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Investment Environment
Fixed income market volatility ran high during the first quarter as uncertainty around the
timing of the Federal Reserve’s (Fed) expected rate hike persisted. The Fed signaled
that it may raise its benchmark rate sometime in 2015, yet it appeared in no rush to do
so. Instead, it continued uttering its mantra that a rate liftoff would be data dependent.
Inflation remained tepid and economic reports showed mixed U.S. strength. Treasury
rates fell across the curve, but not without plenty of turbulence. While the yield on the 10year note started the quarter at 2.17% and ended at 1.92%, it fell as low as 1.64% and
rose as high as 2.24%.
Treasury yields were partly capped by the March launch of the European Central Bank’s
(ECB) quantitative easing (QE) program. The ECB’s QE drove eurozone sovereign yields
into negative territory and encouraged foreign investors to purchase relatively higheryielding Treasurys. High-yield credit spreads tightened amid the search for yield. Given
the preponderance of high-yield energy debt, the high-yield market also benefited from a
slowdown in the decline in oil prices. Investment-grade credit spreads were about flat as
that market absorbed a flood of new issuance. In the mortgage-backed securities (MBS)
market, bullish technicals created by declining supply were offset by rate volatility, which
was bearish as it created uncertainty around mortgage prepayments.
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Executive Summary

Performance Discussion
Janus Flexible Bond Fund outperformed its benchmark, the Barclays U.S. Aggregate
Bond Index, for first quarter ended March 31, 2015. Outperformance was driven by our
more prepayment-resistant MBS positioning as well as by the portfolio’s overall yield
curve positioning, which lengthened duration in anticipation of rate declines during the
quarter.

• The Fund outperformed its
benchmark in the first quarter.

We continue to believe that the most effective way to generate consistent risk-adjusted
outperformance long term is by bottom-up security selection based on fundamental
research. We also believe that our ongoing attention to downside risk and capital
preservation served the strategy well during the quarter amid a particularly volatile fixed
income market.

• We remain defensively
positioned given our
expectation for continued
volatility in the fixed income
market.

Our MBS allocation, which we typically hold as a portfolio ballast, was the most additive
to performance on a relative basis. Security selection helped drive outperformance. In
particular, our focus on high loan-to-value (LTV) agency MBS helped as we believe it is
more prepayment resistant. Low and volatile rates threatened to create refinancing
opportunities, and thus, sparked concern over mortgage prepayments (which deprive
investors of expected interest payments).

• We are keeping the Treasury
allocation generally aligned with
the benchmark while our credit
exposure, though still
overweight, is at its lowest
since the 2008 crisis.

During the first quarter, holders of Federal Housing Authority (FHA) loans, which make
up Government National Mortgage Association (GNMA) securities, had been given
greater incentive to refinance by the government. Our GNMA securities were more
prepayment-resistant and were additive on a relative basis.
Because rate volatility typically generates prepayment concerns, we were underweight
MBS versus the benchmark, and that underweight also aided outperformance.
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• Outperformance was driven by
our MBS exposure as well as by
our longer duration.
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Corporate credit was the second best performing sector versus
the benchmark. Spread carry, a measure of excess income
generated by the Fund's securities, drove outperformance due
to our exposure to the “crossover” section of the credit market.
This section includes the lowest rated investment-grade credit
and highest rated high-yield credit. We believe this area holds
many credits with the potential to be upgraded by rating
agencies while balance sheet improvements by the issuing
companies have yet to be recognized by the market.

Our Treasury allocation outperformed the benchmark due to
yield curve positioning. We were longer duration (a measure of
interest rate sensitivity) in this sector versus the index in
anticipation of the rallies that occurred in longer-dated
Treasurys.

Though we continued to reduce our exposure to the energy
sector opportunistically during the quarter, certain energy
credits like California Resources and Continental Resources
were a drag on relative performance. These have since been
sold. The relative positive performance of the Fund’s banking
sector exposure somewhat offset the underperformance of the
Fund’s energy allocation.

Two asset allocations where we were shorter duration were
bank loans and commercial mortgage-backed securities. While
yield curve positioning here was a relative drag on performance,
the overall performance of these asset classes were flat versus
the benchmark.

The Fund’s yield curve positioning lengthened the portfolio’s
duration as a whole, and it was additive on a relative basis. The
Fund ended the quarter with a slightly longer overall duration
versus the benchmark.

For detailed performance information or to download a Fact Sheet, please visit www.janus.com/funds

Outlook
The U.S. economy appears to have gotten off to a slow start in
2015, but we believe it will gather momentum as the year
progresses. By and large, the U.S. consumer is in good shape, in
our view. There are signs that wage growth is beginning to take
hold, albeit moderately, and hiring remains steady. The longer
gasoline prices remain low, the more consumers may become
comfortable spending that extra cash.
However, the flip side of lower energy prices is tepid inflation,
and the global economy remains vulnerable to disinflationary
forces generally. This will continue to fuel uncertainty about the
timing of the Fed’s expected rate hike. That could keep volatility
elevated in the fixed income market.
Consequently, we are maintaining the defensive portfolio
positioning that we assumed at the end of 2014. Given
increased rate volatility, managing duration risk will be key, in
our view. To that end, we are keeping our Treasury weighting
generally in line with that of the benchmark’s as we use
Treasurys mostly to manage duration and for capital
preservation. This positioning allows us to be nimble with our
Treasury weighting and to toggle the portfolio’s overall duration
slightly above or slightly below that of the benchmark’s.
While we are overweight in corporate credit, the allocation is at
its lowest since late 2008, during the financial crisis. The
reduced allocation reflects our belief that there are fewer
opportunities and more downside risk in the asset class due to
historically tight credit spreads, rising corporate leverage and
illiquidity, especially in the high-yield market. In a market that is
already suffering from lower liquidity and rate volatility, we are

