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Janus High-Yield Fund

Investment Environment
Spreads on high-yield corporate credits widened considerably during the quarter, leading
to much higher yields. Renewed weakness in the energy sector was partly responsible,
along with deteriorating quality on corporate balance sheets. After tightening to 5.45%
in November, high-yield spreads were close to 7% by mid-December.
Another driver in broader fixed income performance was expectations surrounding the
Federal Reserve’s (Fed) interest rate policy. The central bank’s September decision to
delay an initial hike seemed validated by weak monthly employment data and the
downward trend of a key manufacturing index. Yet, two subsequent strong jobs reports
– along with Fed officials stating that a December rate hike was a “live possibility” –
pushed Treasury yields higher. The 2-year note saw yields rise from 0.55% to more than
1% in the quarter’s closing week, after the Fed’s decision to increase the overnight
borrowing rate by 0.25%, with a new target rate of 0.25% to 0.50%. Prior to the Fed’s
December meeting, the yield on the 10-year rose to as high as 2.35% as expectations
of a rate hike solidified, but it spent the latter part of the quarter below that level as
inflation data remained benign. Consequently, the 2-year to 10-year section of the yield
curve flattened, falling from 1.47% to as low as 1.21%.
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Performance Discussion
The Fund outperformed its benchmark, the Barclays U.S. Corporate High-Yield Bond
Index, during the period. Many of the concerns that have caused us to maintain
defensive positioning over the past several quarters were on full display during the
autumn. Shareholder-friendly activity in the form of buybacks and merger and acquisition
(M&A) activity continued. Many of these initiatives have been funded by debt issuance.
Specifically within high yield, the renewed declines in energy prices have compromised
the balance sheets of sector names that feasted on low interested rates to fund
expansion. As a consequence, during the quarter we increased our defensive stance. We
lowered the Fund’s duration in both absolute terms and relative to the benchmark and
we reduced our corporate credit allocation, in part by elevating our cash position. We
have reduced our allocation toward economically sensitive sectors, namely basic industry
and transportation. We increased our allocation in technology and banking. The
combination of stressed balance sheets and the risk of subdued revenue growth led us
to reduce our exposure to the lower-rated tiers within high-yield credit, preferring,
instead, higher rated issuers whose management teams have shown a commitment to
capital discipline and generating cash flow across a range of market cycles.
Security selection within high-yield corporate credits contributed most to
outperformance. Given the stress experienced in high-yield markets toward the end of
the period, our elevated cash positioning also contributed to relative performance as
well. We do not aim for cash to be a source of returns, but in conditions such as those
experienced during the quarter, its capital-preservation qualities can benefit the Fund.
The sole market segment to detract from relative performance was our out-ofbenchmark allocation to bank loans.
On a credit sector basis, our underweight to metals and mining contributed most to
relative results. Security selection within technology, along with an overweight to gaming,
also aided performance. It is our view that consumer’s willingness to spend has been
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Executive Summary
• In volatile markets for highyield, the Fund outperformed its
index.
• Outperformance was driven by
our defensive positioning and
security selection.
• Given our cautious stance, the
Fund currently favors higherquality issuers with robust
balance sheets.
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concentrated on “experiences” such as gaming and travel.
Despite turbulence in the energy sector, one of the Fund’s
leading contributors was MPLX LP. The company is the result
of Marathon Petroleum’s master limited partnership, MPLX,
having acquired MarkWest Energy Partners. The union
combines MPLX’s operations in heavy crude and MarkWest’s
natural gas assets.

active lifestyle company Quiksilver, which unexpectedly filed for
bankruptcy in September. Under a proposal by the company’s
largest senior-secured bondholder, U.S. senior-secured bonds
would be converted to equity of the new company. We maintain
a position within the company as we believe it still has valuable
assets – including its strong brand – that can provide value
much greater than what is being priced into the market.

Another contributor to outperformance was Level 3 Financing.
This past summer the company was rewarded with what was, in
our view, an overdue ratings upgrade. We favor the company as
it has solid fundamentals and generates high – and growing –
levels of free cash flow. And while the company still plans to
include M&A as a component of its growth strategy,
management has reiterated its commitment to delevering its
balance sheet.

Valeant Pharmaceuticals also weighed on performance. Our
original thesis was that Valeant would be upgraded based on
the growth through acquisition, improving demand and the
underlying improvement in pricing. However, accusations
against the company brought into question the management
team’s credibility, decision process, and ethics. Given the
inherent volatility and potential for even greater downside risk
amid suspicion of fraudulent activity, we believed it prudent to
exit the position after management was unable to provide
appropriate clarity and it appeared our thesis was compromised.
By exiting the position, we believe we exhibited our
commitment to clients of a strong sell discipline, and mitigated
any potential further downside risk.

