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High Yield & Loans Suffered Their Worst Month in Over a Year 

Source: Citi Research, Yield Book, As of 9/30/2014 

HY/Loan Monthly Returns Triple-C’s Lagging, Led by a Few Decliners 

Source: Citi Research, Yield Book, As of 9/30/2014, triple-C 

laggards include 9 issuers 
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● September was the worst month for high yield and leveraged loans since June 2013 and May 2012 

respectively 

● Triple-C bonds lagged the broader market but that underperformance was mostly driven by a few issuers 
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Nothing Fundamental Has Changed But Technicals Are Shifting 

Source: Citi Research, Yield Book, Yield to Worst for Citi High 

Yield Market Index, As of 10/3/2014 

Downward Trend of Yields Broken Investor Base Shifting Away from the Fed-induced Flows 

Source: Citi Research, Lipper, Including weekly and monthly 

reporting mutual funds, As of 10/1/2014 
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● For the first time over the past few years, the market followed a selloff with a deeper selloff. In other words, 

the peak in yields in September, eclipsed August’s peak 

● As the Fed gets closer to the initial rate hikes, we’d expect outflows from investor groups that benefited from 

the Fed’s extraordinary accommodation 
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We Remain Underweight Triple-C Credits 

Source: Citi Research, Yield Book 

CCC vs. BB/B Index Values Begin to Diverge in July 
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Source: Citi Research, TRACE. Cumulative trading volume as a 

% of total notional outstanding for that rating 
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● Relative to recent selloffs, triple-C’s lagged the broader market by a wide margin from July through 

September 

● In addition, we believe investors remain long triple-C risk and the market is more at risk of triple-C 

underperformance than triple-C outperformance 
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Select Double-B Bonds Should Find Support from IG 

Source: Citi Research, Yield Book, As of 10/1/2014 

Double-B vs. Triple-B Yield Differential 

● Double-B vs. triple-B yield differential is back to levels last seen during Taper Tantrum, making double-B 

paper attractive to crossover buyers 

● In addition, rates shouldn’t pose a significant headwind for high-quality paper as declining inflation 

expectations and falling treasury yields in other developed economies support the US Treasury market 
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High Yield Top & Bottom Performers 
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Top Performers 

