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Investment Environment
Fixed income markets largely retreated over the course of the second quarter,
influenced by a combination of improving U.S. data and uncertainty about the path of
global monetary policy. The volatility that characterized fixed income markets during the
winter initially subsided in early spring, only to flare up as the period closed. Data
indicated that the economy had slowed during the year’s first three months. First quarter
gross domestic product was negative and the March employment report disappointed.
Over the ensuing two months, the employment picture rebounded with monthly payroll
gains resuming their recent pace of just under 250,000, and hourly wage gains reached
the highest level since 2013. Improving manufacturing data and retail sales also
suggested that the winter slowdown had been transient. In June, the Federal Reserve
(Fed) stated that it would be appropriate to raise rates during the latter part of 2015.
Yet, it reiterated that any move would be data dependent and gradual. Overall, the Fed
reinforced its bias of ensuring that sustained growth takes hold.
The U.S. Treasury curve steepened over the quarter, with yields on the 10- and 30-year
reaching levels not visited since last autumn. After dipping to 1.85% in early April, the 10year yield nearly hit 2.50% in June. Globally, Germany’s 10-year Bund aggressively sold
off, with its yield rising almost one percent from near 0%. Prior to the late-quarter tumult
fueled by Greece, improving data caused some to wonder whether it would be necessary
for the European Central Bank (ECB) to carry out the entirety of its planned asset
purchases. U.S. investment-grade spreads were flat for much of the period before
widening in June. High-yield spreads initially narrowed, reaching year-to-date lows, prior
to ending the quarter essentially unchanged. Similar to corporate credits, mortgagebacked securities (MBS) spreads initially narrowed before closing the quarter wider.

Performance Discussion
The Fund outperformed its benchmark, the Barclays U.S. Aggregate Bond Index, for the
quarter ended June 30, 2015. Outperformance was driven by investment-grade and
high-yield corporates. In aggregate, security selection followed by yield curve positioning
were primary drivers of outperformance. During the quarter, we shortened our duration
relative to the benchmark from a neutral toward a more defensive stance in light of a
coalescence of risk factors that we believe could adversely impact fixed income
performance.
While pleased when we outperform the benchmark, we never lose sight of our main
tenets of capital preservation followed by delivering risk-adjusted returns; principles
which we consider the foundations of fixed income investing. This approach suits us
especially well in periods of market uncertainty such as the present, as questions on
monetary policy and patchiness in global growth remain.
Yield curve positioning within investment-grade corporate credit contributed as our
defensive move into higher-quality names proved timely. The positive contribution
attributed to our high-yield security selection is, in our view, the result of our rigorous,
fundamental investment process that analyzes not only companies, but also specific
securities, identifying the instruments that we believe have the best risk adjusted return
potential for fixed income investors. A key component of this process is our focus on
transformational balance sheet stories. This space is comprised of the lowest-rated
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Executive Summary
• The Fund outperformed its
benchmark in the second
quarter.
• Outperformance was driven by
security selection within
investment-grade and highyield corporate credit and yield
curve positioning.
• We remain defensively
positioned with increased
exposure to liquid, short-dated
Treasurys and a credit
allocation close to the lowest
it’s been since the financial
crisis.
• We are mindful of numerous
risks including liquidity, a credit
cycle that is potentially peaking,
global uncertainty and rate
volatility.
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investment-grade and highest-rated high-yield issuers. We
believe these companies have significant potential to
experience credit rating upgrades as they improve the quality of
their balance sheets. The upside of many of these companies is,
in our view, often overlooked by the market. While we remain
overweight corporate credit relative to the benchmark, our
allocation to the segment is close to the lowest it has been
since the financial crisis.
On a sector basis, our positioning in electric utilities, midstream
energy and financial companies contributed to relative
performance. Within energy, DCP Midstream (DPM) performed
well. The company is one of the largest independent natural gas
and natural gas liquids (NGL) processors in the U.S. We like the
fact that a majority of DPM’s contracts are subject to minimum
volume requirements, ensuring a certain level of cash flow
generation. Although the company’s leverage may rise in the
face of weakening NGL prices, we recognize that the two
owners of its parent company stand at the ready to support
what they consider an important asset.
Two financial companies that contributed to relative
performance were CIT Group and Ally Financial. Specialized
commercial lender CIT Group emerged from the financial crisis
with a clean balance sheet and greatly improved asset quality,
in our view. Management has made a priority of paying down its
highest-cost debt and eventually achieving an investment-grade
credit rating. We also like how CIT is growing its middle-market
banking operations and deposit base.
Ally Financial has many attributes that we find attractive. The
company has streamlined itself into an entity focused on auto
financing, a sector that, we believe, should enjoy tailwinds as
U.S. employment and consumption improve. The company has
an asset-light business model, reliant upon its online banking
channel to grow its substantial deposit base. We find that Ally
has been able to retain these deposits at a greater rate than
many expected possible with online accounts. Similar to CIT,