Our allocation to the retail sector weighed most on relative
returns. Our overweight and security selection within railroads
and pharmaceuticals also detracted from performance. The
quarter’s leading individual detractor was sports apparel and

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

Outlook
We believe that many of the clouds that hung over fixed income
markets in 2015 remain with us. As such, we consider it
prudent to maintain a defensive stance within our portfolios. It is
our view that neither the economic growth nor the four 0.25%
increases that the Fed projects such growth merits in 2016 will
come to fruition. Recent weakness in the ISM Purchasing
Managers Index – a key gauge of U.S. manufacturing –
underpins our concerns.
While the change in nonfarm payrolls rebounded after subpar
late-summer readings, and the unemployment rate, at 5%, is
roughly what the Fed considers optimal, the other part of its
dual mandate – inflation – remains frustratingly low. It is difficult
to identify future sources of inflationary pressure. Hourly wage
growth is mired in the 2% to 2.5% range and there are only
incipient signs that consumers are spending a portion of their
“gasoline dividend,” while much of the windfall created by multiyear lows in energy prices is finding its way into savings. Weak
global growth and a strengthening U.S. dollar could further
keep upward price pressure at bay.
Company developments, we believe, validate our view that we
are in the later stages of the credit cycle. Shareholder-friendly
activities continue and balance sheet strength has become
more fleeting across a range of sectors, most notably energy. A
chief concern is that much of the financial engineering that has

occurred is aimed at compensating for lower revenue growth.
With economic acceleration remaining elusive and rates still
low, we expect management teams to continue to purchase
growth, with these acquisitions often financed by debt issuance.
We see less room for margin expansion, and with extended
balance sheets, suboptimal results may be met with harsh
market reaction. The quarter’s widening of high-yield credit
spreads provides a vivid example of the simmering tension
permeating markets.
Given this environment, we have minimized our exposure to the
riskiest tiers of high-yield credit as we suspect the market may
experience an uptick in defaults. Identifying opportunities in the
current environment, in our view, requires bottom-up, active
management. In the energy sector, for example, our research is
focused on identifying management teams that can weather
the volatile supply/demand environment the industry is
currently experiencing. While we believe it is too early to
increase our exposure to the sector, we are working to identify
companies with the most attractive assets and innovative
technologies that will enable them to meet their obligations
regardless of the price environment. We aim to avoid
companies that are a proxy for crude prices.
Despite the Fed’s move away from its zero-interest-rate policy,
fixed income markets are no less fraught with risks. The
potential price dislocations associated with illiquid markets
becomes more of a threat as stretched balance sheets and low
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growth may lead to earnings misses and investor redemptions.
We believe that security avoidance will be a central driver of
performance as the asymmetric risk of holding risky credits far
outweighs the potential upside. Perhaps at no other time since

the economy emerged from the financial crisis have our core
tenets of capital preservation and risk-adjusted returns been so
essential to meeting the investment goals of our clients.

Top Relative Contributors and Detractors by Issuer for the Quarter Ended 12/31/15
Top Contributors

Average
Weight (%)

Relative
Contribution (%) Top Detractors

Average
Weight (%)

Relative
Contribution (%)

Blackboard Inc

1.51

0.10

Quiksilver Inc/QS Wholesale

0.41

-0.35

Mplx Lp

0.07

0.10

Valeant Pharmaceuticals Int

0.69

-0.22

Level 3 Financing Inc

1.50

0.08

Florida East Coast Holdings

1.88

-0.20

XPO Logistics Inc

1.27

0.08

Templar Energy

0.19

-0.16

ADS Tactical Inc

2.04

0.07

Wok Acquisition Corp

1.22

-0.14

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 12/31/15 the top ten portfolio holdings of Janus High-Yield Fund are: ADS Tactical Inc (2.05%), Landry's Inc (2.01%), AVAGO TECHNOLGIES CAYMA
(1.60%), Peninsula Gaming LLC / Peninsula Gaming Corp (1.46%), CommScope Holding Co Inc (1.45%), T-Mobile USA Inc (1.41%), FAGE Dairy Industry SA /
FAGE USA Dairy Industry Inc (1.40%), Blackboard Inc (1.36%), Kennedy-Wilson Inc (1.30%) and CCO Holdings LLC / CCO Holdings Capital Corp (1.29%).
There are no assurances that any Janus portfolio currently holds these securities or other securities mentioned in this commentary.
The opinions are as of 12/31/15 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.
Holding a meaningful portion of assets in cash or cash equivalents may negatively affect performance.
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.
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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