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What’s left for 2014? 
 The massive year-end rally reset starting levels: how to position  
 

 With the last few weeks of the year providing a significant rally to credit spreads, 
generating ideas and determining sector weights just became a lot more 
challenging. Our year end 2014 forecast now calls for nonfinancial spreads to widen 
roughly 30bp and financials to tighten an additional 5bp from current levels, 
reflecting our expectation for leveraging events in nonfins.  

 In this piece, we offer our sector recommendations, single name picks and pans, 
and a few strategies for trading some of the fundamental themes we expect in 2014.  

 Overweight: We continue to suggest to overweight financials, primarily banks and 
life insurers. We recognize that this is likely a crowded trade, but these sectors have 
further room to run, in our opinion. Financials should continue to trade inside 
industrials (Figure 1). 

In non-fins, we suggest overweight positions in basic materials and energy, given 
spreads remain relatively distended. While we are cautious on underlying 
commodity prices which tend to drive credit spreads, we see value in the credits 
that have either a diversified business mix or those that have taken actions to 
reduce debt burdens. In many cases the proceeds from asset sales will be used to 
improve credit profiles.  

 Underweight: While high ratings are typically viewed as a positive, we view them 
as a risk factor heading into 2014. We are especially concerned about releveraging 
transactions and issuance from the healthcare, tech and consumer products 
companies. Further, these are the three tightest trading sectors in the IG index, and 
we do not see much upside from current levels. 

Figure 1. Financial less nonfinancial spread, OAS in bp 

 
Source: Citi Research 
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The massive year-end rally reset starting levels: how to position  

With the last few weeks of the year providing a significant rally to credit spreads, 
generating ideas and determining sector weights just became a lot more 
challenging. While we haven’t seen spreads on the index this tight post-crisis, we 
imagine many are bemoaning that there is nothing to do in the sector.  

We agree that things just became more difficult, but we think that this is the year in 
which credit picking will actually matter. If we look at the single name stories that 
drove much of the out- and underperformers in 2013, we expect to see much of the 
same over the next twelve months. However, given the levels at which we are 
starting the year, we think the removal of some of the technical support in the 
market will make trading based on fundamentals more likely. Our year end 2014 
forecast now calls for nonfinancial spreads to widen roughly 30bp and financials to 
tighten an additional 5bp from current levels, reflecting our expectation for 
leveraging events in nonfins.  

We have divided this piece into two sections, including our sector recommendations 
and single name picks and pans, followed by our strategies for trading fundamental 
themes. We have updated our sector recommendations since we last published this 
piece, but we note that some of our picks from 2013 are still contenders for 
outperformance in 2014.  

Sector Recommendations and Picks and Pans 
We’ve every reason to expect financials to continue to outperform 
nonfinancials/industrials and remain a key source of portfolio alpha in 2014. Yet 
after outperforming industrials by nearly 40bp over the course of 2013, the point at 
which financial outperformance ends is inevitably closer at hand than it was a year 
ago. What’s more, there’s evidence that the financial overweight is an extremely 
crowded trade, which has the potential to make a right-sizing of positions back to 
neutral a technical headache for investors at some point in the future. 

As such, it is with far more trepidation relative to last year that we recommend an 
overweight in financials for the year ahead. In our view, it’s not time to exit the 
position just yet, given there are no good alternatives and that fundamentals 
continue to improve as a result of regulatory scrutiny/overreach. That said: we’d 
preemptively look to take profits if financials do continue to notch gains in 2014. As 
we noted in part 1 of our US Credit Outlook, we reckon a fair differential between 
financials and industrials could be anywhere from 40 to 50bp, and that’s where we’d 
recommend monetizing the trade (Figure 3). 

The bulk of our nonfinancial recommendations this year are predicated on the 
propensity to add debt and increase leverage, investor positioning, and where 
valuations currently trade. Sure, macro factors will continue to matter, but what we 
think will really drive alpha opportunities is avoiding the unexpected releveraging 
transactions, and determining which deals to buy and from which to stay away.  

In order to interpret nonfinancial sectors fairly, we find it instructive to compare them 
to the broader nonfinancials index reweighted to mimic the sector’s rating/tenor 
profile (see “Rating/tenor neutral sector indices” box below for more details). 

Using this analysis, we can see that basic materials, telecom/media, and energy 
look to offer the most premium over their custom benchmark, while consumer 
goods, utilities, and industrials look to be the most rich (Figure 4). 

What’s left for 2014? 

Figure 2. Index Weightings 

 
Source: Citi Research, Yieldbook 

Figure 3. Financial less nonfinancial spread, 
OAS in bp 

 
Source: Citi Research 
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Figure 4. Difference between actual sector spread and custom index (bp) 

 
Source: Citi Research, Yieldbook 
Note: Differences as of December 16, 2013 

 
Rating/tenor neutral sector indices: The question, “which sector trades wider” is 
more complex than it seems at first—after all, the different maturity and rating 
profiles of various sectors play a large role in dictating levels, making it hard to 
tease out the unadulterated sector spread. For example, does telecom/media trade 
wide to banks because the sector is inherently riskier? Or rather, is it just because it 
consists generally of longer dated and lower rated debt? 
 