Ally’s management is moving to pay down its highest-cost debt.
Our MBS allocation – where we were underweight relative to
the benchmark – detracted from relative performance, with its
yield curve positioning weighing down the Fund as these
securities outperformed Treasurys. We maintain our defensive
positioning within MBS to account for the volatility that we
anticipate in the near term.
Certain credits also weighed on relative results, though to a
lesser extent than MBS. While technology hardware company
Seagate detracted from performance, we like management’s
commitment to a conservative balance sheet. Furthermore,
industry consolidation has resulted in improving margins and
free-cash-flow generation for the remaining players.
Chemical producer LyondellBasell weighed on performance.
We still favor the company due to its structural low-cost
positioning as its primary feedstock is natural gas, a commodity
whose price has been under pressure on account of the North
American shale gas boom. Management, in our view, is
committed to maintaining a conservative balance sheet and has
made significant gains in improving the company’s operational
efficiency.
While starting the quarter slightly underweight Treasurys
relative to the benchmark, early on we increased the position to
better reflect our defensive stance. This move was engineered
through a reduction of our duration contribution from Treasurys,
with our holdings being markedly shorter than that of the
benchmark. As a result, Treasury yield curve positioning
contributed to relative performance given the quarter’s
steepening curve.
Yield curve positioning in our commercial mortgage backed
securities (CMBS) and asset backed securities (ABS) and our
out-of-benchmark position in bank loans contributed to
quarterly performance.

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

Outlook
Multiple factors presently have the potential to impact the fixed
income environment, chief among them remains the timing and
pace of the Fed’s rate hikes. Data suggest that the central bank
is achieving its dual mandate. Strong gains in payrolls have
resumed and wage growth has shown signs of accelerating. At
5.3% the unemployment rate is nearing the range many would
consider full-employment. Under the tenure of Ben Bernanke,
the Fed had initially targeted a jobless rate of roughly 6.5% as
the level at which it would consider rate hikes, a move that has