generally avoiding longer duration credit as it’s the most rate
sensitive and tends to be the least liquid.
Our credit allocation is focused on our “best ideas,” such as
debt of firms which are decreasing leverage amid what we
believe to be improving financial prospects. In retail, we are
focused on companies with greater domestic exposure that we
believe are less vulnerable to the economic slowdown abroad.
Generally, we are cautious on debt of multinationals, which are
subject to significant currency translation drags due to the
strong U.S. dollar. Meanwhile, we remain overweight the
banking sector, which continues to bolster its capital base amid
regulatory requirements.
We are also maintaining our underweight in MBS. MBS tends to
underperform in volatile rate environments, especially if new
rate lows are reached, which can lead to higher prepayments
and more cash flow uncertainty for the investor. We do not think
MBS spreads are compensating us enough to hold a larger
weighting.
It’s important to note that the market’s volatility could also
create investment opportunities, and we believe that our
defensive positioning gives us the flexibility to take advantage
of them. However, no matter the market environment, our main
focus always will be risk-adjusted returns and capital
preservation, the two primary traits that we believe any fixed
income portfolio should have.
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Top Relative Contributors and Detractors by Issuer for the Quarter Ended 3/31/15
Top Contributors

Average
Weight (%)

Relative
Contribution (%) Top Detractors

Average
Weight (%)

Relative
Contribution (%)

Federal Natl Mtg Assn

10.46

0.06

DCP Midstream Operating LP

0.56

-0.06

Government National Mortgage Assn

4.57

0.05

California Resources Corp

0.04

-0.03

Actavis plc

0.55

0.04

Chesapeake Energy Corp

0.66

-0.02

U.S. Treasury Notes/Bonds

38.61

0.04

CIT Group Inc

0.88

-0.01

Royal Bank Of Scotland Group plc

1.29

0.03

Continental Resources Inc

0.02

-0.01

The holdings identified in this table, in compliance with Janus policy, do not represent all of the securities purchased, held or sold during the period. To obtain a list
showing every holding as a percentage of the portfolio at the end of the most recent publicly available disclosure period, contact 877.33JANUS (52687) or visit
janus.com/advisor/mutual-funds.

Please consider the charges, risks, expenses and investment objectives carefully before investing. For a prospectus
or, if available, a summary prospectus containing this and other information, please call Janus at 877.33JANUS (52687)
or download the file from janus.com/info. Read it carefully before you invest or send money.
Past performance is no guarantee of future results. Call 877.33JANUS (52687) or visit janus.com/advisor/mutual-funds for current month-end performance.
Discussion is based on performance of the Fund's "parent" share class (typically that with the longest history).
The discussion and data quoted are based upon the results, holdings and characteristics of the Janus Investment Fund ("JIF") mutual fund. Such data may vary for
the Janus Aspen Series ("JAS") portfolio due to asset size, investment guidelines, diversity of portfolio holdings and other factors. We believe the JIF mutual fund
most closely reflects the portfolio management style for this strategy.
As of 3/31/15 the top ten portfolio holdings of Janus Flexible Bond Fund are: U.S. Treasury Notes/Bonds (5.72%), U.S. Treasury Notes/Bonds (4.26%), U.S.
Treasury Notes/Bonds (3.33%), U.S. Treasury Notes/Bonds (2.32%), U.S. Treasury Notes/Bonds (2.12%), U.S. Treasury Notes/Bonds (2.06%), U.S. Treasury
Notes/Bonds (1.86%), U.S. Treasury Notes/Bonds (1.64%), U.S. Treasury Notes/Bonds (1.33%) and U.S. Treasury Notes/Bonds (1.32%). There are no
assurances that any Janus portfolio currently holds these securities or other securities mentioned in this commentary.
The opinions are as of 3/31/15 and are subject to change at any time due to changes in market or economic conditions. Janus may have a business relationship
with certain entities discussed. The comments should not be construed as a recommendation of individual holdings or market sectors, but as an illustration of
broader themes.
For fixed income portfolios, relative contribution is calculated by rolling up securities by issuer and comparing the daily returns for securities in the portfolio relative
to those in the index. Relative contribution is based on returns gross of advisory fees, and may differ from actual performance.
A Fund’s performance may be affected by risks that include those associated with nondiversification, non-investment grade debt securities, highyield/high-risk securities, undervalued or overlooked companies, investments in specific industries or countries and potential conflicts of interest.
Additional risks to a Fund may also include, but are not limited to, those associated with investing in foreign securities, emerging markets, initial
public offerings, real estate investment trusts (REITs), derivatives, short sales, commodity-linked investments and companies with relatively small
market capitalizations. Each Fund has different risks. Please see a Janus prospectus for more information about risks, Fund holdings and other
details.
Fixed income securities are subject to interest rate, inflation, credit and default risk. The bond market is volatile. As interest rates rise, bond prices
usually fall, and vice versa. The return of principal is not guaranteed, and prices may decline if an issuer fails to make timely payments or its credit
strength weakens.
High-yield/high-risk bonds, also known as ”junk” bonds, involve a greater risk of default and price volatility than U.S. Government and other high
quality bonds. High-yield/high-risk bonds can experience sudden and sharp price swings which will affect net asset value.
Barclays U.S. Aggregate Bond Index is a broad-based measure of the investment grade, US dollar-denominated, fixed-rate taxable bond market.
A Fund’s portfolio may differ significantly from the securities held in an index. An index is unmanaged and not available for direct investment; therefore its
performance does not reflect the expenses associated with the active management of an actual portfolio.
Janus is a registered trademark of Janus International Holding LLC. © Janus International Holding LLC.
Funds distributed by Janus Distributors LLC
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