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Janus Growth and Income Fund

Investment Environment
After recovering from their winter correction, U.S. stocks traded narrowly for much of the
second quarter. Investors gleaned enough positive news from economic data to keep
stocks buoyant. Steady retail sales data along with a key manufacturing survey’s return
to expansion territory helped push markets higher. Expectations of an interest rate hike
in the near term by the Federal Reserve (Fed), however, were quashed by the weak May
employment report. This sent the value of the dollar downward, providing additional
support to U.S. stocks. Markets were jolted late in the quarter by the UK electorate’s
surprise decision to leave the European Union (EU). Stocks sold off sharply and the
dollar surged, as capital flowed into safe-haven government bonds, thereby pushing
yields lower. In the final days of the quarter, however, U.S. shares recaptured much of
their post-Brexit slide.
On a sector basis, energy performed well on the back of higher crude oil prices.
Defensive sectors also generated positive returns. Cyclical sectors lagged. After having
declined sharply on the late-quarter Brexit news, financials recovered lost ground in the
period’s final trading sessions, ultimately registering gains for the period. Also aiding
banks was a favorable report on the health of the industry by regulators.
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Executive Summary

The Fund underperformed its primary benchmark, the S&P 500 Index, but outperformed
its secondary benchmark, the Russell 1000 Growth Index, for the quarter. We seek to
provide our clients with both growth of capital and quarterly income. As part of that
investment mandate, we focus much of our research efforts on identifying large, wellestablished companies that should be in a position to grow free cash flow and continue
growing their dividend over longer time horizons. We think investing in companies that
can grow their dividends and whose stocks are less volatile than the overall market will
drive better risk-adjusted performance over the long term.
Apple was the leading detractor from performance. As the smart phone market has
matured, consumers are holding onto their devices longer; the weakness in iPhone sales
weighed on the stock during the quarter. Additionally, given how big the Apple install
base is, it’s becoming more difficult for the company to sell new phones without new
features. Given this new dynamic, we believe it will be difficult for Apple to grow this
revenue stream outside of the replacement cycle. Apple’s PC and tablet market has also
been weak, and the new services that are being offered – like music – are not yet big
enough to move the needle. However, we believe that the introduction of the iPhone 7,
as well as the 10-year anniversary of the original iPhone, could be a catalyst in 2017 to
improve the replacement cycle. Additionally, we believe that Apple has the opportunity to
differentiate itself from its competition through its service business.
LyondellBasell Industries also detracted from performance. The stock fell on concerns
that additional capacity expected to come online in 2017 would negatively impact
pricing and margins. Strengthening ethane prices have also impacted margins as ethane
is the feedstock for ethylene production, one of the chemicals produced by the company.
However, we continue to like LyondellBasell. We believe that the additional capacity will
take longer to come on board than expected, and that ethane prices will come back
down as the market sees more natural gas being produced. Additionally, the company is
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• U.S. stocks traded narrowly for
much of the second quarter,
although markets were jolted
late in the quarter by the UK
electorate’s surprise decision to
leave the EU.
• The Fund underperformed its
primary benchmark but
outperformed its secondary
benchmark during the period.
• We expect that the volatility
markets have seen in the wake
of the Brexit vote will continue.
Therefore, we are investing in
areas we believe have the
ability to grow regardless of
global macroeconomic events.
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still a strong operator, in our view, with a history of selectively
investing in projects that have had a high return on invested
capital. We believe the company has also made other favorable
capital allocation decisions for shareholders, including materially
growing its dividends and stock buybacks.
L Brands was also a detractor during a difficult quarter for
apparel retailers. General weakness in mall traffic weighed on
the stock. Investors were also skittish after the announcement
that L Brands was restructuring its Victoria’s Secret business,
which encompasses leadership changes, the exit of
swimwear/non-core apparel, and promotional strategy
repositioning. As part of this process, they have chosen to
abandon some low-margin revenue, which led to a small
earnings hit during the quarter. However, we believe that the
restructuring will ultimately be additive in the long run and will
help grow revenue moving forward.
While the aforementioned stocks detracted from performance,
we were pleased by the results of other companies in the

portfolio. Hershey Foods Corporation was the leading
contributor to performance. The stock was boosted late in June
on news that Mondelez International, a confectionery, food, and
beverage conglomerate, had sent Hershey a takeover bid
during the month. Although Hershey rejected the bid, we
believe that this action highlights the value of its brand and
position in the U.S. market.
Altria Group, also performed well during the quarter. Volume
growth for the tobacco company has continued to hold up
relatively well for the industry, and the company has continued
to maintain pricing discipline and grow profits. We continue to
like the holding within this portfolio for the high level of free
cash flow returned to shareholders.
Another leading contributor was St. Jude Medical. The medical
device company’s stock benefited on the news that it would be
acquired by Abbott Laboratories. We exited our position
following the news.

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

Outlook

market given the upcoming U.S. election.

We believe that global growth will be under pressure in the
wake of the Brexit vote, especially over the short term in the UK
and in Europe. The vote has also increased the likelihood of
additional central bank stimulus from the Bank of England and
the European Central Bank, in our view. The Federal Reserve
(Fed), which just a few months ago was signaling the possibility
of a summer rate hike, likely won’t raise rates again in 2016;
the question is now whether we will see additional easing in the
U.S. Moreover, there will likely be continued volatility in the

Although the U.S. economy has shown some recent signs of
weakness – most notably the much weaker-than-expected May
nonfarm payrolls number – the U.S. consumer appears to have
remained resilient. We are focused on companies that are
developing innovative products and services that will enable
them to take market share regardless of the overall
macroeconomic trends, and that are becoming more efficient
with expenses and capital investments so that cash flow growth
will continue to support dividend growth.

