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Investment Environment
Concerns over slowing economic growth and the possibility of recession weighed heavily
on global markets for the first six weeks of the year, as did slower-than-expected growth
in China, the implications of negative interest rates, weakness in commodities-related
sectors and an increase in corporate defaults. The diverging views between the market
and the Federal Reserve (Fed) on the frequency of potential U.S. interest rate hikes also
negatively influenced investor sentiment. In a sharp reversal, corporate credit and
equities rallied – as did rates – during the remainder of the quarter. Crude oil prices,
which had recently dipped to levels not seen in over a decade, hit $42 per barrel in
intraday trading as marked by the U.S. benchmark, West Texas Intermediate. The
European Central Bank’s (ECB) March announcement to take rates deeper into negative
territory and expand its asset-purchases provided additional support for risk-assets. The
Fed lowered its forecasts mid-March to more closely align with market expectations,
weakening the U.S. dollar and further supporting a risk-on mindset.
Yields fell across the majority of the U.S. Treasury curve as slowing global growth and
negative interest rate policies abroad triggered a rotation into the asset class. The ECB
announcement further encouraged investors to look to the U.S. for more favorable
relative value opportunities. The yield on the 10-year fell to 1.77% at period end, down
from 2.27% at the end of 2015. The 2-year note fell to 0.72% from 1.05%.
Consequently, the spread between the 10-year and 2-year points of the yield curve
flattened, falling from 1.22% to 1.05%. The 30-year fell to 2.61% from 3.02%.
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Despite significant volatility, fixed income spreads ended the quarter roughly where they
began. Both investment-grade and high-yield corporate credits experienced a significant
sell-off in the first six weeks of the quarter that started with commodity- and energyrelated names and subsequently spread throughout the credit markets. Investmentgrade corporate spreads widened to 200 basis points (one basis point is equal to one
hundredth of 1%) before finishing the quarter at 154 basis points. After widening to 839
basis points, spreads on high-yield corporates tightened back to 656 basis points by the
end of the period.
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Performance Discussion

• The Fund underperformed its
benchmark in the first quarter.

The Fund underperformed its benchmark, the Barclays U.S. Aggregate Bond Index, for
the quarter ended March 31, 2016. The early part of the quarter was wrought with
uncertainty on the trajectory of U.S. monetary policy and weak fundamentals in
commodities issuers. Shareholder-friendly activity indicative of the later stages of the
credit cycle and a lack of market liquidity added to volatility. Throughout the quarter we
increased the quality of our holdings which resulted in more defensive positioning.
Consequently, we gave up some ground as the rally in lower-quality credits dominated
the latter portion of the quarter. Fundamentals did not materially improve during the
quarter, and a number of the risk-factors in play earlier in the year remain cause for
concern. In such an environment, we believe our focus on capital preservation and riskadjusted return remains crucial in effectively navigating these volatile markets for
our clients.
We maintained our defensive stance and spent much of the quarter derisking. In
anticipation of further market weakness, we increased duration early in the quarter, but
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Executive Summary

• Positioning in corporate credit
and structured products
weighed on relative
performance, while Treasury
positioning contributed.
• As we appear to be in the later
stages of the economic and
credit cycles, we expect
volatility to remain elevated. We
maintain our defensive posture
in the face of global market
uncertainties and weak
corporate credit fundamentals.
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brought it down to end the period at a level just slightly above
that of the benchmark. We decreased our corporate credit
allocation by reducing holdings in longer dated corporates and
commodities issuers with deteriorating fundamentals as well as
less liquid names. Our security selection focused on higherquality new issuance and companies with stable free cash flows
and management teams committed to balance sheet strength.
We favored shorter- to intermediate-term corporate credits in
which we believe we have a clearer insight on the issuers’
fundamentals and ability to pay down debt. Our defensive
security selection did not keep pace as credit markets
rebounded on the back of recovering commodities and an
improved outlook for the U.S. economy. As a result, our
corporate credit positioning weighed on relative performance.
On a credit sector basis, security selection in banking,
midstream energy and technology detracted from relative
results. Holdings in midstream energy suffered from
deteriorating earnings outlooks and credit ratings downgrades.
Issuers in the sector largely opted to maintain distribution
growth, despite lower oil prices, as opposed to protecting the
balance sheet.
Macro-economic challenges, including slower gross domestic
product (GDP) growth globally and shifting monetary policy,
weighed on the banking sector in several regions, as evidenced
by the early 2016 sell-off in banking-related securities. While
banking credits have retraced some of their earlier losses, Royal
Bank of Scotland, the largest individual detractor to relative
performance, faced additional challenges. We are closely
monitoring negative rates in Europe as well as the British
referendum on European Union (EU) membership and the
implications for both on UK banks; however, we continue to like
the company’s improving asset quality, capital building and
plans for restructuring.
The underperformance in technology was largely a function of
hard disk manufacturer Seagate Technology. We invested in
Seagate in 2014 due to its leading position in an industry that
had undergone consolidation. We also liked its conservative
balance sheet and potential for a ratings upgrade, which
ultimately occurred. Hard disk year-over-year demand has
continued to weaken due to limited personal computer growth
in emerging markets. Elevated issuance in the investmentgrade segment of technology also weighed on spreads. While
we have reduced the position, we remain constructive on an
improving earnings outlook and a management team focused
on deleveraging.