To normalize for these factors and properly answer the question at hand we 
propose creating a custom benchmark for each sector that adjusts for the impact of 
rating and tenor differences. It’s a relatively straightforward process: If a 
nonfinancial sector is 50/50 split between single-A and triple-B credits, then we 
create a custom benchmark which is a 50/50 combination of Citi’s BIG Corp 
nonfinancial single-A index and triple-B index. In this case the custom index would 
contain no double-As or triple-As because there are no credits with those ratings in 
the original nonfinancial sector. Likewise, we do the same sort of adjustments to 
correct for maturity differences. As a result, we can fairly say how much wider a 
sector trades versus the index without our view being obscured by ratings/tenor 
considerations. 

Putting it all together, we arrive at the following sector recommendations: 

Overweight: We continue to like overweight positions in basic materials and 
energy, given spreads remain relatively distended, and at least in basics, most 
investors are underweight.  While we are cautious on underlying commodity prices 
which tend to drive credit spreads, we see value in the credits that have either a 
diversified business mix or those that have taken actions to reduce debt burdens. In 
many cases the proceeds from asset sales will be used to improve credit profiles.  

Given the cyclicality of these two sectors, if we do see better than expected global 
growth, the benefits should first be felt in energy and basics. We believe that basics 
will remain somewhat immune to shareholder pressure over the next 6-12 months, 
and while energy has been a hot spot for activism, few companies have suffered 
weaker credit profiles as a result.  
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Underweight: While high ratings are typically viewed as a strength, we view them 
as risk factor heading into 2014. We are especially concerned about releveraging 
transactions and issuance from the healthcare, tech and consumer products 
companies. Further, these are the three tightest trading sectors in the IG index, and 
we do not see much upside from current levels. 

In healthcare, we are concerned in particular about pharma credits, as we expect 
them to engage in M&A transactions in an effort to boost revenues. With patents 
continuing to expire, we see an immediate need to grow their businesses.  

In tech, pressure from shareholders to return cash to investors is likely to intensify. 
However, with so much of tech cash trapped overseas, coupled with low rates, we 
expect to see healthy issuance from the sector next year. 

Likewise, the consumer goods sector has been fairly immune to leveraging 
transactions in 2013, but we believe activity will pick up. Given the large multi-
national companies that comprise the sector, we could see splits of companies 
resulting in weaker credit profiles, much like the Kraft / Mondelez transaction.  

Note: Our picks and pans are primarily for cash valuations, but our views on the 
credit apply to CDS as well. 

Figure 5. Sector Spread Change 

 Jan ‘13 Jan ‘14  
BIG Corp Index 140 110 (30) 
    
Banks 145 92 (53) 
Basic Materials 163 153 (10) 
Consumer Goods 112 88 (24) 
Consumer Services 129 105 (24) 
Energy 142 131 (11) 
Financial Services 152 109 (43) 
Healthcare 95 85 (10) 
Industrials 127 106 (21) 
Insurance 163 116 (47) 
REITs 176 140 (36) 
Technology 129 89 (40) 
Telecom & Media 154 138 (16) 
Utilities 140 118 (22) 
 

Source: Citi Research  
Note: Spreads as of Jan-2-2013 and Jan-6-2014 
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Sector Picks and Pans 
Figure 6. Picks and Pans 

  Valuation Risks Recommendations 

Sector  Spread (bp) 12M Low 12M High 
Liquidity 

Score 
1y Implied 

Default Rate Picks Pans 
Banks Slight 

Overweight 
92 92 208 39% 0.12% Bank of America  

Morgan Stanley 
Wells Fargo 

 We assign a slight overweight recommendation for the banks sector, and we continue to cite the solid performance, improving 
capital structures and deleveraging nature of the banks as reason for outperformance, especially as investors will likely look to 
avoid the leveraging non-fins. We do recognize the crowded nature of the trade, but we believe there is still some room to 
tighten over the course of the year. If we see outperformance in Q1 / Q2 (some of which came in the last few weeks of the 
year), we would look to move to neutral at that point. On the back of strong demand in the front end of the curve, we see 
limited room for continued tightening here and prefer to move into senior ranking, 7-10year paper.  

Basic Materials Slight 
Overweight 

153 153 214 25% 0.23% CF Industries 
Eastman Chemical 
International Paper 
LyondellBasell 

DuPont 
Teck Resources 

 

If we look at our positioning reports, we see that most investors are underweight this sector, and for good reason given the 
volatility seen in underlying commodity prices for much of the year. We are still cautious on underlying commodity prices given 
their correlation to credit spreads, but we do see value in the credits that have either a diversified business mix or those that 
have taken actions to reduce debt burdens. In many cases the proceeds from asset sales will be used to improve credit 
profiles. Further, given the fundamental headwinds potentially facing the sector, we see little opportunity for shareholder 
activism or releveraging, making the sector more appealing to investors looking to dodge headlines of that nature.  

Consumer Goods Underweight 
 

88 88 145 20% 0.09% Ford 
Kellogg  
Tyson 

Campbell Soup 
McDonald’s 
Johnson Controls 

 If we look for a sector that has been relatively quiet for much of 2013 in terms of releveraging, it is the consumer goods sector. 
In the upcoming year, we’d expect to see more debt-funded M&A, splits of companies, and shareholder pressure. Further, if we 
compare how the sector is priced versus its rating and maturity adjusted spread, we see that it is really one of the mis-priced 
sectors, trading tighter than its ratings would imply. We think companies benefit from their global presence and strong brands, 
but in our opinion that sets it up for releveraging, especially as top line growth has become more difficult to achieve. 