been delayed as Fed has made clear its objective of achieving
sustainable growth. With economic expansion typically comes
jobs, and after that, wage-driven inflation, as employers
scramble for qualified workers. In a service-based economy like
the U.S., wages have an outsized impact on inflation. Should this
scenario play out as the Fed anticipates, inflation will eventually
be on track toward policy makers’ 2% goal.
Core inflation has held steady as crude prices stabilized before
any downward pressure bled into non-energy categories. The
stabilization in the U.S. dollar after its rapid appreciation also
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aids the inflation outlook as continued gains in the currency
would have made foreign products cheaper, thus keeping a lid
on prices. The dollar, however, remains one of our wild cards.
Deterioration in the Greece dispute or a deceleration in nonU.S. economies could send investors fleeing back toward dollardenominated assets, forcing a resumption in the currency’s
march upward. In a nod to this scenario, the Fed has
acknowledged that international developments are being
considered as it charts its path forward.
Retail sales and housing have also exhibited signs of strength.
There had been consternation that the savings consumers were
reaping from cheaper energy were not being spent on other
items, instead being used to pay off debt. The stabilization of
prices and broad expectation that a return to $100 crude is not
likely may instill sufficient confidence in consumers to more
readily open their wallets to adjust to this new reality. The
resulting boost in aggregate demand should also play a role in
lifting inflation toward the Fed’s target.
The winter slowdown does not affect our full-year outlook. We
expect growth to catch up over the second half of 2015.
Employment data, in our view, should remain robust and
inflation should advance toward a 2% annual rate. Continued
patches of softness may cause the Fed to delay its initial rate
hike past the widely assumed September lift-off, but in our view,
rates will rise – albeit cautiously – this year.
We are mindful that we are quite possibly nearing the end of a
credit cycle. Merger and acquisition activity, share buybacks,
and debt issuance are up. The result is a deterioration of
corporate balance sheets. It is for this reason, while still
overweight versus the benchmark, our credit allocation is near
the lowest it has been since the financial crisis. Utilizing our
bottom-up fundamental security-level approach, we are

concentrating our holdings in higher-quality companies with
steady revenue streams, and whose management have
maintained balance sheet discipline.
We are also concerned with the potential for sustained periods
of elevated market volatility, which we consider suppressed by
continued fixed income inflows. Alarmingly low levels of liquidity
are a serious risk factor, in our view. Should an illiquidity event
occur, we want to be a provider of liquidity. Accordingly, we
have lowered the overall duration of the portfolio, especially as
a percentage of the benchmark. Treasurys are the tool we
utilize to toggle duration in a cost-effective manner. Shorterdated government securities act as a cash cushion, which
should allow us to better weather storms and opportunistically
make attractive investments caused by market dislocations.
Given this environment, our duration contribution in longerdated Treasurys is roughly in line with that of the benchmark.
We remain underweight MBS relative to the benchmark as
these securities typically do not perform well in volatile markets,
such as the ones we anticipate. When the direction of rates is in
question, investors cannot adequately gauge prepayment risks,
which stand to increase as rates decline. While our base-case
scenario is for increasing rates, a global crisis or unforeseen
slowdown in growth could again put downward pressure on the
safe-haven Treasurys upon which mortgages are priced.
Over the past quarter we have sought to reduce risks in our
portfolio and expect to maintain this defensive posture as the
aforementioned risk factors play out. We have not seen such a
confluence of potentially adverse forces for several years. Our
binding principle of capital preservation is of utmost importance
as we navigate the choppy waters ahead.

Top Relative Contributors and Detractors by Issuer for the Quarter Ended 6/30/15
Top Contributors

Average
Weight (%)

Relative
Contribution (%) Top Detractors

Average
Weight (%)

Relative
Contribution (%)

DCP Midstream Operating LP

0.50

0.03

Federal Natl Mtg Assn

10.52

-0.07

CIT Group Inc

0.83

0.02

Federal Home Loan Mortgage Corp

1.71

-0.07

Ally Financial Inc

0.71

0.02

Government National Mortgage Assn

4.62

-0.03

U.S. Treasury Notes/Bonds

37.13

0.02

Seagate

1.16

-0.02

Cimarex Energy Co

0.77

0.02

Lyondellbasell Ind Nv

0.24

-0.02

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.
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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 6/30/15 the top ten portfolio holdings of Janus Flexible Bond Fund are: United States Treasury Note/Bond (5.61%), United States Treasury Note/Bond
(3.27%), United States Treasury Note/Bond (2.80%), United States Treasury Note/Bond (2.28%), United States Treasury Note/Bond (2.05%), United States
Treasury Note/Bond (2.01%), United States Treasury Note/Bond (1.96%), United States Treasury Note/Bond (1.61%), United States Treasury Note/Bond
(1.51%) and United States Treasury Note/Bond (1.41%). There are no assurances that any Janus portfolio currently holds these securities or other securities
mentioned in this commentary.
The opinions are as of 6/30/15 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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