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Janus High-Yield Fund

Investment Environment
Signs of growth sprouted near the start of the quarter and a more optimistic outlook for
the global economy fueled risk appetite early on. Better-than-expected export and
housing data from China aided overall investor sentiment, and a declining dollar paired
with emerging stability in energy and commodity-related sectors provided support for
risk assets. Market participants were, however, surprised a few times during the quarter.
First, June’s probable interest rate hike by the Federal Reserve (Fed) was derailed by a
weak employment report from May. Questions about the health of the U.S. economy
resurfaced, and the Fed lowered its projection for future interest rate hikes. June’s
second surprise came from Europe, when voters in the UK opted to leave the European
Union (EU). Risk assets tumbled immediately after the unexpected news, the dollar rose
and yields on safe-haven government bonds fell as bond prices were bid up by investors
seeking safety. In the final days of the quarter, however, credit spreads and U.S. equities
recaptured much of their post-Brexit slide.
U.S. rates were range bound for most of the period but ended much lower than where
they began as investors flocked to safety in the face of Brexit unknowns. The Treasury
curve flattened significantly, and the yield on the 5-year note ended June at 1.00%,
down from 1.20% at the end of March. Despite widening over Brexit concerns late in the
quarter, both investment-grade and high-yield corporate credit spreads compressed
during the period.

Performance Discussion
The Fund underperformed its benchmark, the Barclays U.S. Corporate High-Yield Bond
Index, for the quarter ended June 30, 2016. We are wary of deteriorating fundamentals.
Valuations, in our view, remain tight relative to the level of risk in the system. As such,
while we added to risk, we maintained a focus on short duration issues of, what we
believe to be, higher quality companies with strong fundamentals and proactive balance
sheet management. Security avoidance continued to be a central theme as we focused
on preserving capital in this challenging market environment.
Our high-yield positioning, which we consider to be more conservative in nature, lagged
the broader market and proved to be a detractor from relative performance. Maintaining
liquidity in this challenging market environment also created a performance drag and our
cash position detracted on a relative basis. Cash is not used as a strategy within the
Fund but is a frictional component of day-to-day investing. Our out of index allocations to
bank loans and investment-grade corporate credit aided relative results.
Credit sector detractors, on a relative basis, included independent energy, metals and
mining and oil field services. Our holdings in independent energy did not keep pace with
the index due to our emphasis on balance sheet liquidity, as opposed to a pure
commodity play. It is not prudent, in our view, to anticipate the price of crude oil, and as
such, we stayed underweight most speculative companies that we believe need higher
crude prices to survive. Additionally, while high-yield spreads tightened overall, strong
performance in the segment was primarily concentrated in energy related sectors and
metals and mining. The very specific nature of the performance in high-yield made it
challenging for us, as an active manager, with underweight allocations in these sectors.
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Executive Summary
• The Fund underperformed its
index in the second quarter of
2016.
• Positioning in investment-grade
corporate credit and bank loans
aided relative results. Our highyield holdings, which we
believe to be more defensive in
nature, did not keep pace with
the overall high-yield segment.
• We continue to contend with
frail global growth prospects
and weak credit fundamentals.
Our cautious approach to credit
reflects our view that markets
can go only so far on
accommodative monetary
policy and little in the way of
accelerated fundamentals.
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We participated in energy’s strong performance through
Crestwood Midstream Partners. The company performed well
on the back of higher oil prices and our overweight proved
beneficial to relative results. We like the headway Crestwood is
making on derisking its balance sheet via asset sales. The use
of profits to delever the balance sheet is also favorable, in
our view.
Credit sector contributors to relative results included
underweight allocations in finance companies and health care
as well as security selection in retail real estate investment
trusts (REITs). Our significant underweight allocation in finance
companies benefited relative performance, as the sector was

not a strong participant in the high-yield rally. Outperformance
in retail REITs was a function of owning Forestar Group. The
residential and mixed-use development company struggled at
the start of the year as low crude oil prices caused lost
confidence in both the company’s oil and gas and Texas real
estate businesses. We saw strong risk-adjusted return potential
and took advantage of the oil-driven price dislocation to add to
our position last quarter. Forestar embarked on an asset sale
strategy of non-core businesses and used a portion of the
proceeds to tender for our bonds this quarter at a
reasonable price.

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

Outlook
We believe the UK’s unexpected decision to split from Brussels
will have lasting effects on the markets. Unknowns surrounding
the outlook for the UK will present challenges in the near-term.
Longer term, the future of the EU hangs in the balance as other
member countries will likely be emboldened to stand up to the
confines of Brussels.
The surprise decision also blurs the landscape for U.S.
investors. U.S. dollar safe-haven status will likely drive the value
of the dollar higher for a sustained period, making U.S. growth
more difficult. Additionally, the U.S. employment picture has
moderated in the last three months to a point that further
economic strength must be questioned. The Fed, in our view,
may have a difficult time raising rates in tune with their forecast.
In this low rate and stalled growth environment, yields in the
U.S. are low, but they are comparatively higher than most
developed countries – and positive, whereas a large percentage
of the world’s sovereign debt now has negative yields. There is
a global need for yield, and we are cognizant of the fact that a
significant amount of investment dollars are looking to the U.S.
to fill it. We, however, believe that caution in credit is warranted.

Asset values are stretched, in our opinion, and we anticipate
some weakness in second quarter revenue and earnings
growth which will make current valuations more difficult to
justify. Deteriorating fundamentals, aggressive re-leveraging of
corporate balance sheets and an increasing default rate
suggest the end of the credit cycle is drawing near. It is feasible
that further stimulus from the world’s major central banks – to
help markets cope with Brexit – may support credit in the short
term; however, we are mindful that markets can go only so far
on accommodative monetary policy and little in the way of
accelerated fundamentals.
We foresee range bound to somewhat higher spreads in the
latter half of 2016. Spread widening can be extremely violent,
and break-evens are tight, making security avoidance, in our
view, all the more important in the months to come. We seek
companies committed to transforming and improving balance
sheets. Our emphasis remains on shorter dated, higher quality
issuers with balance sheet liquidity and strong free-cash-flow
generation potential. We intend to maintain a conservative
stance, as we strive to provide strong risk-adjusted returns and
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 6/30/16
Top Contributors

Average
Weight (%)

Relative
Contribution (%) Top Detractors

Average
Weight (%)

Relative
Contribution (%)

OxBow Carbon & Minerals

0.56

0.09

Freeport-McMoRan C & G

0.40

-0.07

Crestwood Midstream Partners

0.55

0.07

Kinder Morgan Energy Partners

1.63

-0.07

Forestar USA Real Estate

0.85

0.07

Landry's Inc

2.03

-0.07

Hunt Companies Inc

0.99

0.06

Valeant Pharmaceuticals Int

0.71

-0.06

Canadian Natural Resources

0.31

0.05

Level 3 Financing Inc

1.74

-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.
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 6/30/16 the top ten portfolio holdings of Janus High-Yield Fund are: ADS Tactical Inc (1.90%), Landry's Inc (1.87%), Mohegan Tribal Gaming Authority
(1.51%), FAGE Dairy Industry SA / FAGE USA Dairy Industry Inc (1.30%), Avago Technologies Cayman Finance Ltd (1.26%), Frontier Communications Corp
(1.19%), Howard Hughes Corp (1.15%), ROC Finance LLC / ROC Finance 1 Corp (1.14%), Florida East Coast Holdings Corp (1.06%) and T-Mobile USA Inc
(1.03%). 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.
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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