Consumer Services Neutral 105 105 145 13% 0.14% GAP (cash) 
Macy’s 

Kohls 
Staples 
VF Corp 

 This sector, which is primarily comprised of retailers, underperformed in Q4 as investors sold paper on the back of weak retail 
sales concerns, and we believe it to now be priced fairly. We don’t think growth is going to be fantastic, but current spreads are 
pricing consumer pullback appropriately. We continue to like housing-related companies, as those companies benefit from the 
continued rebound in the housing market. In this sector, we like buying BBB-rated credits, as those aren’t likely shareholder 
targets, and instead will focus on reducing debt.  

Energy Slight 
Overweight 

131 131 169 24% 0.17% Southwestern 
Weatherford 
Western Gas 
Partners 

Transocean 
Williams Co. Inc. 

 We continue to recommend a slight overweight in the Energy sector, recognizing the value in current spreads and at the index 
level, we see that the sector trades wide for its ratings and maturity composition. We think that there will continue to be 
pressure on credits from shareholders, calling for splits of companies, increased dividends or buybacks, but at current spreads 
investors are compensated, in our opinion. However, we expect companies to continue to have success in fending off 
aggressive plans. Lastly, given the cyclicality of the sector if we do see a pick-up in global growth, the energy sector will be one 
of the early beneficiaries. 

Financial Services Neutral 109 106 171 26% 0.12% Capital One  
Discover Financial 
GE Capital Corp. 

American Express 
 

 This sector, which primarily consists of asset managers and non-bank card companies, is likely trading at fair value, 
recognizing the generally high ratings and stable credit profiles. We like DFS’ profile, and believe that spreads are most 
attractive in the non-bank opco paper. We believe AXP looks rich, although we are comfortable with the credit. 
 

Healthcare Slight 
Underweight 

85 84 114 22% 0.09%  
 

Pharma credits  
 

 In healthcare, we are concerned in particular about pharma credits, as we expect them to engage in M&A transactions in an 
effort to boost revenues. With patents continuing to expire, we see an immediate need to grow their businesses. Therefore, 
while credit profiles can generally handle increased debt loads, we imagine that any issuance could pressure the already tight 
spreads. 

 



What’s left for 2014? 
7 January 2014 Citi Research 

 
 

 6 

 
  Valuation Risks Recommendations 

Sector View Spread (bp) YTD Low YTD High 
Liquidity 

Score 
1y Implied 

Default Rate Picks Pans 
Industrials Neutral 106 106 163 13% 0.10% Eaton Corp Deere 

Ingersoll-Rand 

 We assign a neutral rating to this sector: Though we can see a continued focus on shareholder returns, most of it should be 
funded with free cash flow. M&A will also likely be a key theme in this sector, but we’d expect most to be smaller, bolt-on deals. 
As far as aerospace and defense companies are concerned, continued pressure on military budgets is likely, but we expect the 
companies to continue to post solid results.  

Insurance Overweight 116 116 211 15% 0.22% Hartford ‘42 
Lincoln National ‘36 
Prudential 

 
 

 We continue to see Insurers as solid performers for the next few months, as the sector should benefit from their improving 
capital levels and deleveraging nature. Life insurers are preferred over P&C credits, although we are still constructive on the 
fundamentals of the P&C business, and levels look to have run significantly tighter. For life insurers, the rising rate environment 
should help their profitability longer term and allow them the ability to ramp up some of their less profitable product offerings.  

REITs Neutral 140 140 212 10% 0.17% Health Care REIT 
Ventas 

 

 We continue to fundamentally like REITs, but given the significant rally we’ve seen this year and their sensitivity to rising rates, 
we recommend a neutral weight. Operating metrics and cash generation remain solid, and we do not foresee a significant 
building / acquisition boom requiring new debt. Healthcare REITs are a sector to watch as the US healthcare system is altered 
by Obamacare. 

Technology Underweight 89 89 146 25% 0.10% Hewlett-Packard 
 

Cisco 
Intel 
Oracle 
Pitney Bowes 

 Despite weakness in demand for underlying tech products, bonds from this sector have outperformed over the past few 
months, which we attribute in part to the generally high rating for the sector. However, while current spreads appear to be in 
line with its rating and maturity profile, we do not think they pay investors enough for the risk of large releveraging transactions. 
In fact, the sector’s high ratings actually make it more likely to see debt-funded share buybacks, in our opinion, as those with A-
ratings tend to have the flexibility to lever up. Lastly, product innovation has lagged at many of these companies, and we don’t 
foresee significant growth or margin improvement, providing one more reason for shareholders to push for buybacks. We 
suggest an underweight in the tech sector, expecting that issuance will likely pressure spreads more than fundamentals. 

Telecom & Media Neutral 138 138 194 39% 0.11% Time Warner Inc. 
Verizon 

AT&T 
CBS 
 

 The Verizon deal, and other large potential deals, pushed this sector wider for much of 2013. However, now that the mega deal 
is complete, and taking our cues from how VZ paper traded post issuance, we’ve upgraded our recommendation to neutral 
from underweight. While we are still concerned about potential deals that we expect would push spreads wider, we think that 
the sector should perform in line with the index. We note that the sector still trades wide to the tune of 15bp compared to its 
ratings and maturity profile. Lastly, given the uncertain nature of any Time Warner Cable deal given the players discussed, 
we’d prefer to be neutral given the range of possible outcomes. 

