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This presentation was prepared exclusively for the benefit and internal use of the J.P. Morgan client to whom it is directly addressed and delivered 
(including such client’s subsidiaries, the “Company”) in order to assist the Company in evaluating, on a preliminary basis, the feasibility of a possible 
transaction or transactions and does not carry any right of publication or disclosure, in whole or in part, to any other party. This presentation is for 
discussion purposes only and is incomplete without reference to, and should be viewed solely in conjunction with, the oral briefing provided by J.P. Morgan.
Neither this presentation nor any of its contents may be disclosed or used for any other purpose without the prior written consent of J.P. Morgan.

The information in this presentation is based upon any management forecasts supplied to us and reflects prevailing conditions and our views as of this date, 
all of which are accordingly subject to change. J.P. Morgan’s opinions and estimates constitute J.P. Morgan’s judgment and should be regarded as 
indicative, preliminary and for illustrative purposes only. In preparing this presentation, we have relied upon and assumed, without independent 
verification, the accuracy and completeness of all information available from public sources or which was provided to us by or on behalf of the Company or 
which was otherwise reviewed by us. In addition, our analyses are not and do not purport to be appraisals of the assets, stock, or business of the Company 
or any other entity. J.P. Morgan makes no representations as to the actual value which may be received in connection with a transaction nor the legal, tax
or accounting effects of consummating a transaction. Unless expressly contemplated hereby, the information in this presentation does not take into 
account the effects of a possible transaction or transactions involving an actual or potential change of control, which may have significant valuation and 
other effects.

Notwithstanding anything herein to the contrary, the Company and each of its employees, representatives or other agents may disclose to any and all 
persons, without limitation of any kind, the U.S. federal and state income tax treatment and the U.S. federal and state income tax structure of the 
transactions contemplated hereby and all materials of any kind (including opinions or other tax analyses) that are provided to the Company relating to such 
tax treatment and tax structure insofar as such treatment and/or structure relates to a U.S. federal or state income tax strategy provided to the Company 
by J.P. Morgan.

J.P. Morgan’s policies prohibit employees from offering, directly or indirectly, a favorable research rating or specific price target, or offering to change a 
rating or price target, to a subject company as consideration or inducement for the receipt of business or for compensation. J.P. Morgan also prohibits its 
research analysts from being compensated for involvement in investment banking transactions except to the extent that such participation is intended to 
benefit investors.

IRS Circular 230 Disclosure: JPMorgan Chase & Co. and its affiliates do not provide tax advice.  Accordingly, any discussion of U.S. tax matters 
included herein (including any attachments) is not intended or written to be used, and cannot be used, in connection with the promotion, marketing 
or recommendation by anyone not affiliated with JPMorgan Chase & Co. of any of the matters addressed herein or for the purpose of avoiding U.S. 
tax-related penalties.

J.P. Morgan is a marketing name for investment banking businesses of JPMorgan Chase & Co. and its subsidiaries worldwide. Securities, syndicated loan 
arranging, financial advisory and other investment banking activities are performed by a combination of J.P. Morgan Securities Inc., J.P. Morgan plc, 
J.P. Morgan Securities Ltd. and the appropriately licensed subsidiaries of JPMorgan Chase & Co. in Asia-Pacific, and lending, derivatives and other 
commercial banking activities are performed by JPMorgan Chase Bank, N.A. J.P. Morgan deal team members may be employees of any of the foregoing 
entities.

This presentation does not constitute a commitment by any J.P. Morgan entity to underwrite, subscribe for or place any securities or to extend or arrange 
credit or to provide any other services.
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Executive Summary

� The current economic crisis is both severe and global

� Despite government intervention, the duration of the crisis may 

be protracted

� Markets have tumbled across all asset classes and regions, 

suggesting that risk has been fundamentally re-priced

� Capital availability is constrained, due to... 

� Declining free cash flow

� Record refinancing needs as debt matures

� Reduced capacity in the bank loan and commercial paper markets

� Equity capital deemed too expensive for many issuers

Economic 
contraction 
continues

Economic 
contraction 
continues

Available capital 
is constrained

Available capital 
is constrained
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Executive Summary (continued)

