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For those steadfastly hanging on to the notion that corporate releveraging will 
turn out to be nothing but a passing fad, we’d imagine that Apple’s decision to 
increase its share repurchase program by $55bn over the next 3 years and raise 
debt to do so was a bit like realizing South Korea’s Psy may be more than a one 
hit wonder. Yet while the buyback is notable for its size, as we presume the 
associated bond deal will be too, what Apple says about the earnings season is 
just as interesting to our minds.  
 
After all, the Cupertino company didn’t exactly exceed expectations when it came 
to results. As Citi’s equity analyst notes, while the buyback could add 2.6% to 
EPS this calendar year (assuming an average repurchase price of $400/share), 
Apple’s lowered sales guidance will more than offset the benefit.  
 
It’s disconcerting that anemic top line growth has become a common theme this 
quarter for large cap companies like Apple. Among nonfinancial S&P500 
constituents that have already reported 1Q results, revenue growth has been 
negative for both the top quartile of companies by market cap and the bottom 
quartile (see figure). That’s a departure from 2012, and, more importantly, 
somewhat unexpected judging by a -1.11% aggregate sales surprise.  
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Predictably, the aggregate earnings surprise for S&P500 companies has been 
positive to the tune of 4.4%. But, as always, we would caution against reading 
too much into that figure. No doubt, declining share counts and margin expansion 
have helped the bottom line for most companies. And we reckon the surprise is 
far more indicative of analysts revising estimates downward throughout the 
earnings season anyway—thereby making it easier for companies reporting later 
to beat.  
 
To correct for this revision bias, we prefer to look at the aggregate earnings 
surprise relative to a “frozen” beginning of the quarter estimate. Viewed this way, 
it’s clear that first quarter earnings haven’t been nearly as positive as advertised. 
Indeed, to our minds it looks as if the Street failed to revise expectations 
sufficiently low enough in the 3 months prior to 1Q earnings, and have since 
been proved far too optimistic (see figure).  
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Source: Citi Research, Bloomberg 

 
So how disappointing have the earnings numbers actually been in an outright 
sense?  
 
Citi economists were looking for 1Q EPS to grow 5% year-on-year for the 
S&P500, but the aggregate earnings growth rate among the 267 companies that 
have reported so far has been a meager 1.87% (excluding share repurchases). 
That’s troubling, especially if the second half of the S&P500 yet to report were to 
turn in similarly weak growth numbers. Frankly, 1Q might already be bad enough 
that full year estimates—Citi expects 6% year-on-year EPS growth—may already 
be blown.  
 
At the very minimum, disappointing 1Q EPS puts incremental pressure on 
companies to either deliver stronger results in the second half of the year, or to 
reduce share count by issuing debt for share repurchases, as Apple plans. 
Unfortunately, given that analysts are rapidly taking down estimates for 3Q and 
4Q, we believe it’s likely to be more of the latter and less of the former. In other 
words, don’t be surprised to see more than a few companies issuing their own 
“iBonds” in the coming quarters, provided the deal see robust demand.  
 
So how ‘bout them Apples? Where you making ‘em?  
 

US Credit Outlook – 2013, Good to the 
Last Drop (Dec ’12) 
 
IG Corporate Supply Outlook – More 
gross, less net (Dec ’12) 
 

US Key Economic Data 

Monday: Consensus
Personal Income 0.4%
Personal Spending 0.1%
Pending Home Sales 1.0%
Tuesday: 
S&P/CS Home Prices 0.8%
Wednesday: 
ADP Employment 150k
ISM Manufacturing 51.0
Total Vehicle Sales 15.25mn
Thursday: 
Initial Jobless Claims 345k
Friday: 
Unemployment Rate 7.6%
Chg in Nonfarm Payrolls 145k

 
Key Earnings Announcements 

 
Monday: 
Express Scripts Holding Co 
Loews Corp 
Newmont Mining Corp 
Hartford Financial Svcs Grp 
Tuesday: 
Pfizer Inc 
Enterprise Products Partners 
Nextera Energy Inc 
Edison International 
Aetna Inc 
Public Service Enterprise 
HCP Inc 
Valero Energy Corp 
Nisource Inc 
Ecolab Inc 
Oneok Partners LP 
Boston Properties Inc 
Archer-Daniels-Midland Co 
Wednesday: 
Comcast Corp 
Time Warner Inc 
Exelon Corp 
Merck & Co 
Prudential Financial Inc 
Metlife Inc 
CVS Caremark Corp 
Viacom Inc 
Devon Energy Corporation 
Phillips 66 
American Tower Corp 
CBS Corp 
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Single Name News & Views 

Upgrade cycle? – Contrary to what one might have expected to see, there’s 
been very little evidence of selling to make room for Apple—or Microsoft for that 
matter. Indeed, according to TRACE trade data, investors have been net buyers 
of all the high quality/low beta tech names over the last three months, with Intel 
and Oracle the most popular (see figure).  
 