Bottom Performers 

Sept 3 – Oct 3 3 Month 6 Month YTD 

Rank Bond Total Return 

1 MBI 0% due 2036 150.00%

2 EGN 7.125%  due 2028 128.05%

3 NAVI 5% due 2018 56.58%

4 NAVI 5.19%  due 2019 54.60%

5 NAVI 5.14%  due 2016 46.30%

6 PPL 6% due 2036 45.61%

7 OSG 8.125% due 2018 39.24%

8 MBI 0% due 2028 34.69%

9 APP 13% due 2020 34.30%

10 LPI 9.5% due 2019 32.78%

6 Month Return

Rank Bond Total Return 

1 MBI 0% due 2036 233.33%

2 EGN 7.125%  due 2028 128.05%

3 VRS 8.75% due 2019 81.35%

4 VRS 11.375% due 2016 71.61%

5 NAVI 5%  due 2018 56.58%

6 NAVI 5.19% due 2019 54.60%

7 NEENST 11%  due 2018 47.43%

8 MBI 0% due 2028 46.67%

9 NAVI 5.14% due 2016 46.30%

10 PPL 6%  due 2036 45.61%

YTD Return

Rank Bond Total Return 

1 EGN 7.125%  due 2028 128.05%

2 VRS 11.375% due 2016 59.51%

3 OSG 8.125% due 2018 39.24%

4 AAL 7% due 2018 32.71%

5 VRS 8.75% due 2019 19.34%

6 GM 6.25%  due 2043 18.68%

7 APP 13% due 2020 18.14%

8 ROCKIE 7.5% due 2038 15.61%

9 MBI 0% due 2028 15.38%

10 KMI 7.8%  due 2031 13.57%

3 Month Return

Rank Bond Total Return 

1 EGN 7.125%  due 2028 128.05%

2 EDMC 15% due 2018 28.23%

3 RTSX 9.875%  due 2017 22.31%

4 DSWATE 10% due 2021 12.31%

5 ATHL 7.375%  due 2021 10.32%

6 USCR 8.5%  due 2018 9.08%

7 DELL 5.4%  due 2040 7.21%

8 ATHL 6%  due 2022 5.74%

9 ROCKIE 7.5%  due 2038 4.64%

10 DELL 6.5%  due 2038 4.41%

Sept. 2 - Oct. 3 Return

Sept 3 – Oct 3 3 Month 6 Month YTD 

Rank Bond Total Return 

1 GYMB 9.125%  due 2018 -50.35%

2 USINV 12%  due 2020 -46.71%

3 WLT 9.875% due 2020 -40.81%

4 KWK 7.125%  due 2016 -40.13%

5 USINV 10.5%  due 2020 -39.60%

6 WLT 8.5% due 2021 -39.10%

7 WLT 11%  due 2020 -36.19%

8 ACI 9.875%  due 2019 -30.93%

9 ACI 7.25%  due 2021 -30.87%

10 ALISCI 15.25%  due 2020 -30.01%

Sept. 2 - Oct. 3 Return

Rank Bond Total Return 

1 GYMB 9.125%  due 2018 -60.63%

2 WLT 8.5%  due 2021 -57.99%

3 USINV 12%  due 2020 -56.90%

4 KWK 7.125%  due 2016 -55.69%

5 CZR 6.5% due 2016 -55.62%

6 CZR 5.75% due 2017 -55.03%

7 WLT 9.875% due 2020 -54.32%

8 USINV 10.5% due 2020 -52.29%

9 CZR 10.75% due 2016 -47.91%

10 WLT 11% due 2020 -47.41%

YTD Return

Rank Bond Total Return 

1 CZR 6.5% due 2016 -59.34%

2 USINV 12% due 2020 -56.90%

3 KWK 7.125%  due 2016 -55.21%

4 CZR 5.75% due 2017 -53.54%

5 USINV 10.5%  due 2020 -52.29%

6 GYMB 9.125% due 2018 -52.24%

7 CZR 10.75% due 2016 -49.58%

8 WLT 8.5% due 2021 -44.65%

9 WLT 9.875% due 2020 -43.31%

10 CZR 12.75% due 2018 -40.16%

3 Month Return

Rank Bond Total Return 

1 CZR 6.5% due 2016 -62.61%

2 GYMB 9.125% due 2018 -59.81%

3 CZR 5.75% due 2017 -59.80%

4 USINV 12% due 2020 -56.90%

5 KWK 7.125%  due 2016 -55.20%

6 CZR 10.75% due 2016 -52.68%

7 USINV 10.5%  due 2020 -52.29%

8 WLT 8.5% due 2021 -47.83%

9 EDMC 15% due 2018 -46.57%

10 WLT 9.875% due 2020 -45.48%

6 Month Return

Note: Returns calculated as of October 3, 2014. 



High Yield & Leveraged Loan Research 

9 

David Phipps 

Telecom/Media/Tech 

david.phipps@citi.com 

(212) 816-7022 

 

 

Jenna Giannelli 

Retail &  Gaming 

jenna.giannelli@citi.com 

(212) 816-4244 

Manish A. Somaiya 

Autos, Industrials & Services 

manish.somaiya@citi.com 

(212) 816-9799 

 
Marisa B. Moss 

Energy 

marisa.b.moss@citi.com 

(212) 816-6797 

 

 

 

James P. Finnerty 

Chemicals & Homebuilders 

james.p.finnerty@citi.com 

(212) 816-9599 

 

Richard C. Yu 

Metals/Mining, Coal, & Packaging 

richard.c.yu@citi.com 

(212) 816-7009 

Murali Ganti 

Healthcare 

murali.ganti@citi.com 

(212) 816-7698 

 

 Kevin Ziets 

Consumer Products 

kevin.ziets@citi.com 

(212) 816-2704 

mailto:david.phipps@citi.com
mailto:peter.dalena@citi.com
mailto:manish.somaiya@citi.com
mailto:marisa.b.moss@citi.com
mailto:james.p.finnerty@citi.com
mailto:richard.c.yu@citi.com
mailto:murali.ganti@citi.com
mailto:murali.ganti@citi.com
mailto:richard.c.yu@citi.com
mailto:richard.c.yu@citi.com


Summary of Credit Views 
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Sources: Citi Research 

Sector 

Autos, A&D, 

Industrials,  

& Services 

Chemicals & 

Homebuilders 

Consumer 

Products 
Energy Healthcare 

Metals  

& Mining 

Retail & 

Gaming 

Telecom, 

Media, & Tech 

Bond Ideas 

ALGSCO  

8.50% Sec Nts 2018 

GDI 

6.875% Sr Nts 2021 

NAV 

8.250% Sr Nts 2021 

 

 

AXLL 

4.625% Sr Nts 2021 

4.875% Sr Nts 2023 

HXN 

8.875% 1.5 Lien 

Nts 2018 

6.625% 1st Lien Nts 

2020 

BZH 

5.750% Sr Nts 2019 

7.500% Sr Nts 2023 

BRP 

6.500% Sr Nts 2020 

6.125% Sr Nts 2022 

 

 

SVMSTR 

8.000% Sr Nts 2020 

 

MHR 

9.750% Sr Nts 2020 

THC 

8.125% Sr Nts 2022 

BTU 

6.250% Sr Nts 2021 

AKS 

7.625% Sr Nts 2021 

 

CLE 

8.875% 2nd Lien Nts 

2019 

MGM 

6.625% Sr Nts 2021 

 

AMD 

7.500% Sr Nts 2022 

INTEL 

8.125% Lux Nts 

2023 

6.625% Jax Nts 

2022 

 

Term Loan 

Ideas 

FDC  

L+350bp/no floor 

1st Lien TL B 2017 

GDI  

L+325bp/1.00% 

1st Lien TL 2020 

NAV 

L+450bp/1.25% 

1st Lien TL B 2017 

TROX 

L+300bp/1.00% 

1st Lien TL B 2020 

 

PBH 

L+350bp/1% Floor 

1st Lien TL B 2021 

SVMSTR 

L+325bp/1.25% 

Floor 

1st Lien TL B 2021 

 

EPENEG 

L+350bp/1.00% 

2nd Lien TL B2 2019 

L+275bp/0.75% 

2nd Lien TL B3 2018 

 

