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Janus High-Yield Fund

Investment Environment
Rates rallied through the first few days of the quarter as market participants digested
the United Kingdom’s (UK) decision to exit the European Union (EU). Accommodative
monetary policy and sluggish global growth also drove investors toward U.S. Treasurys,
pushing the yield on the 10-year note to all-time lows. From there, rates generally rose
as market concerns ebbed, and corporate credit spreads resumed tightening as
investors continued to reach for yield.
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Economic data was mixed during the period. Second quarter gross domestic product
(GDP) came in well below market expectations, while job gains for June and July were
especially strong. August’s job gains, manufacturing data and retail sales all
disappointed. Hawkish words from the Federal Reserve (Fed) in the latter portion of the
period put market participants on edge, and the bid for corporate credit slowed.
Ultimately, the Fed passed on a rate hike, although the level of dissent among voting
members increased.
Overall, rates rose across the U.S. Treasury. Money market reforms caused a transition
of assets away from bank certificates of deposit and commercial paper and into shortterm government and agency securities, minimizing rate movements on the very front
end of the curve. The shift upward was pronounced in the 2-year note, the maturity most
sensitive to rising rates. The yield on the 5-year note also rose, ending September at
1.15%, up from 1.0% at the end of June. General concern over the health of the
economy led to a less assertive increase in the 10-year note. Demand for corporate
credit remained healthy, and spreads on both investment grade and high yield tightened.
Within high yield, wireless communications was the best-performing sector, aided by a
strong bid for large, liquid issuers.

Performance Discussion
The Fund underperformed its benchmark, the Bloomberg Barclays U.S. Corporate HighYield Bond Index, for the three months ended September 30, 2016. While we captured
a significant portion of the upside during the quarter, our more moderate beta approach
struggled to keep pace with a strong rally in high yield.
We entered the quarter more conservatively positioned on the heels of the Brexit vote,
cautious of slow global growth, upcoming U.S. money market reforms and a potentially
active Fed. However, negative interest rates in many developed countries continued to
drive investors’ search for yield. U.S. high yield benefited from this dynamic, and the
influx of assets has led to spread tightening and a general lack of defaults. While we
increased our corporate credit exposure, we continued to emphasize what we believe to
be quality companies with transformational balance sheet stories – whether that be
asset-rich independent energy names conducting asset sales or issuers genuinely
committed to paying down debt. Our credit composition remains defensive, seeking to
participate while keeping capital preservation at the forefront.
Underperformance was led by our more conservative positioning. Security selection
within high-yield corporate credit weighed most on relative results during the quarter.
Specifically, our exposure to the second-highest tier of the high-yield segment lagged
the broader market. Our allocation to bank loans also detracted on a relative basis, as
the more defensive nature of the securities did not keep pace with the rally in high yield.
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Executive Summary
• The Fund underperformed its
benchmark in the third quarter
of 2016.
• Our security selection in highyield corporate credit, which we
believe to be more defensive in
nature, did not keep pace with
the high-yield asset class
overall.
• A global reach for yield is
supporting demand for U.S.
corporate credit and prolonging
the later stages of the credit
cycle. We are incrementally
adding to credit, but our
composition of credit remains
defensive.
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Additionally, maintaining liquidity in the form of cash created a
drag on performance. Cash is not used as a strategy within the
Fund but is a residual of our bottom-up, fundamental
investment process. Our modest allocation to investment-grade
corporate credit aided relative results.

asset class as a whole, and our overweight allocation weighed
on relative performance as a result. At the issuer level, we
maintained an overweight position in a number of very short
duration high-yield bonds that fell behind the broader market
due to their near-term maturities.

At the credit sector level, wireless communications was the
largest detractor on a relative basis, primarily due to our
underweight position in Sprint. Positive sentiment surrounded
the issuer’s ability to enhance subscribership while cutting
capital expenditure. Additionally, the liquid nature of the debt
saw strong demand during the quarter. We intend to maintain
our underweight due to Sprint’s relatively weak competitive
position within the industry, large debt profile, limited free cash
flow, and apathy toward transforming its balance sheet.