Not surprisingly, it’s been a far different story when it comes to the higher beta 
credits within the sector. Cumulative net sales by clients of the two PC retailers 
grappling with secular headwinds have reached roughly $600mm over the past 
three months. 
 
If anything, that implies to us that market technicals may be near perfect for 
Apple. With many investors likely underweight the sector after reducing holdings 
in the PC retailers, there should be plenty of dry powder to absorb a higher rated 
alternative. 
 
Yet exactly how big Apple’s inaugural deal will be and when it will come is still 
uncertain. We’d expect it to set the record for a tech deal, and thereby surpass 
Intel’s $6.125bn multi-tranche offering from last December. But beyond that, it’s 
hard to guess how much paper the company might try to bring at one time. 
Presuming the deal is $10bn or less and it comes relatively soon, we’d expect 
repricing within the tech sector to be minimal.       
 
On the other hand, if Apple chooses to wait and the economy strengthens, 
pricing conditions could actually deteriorate in the face of rising yields.   
 
 

YTD net client purchases for technology credits* 
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Source: Citi Research, Bloomberg 
*Net purchases are calculated as the volume bought minus the volume sold by non-dealers. 
Volumes are measured from TRACE-reported trades greater or equal to $1mn. TRACE records 
trades larger than $5mn at $5mn. 

 
 
Prologis goes pro-debt holders – Prologis is one company that’s clearly 
bucked the releveraging trend this quarter. The company ended 2012 with 
leverage of 9x—the highest among all IG REITs—but has since received $3bn 
from its international business segments. And on Thursday Prologis tapped the 
equity market for $1.3bn with the intention of using $1bn to repay debt. All told, 
the moves will reduce leverage to 6x, which is the company’s year-end target.  

Allstate Corp 
Thursday: 
American International Group 
P G & E Corp 
Kraft Foods Group Inc 
Xcel Energy Inc 
Sempra Energy 
PPL Corporation 
International Paper Co 
Kellogg Co 
Actavis Inc 
Gilead Sciences Inc 
Cigna Corp 
Friday: 
Berkshire Hathaway Inc 
Duke Energy Corp 
Consolidated Edison Inc 
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How long leverage will stay at 6x is another question entirely. Prologis has a 
$2bn development pipeline and will likely need to tap the debt markets at a later 
stage, given the company’s REIT structure. 
 
In the meantime, it’s likely the company repays a combination of the following: 
the $363mm convertible bond that becomes callable in May, the $325mm of 
bond coming due in June, and the $890mm outstanding on its credit line at year-
end. 
 
As one would expect given the credit positive nature of news (even if only 
temporary), CDS tightened 10bp on the announcement. In the coming weeks, 
we expect S&P to upgrade Prologis from BBB- to BBB (Moody’s and Fitch are 
already at Baa2/BBB). 
 
Week Ahead 

While Japan’s golden week festivities most likely will keep the nation out of the 
headlines next week, we will nonetheless have more than enough on our plates 
with earnings in full swing. Bellwethers reporting next week include Express 
Scripts, Pfizer, Aetna, Comcast, Time Warner Inc, Prudential Financial, and 
Metlife. 
 
Wednesday's FOMC statement is likely to remain accommodative and indicate that 
QE will continue at the current pace.  We will be looking to minutes later next 
month for a better indication of changes in the Fed’s view. The ECB will announce 
its rate decision on Thursday. A 25bp cut is widely anticipated, with our 
economists expecting a further cut by the end of the year. They do not expect a 
cut in the deposit rate, and also reckon any action to reduce collateral requirements 
(most likely a reduction in haircut on ABS of SMEs from its current 26%) will not 
take place until June. 
 
The flurry of data disappointments in the past month suggests that expectations 
have been too optimistic as of late (CESIUSD Index on Bloomberg). The worry is 
that the consensus for next week’s nonfarm payrolls to bounce from 88k last 
month to 145k may be too optimistic as well. Personal spending and income 
releases on the other hand are expected to reflect a slowdown.  
 