Security selection in independent energy, food and beverage
and building materials contributed positively to relative
performance. Independent energy rallied late in the quarter off
the rebound in crude oil prices. A number of companies in the
sector chose to protect their balance sheets by cutting
dividends and reducing capital expenditures, which resulted in
tighter spreads.
Due to the visibility of their cash flows, defensive sectors
including food and beverage, tend to outperform in periods of
uncertain economic growth and market volatility. Two defensive
companies that aided relative performance were AnheuserBusch InBev and Newell Rubbermaid. We see long-term upside
in beverage and brewing company Anheuser-Busch InBev due
to management’s commitment to deleveraging. The company
has a track record of delevering post acquisitions, which is
pertinent based on its recent purchase of SABMiller. Newell
Rubbermaid fits our focus of seeking corporate credit with
stable free cash flows and a management team focused on
balance sheet strength. The company, which manufactures and
markets branded consumer products, recently purchased
Jarden Corporation and has expressed commitment to
delevering in the near-term.
On an asset class basis, our U.S. Treasury allocation was a
relative contributor due to yield curve positioning. The Treasury
curve flattened considerably during the quarter, as investor
uncertainty and negative interest rates abroad encouraged
investors to look to the asset class. While we are underweight
Treasurys, we are overweight the long end of the curve, in
expectation of curve flattening. We favor longer dated
Treasurys to hedge against volatility in our corporate credit
exposure. Conversely, we consider our positioning in short-term
Treasurys as a source of liquidity.
Our holdings in commercial mortgage-backed securities
(CMBS) detracted from relative results. We are overweight the
asset class and are focusing on higher-yielding, shorter duration
securities than the index. We believe short-term technicals in
the market led to the sector’s downturn during the quarter as
opposed to issues in the underlying real estate. Market volatility
and illiquidity contributed to spread widening as did concerns
that aggressive loans maturing in a more conservative market
may struggle to obtain refinancing. Our positions continue to be
either legacy CMBS that have delevered or single-asset/singleborrower CMBS on which we have conducted robust
fundamental analysis on the underlying properties.

For detailed performance information or to download a Fact Sheet, please visit www.janus.com/funds
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Outlook
We remain defensively positioned, with a focus on capital
preservation, as we believe the volatility seen in credit markets
through the first quarter of 2016 will remain a central theme.
Uncertainty surrounding the trajectory of U.S. interest rate hikes
continues to be one of our primary concerns. Recent monetary
policy has strongly influenced the markets, and the state of the
markets and slowing global growth has undoubtedly influenced
the actions of the Fed. While the Fed has recently lowered its
expected trajectory of rate hikes to better align with market
expectations, we foresee additional bouts of volatility as likely
over the course of the year. Should the discussion of an
accelerated increase in interest rate hikes come back to the
table, we believe there could be another sell-off in risk assets.
For now, however, the lower rate trajectory is likely to cause a
weaker U.S. dollar.
Commodity companies, in our view, are aided by a weakening
U.S. dollar, while the imbalance in supply and demand persists
and commodities fundamentals remain weak. We believe the
price of crude oil will remain at lower levels for the foreseeable
future, and as a result, we seek only higher-quality companies

with strong fundamentals that can survive at
lower-for-longer prices.
Additionally, we are mindful that we appear to be in the later
stages of the credit cycle, as evidenced by elevated levels of
merger and acquisition activity, share buybacks and debt
issuance. Subdued earnings growth in combination with
deteriorating balance sheets and weakening credit metrics lend
to a cautious outlook on corporate credit. We are focused on
companies with stable free cash flows and dedication to
balance sheet strength. We believe these higher-quality issuers
can offer participation on the upside as well as downside
protection. In high-yield corporate credit, we seek companies
committed to strengthening their capital structures that may be
candidates for a potential ratings upgrade.
We continue to believe that security avoidance will be a central
driver of performance as the perils associated with holding risk
assets far outweigh the potential upside. We believe company
fundamentals remain under pressure and consider it too early
to adopt a more aggressive, opportunistic stance. We maintain
our defensive posture, focusing on our commitment to deliver
capital preservation and strong risk-adjusted returns for
our clients.

Top Relative Contributors and Detractors by Issuer for the Quarter Ended 3/31/16
Top Contributors

Average
Weight (%)

Relative
Contribution (%) Top Detractors

Average
Weight (%)

Relative
Contribution (%)

U.S. Treasury Notes/Bonds

32.29

0.06

Royal Bank Of Scotland Group plc

0.79

-0.07

Federal Home Loan Mortgage Corp

2.36

0.04

Seagate Technology

0.72

-0.05

Anheuser-Busch Inbev NV

0.82

0.03

NGL Energy Partners Lp

0.11

-0.04

Newell Rubbermaid Inc

0.09

0.03

Federal Natl Mtg Assn

14.22

-0.03

Conocophillips

0.16

0.02

Cash - U.S. Dollar

0.90

-0.03

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 3/31/16 the top ten portfolio holdings of Janus Flexible Bond Fund are: United States Treasury Note/Bond (3.46%), United States Treasury Note/Bond
(2.87%), United States Treasury Note/Bond (2.26%), United States Treasury Note/Bond (2.07%), United States Treasury Note/Bond (1.94%), United States
Treasury Note/Bond (1.77%), United States Treasury Note/Bond (1.60%), United States Treasury Note/Bond (1.59%), United States Treasury Note/Bond
(1.52%) and United States Treasury Note/Bond (1.26%). There are no assurances that any Janus portfolio currently holds these securities or other securities
mentioned in this commentary.
The opinions are as of 3/31/16 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.
Portfolio Manager information is as of 4/1/16.
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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