Utilities Neutral 118 118 186 5% 2.13% MidAmerican 
(HoldCo) 

GenCos 
 

 We expect this low beta, domestically domiciled sector to be fairly insulated from spread pressure resulting from market-
moving headlines. We like the regulated utilities over genco paper, as these credits are able to recoup any commodity cost 
swings. Issuance risk remains, but recent deals have been well bid and have not impacted overall spreads.  

 

Source: Citi Research 
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Strategies: Trading fundamental themes 
In our 2014 US Credit Outlook - 14 for ’14 (part 2), fourteen strategies for 2014, 
we detail trade ideas for high grade investors. In the following section, we republish 
those trades that pertain to fundamental themes and specific companies. Please 
see the full document for our team’s other recommendations. 

#1. Stay positioned for the LME trade—it’s not dead yet 
With cash-rich balance sheets, relatively low interest rates, and management teams 
thinking about their 2014 capital plans, we expect to see additional tender offers 
and liability management trades from IG credits early in the year. We see tenders 
coming primarily from two camps – those looking to push out maturity profiles and 
those wishing to take out high-dollar/high-coupon bonds.  

The amount of paper that can potentially be tendered is significant—there is nearly 
$350bn of index-eligible debt maturating in each of 2015, 2016 and 2017, and our 
screen of high-coupon/high-price bonds nets about $108bn. We’d expect most 
tender offers to be funded with new, longer-term debt, much like we saw with AT&T, 
MO, YUM or BAC. But we’re also likely to see opportunities in conjunction with 
asset sales, as companies will likely need to reduce their debt load given their lower 
asset base.                                                               

Indeed, the wildcard potential source of alpha is from tender offers that are part of a 
debt-reduction strategy. Take Apache: the management team recently tendered for 
low-coupon, newly-issued debt, which was perplexing to many. Why would a 
company take out below par debt? But the objective was to offset losses from 
making whole their 2015 bonds. Because the transactions will be funded with 
proceeds from an asset sale, leverage improves.  

We see the most potential for tenders in the energy and telecom/media sectors. 
While there are many high-dollar utility bonds, the sector is unlikely to be an active 
tender participant as the regulated nature of the sector makes the tax and 
accounting issues more difficult to navigate.  

For total return investors, we suggest buying bonds that could be tender candidates. 
As the average IG tender in Q4 has come at a 40bp premium, we think identifying 
these credits is one way to achieve alpha. In the table below, we show bonds that 
look like good candidates, in our opinion (Figure 7).  

Figure 7. Tender Candidates 

Ticker Company Sector 
Number of 

bonds 
Amount of 

bonds ($mn) 
Average  
Price ($) 

ABIBB Anheuser-Busch Consumer Goods 9 7,044 129.09 
APC Anadarko Petroleum Energy 8 7,025 124.13 
BHP BHP Billiton Basic Materials 2 2,073 120.37 
CMCSA Comcast Media 15 13,990 122.74 
COP ConocoPhillips Energy 8 7,071 130.05 
EOG EOG Resources Energy 1 350 122.92 
FDX FedEx Industrials 1 750 126.45 
HES Hess Energy 4 3,050 123.60 
IP International Paper Basic Materials 5 4,356 128.83 
RAI Reynolds American Consumer Goods 3 1,400 118.84 
RIO Rio Tinto Basic Materials 3 4,000 125.88 
TWX Time Warner Inc. Media 8 7,652 123.23 

 

Source: Citi Research, Yieldbook 
Note: based on our screen of bonds trading above $115, with a coupon in excess of 6%. Prices as of Dec. 16, 2013. 

https://ir.citi.com/dWFei3muNj2SUSv3H8a%2b44LkxJf2oR%2f0VTOIEfiM%2fSMn3LS1r1dhG1F7pVcWDZJxt8t1BL%2fMX80%3d
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#2. Give a credit a second chance? 
Fool me once, shame on you; fool me twice, shame on me. It’s advice that investors 
would arguably be wise to take heed of when evaluating credits that have increased 
leverage over the past year. Yet at the same time the temptation to buy a recently-
levered credit trading at wider spreads on the assumption that there’s deleveraging 
to come is great. So what’s a paranoid yield-hungry investor to do?  

Most likely such decisions will be a credit-by-credit call; however, we think it’s not 
unreasonable to expect that companies that have levered up to fund M&A (i.e. 
Verizon) are probably in debt-reduction mode for the next few years, while 
companies that have issued debt to buy back shares (i.e. Viacom) could be repeat 
offenders in 2014. 

What’s more, there’s clear evidence that the companies most likely to add debt with 
the aim of repurchasing shares tend to be higher-rated, while triple-B companies 
more often use debt to fund M&A (Figure 8). Indeed, it makes sense that highly-
rated credits are adding debt given that the primary markets have been wide open 
and the consequences have been limited, both in terms of spreads and ratings 
(Figure 9).  

As such, when it comes to buying companies that are releveraging we tend to favor 
triple-Bs where the likelihood of recidivism is lower. But a measure of selectivity is 
still required. For instance, in the case of Verizon, bonds were priced in a way that 
left plenty of room for tightening, and spreads were more in-line with the higher level 
of debt. However, other recent deals, such as Heinz or Thermo Fisher Scientific, 
already seem to bake in several years of deleveraging, leaving little room for error.  