� Buyers and sellers having difficulty agreeing on valuation

� M&A activity bifurcated between mega-cap deals and small deals

� Financial sponsors focusing on their existing portfolios

� Companies should continue to plan conservatively

� “V-shaped” recovery unlikely

� Outcomes are asymmetrical 

� Companies should continually monitor their liquidity and access to 

capital

� In most cases, all financing options should be considered 

M&A remains 
challenging

M&A remains 
challenging

Access to capital 
has become a 
strategic issue

Access to capital 
has become a 
strategic issue
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Source: Bloomberg, J.P.Morgan as of Q1 2009.  All figures in real terms adjusted for local consumer price changes
1 Russian RTS index
2 WTI crude futures
3 Brazil BOVESPA stock index
4 S&P 500 Healthcare Index
5 Dow Jones CDX North America high-yield index
6 Case-Shiller composite 20 index

Change from market peakChange from market peak

(63.3%)

(41.9%)
(47.2%)

(42.7%)
(36.8%)

(29.3%)

(81.0%)

(72.2%)

(61.5%) (60.9%)
(57.6%)

(50.0%)

(42.5%)

(37.1%)

(32.3%)

(52.2%)

(32.3%)

(74.7%)

Russia Oil Nikkei Brazil S&P 500 FTSE 100 Healthcare CDX-HY Home prices

Market peak to trough

Market peak to current

1 2 3 64

Escaping the market crisis has been difficult

5
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Current economic downturn is a global, synchronous recession reaching 

unprecedented levels in the post-World War II era

Current state of the economyCurrent state of the economy

� Lehman Brothers

� Fannie/Freddie, AIG, Citibank

� Merrill Lynch, WaMu, Wachovia, 
Bear Stearns

Financial 
sector

� Euro zone inflation fell to 1.2% 
in February from 4.0% last July

� European banks under fire

� Japan's manufacturing sector 
contracted 25% last QUARTER 
alone (in contrast, U.S. down 5-
6% TOTAL since recession began)

Worldwide 
economy

� GDP fell 6.2% in Q4 2008

� J.P. Morgan predicts 2 additional 
quarters of negative GDP growth

U.S. GDP

� Current trend is deflationary

� Government stimulus could 
increase longer-term inflation

Inflation

US unemployment rate and real GDP growthUS unemployment rate and real GDP growthTrendTrend

����

�

�

Global real GDP growthGlobal real GDP growth

3.9% 4.8%

3.0%2.6%
1.3%

2.7%
2.8%

0.9%

4.8%

1.5%
0.8% 0.0% (0.2%)

4.8%

(0.5%)

(6.2%)
(7%)

(5%)

(3%)

(1%)

2%

4%

6%

8%

10% Unemployment rate 8.5%1

Real GDP growthUnemployment rate

Source: Global Insight/DRI, Bureau of Economic Analysis; JPM projections as of Q1 2009
1 As of April 2009

4.0% 4.3%
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0.1%
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The U.S. Government has been proactive with over $3 trillion of 

initiatives...

Government initiativesGovernment initiatives

� Fed cut rates to 0.00%-0.25%

� 2008: $168bn package consisting of tax relief

� 2009: $787bn package (tax cuts and spending)

� Freddie Mac and Fannie Mae: taken over in 
September 2008

� AIG: $150bn-$180bn+ rescue 

� Bear Stearns: Fed issued non-recourse loan of 
$29bn to JPM, assuming risk of certain BS 
assets

� Citi: Add’l capital infusion of $27bn post-TARP

� September 2008: Fed led $180bn injection into 
world financial markets

� Fed lent to Bank of England, ECB, Swiss 
National Bank, and the central banks of Canada 
and Japan

� Capital injections into financial institutions to 
stabilize U.S. banking system

� Federal Reserve buying CP and asset-backed 
CP to provide more liquidity 

Decreasing 
rates

Stimulus 
packages

Individual 
company 
bailouts

Injection into  
world banking

$700bn 
bailout 
(TARP)

CP Funding 
Facility 
(CPFF) 

Fed fundsFed funds

U.S. Treasury rolling 12 month deficits ($bn)U.S. Treasury rolling 12 month deficits ($bn)

Source: U.S. Department of Treasury
Note: Represents rolling 12-month average
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� Federal Reserve to lend $200bn to stimulate up 
to $1tn of investment in ABS

TALF
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Peak-to-troughPeak-to-trough

1

2

...however, history suggests that the crisis may be protracted

Historical bank crises include: Malaysia (97), Thailand (97), Korea (97), Argentina (01), Sweden (91), 
Japan (92), Norway (87), Spain (77), Indonesia (97), Finland (91), Colombia (98), Philippines (97), 
Hong Kong (97), US (29) and Norway (1899) 

An average increase in the unemployment rate would result in an 
11.4% unemployment rate

Source:  Reinhart and Rogoff (2008) “The aftermath of Financial Crises”, Bloomberg, J.P. Morgan
Note:  Changes in housing prices, equity prices, GDP, and public debt are presented in real terms (CPI deflated). 

