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Investment Environment
After recovering from their winter correction, U.S. stocks traded narrowly for much of the
April-June period. 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.

Performance Discussion
The Fund outperformed its primary benchmark, the Russell 1000 Growth Index, but
underperformed its secondary benchmark, the S&P 500 Index. Our goal is to provide
consistent outperformance long term by focusing on what we consider our strengths:
picking stocks and avoiding macroeconomic risks. Stocks are selected by our seven
sector teams, which employ a bottom-up, fundamental approach to identify what we
consider the best global opportunities.
On a sector basis, our selection of technology and health care stocks contributed most
to relative returns. The Fund’s industrial and financial holdings weighed most on results.
Medical device maker Boston Scientific reported strong results covering the prior
quarter. Earnings per share exceeded consensus estimates, and the pace of organic
sales growth was the highest reported in over a decade. Results were especially strong
in the company’s interventional cardiology unit, as well as in urology and
neuromodulation. Margin performance was also impressive. At a recent American
College of Cardiology conference, strong data for transcatheter aortic valve replacement
(TAVR) devices in intermediate risk patients led many to raise their estimates of the longterm market potential. Boston Scientific is the number three player in the TAVR market
and stands to benefit from wider acceptance of these devices. More broadly, medical
equipment makers benefited from the move away from specialty pharmaceutical, which
has occurred over the first half of the year.
Amazon was a strong gainer during the period. The company’s stock reached a record
high in June. A driving force was strength in its Amazon Prime business, including the
international expansion of this premium service. Growing recognition that its profitable
cloud computing business – Amazon Web Services (AWS) – plays a larger role in the
company’s product mix also aided sentiment. We believe the company’s competitive
advantages of a low overhead cost structure, allowing an aggressive pricing structure,
and faster shipping will cause consumers to shift an increasing amount of their general
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Executive Summary
• U.S. stocks traded narrowly for
much of the period, but
encountered volatility in the
wake of the UK’s Brexit
referendum.
• The Fund outperformed its
benchmark, with our selection
of technology and health care
stocks aiding relative results.
• We expect early-summer
volatility to continue, but believe
opportunities exist for active
investors to gain attractive entry
points to compelling long-term
growth themes.
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merchandise spending toward it.
Shares in confectioner Hershey rose dramatically during the
quarter’s final week on the news of an unsolicited bid by rival
Mondelez. The potential deal represents another step in
consolidation of the global food and beverage industry.
Mondelez – the maker of Cadbury chocolate and Oreo cookies
– is seeking to further leverage scale to drive margin expansion
in an effort to combat slowing revenue growth in key emerging
markets where it has a strong presence. Hershey, on the other
hand, generates most of its sales within the U.S., and its brands
could benefit from access to Mondelez’ global distribution
network. Investors cheered the possibility of a tie-up as the deal
may offer fertile ground for extracting more margin-enhancing
synergies that have been the hallmark of many recent deals,
although approval from the Hershey Trust remains an
open question.
The stock of United Continental Holdings detracted from
absolute returns. The quarter was a challenge for all airlines.
The pricing discipline recently exhibited by the industry showed
signs of strain as carriers added capacity faster than expected.
United had shown restraint regarding capacity, but the lower
pricing environment led to negative results. Concerns of the
languishing global economic recovery weighed on airlines as
their fortunes are often viewed as proxies of global GDP.
Higher energy costs also dented sentiment. We still favor
United for its strong cash flow generation, which it has been
using to buy back debt.
Technology giant Apple weighed on performance in no small
part due to a disappointing earnings report covering the prior

quarter. Revenue declined year over year and missed
consensus estimates. Earnings per share also slid and fell short
of estimates. A key concern was a 25% drop in sales to China,
which had been a major source of incremental growth for the
company last year. There were some signs of optimism as
margins remained strong and service revenue grew at a 20%
year over year clip. The company is presently working through
inventory build-up and rumors concerning the upcoming release
of the iPhone 7 have led investors to expect no breakthrough
advances from its most current models.
Shares in Internet giant Alphabet fell early in the quarter after
an underwhelming earnings report. Both revenue and earnings
per share missed consensus estimates, although operating
income beat analyst expectations. Network revenue was
hindered by the loss of AOL and slower than anticipated growth
in its search and YouTube divisions. Still, at 23% year over year,
revenue growth remained healthy and the strong rise in
operating margins illustrates management’s cost discipline. The
stock recovered some lost ground later in the period after
management stated that it intended to increase the size and
frequency of advertisements in its core Google search engine
division. The company would also start placing ads on Google
Maps. Management also provided an encouraging update on its
YouTube unit. Over the past few years, YouTube has been able
to dramatically increase the percentage of video watch time
that it is able to monetize. We think the company continues to
benefit from strong growth in mobile search (particularly in
emerging markets) through its Android software for
mobile devices.