Alternatively, in Figure 10, we show companies that screen well as potential 
leveraging candidates; they include companies that have under 2.0x leverage, 
issued debt in 2013 and where stock price performance has lagged the S&P500. 
We focus on companies with an A-rating or higher, as this seems to be the ratings 
class most willing to lever up. In our opinion, potential candidates to underweight 
include: 

Figure 10. Repeat offender candidates; be cautious of releveraging and issuance 

Name Sector 
YTD Debt 

Change ($) Ratings 
Q3 13 

Leverage 
YTD Equity 

Price Change 
Apple Inc Tech 16,960 / AA+ 0.3x 6.7% 
Wal-Mart Retail 7,686 Aa2 / AA 1.7x 16.4% 
Chevron Energy 6,389 Aa1 / AA 0.4x 13.4% 
Oracle Tech 4,351 A1 / A+ 1.4x 4.5% 
Philip Morris Cons. Goods 3,961 A2 / A 1.9x 2.5% 
IBM Tech 2,911 Aa3 / AA- 1.5x -7.9% 
Procter & Gamble Cons. Goods 1,354 Aa3 / AA- 1.9x 23.8% 
Altria Group Cons. Goods 998 Baa1 / BBB 1.8x 18.9% 

 

Source: Citi Research, Bloomberg, Moody’s, S&P 

 
 

Figure 8. Share repurchases (LTM) vs. BIG 
Corp weights, repurchases in $bn (left), and 
weights in % (right) 

 
Source: Citi Research, DealLogic, Bloomberg 

Figure 9. Change in OAS (y-axis) vs. net 
debt/EBITDA increase (x-axis) by issuer, OAS 
in bp  

 
Source: Citi Research 
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#3. Remember the fundamentals 
As fundamentals gradually start to play a larger role as far as influencing valuations 
against a backdrop of weaker technicals, we believe it will be increasingly important 
that investors ensure they are paid appropriately for the credit risk they undertake. 
One way we evaluate this is to look at spread per turn of leverage; in doing so we 
can analyze relative value opportunities both across and within sectors.  

To actually trade this theme, we look at relative value opportunities within sectors. 
For example, in the tobacco space, we can compare Lorillard and Reynolds. The 
credits trade about 25bp apart and hold the same mid-BBB rating, but Lorillard is 
1.7x levered versus Lyondell’s 2.1x. On a per turn of leverage basis, LO provides 
108bp while Reynolds only provides 73bp. In the table below we show other pairs 
where investors have an opportunity to pick up additional spread (Figure 12).  

Figure 12. Relative value trades based on spread per turn of leverage 

  Company  Sector  Ratings 
Average 

Spread (bp) 
Normalized 
Leverage 

Spread / 
Leverage (bp) 

Buy Lorillard Consumer Goods Baa2 / BBB- 181 1.68 108 
Sell Reynolds American Consumer Goods Baa2 / BBB- 154 2.09 73 
       
Buy Kraft Consumer Goods Baa2 / BBB 107 2.53 42 
Sell Mondelez Consumer Goods Baa1 / BBB- 109 3.92 27 
       
Buy Teva Pharma Healthcare A3 / A- 117 2.29 51 
Sell Baxter Healthcare A3 / A 70 2.56 28 
       
Buy Motorola Solutions Tech Baa2 / BBB 52 1.70 112 
Sell Pitney Bowes Tech Baa2 / BBB 56 3.55 50 
       

Buy Apache Energy Baa2 / BBB 98 0.92 108 
Sell ConocoPhillips Energy Baa2 / BBB 85 1.09 78 

 

Source: Citi Research, YieldBook 
Note: spread represents the weighted average spread by issuer. 

 
In general we prefer more spread per turn of leverage, but in some cases the 
credits that provide the most spread per turn are exactly those that could lever up. If 
we look at names like Apple, Google or Microsoft, these tech companies provide 
more than 150bp of spread per turn of leverage, purely due to their relatively low 
levels of debt. However, we believe that these are exactly the types of companies 
that could easily increase the amount of debt on their balance sheets.  

At a sector level, we find energy credits to be the most attractive from a spread per 
turn of leverage perspective while healthcare to be the least after normalizing for 
industry differences (Figure 11).  

Normalizing leverage: We acknowledge that an “A” rating in one sector may entail 
a very different leverage profile than in another. In order to make a fair comparison 
of leverage across sectors, we normalized the leverage metrics by rating for each 
sector using Moody’s industry rating methodology guidelines. So for an A-rated tech 
company with 1x leverage, we add half a turn or so to put it on par with other 
industries because allowable leverage for a given rating tends to be more 
conservative in the tech sector. This sort of normalization differs for each sector, but 
the end result allows for fair comparison across sectors, and in turn, spread per turn 
of leverage across sectors as well.  

Figure 11. Spread per turn of normalized 
leverage, by sector, OAS in bp 

 
Source: Citi Research, Moody’s, S&P, Bloomberg 
Note: market value weighted spreads and leverage 
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#4. Shoot for finding the Angels, not the Stars 
Identifying rising star candidates is a known source of outperformance for many 
investors. But so much of the movement depends on who already owns the bonds, 
and what those investors’ constraints may be. If we look at Figure 13, we see that in 
2013, more paper (by par amount) was downgraded than upgraded. The 
downgrades were driven by leveraging transactions (Heinz, Dell, BMC Software) 
and less so by weakened credit profiles (Virgin Media, CenturyLink). The upgrades 
tended to be smaller companies that have worked their way up the ratings scale. 

