein are for 
informational purposes only, and are not meant to imply that an investment in a fund will produce results similar to the performance results contained 
herein. No assurance can be given that the investment objectives described herein will be achieved and investment results may vary substantially on a 
quarterly, annual or other periodic basis.

© 2019, Waterfall Asset Management, LLC. All rights reserved.

Disclosure
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