IAS 

L+325bp/1.25% 

1st Lien TL B2 2018  

DVA 

L+275bp/0.75% 

1st Lien TL B2 2021  

 

ACI 

L+500bp/1.25% 

1st Lien TL B 2018 

 

PRTY 

L+300bp/1.00% 

1st Lien TL B 2019 

BYD 

L+300bp/1.00% 

1st Lien TL B 2020 

 

INTEL 

L+275bp/1.00% 

1st Lien TL B2 2019 

FSL 

L+325bp/1.00% 

1st Lien BL B4 2020 

L+375/1.25% 

1st Lien TL B5 2021 



Credit Views – Autos, Industrials, & Services 

Issue Rating 
Moody’s 

/ S&P 

Net  

Leverage 

Offer Side 

Price / YTW 
Citi View 

Algeco Scotsman 

(ALGSCO) 

8.500% Sec Nts 2018 

 

 

Buy 

 

 

B2/B 

 

 

5.2x 

 

 

104.750/6.73% 

● ALGSCO notes offer the highest yields within rental coverage universe; 8.5% 

notes are 70bp cheap vs. the Citi B Index & 5pts below April 2014 highs 

● 2Q results exceeded expectations (on revenue, EBITDA & FCF) owing to 

strength in modular spacing and core regional markets; 2H14 guidance 

better vs. expectations. New CCA contract should be earnings accretive(1) 

● Adequate asset coverage: 2nd lien priority (after ABL) on substantially all 

assets; Citi estimates 4Q15 secured leverage at 4.9x 

● ALGSCO 10.75% sr notes (YTW 11.0%) offers add’l upside. Within rentals, 

BLULNE 9.75% PIK notes also attractive on relative value basis (YTW 6.7%) 

First Data (FDC) 

L+350bp/no floor 

1st Lien TL B 2017 

 

 

Buy 

 

 

B1/BB- 

 

 

4.5x 

 

 

98.750/4.77% 

● 2017 term loan trading near lowest level in 2014, yielding 5.04% on swapped 

basis (offer side); attractive relative to Neutral rated 7.375% 1st lien bonds 

(2019), yielding 4.45% (bid side) 

● Solid 1H14 results: EBITDA up 13% y-o-y (on 350bp margin gain); driven by 

cost saving initiatives & volume growth 

● $3.5bn equity raise in July 2014 reflects 12x valuation; provides FDC with 

flexibility to delever and pursue strategic investments 

Gardner Denver (GDI) 

L+325bp/1.00% 

1st Lien TL 2020 

& 

6.875% Sr Nts 2021 

 

 

Buy 

 

Buy 

 

 

B1/B 

 

Caa1/B- 

 

 

5.0x 

 

6.3x 

 

 

98.625/4.51% 

 

101.500/6.51% 

● GDI poised to outperform peers, driven by growing demand for Energy 

related products (~30% revenue exposure); 3Q anticipated to be another 

exceptional quarter (3QE EBITDA of $125mm, +39% y-o-y) 

● 6.875% senior notes 5pts below early-September peak, now trades flat to 

SILIIA 7.75% sr notes (Neutral rated); differential likely to revert to GDI 

trading tighter owing to strong earnings and superior deleveraging profile 

● GDI L+325bp TL trades near its lowest level since issuance; solid asset 

coverage with public equity comps at 10-11x. Buy-rated Accudyne L+300bp 

TL also attractive. See to GDI (link) and Accudyne (link) initiation reports 

Navistar (NAV) 

L+450bp/1.25% 

1st Lien TL B 2017 

& 

8.250% Sr Nts 2021 

 

 

Buy 

 

Buy 

 

 

Ba3/B 

 

B3/CCC- 

 

 

NM 

 

NA 

 

 

100.875/5.42% 

 

104.000/6.77% 

● Fiscal 3Q results beat expectations (EBITDA of $133mm vs. loss of $74mm 

in prior-year-quarter) 

● Commercial truck industry outperforming expectations buoyed by increasing 

freight and higher pricing, high used truck prices, and replacement demand; 

September orders outpaced projections; YTD Class-8 SAAR at 330K+ units 

● $1bn cash balance provides sufficient liquidity cushion 

● We expect 8.25% notes to remain outstanding until Nov-2015 (call price 

102.75), implying 7% IRR for a one-year piece of paper; see link to upgrade 

● NAV TL has 101 hard call protection in place until 04/02/15 

Source: Citi Research; Pricing Levels as of Oct 6, 2014. NM = not meaningful; NA = not applicable. 