Hist. average Curr. crisis Hist. average Curr. crisis

Housing prices -36% -32% 6.0 2.5

Equity values -56% -57% 3.4 1.5

Unemployment rate 7.0% 4.1% 4.8 2.0

GDP per capita -9.3% -2.1% 1.9 0.5

Public debt 86% 16% - -

Percent change Duration in Years
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Summary 
(1998—2009YTD)    

     

Equity risk 
� S&P 500 

Volatility 

index (VIX)   

 

          

Bank  

credit risk 

� 3-month 

LIBOR—3-

month UST 

   

          

Public  
credit risk 

� Ind. index 
BBB 5-yr—5-

yr UST 

   

      

Risk pricing has reached record levels

Re-pricing of riskRe-pricing of risk

Q1 2009
Historical
min/max

Credit cycle 
peak Jun-07

411 bps125 bps64 bps

11/20/08

9.9% 80.9%13.6%

01/24/07

99 bps59 bps

10/10/08

3 bps

09/04/01

8.4 σσσσ

18.4 σσσσ

9.1 σσσσ

Peak σ
from mean 

459 bps

486 bps

01/02/98

45.5%

11/26/08

� Higher cost of capital 

� Models indicate 8-10% equity risk 

premium (vs. 5-6% historically)

� Cost of debt has increased as well, 

particularly for high yield issuers

� Projects/acquisitions that would make 

sense in “normal” markets difficult to 

justify based on expected returns

� Volatile outcomes suggest more 

conservative capital structures

� Credit spreads indicate greater need 

to focus on counterparty risk 

ImplicationsImplications
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Source: Bloomberg

Source: S&P LCD (average rating: B); index rolled on 11/4/08

Historical J.P. Morgan Global HY Index YTW (%)Historical J.P. Morgan Global HY Index YTW (%) Avg bid for selected large institutional flow loans ($)Avg bid for selected large institutional flow loans ($)

Historical JULI Benchmark Spread (bps)Historical JULI Benchmark Spread (bps) Convertible arbitrage indexConvertible arbitrage index

Debt markets remain severely stressed
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2008—2009YTD common equity follow-
on issuance by sector

2008—2009YTD common equity follow-
on issuance by sector

Healthcare 2% 

Financial 58%
Diversified 23%

Energy 8% 

TMT 1%

Real Estate 7% 

Consumer 1%

While balance sheet repair is driving equity issuance, opportunistic 

capital raising has been better received

Source: Dealogic
1 Excludes block trades
2 File/offer performance market-adjusted for S&P 500

2008—2009YTD common equity 
follow-on issuance by use of proceeds1
2008—2009YTD common equity 
follow-on issuance by use of proceeds1

Working capital 4%

Balance sheet 
repair 47%

Secondary 4%

General corporate
purposes 7%

Acquisitions 26%

Repay debt 12%

Price impact by use of proceeds 2008—2009YTD1Price impact by use of proceeds 2008—2009YTD1

(15%)

(8%)
(6%)

(8%)

(4%)
(8%)(9%)

(3%) (3%)(4%)

Balance sheet repair Repay debt Acquisition - related Gen. Corp. Purposes Secondary

% file/offer2

% discount to last trade

“Defensive” position “Offensive” position

� Many companies are 

opting to raise 

equity 

pro-actively to 

prepare for a 

prolonged downturn 

and capitalize on 

strategic 

opportunities

� Management teams 

and boards are 

weighing the 

increased cost of 

equity versus the 

prospect of being 

undercapitalized to 

weather the 

downturn 
47% 12% 26% 7% 4%

19 69 15 49 22

% of total
issuance

# of deals
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Bank and hedge fund capital are contracting

Global financials’ asset base reduction1 ($ trillion)Global financials’ asset base reduction1 ($ trillion)

$49.6$49.3

($10.5) 

$4.9

$5.9

$44.7

($9.4)

$40.2

Asset base $851 bn

writedowns

$476bn private

capital

Asset base after

priv capital

$398bn govt

capital

Asset base after

all capital

Delevering to 10% Asset base @ 10%

cap ratio

Reduction in 
capacity of $4 trn 

before govt injections

Increase cap 

ratio to 10% 

(illustrative)

Source: Bloomberg; J.P.Morgan 
Note: Total write-downs and capital raised as of Q1 2009
¹ Includes the 80 largest global banks/brokers by write-downs; Assumes core capital ratio of 8.1% 

Hedge funds ($ bn)Hedge funds ($ bn)

0

1,000

2,000

3,000

4,000

5,000

6,000

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

(Proj.)

