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English_General

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 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 on data privacy can be found at http://www.jpmorgan.com/pages/privacy. 

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.B
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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 LLC, J.P. Morgan plc, 
J.P. Morgan Securities Ltd. and the appropriately licensed subsidiaries of JPMorgan Chase & Co. in EMEA and 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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This is the perception many investors have of bail-in bonds
B
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Today’s Financial Times headlines

� Eurozone jobless rate surges to record

� "Lost generation" to suffer years of unemployment 

� "Finance for big projects cut as banks are squeezed“

� Money for airports and hospitals down a third

� Hope of infrastructure boost for economy hit

� "Funding gap puts infrastructure projects in peril“

� There may be a significant shortfall in bank financing for the global economy in the coming years. 
Unfortunately if you start having to slowdown infrastructure work for any reason, it will have a negative B

A
IL

-
I

N
W

O
R

L
D

Unfortunately if you start having to slowdown infrastructure work for any reason, it will have a negative 
effect on growth

� Where there is broad ranging regulatory reform, there are likely to be unintended consequences – and 
unfortunately bank lending to projects will be among the areas to suffer

� Historic sources of debt have dried up and we are likely to continue to see pressures in the short term
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The world as we knew it

CDS spread evolution, January 2005 – June 2007
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Source: DataQuery, 2 May 2012. CDS mid-level 
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Onset of the financial crisis

CDS spread evolution, July 2007 – December 2009
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Source: DataQuery, 2 May 2012. CDS mid-level 
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The world turned upside down

CDS spread evolution, January 2010 – present 
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Source: DataQuery, 2 May 2012. CDS mid-level 
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Pre-Crisis Today

Transformation of the investor base for European banks

Money market funds (2a7)CP Money market funds (2a7)

Money market funds (2a7)CP Money market funds (2a7)
Bank liquidity / treasury portfolios / limited real money 

participation
Term 
Senior Real money accounts / limited bank participation

SIVs and bank treasuries / ABCP conduits /
money market funds

ABS Real money (US) / US bank portfolios

Real money accounts / rates accountsCovered
Real money accounts / rates accounts / bank treasury / 

central bank participation

SIVs / bank prop desksLower 
Tier 2 Real money accounts

Real money accounts / hedge funds /
strategics (levered)

Equity
Real money accounts
strategics (un-levered)

Tier 1 Private banks / hedge funds / real money accounts
Real money accounts / hedge funds

bank prop desk / retail (private banks) / depositors

Fixed 

Fixed 
4%

Floating
16%

2006 2011
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5–10yrs: 15%                                                                  
10yrs+: 8%

Tenor
5–10yrs: 50%                                                                 
10yrs+: 16%

Fixed 
vs. 

Floating
(real money 
vs. funded 
investors) Floating 

86%
Fixed 
84%

2006 2011
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Investors and bail-in

� Investors differentiate between financial, corporate and sovereign risk, however uncertainty attracts a 
significant additional risk premium

� The special status of a bank (versus corporate) in liquidation is acknowledged

� Consequently, the key area of debate in the bank space is the appropriate risk premium� Consequently, the key area of debate in the bank space is the appropriate risk premium

� Pandora’s box has been opened but uncertainty around when and how the proposed Crisis 
Management Framework will be implemented remains high

� There has been a wide range of estimated risk premia: from a minimal 50bps, to 87bps (J.P. Morgan 
Investor Survey, 14 October 2010) to 345 bps (J.P. Morgan Research, 23 March 2012)

� Misapprehension that investors need to buy European bank paper 

� The assumption that investors will buy an asset category because they "always" have has been proved 
wrong

� The investor base that European banks historically relied on has transformed

� The sovereign debt crisis has illustrated that the fear of “buyer strikes” can be self-fulfilling and 
dramatic even in the “safest” of asset categories
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dramatic even in the “safest” of asset categories

� Investors accept and sympathise with the concept of bail-in of senior debt

� Not a concept to be utilised when a bank is a going concern, but rather when it has “failed”

� Should only be operated within the confines of a strict statutory resolution framework

� The liquidation hierarchy needs to be rigorously respected

� Grandfathering of debt and exempt asset classes (and therefore encumbrance and bias towards short 
term funding) as well as the implementation timetable are contentious issues
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European banks face a significant funding challenge
B
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Source: ‘The 2.8 Trillion Question’, 23 March 2012
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