(1) New four-year contract in Texas for Correction Corp. of America (CCA) should be accretive to 2015 earnings 
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Credit Views – Chemicals & Homebuilding 

Issue Rating 
Moody’s 

/ S&P 

Net  

Leverage 

Offer Side 

Price / YTW 
Citi View 

Axiall (AXLL) 

4.625% Sr Nts 2021 

4.875% Sr Nts 2023 

 

Buy 

Buy 

 

Ba3/BB 

Ba3/BB 

 

2.4x 

2.4x 

   

  98.000/5.00% 

  97.500/5.24% 

● Positives : (1) Low Leverage, (2) Exposure to N. American housing (Building 

Products sales are split roughly 50/50 between the US & Canada), (3) Raw 

material advantage from cheap natural gas  

● We believe underwhelming results post the RMT transaction with PPG’s 

commodity chemicals division (closed Jan-13) increases positive event risk 

(management change or M&A target) 

Hexion (HXN) 

8.875% 1.5 Lien Nts 2018 

6.625% 1st Lien Nts 2020 

 

Buy 

Buy 

 

Caa1/CCC 

B1/CCC+ 

 

6.2x 

3.4x 

102.125/7.84% 

102.000/5.99% 

● We like the top part of this highly levered capital structure, which is expected 

to burn cash in next few years due to elevated CAPEX  

● HXN 1.5 Lien: High coupon/short-dated paper that could be refi target; call 

price steps down to 102.958 in Feb-15 (currently callable at 104.438) 

● HXN 1st Lien: Low leverage for 6.3% YTW (Citi HY Chems at ~6% YTW) 

Tronox (TROX) 

L+300bp/1.00% 

1st Lien TL B 2020 

Buy 

 

Ba2 / BBB- 

 

 

0.4x/2.8x 

 

99.750/4.05% 

● Good yield for highly-rated TL with almost 0x net leverage; 101 call 

protection until Apr-15  

● Prefer TL to Sell rated unsecured notes due 2020 (B2/BB-), which are 

offered at ~$101 for a yield of just 5.93% and carry 2.4x turns more net 

leverage; Elevated M&A risk is a concern; Permitted Liens in bonds 

governed by 2.0x net secured leverage ratio 

Beazer (BZH)  

5.750% Sr Nts 2019 

7.500% Sr Nts 2023 

 

Buy 

Buy 

 

Caa2/CCC 

Caa2/CCC 

 

12.3x 

12.3x 

 

  96.500/6.63% 

102.750/6.83% 

● Sector Outlook: Low mortgage rates & improving economy (48 consecutive 

months of positive employment growth& unemployment rate < 6%) more 

than offset headwinds from tighter credit conditions & lack of income growth 

● Potential refi of short dated high coupon paper a positive catalyst 

● 5.75% of 2019: 150bp > KBH 19s (Net HB Debt/Cap of 86% vs. 75% for 

KBH); covenant light bonds are off ~4.5points since end of August; largest 

issue size in capital structure ($325mm) 

● 7.50% of 2023:  80 > Citi HY HB index; relatively better covenant package 

than 2019s offset by lower issue size ($200mm) 

Brookfield Residential 

Properties (BRP) 

6.500% Sr Nts 2020 

6.125% Sr Nts 2022 

 

Buy 

Buy 

 

B2/BB- 

B2/BB- 

 

4.2x 

4.2x 

 

104.750/5.22% 

101.750/5.76% 

● Generates superior margins, has the support of a large investment grade 

parent (BAM; Baa2/A-), and double the land supply of its nearest public peer. 

See initiation on BRP here 

● BRP 20s YTM is flat to Neutral-rated KBH 20s (B2/B), which trade at a 

higher dollar price ($110) and has higher leverage and lower margins 

● BRP 22s YTW is 30bps > Citi HY HB index; YTM is 900bp > than Neutral-

rated DHI 22s (Ba1/BB) 

Source: Citi Research; Pricing Levels as of Oct 6, 2014. NM = not meaningful; NA = not applicable. 
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https://ir.citi.com/6ryCHeS6EKij2dSSYHIIlvssOpo+qdyjj/OgHNKcYAOxxwS0Xxfvxw==


Credit Views – Consumer Products 

Issue Rating 
Moody’s 

/ S&P 

Net  

Leverage 

Offer Side 

Price / YTW 
Citi View 

Prestige Brands Inc. 

(PBH) 

L+350bp/1% Floor 

1st Lien TL B 2021 

 

 

Buy 

 

B1/BB 

 

3.8x 

 

 

100.125/4.5%  

 

● Well diversified OTC healthcare company; outsourced business model = 

strong margins/FCF 

● Exceptional coverage with ample strategic interest and some OTC brands 

changing hands ~20x EBITDA; over 7 turns of cushion including bonds and 

public equity 

● Acquisitive, but loans offer 50bp MFN protection for life, 6mth soft call; 

accordion governed by 4x leverage test 

● Compelling rel val to bonds which pick up only ~50bp versus the curve 

adjusted yield of 5.7% in the loan, but are ~2x more levered  

The ServiceMaster 

Company (SVMSTR) 

L+325bp/1.25% Floor 

1st Lien TL B 2021 

& 

8.000% Sr Nts 2020 

 

 

 

Buy 

 

Buy 

 

 

 

B2/B+ 

 

Caa1/B- 

 

 

 

3.3x 

 

5.2x 

 

 

 

98.75/4.5% 

 

107.25/4.1% 

● Leading market positions in high margin/retention pest control, home 

warranty, and franchised cleaning/restoration businesses; with stable 

performance and accretive tuck-in acquisitions 

● Strong 2Q performance and FY14 guidance, driven by pricing and 

acquisitions; continues to announce accretive tuck-ins (e.g., Canadian pest 

control acquisition) 

● Management committed to deleveraging. We are targeting year end leverage 

in the low 5.0x, and about 3.0x through the banks. We view the 5.7% curve 

adjusted yield as very attractive 

● Can issue debt to call bonds in ‘15; but governed by $450mm or 4.25x 

leverage; soft call protection for one year; 50bp MFN for life 

● Notes have over 4% yield to the 2/15 call and positive optionality if they stay 

out longer with over $3bn equity beneath them.  