Aiding relative results were our holdings in technology and
home construction, as well as our underweight allocation in
banking. Outperformance in technology was primarily driven by
security selection, including exposure to Seagate Technology
and Blackboard Inc. Following three challenging quarters,
demand for personal computers and enterprise infrastructure
firmed, and hard disk manufacturer Seagate benefited in line
with the cyclical technology sector as a whole. A number of
factors supported Blackboard’s performance. The world market
leader in education software released its Ultra user experience
in July and executed a global refinancing to extend the maturity
of existing debt during the quarter. Additionally, Blackboard’s
sponsor, Providence Equity Partners, conducted two
acquisitions, redistributing equity to the entity and supporting
the credit.

Also detracting from a sector standpoint were gaming and food
and beverage. We were generally overweight the gaming
sector, and our security selection lagged that of the index
during the quarter. Traditionally defensive sectors such as food
and beverage had more modest returns than the high-yield

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

Outlook
Heading into the last few months of the year, market
participants are deliberating the hawkish tone of the Fed’s
September meeting announcement and what that means for a
potential interest rate hike in 2016. However, downward
revisions to both GDP and inflation forecasts seem to contrast
with the Fed’s own comments that the “case for an increase in
the federal funds rate has strengthened.” The Fed seems
committed to hiking rates this year, in our view. Yet, they have
lowered both their expected rate hike trajectory and the rate
they view as normal over the longer term, leading us to expect a
very moderate pace for this Fed tightening cycle. A rangebound rate environment is likely to persist, with particularly low
volatility on the long-end of the curve.
The upcoming U.S. presidential election may present short-term
volatility. Of larger concern, however, are the potential long-term
challenges for fixed income investors. Both candidates have
expressed a desire to increase fiscal spending. If realized,
government spending could help accelerate sluggish economic
growth; however, it would also exacerbate the already
challenged U.S. fiscal position.

Globally, we are keeping a close eye on the impact of waffling
central banks, as the benefits, or lack thereof, of negative
interest rate policies come under scrutiny. Japan’s deflationary
path poses considerable risk to the global economy and the
validity of ultra-accommodative monetary policy around the
globe. In Europe, the European Central Bank and the Bank of
England will need to evaluate the best way to stimulate growth
moving forward, particularly as the economic implications of
Article 50 and the subsequent negotiation for the UK’s terms of
departure from the EU become clear.
We are cautiously optimistic on the outlook for high yield. The
global reach for yield is likely to persist, leading to robust
demand for U.S. corporate credit – a dynamic that is prolonging
the later stages of the credit cycle. We are incrementally adding
to credit, where we are able to identify valuation dislocations,
but our composition of credit remains defensive and focused on
higher quality issuers with transformational balance sheet
stories. We will continue to err on the side of caution where
credit is concerned, with emphasis on the importance of
security avoidance. Our positioning reflects our objective of
delivering a less volatile client experience within the high-yield
asset class.
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Top Relative Contributing and Detracting Issuers Held for the Quarter Ended 9/30/16
Top Contributors

Average
Weight (%)

Relative
Contribution (%) Top Detractors

Average
Weight (%)

Relative
Contribution (%)

Blackboard Inc

1.00

0.13

Sprint Corp

0.09

-0.21

Seagate Technology

0.78

0.12

Landry's Restaurants Inc

2.15

-0.05

Teck Resources Ltd

1.08

0.05

JBS USA LLC/JBS USA Finance

1.69

-0.05

Simmons Foods Inc

0.70

0.04

FAGE Dairy Ind/FAGE USA

0.87

-0.05

SuperValu Inc

0.66

0.03

ADS Tactical Inc

1.99

-0.05

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.
Relative contribution is the difference between the issuer's contribution to the portfolio's performance versus that issuer's contribution to the benchmark's
performance. It reflects how the portfolio's holdings impacted return relative to the benchmark. Cash and issuers not held in the portfolio are excluded.

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 9/30/16 the top ten portfolio holdings of Janus High-Yield Fund are: ADS Tactical Inc (2.02%), Landry's Inc (1.94%), Mohegan Tribal Gaming Authority
(1.40%), Howard Hughes Corp (1.24%), Frontier Communications Corp (1.19%), Florida East Coast Holdings Corp (1.13%), ROC Finance LLC / ROC Finance 1
Corp (1.12%), Delta 2 Lux Sarl (1.11%), Blackboard Inc (1.10%) and Kennedy-Wilson Inc (1.05%). There are no assurances that any Janus portfolio currently
holds these securities or other securities mentioned in this commentary.
The opinions are as of 9/30/16 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.
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, lower
liquidity and differing financial and information reporting standards, all of which are magnified in emerging markets.
Bloomberg 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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