But as we’ve observed over the past few years, it may be more profitable to trade 
the crossover candidate ahead of the ratings move. In some cases the actual 
upgrade does little to move spreads in the direction one would expect.  

Take Ford’s upgrade by Moody’s in May 2012 that moved the bonds into IG indices. 
Upon the ratings change, spreads surprisingly widened. We suspect that many 
added Ford bonds to their IG books prior to the move, and once the news was out 
demand waned, but weaker global auto sales didn’t help their case either. However, 
given that spreads were still relatively wide, when S&P upgraded Ford to IG in 
September 2013, the bonds performed well.  

Conversely, ArcelorMittal spreads actually improved after being downgraded. We 
think that high yield investors were happy to have a new name to trade, and given 
its weight in the index, there was a strong bid from benchmarked investors. Further, 
compared to other high yield metal companies, Mittal spreads looked attractive 
given its leading market position and manageable leverage. 

As we look to the new year, we’ve identified our potential crossover candidates 
(Figure 14). The companies poised for an upgrade, in our opinion, are those that 
have worked to improve credit profiles, coupled with a more favorable macro 
environment. While most of the spreads of these credits have already improved, we 
still see room for tightening upon an upgrade. In the case of GM, its closest comp is 
Ford which now trades at an average spread of 129bp. While we wouldn’t expect 
GM to rally to Ford’s level, we would expect buying on the back of an upgrade. 

For our potential falling angels, we believe that spreads for the most part already 
reflect a downgrade to high yield. To be sure, there will be some forced selling from 
IG accounts, but we imagine that with the BB index only offering an OAS of 321bp, 
many of these credits could be attractive to high yield investors and as a result, 
spreads could tighten.  

Figure 14. Rising Star and Falling Angel candidates 

 Rising Stars  Ratings and Outlooks 
Amt of debt 

($mn) 
Avg Spread 

(bp) 
Celanese (CE) Ba2 / Pos, BB+ / Stable 1,500 224 
General Motors (GM) Ba1 / Stable, BB+ / Pos 8,500 183 
Rockwood Specialties (ROC) Ba1 / Pos, BB+ / Pos 1,250 196 
Toll Brothers (TOL) Ba1 / Stable, BB+ / Stable 2,250 220 

 Falling Angels  Ratings and Outlooks 
Amt of debt 

($mn) 
Avg Spread 

(bp) 
Alcoa (AA) Ba1 / Stable, BBB- / Neg 6,927 255 
AngloGold Ashanti (AU) Baa3 / Neg, BB+ / Stable 3,000 512 
Avon (AVP) Baa2 / Watch Neg, BBB- / Neg 2,350 277 
Transocean (RIG) Baa3 / Neg, BBB- / Neg 2,900 161 

 

Source: Citi Research, Moody’s, S&P 

Figure 13. Outstanding amount impacted by 
rating changes, in $bn 

 
Source: Citi Research 
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Figure 15. Average Leverage  Figure 16. Average Cash Balance ($bn) 

 

 

 
Source: Bloomberg, Citi Research  Source: Bloomberg, Citi Research 

Figure 17. Share Repurchases / Market Cap (%) vs. OAS (bp)  Figure 18. Weighted Rating vs. Spread  

 

 

 
Source: Bloomberg, Citi Research  Source: Bloomberg, Citi Research 

Figure 19. 2013 M&A by Sector  Figure 20. 2013 Issuance by Sector 

 

 

 
Source: Bloomberg, Citi Research  Source: Bloomberg, Citi Research 
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PHARMACEUTICAL FINANCE CO LLC, WEATHERFORD INTERNATIONAL LLC, International Business Machines Corp, Campbell Soup Co, Bank of 
America Corp, Johnson Controls Inc, FedEx Corp., Anheuser-Busch Companies LLC, Eaton Corp, Capital One Financial Corp., Western Gas Partners, L.P., 
Altria Group Inc, AT&T Inc, Oracle Corporation, General Motors Company, Gap Inc., BHP BILLITON FINANCE LTD, RIO TINTO FINANCE (USA) PLC, Avon 
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Corp, Comcast Corp, Transocean Inc, McDonald's Corp, Morgan Stanley, Southwestern Energy Co, Cisco Systems, Inc., Procter & Gamble Co, General 
Electric Capital Corp, Anadarko Petroleum Corp, Macy's Inc, Microsoft Corp., Chevron, Google Inc., E I du Pont de Nemours and Co, Wal-Mart Stores Inc, 
Eastman Chemical Co, Philip Morris International, Apple, Inc., Kraft Foods Group Inc, Ford Motor Co, Prudential Financial Inc., Celanese Corp, Tyson Foods 
Inc, CF Industries Holdings Inc, Time Warner Inc, Intel Corp, MidAmerican Energy Co, Wells Fargo & Co. 
Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, non-securities-related: Williams Partners LP, Pitney Bowes Inc, LORILLARD TOBACCO CO, Reynolds American Inc, ANGLOGOLD ASHANTI 
HOLDINGS PLC, Hewlett-Packard Co, Baxter International Inc, Motorola Solutions Inc, Discover Financial Services, Verizon Communications Inc, TEVA 



What’s left for 2014? 
7 January 2014 Citi Research 
 

 15 
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 12 Month Rating Relative Rating 
Data current as of 31 Dec 2013 Buy Hold Sell Buy Hold Sell 
Citi Research Global Fundamental Coverage 49% 40% 12% 6% 88% 6% 