Top Contributors and Detractors for the Quarter Ended 6/30/16
Top Contributors

Ending
Weight (%)

Contribution (%) Top Detractors

Ending
Weight (%)

Contribution (%)

Hershey Co

1.95

0.42

Apple Inc

2.79

-0.38

Altria Group Inc

4.00

0.41

LyondellBasell Industries NV

2.49

-0.35

St Jude Medical Inc

0.00

0.34

L Brands Inc

0.99

-0.31

Texas Instruments Inc

2.94

0.27

Carnival Corp

1.34

-0.25

Chevron Corp

2.46

0.25

Microsoft Corp

3.16

-0.21

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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Top Contributors

Top Detractors

Hershey Foods Corporation: We feel the provider of
chocolate and confectionery products will demonstrate
better profit growth relative to peers due to a dramatically
improved product pipeline and strong marketing support,
which has led to solid organic sales growth in the U.S. The
company is also restructuring its manufacturing base in the
U.S., which should result in material cost savings. Finally, we
believe the investments in snack brand acquisitions and
international distribution capabilities will also contribute to
cash flow growth in the coming years.

Apple: One of the world’s largest mobile device and
computer makers, Apple has been the beneficiary of
incremental sales opportunities and increased penetration in
new geographies, mobile service providers and
product categories.

Altria Group: The tobacco company remains an attractive
holding given its historical ability to generate significant
levels of cash, a high percentage of which is returned to
shareholders via dividends and share buybacks. We think
despite declining cigarette volumes in the U.S., Altria’s cash
flows will grow moderately over time as the company
continues to improve margins and grow the
non-cigarette business.
St. Jude Medical: St. Jude develops, manufactures and
distributes cardiovascular medical devices and other
implantable neurostimulation devices for the management of
chronic pain.
Texas Instruments: Texas Instruments has repositioned its
business to focus on the analog and other high margin
semiconductor sub-segments. The company’s asset light
strategy has allowed it to generate substantial free cash
flow, which it has returned to shareholders through dividends
and share repurchases.
Chevron: We believe the integrated energy company will
improve its production growth when its Gorgon and
Wheatstone liquid natural gas (LNG) projects come onstream. We also think its capital spending requirements will
moderate, thus improving the company’s free cash flow. The
company’s earnings are also primarily leveraged to oil and
international natural gas, which supports its overall strong
cash flow generation. Finally, we appreciate the company’s
relatively high dividend yield.

LyondellBasell Industries: The large chemical producer,
which converts liquid and gaseous hydrocarbon feedstock
into plastic resins and other chemicals, has had a cost
advantage since the primary input to its production process
is natural gas, a commodity that has experienced
considerable price pressure due to excess supply. We also
like the global supply/demand dynamics for ethylene, one of
the company’s primary products. Finally, we think
management is committed to improving shareholder value by
materially growing their dividend, buying back stock and
selectively investing in historically high return on invested
capital projects.
L Brands: We believe the apparel retailer has significant
growth opportunities in the U.S. and internationally through
its existing product lineup, primarily Victoria’s Secret, and
new and underdeveloped product categories. We also think
L Brands can expand its operating margins by reducing
costs and managing its inventory. Finally, we believe
management will return cash to shareholders through
ongoing dividends and share buybacks.
Carnival Corporation: Carnival Corporation is one of the
world's largest cruise ship operator. We think the company
will continue to benefit from increasing global demand for
cruising and from its ability to continue to roll out additional
amenities to consumers during their cruises. Carnival is also
benefiting from a number of technology investments that
have made them more efficient across a number of expense
lines, including fuel expense. We also believe Carnival will
continue to pay a strong dividend and buy back shares as
they have become more discipline on capital spending in
recent years.
Microsoft: The company develops, manufactures, licenses,
sells and supports software products. Microsoft offers
operating system software, server application software,
business and consumer applications software, software
development tools, and Internet and intranet software. We
believe the company is not being given enough credit for its
productivity tools and also its public and private
cloud offerings.
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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).
As of 6/30/16 the top ten portfolio holdings of Janus Growth and Income Fund are: Altria Group Inc (3.98%), Microsoft Corp (3.15%), Texas Instruments Inc
(2.93%), Apple Inc (2.77%), US Bancorp (2.72%), Boeing Co (2.70%), AbbVie Inc (2.58%), LyondellBasell Industries NV (2.48%), Chevron Corp (2.45%) and
McDonald's Corp (2.40%). There are no assurances that any Janus portfolio currently holds these securities or other securities mentioned in this commentary.
The opinions are as of 6/30/16 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.
Security contribution to performance is measured by using an algorithm that multiplies the daily performance of each security with the previous day’s ending
weight in the portfolio and is gross of advisory fees. Fixed income securities and certain equity securities, such as private placements and some share classes of
equity securities, are excluded.
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.
S&P 500® Index measures broad U.S. equity performance.
Russell 1000® Growth Index measures the performance of those Russell 1000® companies with higher price-to-book ratios and higher forecasted growth
values.
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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