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

Outlook

contributors for active investors.

Once again, summer comes with volatility out of Europe. The 43year marriage between the UK and its continental neighbors
moves to a messy and long divorce negotiation – with a lot of
assets at stake.

Brexit is another sign that populism is taking hold of the
electorate, many of whom suffered in the global financial crisis
and feel that they haven’t fully participated in the recovery.
Mildly improving economies and healthier sovereign balance
sheets are slim comfort to many who are struggling to regain a
pre-crisis standard of living.

On the day the Brexit results were announced, global equities
shed a remarkable – and a record – $2.1 trillion in value, only to
climb back in the final days of June. The fall and subsequent
bounce likely presage a volatile summer for stocks and many
other asset classes. Beyond the uncertainty in the UK and on
the continent, as the currencies and stock markets weaken,
Brexit has implications for China and Japan, and for U.S.
companies sensitive to a stronger dollar. We see an
environment where portfolios that have lower exposure to
volatility and a lower beta should hold up on a relative basis. In
the last year, more volatile stocks have been exceptionally poor

Step back from the politics, however, and the picture improves.
Consumer confidence and activity is generally holding up.
Companies once again have flush balance sheets. While they
are cautious on expansion capital expenditures, companies are
using the cash to buy shares or pay dividends. Several of the
key issues from earlier this year seem less vexing. Oil has
recovered and China seems to be on a more certain path.
Federal Reserve policy remains tough to foresee, however, but
should be data dependent. A rate hike, therefore, might be a

Page 2 of 5

Janus Research Fund
2Q16 PORTFOLIO COMMENTARY

strong signal of economic strength and therefore positive for
equity markets.
For active investors, the key is to try to hold the line during this
period of volatility. We do not think that it is a time to try to run
to defensive stocks or to broaden a portfolio so much that it
solely mimics an index. It is too difficult to predict when markets
calm and fundamentals matter more. The last several years
have been conducive for passive investing. A defensive market
can penalize active investors, especially those with a growth
bent or who own smaller than average companies. When
markets calms, active investing can recover.
Certain sectors can hold up better. The outlooks for technology
and health care have not changed much with the Brexit vote.
The shift to the cloud and the challenge to legacy tech
companies carry on and provide attractive investment
opportunities. The innovation of medicine and the demographic
shifts we have often discussed remain. Both sectors are
cheaper following the turmoil but no less attractive. Other
sectors face a tougher row. Financials, which fell stunningly
following Brexit, face the difficult problems of challenging
economic conditions, corporate uncertainty about borrowing,
negative interest rates and shrinking margins. Industrials could

struggle with a strong U.S. dollar and weak global markets.
The road of crisis seems a little too well traveled lately.
Whether Brexit is like Cyprus – a noisy event with few longterm implications – or like Lehman – which sparked a global
panic with ripples still touching us today – remains to be seen.
Our leaning is toward the former but it doesn't mean the
summer won't be tough for equities. Active equity could
struggle more in the near term because it is typically is less
exposed to large cap, to yield and to defensiveness overall than
most indices. Longer term, the importance of growth and
innovation should matter more in a sluggish global economy.
Our focus on these companies is not changing.
If the summer of our discontent is made glorious, therefore, it
will be because investors focus on better fundamentals and
ignore the political uncertainty. We recognize the fragility of the
economic recovery and the stretched policies of central banks,
but our base case remains positive on equities. In previous
periods of market pique, defensive environments gave way to
stronger equity markets that favor active managers with a
tolerance for volatility, growth and higher than average
multiples. Our vote (and our money) goes there.

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

Ending
Weight (%)

Contribution (%) Top Detractors

Ending
Weight (%)

Contribution (%)

Amazon.com Inc

2.99

0.49

Apple Inc

2.88

-0.47

Bristol-Myers Squibb Co

2.01

0.28

Alphabet Inc. - Class C

5.22

-0.41

Hershey Co

1.38

0.28

United Continental Holdings Inc

0.84

-0.39

American Tower REIT

1.84

0.20

Norwegian Cruise Line Holdings Ltd

0.52

-0.21

Boston Scientific Corp

0.99

0.19

Allergan plc

1.65

-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.