2009

(de-lev)

Equity Total assets

2.5x
leverage 2.5x

3.5x 3.0x 2.4x
2.7x 2.4x

2.9x

2.8x

2.3x

2.3x
2.0x

Source: J.P. Morgan
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Record debt maturities and a shrinking CP market in 2009…

Source: FactSet.  Includes all public non-CP US corporate debt.  
Outstanding maturities are as of 12/31 the previous year. 

$705

$636
$601

$575

2006 2007 2008 2009

US commercial paper outstanding ($bn)US commercial paper outstanding ($bn)Public debt maturities of US corporations ($bn)Public debt maturities of US corporations ($bn)

$0

$500

$1,000

$1,500

$2,000

$2,500

1997 1999 2001 2003 2005 2007 2009

Source: Bloomberg

$500bn decline 
since market peak

Market peaked 
in July 2007
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…may be accompanied by reduced capital markets capacity

High yield bondsHigh yield bonds

U.S. debt and convertible capital markets issuance volumes ($ bn)U.S. debt and convertible capital markets issuance volumes ($ bn)

Total syndicated loan1Total syndicated loan1

Source: Bloomberg; J.P. Morgan 
1 Includes high grade and leveraged loans
2 09rr assumes 2009 issuance at last nine months run-rate, investment grade bonds at Q1 run-rate excluding government guaranteed supply

$51

$20 $45

$14

$135
$142

2006 2007 2008 1Q09 09rr²

68% decline 
from peak

Convertible bondsConvertible bonds

$54

$7

$14

$3

$97

$68

2006 2007 2008 1Q09 09rr²

86% decline 
from peak

Investment grade bondsInvestment grade bonds

$493

$257

$832

$208

$950$924

2006 2007 2008 1Q09 09rr²

12% decline 
from peak

$285

$172
$333

$78

$815$846

2006 2007 2008 1Q09 09rr²

61% decline 
from peak
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Companies reduced share buybacks in 2008…
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companies ($bn)

Source: Standard & Poor’s, Bloomberg
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Dividend actions by quarter – 2006 through Q1 2009Dividend actions by quarter – 2006 through Q1 2009

...and announced dividend reductions in the first quarter of 2009

53

33

45

65

93

63
59

63

102

74

46

70

109

1020
3

7
2111222

45

28

14
911

6
222131

4

Q1 09Q4 08Q3 08Q2 08Q1 08Q4 07Q3 07Q2 07Q1 07Q4 06Q3 06Q2 06Q1 06

Increases Initiations Decr or susp

Source: Standard & Poor’s

Increases (6%) (10%) 28% (15%) (9%) 3% (24%) (48%) (43%)

Decr / Susp (50%) 100% (33%) 500% 450% 350% 600% 367% 309%
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Many high yield companies are experiencing a liquidity shortage

2009 capital requirements of non-IG Russell 3000 firms2009 capital requirements of non-IG Russell 3000 firms

0

25

50

75

100

125

150

175

200

Scenario 1 (�10%�FCF) Scenario 2 (�20%�FCF) Scenario 3 (�30%�FCF)

Maintain balance sheet cash (0% used)

Deploy 25% balance sheet cash to pay maturities

Deploy 50% of balance sheet cash to pay maturities

2008 HY Issuance

Capital requirement definition: 2009 maturities + dividends - Free cash flow - % of balance sheet cash

Source: Factset, J.P.Morgan. Excludes financial and utility firms. Does not include pension expenses.  Free cash flow defined as OCF – capex. 
Figures presented represent the sum all capital deficits only which represents, in the worst case, 202 (43%) of the 472 firms in the sample
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Issuers should be open to various forms of capital

 

Credit 
quality 

Bank 
capital/  
capacity Covenants 

Upside 
business 
prospects 

Stock 
volatility 

Stock 
liquidity 

Regulatory 
issues Drivers of market access / pricing 

Public 
bonds 5 2 4 2 1 1 1 

� High grade issuance strong in Q1 
� High yield market less liquid, can lead to 

extreme pricing of risk  

 

High grade 
loans 5 5 5 2 2 2 2 

� Capital-constrained banks prioritizing 
relationships  

� Tenor, facility size, and covenants important 

� Transitioning towards market-based pricing 

 