Freedom Group (GUN) 

3rd Lien 7.875% Nts 2020  

vs.  

Elizabeth Arden (RDEN) 

7.375% Sr Nts 2021 

 

Sell 

 

 

Sell 

 

 

B3/B- 

 

 

B2*/B+ 

 

 

5.5x 

 

 

7.9x 

 

97.75/8.4% 

 

 

88.75/9.8% 

● For investors looking to call a bottom in names that have seen protracted 

selloffs, we note our preference for GUN vs RDEN at recent levels 

● Both companies face significant headwinds into calendar 2H14 due to 

difficult industry conditions and bloated channel inventories; although GUN 

enjoys a bit less seasonality 

● GUN’s challenges  largely relate to the industry surge last year, while 

RDEN’s challenges reflect inherent volatility in its business due to a reliance 

on celebrity fragrances and significant competitive activity 

● GUN will likely end calendar ‘14 with trailing EBITDA well over $100mm (vs 

peak ~$240mm), a level at which it can generate FCF on a normalized basis, 

while RDEN’s could end in the single digits (vs peak ~$150mm) 

Source: Citi Research; Pricing Levels as of Oct 6, 2014. NM = not meaningful; NA = not applicable. 
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Credit Views – Energy 

Issue Rating 
Moody’s 

/ S&P 

Net  

Leverage 

Offer Side 

Price / YTW 
Citi View 

EP Energy (EPENEG) 

L+350bp/1.00% 

2nd Lien TL B2 2019 

L+275bp/0.75% 

2nd Lien TL B3 2018 

 

Buy 

Buy 

 

Ba3/B+ 

Ba3/B+ 

 

3.3x 

101.250/5.07% 

98.500/4.78% 

● Minimal refinancing risk as all-in coupon (margin+floor) of 4.5% (B2) and 

3.5% (B3) is low compared to other second lien covenant-lite loans in the 

E&P space but YTM is attractive for secured paper 

● EP Energy has attractively located acreage and recently increased their 

outlook. They are also transitioning into a higher oil percentage for 

production 

● Potential refinancing of higher coupon bonds would reduce overall cost of 

debt for the company 

● Secured debt asset coverage of 4.6x (based on YE 2013 PV-10 of $8.93BN). 

Company has maintained ~$2.0BN of liquidity over the past six quarters 

Magnum Hunter 

Resources (MHR) 

9.750% Sr Nts 2020 

Buy Caa1/CCC 5.6x (1) 106.5/7.65% 

● We believe that MHR may tender for the Notes in 1Q15 given the high 

coupon, long time until first call (May 2016), and restrictive covenants (debt 

incurrence test). Assuming they exercise the equity claw, we estimate  a 

blended tender price of $113.827 to a January 30, 2015 call date 

● This represents an annualized total return of 31.23% and a return of 

9.36% in ~4 months 

● We believe that the company may sell their Bakken assets, which would 

transition them into a pure play Appalachian company. Additional upside 

could come from the monetization of Eureka Hunter Pipeline in 2015 

● MHR recently reported stellar well results from their Stewart Winland well, 

which is one of the largest wells in the region. The company is also making 

progress on getting air permits from West Virginia, after which the three 

Marcellus wells will start to flow to sales 

● Pro forma for the new $50MM RBL and $340MM and Lien term Loan, we 

think the company has adequate liquidity to fund capital programs. We 

believe MHR’s borrowing base will increase with the addition of Utica and 

Marcellus reserves at year-end 

Source: Citi Research; Pricing Levels as of Oct 6, 2014.  

(1) Pro forma for new $50MM Sr. Secured RBL and $340MM Sr. Secured 2nd Lien TL, excludes Eureka Hunter debt. 
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Credit Views – Healthcare 

Issue Rating 
Moody’s 

/ S&P 

Net  

Leverage 

Offer Side 

Price / YTW 
Citi View 

Tenet Healthcare (THC) 

8.125% Sr Nts 2022 

 

Buy B3/CCC+ 5.9x(1) 113.250/5.91% 

● Well positioned in attractive markets to take advantage of ACA related 

growth.  

● Strong presence in Medicaid expansion states., currently 5 (AZ, CA, IL, MA 

and MI) representing 34% of its total beds 

● Continued growth in outpatient business representing almost a third of top-

line 

● Momentum continues to favor hospitals  

● Attractive yields relative to the sector 

Iasis Healthcare (IAS)  

L+325bp/1.25% 

1st Lien TL B2 2018  

 

Buy 

 

Ba3/B 

 

2.7x 

 

100.250/4.42% 

● Highest yielding loan in our coverage universe. 

● We continue to view the loan as an attractive short-term investment as global 

refinancing remains main catalyst 

● Strong asset coverage through secured level 

● Diversified revenue base particularly with growth in HealthChoice business 

positions the company to take advantage of longer term ACA related growth. 

