1Q15 PORTFOLIO COMMENTARY

Janus High-Yield Fund

Investment Environment
The high-yield market strengthened in 2015’s first quarter after a difficult finish in 2014.
With the yield on the 10-year Treasury falling beneath 2.00% during the quarter and the
yield on the 10-year bund hitting new record lows, the hunger for yield helped spark a
rotation back into risk assets. Moreover, oil prices found a general range following a
steep decline in late 2014 and this helped create a firmer tone given the energy sector’s
material representation in the high-yield market. Amid friendlier market conditions, new
issuance flooded the market and ran well ahead of levels seen in the 2014 first quarter.
This siphoned off demand from the secondary market, and that created illiquidity.
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The market’s liquidity was already challenged as traditional participants in the financial
sector have stepped away due to regulatory demands. The high-yield market’s illiquidity
continued to exacerbate price volatility. Volatility in the high yield market was also fueled
by uncertainty around the timing of the Federal Reserve’s (Fed) anticipated interest rate
hike.

Performance Discussion
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The Fund outperformed its benchmark, the Barclays U.S. High Yield Bond Index, during
the period. Outperformance was driven largely by our security selection within corporate
credit.

Executive Summary

We remain committed to a bottom up, fundamental approach because it enables us to
identify high-yield corporate bonds of companies that are focused on strengthening their
capital structures. This approach will offer the best risk-adjusted returns in the high-yield
space over the long term, in our view.
Several credit sectors were lead relative contributors because of outsized gains of
individual securities. The gains in the Fund didn’t reflect industry themes but rather
specific positive developments in individual companies, and in that way, reflects our
bottom-up research approach.
For example, energy-midstream was the leading sector contributor primarily due to the
Fund’s holdings in Hiland Partners LP. Hiland’s debt was gained when Kinder Morgan,
Inc. bought the operator of crude oil pipelines and natural gas gathering operations.
Gains in another individual security, CommScope, made communications a leading
sector contributor. We believe that CommScope, a provider of telecommunications
infrastructure, could benefit from an anticipated upswing in spending from domestic
wireless carriers, especially as it integrates its acquisition of TE Connectivity’s broadbandnetwork unit.
Meanwhile, supermarket chain SuperValu continues to show positive financial
momentum in its turnaround and spurred relative gains in the Fund’s supermarket sector
exposure. We believe positive U.S. consumer spending trends in the future could benefit
non-cyclical consumer companies like SuperValu going forward.
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
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• Outperformance was driven
largely by our security selection
in a variety of sectors.
• In keeping with our focus on
risk-adjusted returns, we have
assumed a more defensive
positioning given the
uncertainty around the Federal
Reserve’s anticipated rate hike
and a volatile energy market.
• The Fund has increased its
focus on companies with
consistent cash-flow generation
while cutting individual security
concentration.
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rating agencies while balance sheet improvements by the
issuing companies have yet to be recognized by the market.

the market’s greater liquidity challenges. However, our cash
position was a drag on relative performance.

Meanwhile, we intentionally carried a slightly larger cash
position than normal to ensure trading flexibility in the face of
For detailed performance information or to download a Fact Sheet, please visit www.janus.com/funds

Outlook
The high-yield credit market still holds investment opportunities;
however, credit spreads remain historically tight. Also,
companies have been increasing leverage to engage in
shareholder friendly activity, which may not be friendly to bond
holders. Thus, we are increasingly selective in the high-yield
sector and expect potential gains to be more incremental.
Moreover, the high-yield market’s liquidity continues to be
challenging and can exacerbate price volatility, particularly for
the longer dated maturities in high yield. We believe in some
instances that the downside risk of these securities can be
three times that of their upside potential as a result of their
longer duration and tendency to be less liquid. Consequently,
we have favored credit in short-end of the curve.
That being said, we must balance the growing importance of
carry in overall returns with duration risk as large price
appreciation opportunities have become harder to find.
Also, valuations have been higher in the short end of the curve,
in our opinion. While the Fund’s overall duration remains shorter
than that of the index, it has lengthened as a result of
opportunities presenting themselves in new issuance with
maturities on the longer end for the market.

Meanwhile, we are mindful of the strong U.S. dollar’s negative
profit impact on multinational companies after currency
repatriation. Consequently, we are focusing on companies with
domestically driven revenue streams.
Given uncertainty around the timing of the Federal Reserve’s
anticipated rate hike and the impact that could have on risk
assets, we remain more defensively positioned. We have
decreased concentration risk in individual securities and have
sold exposures to companies, which we believe will have to
make acquisitions to boost revenue growth. Instead, we favor
companies that should continue to have consistent cash flow
generation.
In this regard, the Fund is overweight consumer non-cyclical
sectors, like supermarkets and we also remain overweight
consumer cyclical sectors, like restaurants. We believe that U.S.
hiring trends remain strong overall and that wage growth is
starting to perk up. That should keep the U.S. consumer in
relatively good shape, in our view.
Nevertheless, we expect volatility in the credit markets to
persist given uncertainty around U.S. monetary policy. Given our
primary focus of risk-adjusted returns and capital preservation,
there remains good reason to remain defensively positioned.

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 (%)

Hiland Partners LP

0.81

0.19

Samson Investment Co

0.05

-0.09

CommScope Inc

0.41

0.17

Blackboard Inc

1.55

-0.08

SuperValu Inc

2.26

0.10

Caesars Growth Properties

0.66

-0.07

ADS Tactical Inc

2.03

0.09

Chesapeake Energy Corp

2.05

-0.06

T-Mobile US Inc

0.63

0.08

US Shale Solutions Inc

0.22

-0.06

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).
As of 3/31/15 the top ten portfolio holdings of Janus High-Yield Fund are: ADS Tactical, Inc. (2.09%), SUPERVALU, Inc. (1.92%), Landry's, Inc. (1.59%),
Chesapeake Energy Corp. (1.53%), Blackboard, Inc. (1.53%), VRX Escrow Corp. (1.30%), Altice Financing SA (1.26%), XPO Logistics, Inc. (1.20%), Simmons
Foods Inc (1.20%) and FAGE Dairy Industry SA / FAGE USA Dairy Industry, Inc. (1.16%). 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.
Foreign securities are subject to additional risks including currency fluctuations, political and economic uncertainty, increased volatility and differing
financial and information reporting standards, all of which are magnified in emerging markets.
Barclays U.S. Corporate High Yield Bond Index measures the US dollar-denominated, high yield, fixed-rate corporate 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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