Italian politics will also be in the news next week. A vote of confidence in Letta’s 
proposed new government is scheduled for Monday; however, the government 
lineup has not been presented yet. This may influence the bond auction Italy is 
having on the same day, after the modest weakness we saw in yields this week.  
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constitute an offer within the meaning of the Indonesian capital market laws and regulations.  The Product is made available in Israel through Citibank NA, 
regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel.   The Product is made 
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  Via dei Mercanti, 12, Milan, 20121, 
Italy.  The Product is made available in Japan by Citigroup Global Markets Japan Inc. ("CGMJ"), which is regulated by Financial Services Agency, Securities 
and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange.  Shin-Marunouchi 
Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by SMBC Nikko Securities Inc. it is being so distributed under 
license.  In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Citi Velocity website.  If you have 
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Korea by Citibank Korea Inc., which is regulated by the Financial Services Commission and the Financial Supervisory Service. Address is Citibank Building, 
39 Da-dong, Jung-gu, Seoul 100-180, Korea.  The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Company No. 
460819-D) (“CGMM”) to its clients and CGMM takes responsibility for its contents. CGMM is regulated by the Securities Commission of Malaysia. Please 
contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala Lumpur, Malaysia in respect of any matters arising from, or in connection with, 
the Product.  The Product is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero 
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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 
2008 (‘FAA’) through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114 832 and AFSL No. 240992), an overseas financial adviser as defined by 
the FAA, participant of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 
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Singapore through Citigroup Global Markets Singapore Pte. Ltd. (“CGMSPL”), a capital markets services license holder, and regulated by Monetary 
Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1, Singapore 018960, in respect of any matters arising 
from, or in connection with, the analysis of this document. This report is intended for recipients who are accredited, expert and institutional investors as 
defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A., 
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Singapore Branch if you have any queries on or any matters arising from or in connection with this document. This report is intended for recipients who are 
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289).  This report is distributed in Singapore by Citibank 
Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent research or analysis of the substance or in preparation of 
this report. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you have any queries on or any matters arising from or in 
connection with this report. This report is intended for recipients who are accredited investors as defined under the Securities and Futures Act (Cap. 289).   
Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its registered office 
is at 145 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 Spain by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  29 Jose Ortega 
Y Gasset, 4th Floor, Madrid, 28006, Spain.  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 110, Taiwan, subject to the respective license scope of each entity and the applicable laws and regulations in the 
Republic of China. CGMTS and CSTL are both regulated by the Securities and Futures Bureau of the Financial Supervisory Commission of Taiwan, the 
Republic of China. No portion of the Product may be reproduced or quoted in the Republic of China by the press or any third parties [without the written 
authorization of CGMTS and CSTL]. If the Product covers securities which are not allowed to be offered or traded in the Republic of China, neither the 
Product nor any information contained in the Product shall be considered as advertising the securities or making recommendation of the securities in the 
Republic of China. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security or 
financial products. Any decision to purchase securities or financial products mentioned in the Product must take into account existing public information on 
such security or the financial products or any registered prospectus.  The Product is made available in Thailand through Citicorp Securities (Thailand) Ltd., 
which is regulated by the Securities and Exchange Commission of Thailand.  18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500, 
Thailand.  The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets Board.  Tekfen Tower, Eski Buyukdere 
Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey.  In the U.A.E, these materials (the "Materials") are communicated by Citigroup Global Markets 
Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and licensed and regulated by the Dubai Financial 
Services Authority ("DFSA") to Professional Clients and Market Counterparties only and should not be relied upon or distributed to Retail Clients. A 
distribution of the different Citi Research ratings distribution, in percentage terms for Investments in each sector covered is made available on 
request.  Financial products and/or services to which the Materials relate will only be made available to Professional Clients and Market Counterparties.  The 
Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  This 
material may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA and further details as to 
where this may be the case are available upon request in respect of this material.  Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB.  The 
Product is made available in United States by Citigroup Global Markets Inc, which is a member of FINRA and registered with the US Securities and 
Exchange Commission. 388 Greenwich Street, New York, NY 10013.   Unless specified to the contrary, within EU Member States, the Product is made 
available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.  
Pursuant to Comissão de Valores Mobiliários Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship 
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a 
commercial relationship with the subject company.  
Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of 
publication or distribution of investment research. The policy applicable to Citi Research's Products can be found at 
https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.   
Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specific 
transactions or recommendations.   
The Product may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers.  The Product is not to 
be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.  
Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get 
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount 
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject 
to change. If in doubt, investors should seek advice from a tax adviser.  The Product does not purport to identify the nature of the specific market or other 
risks associated with a particular transaction.  Advice in the Product is general and should not be construed as personal advice given it has been prepared 
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, 
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distribution channels only to certain categories of clients to satisfy legal or regulatory requirements, Citi Research concurrently disseminates its research via 
proprietary and non-proprietary electronic distribution platforms. Periodically, individual Citi Research analysts may also opt to circulate research posted on 
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