Source: Citi Research; Pricing Levels as of Oct 6, 2014. NM = not meaningful; NA = not applicable. (1) Based on $1.889BB 2014E PF EBITDA  
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DaVita Healthcare 

Partners (DVA)  

L+275bp/0.75% 

1st Lien TL B 2021  

 

 

Buy 

 

 

Ba1/BB 

 

 

1.3x 

 

 

99.500/3.58% 

● Attractive yield relative to leverage 

● 101 call protection through December 2014 

● Strong asset coverage through secured level 

● Leading market position, stable cash flows and low capex requirements 

● While the company may look to increase secured leverage should it decide 

to call its 6.625% senior notes due 2020 (a scenario we view as likely) we  

believe this has largely been priced in. 



Credit Views – Metals & Mining 

Issue Rating 
Moody’s 

/ S&P 

Net  

Leverage 

Offer Side 

Price / YTW 
Citi View 

Arch Coal (ACI) 

L+500bp/1.25% 

1st Lien TL B 2018 

Buy B1/B+ 4.7x 91.000/9.24% 

● The Arch term loan is down about 7 pts since beginning of September 

● Though we expect coal fundamentals to remain challenged, we do think met 

coal prices should rise on the heels of production cuts that should result in 

more balanced markets. We expect the PRB to benefit from resolution of rail 

service issues 

● We expect EBITDA to rise by more than 40% in 2015 and for leverage 

through the term loan to fall below 4.0x 

● We believe the loan has significant asset coverage 

● Liquidity is solid at $1.2bn 

Peabody Energy (BTU) 

6.250% Sr Nts 2021 

 

Buy 

 

Ba3/BB- 

 

5.7x 

 

94.000/7.35% 

● We think that BTU bonds yielding 7.35% are attractive, as they trade wide of 

the Citi B index (yielding 6.07%) 

● BTU is relatively well positioned over the long term given its diversified 

business portfolio, with operations in the PRB and Australia 

● Though leverage should rise through the end of 2014, we expect it to decline 

to 5.3x by the end of 2015 

● Liquidity is strong at $2.1bn and the company should be modestly cash flow 

positive in 2015 

AK Steel (AKS) 

7.625% Sr Nts 2021 

 

Buy 

 

Caa1/B- 

 

7.1x 

 

98.250/7.95% 

● In 2015, we expect leverage to decline and for AKS to generate positive free 

cash flow as the company benefits from an improving domestic economy, 

lower capex and reduced pension contributions 

● We view AK Steel’s recent acquisition of Severstal’s Dearborn, MI assets 

positively, as it gives the company improved operational and logistical 

flexibility. AKS expects to realize $50mm in synergies as a result of the 

acquisition 

Source: Citi Research; Pricing Levels as of Oct 6, 2014. NM = not meaningful; NA = not applicable. 
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Credit Views – Retail & Gaming  

Issue Rating 
Moody’s 

/ S&P 

Total 

Leverage 

Offer Side 

Price / YTW 
Citi View 

Claire’s Stores (CLE) 

8.875% 2nd Lien Nts 2019 

 

 

Buy 

 

Caa2  / CCC 

 

7.0x 

 

85.50 / 13.50% 

● 2Q results exceeded expectations (especially on SSS, EBITDA and FCF); 

FY14 FCF should be neutral to slightly positive 

● Operating momentum should continue into 2H14 with lapping of easy comps 

and benefits from new product initiatives.  

● Comparable equity valuations support leverage through the notes 

Party City Holdings 

(PRTY) 

L+300bp/1.00% 

1st Lien TL B 2019 

Buy B2/B 3.6x 98.50 / 4.41% 

● Results have been impressive:  2Q net revenues increased 10.2% YoY while 

EBITDA increased 16.6% given margin expansion and the iParty acquisition.  

● PRTY is poised to benefit from a deleveraging event, which we believe is 

possible for PRTY vs. other pending/awaited IPOs in the retail sector 

MGM Resorts Int’l (MGM) 

6.625% Sr Nts 2021 
Buy 

 

B3/B+ 

 

6.3x 

 

107.25 / 5.40% 

● Numerous development initiatives underway including the MGM National 

harbor in Maryland, improvements to the Bellagio and re-branding of 

THEhotel into a Delano, and the Springfield, MA development. 

● Bonds have widened more than the market over the past month despite the 

company’s deleveraging and cash generation. We prefer these to PNK’s 

7.75% Sr. Sub Notes (4.9% YTW; Neutral) despite MGM bonds longer 

duration given its bigger size and scale and exposure to attractive markets.  

Boyd Gaming Corp. 

(BYD) 

L+300bp/1.00% 

1st Lien TL B 2020 

 

Buy 

 

 

Ba3/BB- 

 

4.0x 

 

98.50 / 4.30% 

 

● 2019 TL trades slightly below par, and remains below prior highs reached in 

Feb 2014, offering an attractive entry point.  

● We estimate Boyd will generate over $170mm of basic free cash flow in 

2014, that we anticipate will be used to further delever the balance sheet. 

● We believe the company will take advantage of near-term call dates that 

could save the company upwards of $40mm in annual interest.  

