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Janus Short-Term Bond Fund

Investment Environment
Segments of the fixed income market experienced diverging trajectories during the
quarter. A central driver 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 part of the yield curve flattened, falling from 1.47%
to as low as 1.21%.
Investment-grade corporate bond spreads tightened for much of the period, though they
gave back some price gains in the wake of the Fed decision. After tightening to 1.45%
in November, investment-grade corporate spreads finished the quarter slightly wider at
1.55%. Spreads on high-yield corporates widened considerably, 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.
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Performance Discussion
The Fund underperformed its benchmark, the Barclays U.S. Government/Credit 1 to 3
Year Bond Index, for the quarter ended December 31, 2015. Conditions in fixed income
markets during the period, in our view, continued to merit defensive positioning. Among
the factors that concern us most are company actions indicative of the later stages of a
credit cycle and alarmingly low market liquidity. The Fund’s duration finished the quarter
below that of the benchmark, and we decreased our corporate credit allocation, although
we sought to take advantage of the spread widening in specific issues that continue to
exhibit solid fundamentals. Our corporate credit weighting and security selection
highlights our continued defensive stance, and we are concentrating our remaining
holdings on higher quality issuers.
On an asset class basis, the largest relative contributor was our out-of-benchmark
allocation to high-yield corporate credit, with spread carry, a measure of excess income
generated by the Fund’s holdings, as a key component of the performance. These
contributing factors were partially offset by the security selection. Securities within the
highest quality segment of high-yield credits were the main source of positive
performance as we minimized our exposure to lower-rated issuers. Our investmentgrade corporate credit allocation was also a leading asset class contributor, driven by
spread carry.
Yield curve positioning in commercial mortgage-backed securities (CMBS) detracted
from relative performance. Our cash holding also detracted from performance; it is not
used as a strategy within the Fund but is a frictional component of day-to-day investing.
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Executive Summary
• The Fund underperformed its
benchmark in the fourth
quarter.
• Our CMBS allocation weighed
on relative performance, while
our corporate credit allocation
contributed.
• We remain defensively
positioned as we believe we are
in the latter stages of a credit
cycle and market liquidity is
alarmingly low.
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On a credit sector basis, our allocations to independent and
midstream energy were the largest detractors from relative
performance. During the quarter, energy prices, namely crude
oil, experienced another leg down, with North American
benchmark crude falling below $36 per barrel in intraday
trading. One company that impacted Fund performance was
Chesapeake Energy. While Chesapeake Energy, a major natural
gas producer with some oil assets, has achieved productivity
gains to help combat the weak price environment, we exited the
position during the period.
Hard disk manufacturer Seagate Technology was another
individual detractor from relative performance. We invested in
Seagate in 2014 due to its leading position in an industry that
had undergone consolidation. We also liked its conservative
balance sheet and potential for a ratings upgrade, which
ultimately occurred. Recently, hard disk demand has softened

due to weak personal computer growth in emerging markets
and a strong U.S. dollar. The company also released a
disappointing earnings report. Still, Seagate maintains a
conservative balance sheet and management aims to reduce
leverage further. The company continues to generate solid free
cash flow, and, in our view, has a sufficient equity cushion to
protect bondholders.
Security selection within technology and finance companies, as
well as our overweight allocation to banking, were positive
contributors to relative performance. On an issuer basis,
banking and payment technology company Fidelity National
Information Services was the leading contributor. We like the
company’s solid business model, which can remain stable in a
tepid economic environment. We believe that management has
the opportunity to better penetrate its customer base and can
use free cash flow to pay down debt.

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.
Yes, the Fed removed lingering uncertainty about whether it
would raise interest rates, but the timing of future hikes is a
matter of debate. 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. Whereas the prospect
of diverging central bank policy, in part, drove markets over the
past few years, divergence has now become reality. The
corresponding rate differentials and shifts in currencies will
undoubtedly impact investment flows and returns
going forward.
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. We expect
the downward pressure exerted on year-over-year headline
data will soon roll off, but more-resilient core data remains well
below the central bank’s target of 2%. 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 multi-year 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 reduced our exposure to highyield credit as we suspect the market may experience an uptick
in defaults. Instead, we are focusing on issuers with higher
ratings. This segment of the market is a component of what we
consider “crossover” credits and represents attractive riskadjusted returns as disciplined balance sheet management and
a commitment to generating stable cash flow may potentially
lead to ratings upgrades.
Identifying such opportunities, 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
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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
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 (%)

Fidelity National Information Services

1.63

0.04

Kinder Morgan Energy Partners

1.67

-0.06

CIT Group Inc

1.57

0.03

Enlink Midstream Partner

0.22

-0.01

Avago Technolgies Cayma

1.51

0.03

Chesapeake Energy Corp

0.74

-0.01

Ally Financial Inc

1.64

0.02

Seagate

0.82

-0.01

International Lease Finance

1.28

0.02

Chief Exploration &developmen

0.06

-0.01

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 Short-Term Bond Fund are: United States Treasury Note/Bond (4.77%), United States Treasury
Note/Bond (2.72%), United States Treasury Note/Bond (2.62%), United States Treasury Note/Bond (2.43%), United States Treasury Note/Bond (2.10%), United
States Treasury Note/Bond (1.76%), United States Treasury Note/Bond (1.71%), PPL WEM Ltd / Western Power Distribution Ltd (1.65%), CIT Group Inc
(1.64%) and United States Treasury Note/Bond (1.58%). 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.
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.
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.
Barclays 1-3 Year U.S. Government/Credit Index measures Treasuries, government-related issues and corporates with maturity between 1-3 years.
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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