Top Contributors

Top Detractors

Amazon: The online retailer offers a wide range of products,
including books, music, computers, electronics, home and
garden, and numerous other products. Amazon offers
personalized shopping services, Web-based credit card
payment and direct shipping to customers. We believe the
company’s competitive advantages of a low overhead cost
structure, allowing an aggressive pricing structure, and faster
shipping will cause consumers to shift an increasing amount

Apple: The mobile device and computer maker has strong
free cash flows and a large sum of cash sitting on its
balance sheet. It continues to gain market share in personal
computing and remains a dominant player in the smartphone
market. We like the company for its growth potential and
appreciate its commitment to returning capital to
shareholders via dividends and stock repurchases.
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Top Contributors (continued)

Top Detractors (continued)

of their general merchandise spending toward it. We believe
Amazon has significant opportunities ahead, particularly as
they expand into new business lines and geographies.

Alphabet Inc.: Alphabet, the holding company of Google
and several other businesses owned or tied to Google,
provides advertisers with superior cross-device marketing
offerings, in our view, and we see continued opportunity for
Google to monetize its Android mobile platform. We also see
opportunity for Google to increase monetization of its
YouTube video platform in the coming quarters now that it is
easier for advertisers to buy ads and target specific
audience segments on YouTube.

Bristol-Myers Squibb: We like the potential of the
company’s immuno-oncology franchise, headlined by Opdivo,
which is proving effective in treating an expanding number
of different cancers. We also believe the company’s focus on
selling “super-premium” products to the developed world
positions it better than many other
pharmaceutical companies.
Hershey Foods: 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 appreciate
the company's strong international growth through
distribution partners and its sales force investment.
American Tower REIT: American Tower owns wireless
communications and broadcast towers in the U.S. and
internationally. The company leases antenna sites on
multitenant towers to communications service providers for
mobile voice and data communications. We expect mobile
traffic growth and the rollout of 4G services to boost
wireless network spending, which, in turn, should spur
demand for tower tenancy, as well as additional towers. We
like that a large percentage of American Tower’s revenue is
generated internationally, where rapid growth in low-priced
Android smartphones should drive significant mobile data
and therefore tower demand.
Boston Scientific: The medical device maker offers a
range of products in applications including cardiovascular,
pulmonary, digestive, urological and women’s health. We are
encouraged by management’s initiatives to boost its product
pipeline, revenues and operating margins. New product
launches, especially in the cardiovascular field, have been
encouraging. We view the company as a potential target as
the market consolidates, or as an acquirer of smaller
companies identified as synergistic to existing operations.

United Continental: United Continental is one of the
world’s largest airline carriers. The company has upside
potential, in our view. Returns on invested capital are rising
and likely to improve due to scale advantages after United’s
merger with Continental. Moreover, the airline has pricing
power for the first time in years due to capacity reductions in
the industry.
Norwegian Cruise Line: We view Norwegian as the best-inclass operator in the industry. The company recently
completed the acquisition of Prestige Brands, which was the
number four company in the space. The tie-up created a
cruise line with exposure to the contemporary, premium, and
luxury market segments. The CEO has laid out a credible
plan to increase earnings and returns on invested capital.
The path laid forward, in our view, is all the more sound given
the CEO’s track-record of having delivered profitable growth
in the past. NCLH does not have exposure to the China
market today, but given its smaller fleet size compared to its
three public-traded peers, we believe it has best in class
growth potential.
Allergan: The multi-specialty health care company
continues to have dominant market positions in aesthetics
and ophthalmology, and many of its products have a high
cash pay component, making them less subject to
government reimbursement. We also believe the team will
create shareholder value as it deploys cash from the recent
sale of its generics business.
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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 Research Fund are: Alphabet Inc (5.19%), Microsoft Corp (3.07%), Amazon.com Inc (2.97%), Apple Inc
(2.86%), Facebook Inc (2.75%), Comcast Corp (2.36%), Lowe's Cos Inc (2.02%), Bristol-Myers Squibb Co (2.00%), Amgen Inc (1.94%) and Visa Inc (1.88%).
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.
Russell 1000® Growth Index measures the performance of those Russell 1000® companies with higher price-to-book ratios and higher forecasted growth
values.
S&P 500® Index measures broad U.S. equity performance.
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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