 

Source: Citi Research; Pricing Levels as of Oct 6, 2014. NM = not meaningful; NA = not applicable. 
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Credit Views – Telecom, Cable/Satellite, Media, Technology 

Issue Rating 
Moody’s 

/ S&P 

Net  

Leverage 

Offer Side 

Price / YTW 
Citi View 

Advanced Micro Devices 

(AMD) 

7.500% Sr Nts 2022 

 

 

Buy 

 

B2/B 

 

2.2x 

 

103.125/6.97% 

● The bond has sold off 6 points since August 29th 

● The 7.5% bonds are non-call and could benefit from positive fundamental 

improvements. The next callable bonds are the 7.75% bonds which are first 

callable August 1, 2015. The AMD structure provides several investment 

opportunities for shorter duration opportunities 

● Fundamentally,  we model Y/Y sales & EBITDA improvement in 3Q & 4Q, 

and 2015 

● Catalysts include: gaming console upside, dense server penetration, new 

business wins.  We believe the gaming console market could be stronger in 

2014 & 2015 as the market adopts this next generation. We think AMD could 

win new business as the company expands beyond PCs 

● PC market challenges remain for the overall market and AMD, but we think 

that is priced in already 

● Big one-time payments to GLOBALFOUNDRIES are behind the company 

Intelsat (INTEL) 

8.125% Lux Nts 2023 

 

6.625% Jax Nts 2022 

 

L+275bp/1.00% floor 

1st Lien TL B2 2019 

 

Buy 

 

Buy 

 

Buy 

Caa2/B- 

 

Caa1/B- 

 

Ba3/BB 

7.6x 

 

5.8x 

 

1.4x 

106.250/6.93% 

 

103.750/5.90% 

 

99.125/4.01% 

● Intelsat has a four-year backlog with minimal FX and commodity exposure 

● Intelsat’s high leverage regularly creates bond price volatility when markets 

weaken. Intelsat has the greatest sales visibility for companies under 

coverage which gives us fundamental confidence to take advantage of 

attractive entry points. Bonds sold off four points from the peak in August 

● Intelsat-30 launch if successful  could lead to upward 2015 sales & earnings 

revisions. We do not believe the satellite’s sold-out capacity is factored in 

● Catalysts: Intelsat plans four additional satellite launches in 2H 2015; debt 

reduction remains a priority ($500 million  in 2014, $300 million in 2015) 

Freescale Semiconductor 

(FSL) 

L+325bp/1.00% floor 

1st Lien BL B4 2020 

 

L+375bp/1.25% floor 

1st Lien TL B5 2021 

 

 

 

Buy 

 

 

Buy 

 

 

B1/B 

 

 

B1/B 

 

 

4.2x 

 

 

4.2x 

 

 

99.000/4.46% 

 

 

100.375/4.93% 

● Loans have traded down about  a point and a half from August highs 

● Loans trade near the 5% 1st lien bonds due 2021 in price and yield. Swap 

into loans shortens duration and removes rising Treasury rate risk 

● Freescale fundamentals are driven by automotive and China mobile 

communications markets 

● Fundamentally, we model solid Y/Y EBITDA growth for the next six quarters. 

Even if  growth rates are slowing, we would expect automotive and China 

mobile communications markets to remain relatively solid 

● FSL management  continues to target leverage below 4x and has indicated 

they could issue equity to accomplish that goal 

Source: Citi Research; Pricing Levels as of October 6, 2014. 
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discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or other short-term volatility or trading patterns. Such interim deviations from 
specified ranges will be permitted but will become subject to review by Research Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should 
be made only after evaluating the stock's expected performance and risk. 

Guide to Citi Research High Yield Ratings: Coverage in the Citi Research High Yield universe is assigned a relative return based rating. Depending on the issuer under analysis ratings may be applied to 
either some or all of the issuer's debt securities, CDS or leveraged loans. These ratings and their definitions are: 
Guide to Citi Research High Yield Issue, Leveraged Loan & CDS Ratings: 
Buy (1): The analyst expects the six-month total return of the rated instrument to exceed the market value weighted average six-month total return for the analyst's sector or comparable sub-index of the Citi 
High Yield Market Index (for debt securities and CDS) or Citi Leveraged Loan Tracker (for leveraged loans). The Citi High Yield Market Index and Citi Leveraged Loan Tracker are both available at 
https://www.citivelocity.com/marketbuzz/public/research/MarketSnapshot.action 
Neutral (2): The analyst expects the six-month total return of the rated instrument to be in line with the market value weighted average six-month total return for the analyst's sector or comparable sub-index 
of the Citi High Yield Market Index (for debt securities and CDS) or Citi Leveraged Loan Tracker (for leveraged loans). The Citi High Yield Market Index and Citi Leveraged Loan Tracker are both available at 
https://www.citivelocity.com/marketbuzz/public/research/MarketSnapshot.action 
Sell (3): The analyst expects the six-month total return of the rated instrument to be below the market value weighted average six-month total return for the analyst's sector or comparable sub-index of the 
Citi High Yield Market Index (for debt securities and CDS) or Citi Leveraged Loan Tracker (for leveraged loans). The Citi High Yield Market Index and Citi Leveraged Loan Tracker are both available at 
https://www.citivelocity.com/marketbuzz/public/research/MarketSnapshot.action 
Guide to Citi Research High Yield Sector/Issuer Portfolio Weightings:  
Overweight (OW): Over the next six months, the recommended sector or issuer is expected to outperform the returns on the relevant index or benchmark based on valuation and methodology provided 
below; 
Marketweight (MW): Over the next six months, the recommended sector or issuer is expected to perform in line with the returns on the relevant index or benchmark based on valuation and methodology 