% of companies in each rating category that are investment banking clients 55% 52% 44% 62% 52% 49% 
Guide to Citi Research Fundamental Research Investment Ratings: 
Citi Research stock recommendations include an investment rating and an optional risk rating to highlight high risk stocks. 
Risk rating takes into account both price volatility and fundamental criteria. Stocks will either have no risk rating or a High risk rating assigned. 
Investment Ratings: Citi Research investment ratings are Buy, Neutral and Sell. Our ratings are a function of analyst expectations of expected total return 
("ETR") and risk. ETR is the sum of the forecast price appreciation (or depreciation) plus the dividend yield for a stock within the next 12 months.  The 
Investment rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for negative ETR. Any covered stock not 
assigned a Buy or a Sell is a Neutral (2). For stocks rated Neutral (2), if an analyst believes that there are insufficient valuation drivers and/or investment 
catalysts to derive a positive or negative investment view, they may elect with the approval of Citi Research management not to assign a target price and, 
thus, not derive an ETR. Analysts may place covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the 
analyst's thesis) affecting the company and / or trading in the company's securities (e.g. trading suspension). As soon as practically possible, the analyst will 
publish a note re-establishing a rating and investment thesis. To satisfy regulatory requirements, we correspond Under Review and Neutral to Hold in our 
ratings distribution table for our 12-month fundamental rating system. However, we reiterate that we do not consider Under Review to be a recommendation.  
Relative three-month ratings: Citi Research may also assign a three-month relative call (or rating) to a stock to highlight expected out-performance (most 
preferred) or under-performance (least preferred) versus the geographic and industry sector over a 3 month period. The relative call may highlight a specific 
near-term catalyst or event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the 
company. Absent any specific catalyst the analyst(s) will indicate the most and least preferred stocks in the universe of stocks under consideration, 
explaining the basis for this short-term view. This three-month view may be different from and does not affect a stock's fundamental equity rating, which 
reflects a longer-term total absolute return expectation. For purposes of NASD/NYSE ratings-distribution-disclosure rules, most preferred calls correspond to 
a buy recommendation and least preferred calls correspond to a sell recommendation. Any stock not assigned to a most preferred or least preferred call is 
considered non-relative-rated (NRR). For purposes of NASD/NYSE ratings-distribution-disclosure rules we correspond NRR to Hold in our ratings 
distribution table for our 3-month relative rating system. However, we reiterate that we do not consider NRR to be a recommendation. 
Prior to October 8, 2011, the firm's stock recommendation system included a risk rating and an investment rating. Risk ratings, which took into account both 
price volatility and fundamental criteria, were: Low (L), Medium (M), High (H), and Speculative (S). Investment Ratings of Buy, Hold and Sell were a 
function of the Citi Research expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. Additionally, 
analysts could have placed covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis) 
affecting the company and/or trading in the company's securities (e.g. trading suspension). Stocks placed "Under Review" were monitored daily by 
management and as practically possible, the analyst published a note re-establishing a rating and investment thesis. For securities in developed markets 
(US, UK, Europe, Japan, and Australia/New Zealand), investment ratings were:Buy (1) (expected total return of 10% or more for Low-Risk stocks, 15% or 
more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15% 
for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return). For securities in emerging 
markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings were:Buy (1) (expected total return of 15% or more for 
Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for 
Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-
Risk stocks, 10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 
Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change 
in target price (subject to limited management 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 
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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. 
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 Erin Lyons; Swati Verma; Lina Lavitsky 