Convertible 
bonds 4 1 2 3 5 4 5 

� Recent market closure driven by Lehman 
bankruptcy and SEC ban on short-selling  

� Market has reopened with resurgence of 
outright equity investors (versus hedge funds)  

Common 
equity 2 2 1 5 2 4 1 

� Market remains open (at depressed levels) 

� Macroeconomic data key to market sentiment 

� Equity investors increasingly focused on stable 
capital structure 

 

Drivers of investor demand are different in each marketDrivers of investor demand are different in each market
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M&A volume has fallen significantly since 2007

N. American M&A volume by type,
2000—2009 ($bn)

N. American M&A volume by type,
2000—2009 ($bn)

908

545 597

830

1,513

1,223

246

260

340

586

647

210

1,765

1,355

1,134

165

41

19

102

90

137

144

1,909

998

647
734

1,090

1,474

1,941

2,160

1,433

287

184

2000 2001 2002 2003 2004 2005 2006 2007 2008 2008

2mos.

2009

2mos.

Strategic Financial Sponsor

Source: J.P.Morgan; Dealogic Enterprise Static as of March 3, 2009

Note: North America includes any North American party involved; deals greater than $10mm

Note: $25bn investment in Citigroup by the U.S. Gov’t included in February 2009 U.S. M&A activity+

� M&A challenges include…

� Shortage of acquisition capital

� Greater hurdle rates

� Sellers in denial of new market reality

� Equity volatility causing difficulty in setting 

deal terms

� Sponsor deals have declined most significantly

� Market has become bifurcated:

� Mega-deals: Large acquisitions by blue-chips

� Forced sales: Smaller companies with limited 

alternatives forced to sell

CommentaryCommentary
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2004 2005 2006 2007 2008 2009

$10-$100mm $100-$500mm $500mm-$1bn

$1bn-$10bn $10bn+

North America volume by deal size,
2000—2009 ($bn)

North America volume by deal size,
2000—2009 ($bn)

Deals in the $1-10bn range have led the decline 

Source: J.P.Morgan; Dealogic Enterprise Static as of March 3, 2009

Note: North America includes any North American party involved; deals greater 

than $10mm

Number of deals

>$10bn 10 17 31 20 18 4

$1—10bn 185 232 297 396 196 11

$0.5—1bn 191 203 269 358 213 18
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2 months

15% in first 
two months 
of 2009

18I
M

P
A
C
T

O
F

T
H
E

C
R
E
D
I
T

C
R
U
N
C
H

O
N

C
A
P
I
T
A
L

M
A
R
K
E
T
S



Lessons learned from the credit market turmoil

Capital 
structure

� Fund assets with more permanent capital (long-term debt & equity)

� Chance favors the strong balance sheet

� Fund assets with more permanent capital (long-term debt & equity)

� Chance favors the strong balance sheet

Liquidity
� Higher volatility requires increased cash cushion 

� Cash management—focus on safety, liquidity, diversity and then yield

� Higher volatility requires increased cash cushion 

� Cash management—focus on safety, liquidity, diversity and then yield

Capital 
raising

� Access markets when available, even if well in advance of actual needs

� Raise more capital than needed, even if pricing seems high 

� Access markets when available, even if well in advance of actual needs

� Raise more capital than needed, even if pricing seems high 

Risk 
management

� Prepare for multiple improbable events that may be correlated

� Counterparty quality does matter

� Prepare for multiple improbable events that may be correlated

� Counterparty quality does matter

M&A
� Deals can be derailed at any stage

� Surety of consummation has become as important as price

� Deals can be derailed at any stage

� Surety of consummation has become as important as price
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Actionable ideas

ActionAction RationaleRationale

� Higher volatility -> conservative cap structure

� May be appropriate in challenging markets

� Reduce leverage without raising capital

� Extend maturity to reduce liquidity risk

� Market access more important than pricing

� Hedge interest rates, currencies, counter-party risk 

� Take advantage of current depressed prices

� Stocks have fallen in unison, some undervalued

� Attractive valuations, targets forced to sell

� Equify the balance sheet

� Consider equity private placement

� Induce conversion on existing convertibles

� Exchange existing debt for new debt

� Pre-fund near-term debt maturities

� Review risk management policy

� Repurchase existing debt

� Repurchase shares

� Prepare for acquisition of a lifetimeO
ff
e
n
se

D
e
fe
n
se

20I
M

P
A
C
T

O
F

T
H
E

C
R
E
D
I
T

C
R
U
N
C
H

O
N

C
A
P
I
T
A
L

M
A
R
K
E
T
S