 

 

provided below; 
Underweight (UW): Over the next six months, the recommended sector or issuer is expected to underperform the returns on the relevant index or benchmark based on valuation and methodology provided 
below; 
Under Review: Citi Research has suspended the investment rating for this issuer because there is not a sufficient fundamental basis for determining an investment rating. The previous investment rating is 
no longer in effect for this issuer and should not be relied upon. To satisfy regulatory requirements, we correspond ‘under review' to Hold in our ratings distribution table. However, we reiterate that we do not 
consider ‘under review' to be a recommendation.  
For purposes of complying with ratings-distribution-disclosure rules, a Citi Research High Yield rating of Overweight is considered to correspond to a Buy recommendation; Marketweight and Neutral to a 
Hold recommendation; and Underweight to a Sell recommendation. 
Valuation and Methodology: In Citi's High Yield Credit Research we assign a rating (Buy, Neutral or Sell) that, depending on the company under analysis, may be assigned to some or all of the company's 
debt instruments. The rating is based on our credit view of the issuer and the relative value of its debt instruments, taking into account the ratings assigned to the issuer by credit rating agencies and the 
market prices for the issuer's debt instruments. Our credit view of an issuer is based upon our opinion as to whether the issuer will be able to service its debt obligations when they become due and payable. 
We may assess this by analyzing, among other things, the issuer's credit position using standard credit ratios such as cash flow to debt and fixed charge coverage (including and excluding capital 
investment). We also analyze the issuer's ability to generate cash flow by reviewing standard operational measures for comparable companies in the sector, such as revenue and earnings growth rates, 
margins, and the composition of the issuer's balance sheet relative to the operational leverage in its business. 

NON-US RESEARCH ANALYST DISCLOSURES 
Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global Markets Inc.) are not registered/qualified as 
research analysts with FINRA. Such research analysts may not be associated persons of the member organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions 
on communications with a subject company, public appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below: 

Citigroup Global Markets Inc Manish A. Somaiya; James P Finnerty; Jenna Giannelli; David Phipps; Marisa B Moss; Richard C Yu; Murali Ganti; Kevin 
Ziets; Michael H Anderson 

OTHER DISCLOSURES 

Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to KB Home, Tenet Healthcare, Peabody Energy, MGM Resorts International, PPG Industries Inc, 
Servicemaster Company LLC. (For an explanation of the determination of significant financial interest, please refer to the policy for managing conflicts of interest which can be found at 
www.citiVelocity.com.) 

Citigroup Global Markets Inc. or its affiliates beneficially owns 2% or more of any class of common equity securities of Beazer Homes. 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as principal in connection with such 
transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the Product. The Firm regularly trades in the securities of the issuer(s) 
discussed in the Product. The Firm may engage in securities transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on 
a principal basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any insured depository institution 
(including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although information has been obtained from and is based upon sources that the 
Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and 
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product 
including, but not limited to, discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies. However, it should be 
presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the 
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and availability of financial instruments also are subject to 
change without notice. Notwithstanding other departments within the Firm advising the companies discussed in this Product, information obtained in such role is not used in the preparation of the Product. 
Although Citi Research does not set a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Research to provide research coverage of the/those 
issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for informational purposes only and is not 
intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the Product must take into account existing public information on such security or 
any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting requirements of the U.S. Securities 
and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not subject to uniform audit and reporting standards, practices and 
requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange 
rate movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using 



 

 

withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be 
prohibited in certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc. 
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed only through Citigroup Global Markets Inc. 

Important Disclosures for Bell Potter Customers: Bell Potter is making this Product available to its clients pursuant to an agreement with Citigroup Global Markets Australia Pty Limited.  Neither Citigroup 
Global Markets Australia Pty Limited nor any of its affiliates has made any determination as to the suitability of the information provided herein and clients should consult with their Bell Potter financial 
advisor before making any investment decision. 
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Securities and Futures Ordinance (Cap. 571 of the Laws of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes full responsibility for its content. 
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please call (81 3) 6270-3019 for help.   The Product is made available in Korea by Citigroup Global Markets Korea Securities Ltd., which is regulated by the Financial Services Commission, the Financial 
Supervisory Service and the Korea Financial Investment Association (KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180, Korea.   KOFIA makes available registration information of research 
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Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F.  In New Zealand the Product is made available to ‘wholesale clients’ only as defined by s5C(1) of the Financial Advisers Act 
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the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal 
Service for Financial Markets.  Neither the Product nor any information contained in the Product shall be considered as advertising the securities mentioned in this report within the territory of the Russian 
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West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board.  The 
investments and services contained herein are not available to private customers in South Africa.  The Product is made available in the Republic of China through Citigroup Global Markets Taiwan 
Securities Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan and/or through Citibank Securities (Taiwan) Company Limited ("CSTL"), 14 and 15F, No. 1, Songzhi Road, Taipei 
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research has been disseminated. 
The level and types of services provided by Citi Research analysts to clients may vary depending on various factors such as the client’s individual preferences as to the frequency and manner of receiving 
communications from analysts, the client’s risk profile and investment focus and perspective (e.g. market-wide, sector specific, long term, short-term etc.), the size and scope of the overall client relationship 
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