OTHER DISCLOSURES 
Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to Williams Partners LP, Pitney Bowes Inc, Reynolds American 
Inc, Hewlett-Packard Co, Baxter International Inc, Motorola Solutions Inc, Verizon Communications Inc, International Business Machines Corp, Campbell 
Soup Co, Bank of America Corp, Johnson Controls Inc, FedEx Corp., Eaton Corp, Western Gas Partners, L.P., Altria Group Inc, AT&T Inc, Oracle 
Corporation, General Motors Company, Gap Inc., Avon Products Inc, Staples Inc, CBS Corp, Mondelez International Inc, VENTAS REALTY LP, Lincoln 
National Corp., VF Corp, International Paper Co, American Express Co., The Hartford Financial Services Group, Alcoa Inc., EOG Resources Inc, 
ConocoPhillips, Apache Corp, Teck Resources, Deere & Company, Kellogg Co, LyondellBasell Industries, Hess Corp, Comcast Corp, McDonald's Corp, 
Morgan Stanley, Southwestern Energy Co, Cisco Systems, Inc., Procter & Gamble Co, General Electric Capital Corp, Anadarko Petroleum Corp, Health 
Care REIT, Microsoft Corp., Chevron, Google Inc., TOLL BROTHERS FINANCE CORP, E I du Pont de Nemours and Co, Wal-Mart Stores Inc, Eastman 
Chemical Co, Philip Morris International, Apple, Inc., Kraft Foods Group Inc, Ford Motor Co, Prudential Financial Inc., Celanese Corp, Time Warner Inc, Intel 
Corp, MidAmerican Energy Co, Wells Fargo & Co. (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.) 
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. 
The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed 
by.  The Product is made available in Australia through Citi Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant of 
the ASX Group and regulated by the Australian Securities & Investments Commission.  Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is 
made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty 
Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship managers.  If there is any 
doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private Bank in Australia.  Citigroup 
companies may compensate affiliates and their representatives for providing products and services to clients.  The Product is made available in Brazil by 
Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissão de Valores Mobiliários, BACEN - Brazilian Central Bank, APIMEC - 
Associação dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associação Nacional dos Bancos de Investimento.  Av. 
Paulista, 1111 - 11º andar - CEP. 01311920 - São Paulo - SP.  If the Product is being made available in certain provinces of Canada by Citigroup Global 
Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the Product.  Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 
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2M3.  This product is available in Chile through Banchile Corredores de Bolsa S.A., an indirect subsidiary of Citigroup Inc., which is regulated by the 
Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile.   The Product is distributed in Germany by Citigroup Global Markets 
Deutschland AG ("CGMD"), which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). CGMD, Reuterweg 16, 60323 Frankfurt am 
Main. Research which relates to "securities" (as defined in the 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. Citigroup Global Markets Asia Ltd. is regulated 
by Hong Kong Securities and Futures Commission. If the Research is made available through Citibank, N.A., Hong Kong Branch, for its clients in Citi Private 
Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank N.A. is regulated by the Hong Kong 
Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong Kong, Branch if you have any queries on or any matters arising from or in 
connection with this document.  The Product is made available in India by Citigroup Global Markets India Private Limited, which is regulated by Securities 
and Exchange Board of India.  Bakhtawar, Nariman Point, Mumbai 400-021.  The Product is made available in Indonesia through PT Citigroup Securities 
Indonesia.  5/F, Citibank Tower, Bapindo Plaza, Jl. Jend. Sudirman Kav. 54-55, Jakarta 12190.  Neither this Product nor any copy hereof may be distributed 
in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with applicable capital market laws 
and regulations. This Product is not an offer of securities in Indonesia. The securities referred to in this Product have not been registered with the Capital 
Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations, and may not be offered or 
sold within the territory of the Republic of Indonesia or to Indonesian citizens through a public offering or in circumstances which 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 by the PRA and regulated by the FCA and the PRA.  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 questions regarding 
Citi Velocity, 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 analysts on its website.  Please visit the 
following website if you wish to find KOFIA registration information on research analysts of Citigroup Global Markets Korea Securities 
Ltd.  http://dis.kofia.or.kr/fs/dis2/fundMgr/DISFundMgrAnalystPop.jsp?companyCd2=A03030&pageDiv=02. The Product is made available in 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 
Banamex ("Accival") which is a wholly owned subsidiary of Citigroup Inc. and is regulated by Comision 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 
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 
2000.  The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is regulated by the State Bank of Pakistan and Securities 
Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 4889, Karachi-74200.  The Product is made available in the Philippines 
through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which is regulated by the Philippines Securities and Exchange Commission. 
20th Floor Citibank Square Bldg. The Product is made available in the Philippines through Citibank NA Philippines branch, Citibank Tower, 8741 Paseo De 
Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom 
Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego.  Dom Maklerski Banku 
Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa.  The Product is made available in the Russian Federation through ZAO Citibank, which is licensed 
to carry out banking activities in 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 Federation 
or outside the Russian Federation.  The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July 
1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation.  8-10 Gasheka Street, 125047 Moscow.  The Product is made available in 
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., 
Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore. Please contact your Private Banker in Citibank N.A., 
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 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 
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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 by the Prudential Regulation Authority (“PRA”) and regulated by the Financial Conduct Authority 
(“FCA”) and the PRA.  This material may relate to investments or services of a person outside of the UK or to other matters which are not authorised by the 
PRA nor regulated by the FCA and the PRA 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 authorised by the PRA and regulated by 
the FCA and the PRA.  
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 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, 
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the 
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product. 
Citi Research generally disseminates its research to the Firm’s global institutional and retail clients via both proprietary (e.g., Citi Velocity and Citi Personal 
Wealth Management) and non-proprietary electronic distribution platforms. Certain research may be disseminated only via Citi’s proprietary distribution 
platforms; however such research will not contain changes to earnings forecasts, target price, investment or risk rating or investment thesis or be otherwise 
inconsistent with the author’s previously published research. Certain research is made available only to institutional investors to satisfy regulatory 
requirements. Individual Citi Research analysts may also opt to circulate published research to one or more clients by email; such email distribution is 
discretionary and is done only after the 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 with Citi and legal and regulatory constraints. 
Citi Research product may source data from dataCentral. dataCentral is a Citi Research proprietary database, which includes Citi estimates, data from 
company reports and feeds from Thomson Reuters. 
© 2014 Citigroup Global Markets Inc. Citi Research is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are trademarks and service 
marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. Any unauthorized use, duplication, 
redistribution or disclosure of this report (the “Product”), including, but not limited to, redistribution of the Product by electronic mail, posting of the Product on 
a website or page, and/or providing to a third party a link to the Product, is prohibited by law and will result in prosecution. The information contained in the 
Product is intended solely for the recipient and may not be further distributed by the recipient to any third party. Where included in this report, MSCI sourced 
information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information and any 
other MSCI intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices. This information is 
provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or 
related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness 
for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third 
party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan Stanley Capital 
International and the MSCI indexes are services marks of MSCI and its affiliates. The Firm accepts no liability whatsoever for the actions of third parties. The 
Product may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm, 
the Firm has not reviewed the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no 
responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained therein. Such address or hyperlink 
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(including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the linked site 
does not in anyway form part of this document. Accessing such website or following such link through the Product or the website of the Firm shall be at your 
own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced website. 
ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST 
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