4Q15 PORTFOLIO COMMENTARY

Janus Venture Fund

Investment Environment
Small-cap equities rebounded from their slide in the third quarter as earnings reported
by many companies, while not spectacular, allayed deeper fears about the economic and
business climate. While small-cap equities were up for the three-month period, weak
commodity prices, slow global economic growth and the first interest rate hike by the
Federal Reserve in nine years were issues that weighed on markets in December.
Health care and technology stocks were the top-performing sectors within the Russell
2000 Growth Index.

Performance Discussion

Portfolio Manager:
Jonathan D. Coleman, CFA

Executive Summary

The Fund outperformed its primary benchmark, the Russell 2000 Growth Index, and also
its secondary benchmark, the Russell 2000 Index, during the quarter. We take a highquality approach to investing in small caps, focusing on companies we believe have more
predictable, growing revenue streams. The companies we favor typically generate a high
return on invested capital, or demonstrate a proven ability to expand profit margins. Many
times these companies are defined by sustainable competitive advantages such as high
barriers to entry in their respective industry or a differentiated product or service that
gives them pricing power, helping the company grow in a variety of market and
economic environments. We expect the bulk of our relative outperformance to come in
weak or uncertain market environments, when the stability of the businesses we invest
in is more appreciated, or in environments in which stock selection is the primary driver
of returns. This quarter, we were pleased to see the results reported by many of our
companies confirm the resiliency of their business models.
Strong stock selection in the consumer discretionary sector was a large driver of relative
outperformance. A slow global economy and the transition toward more online and
mobile shopping have created a challenging backdrop for many small-cap consumeroriented companies. We’ve managed that backdrop by identifying companies whose
products or services are less economically sensitive, and that are also somewhat
insulated from the threat of e-commerce. The stability of these business models was in
favor during the quarter. One of our top performers within the sector, ServiceMaster
Global, is a good example of the types of consumer discretionary companies we look for.
One of the company’s largest business lines is its pest control services business,
Terminix. Demand for pest control is completely independent of the economy. We also
like that Terminix operates in a highly fragmented market, and is poised to take share
from smaller independent pest control service providers.
While pleased with our performance in the consumer discretionary sector, we also had a
number of stocks in other sectors that were large contributors to performance. Dyax
Corporation was our largest contributor. The stock was up after an announcement it
would be acquired by Shire Plc. We were not surprised to see Dyax pursued as an
acquisition candidate. In our view, the company has a potential best-in-class drug for
hereditary angioedema (HAE) therapy, which could become the new standard of
treatment based on strong efficacy from early-stage trials. Shire is the current leader in
HAE treatments, and a logical partner to acquire Dyax.
RealPage was another top contributor to performance. The company modestly beat
earnings expectations this quarter, which helped the stock rebound after reporting
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• We expect a lower aggregate
return environment going
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disappointing organic revenue growth in previous quarters. We
thought the stock had been oversold, and have continued to like
the company for the same reasons we have stated in previous
commentaries. RealPage provides software solutions to the
rental housing industry, offering products and services that
allow property owners to manage their marketing, pricing,
screening, leasing and other operations. We believe the
company will continue to gain new clients and also has strong
potential to cross-sell other services to existing customers.

the company.

While generally pleased with performance during the quarter,
we did have some stocks that produced disappointing results.
Kennametal was a large detractor. Like many U.S. industrial
companies, Kennametal has been negatively impacted by the
knock-on effects of a weak energy sector. While the company
has a lot of exposure to commodity markets and we
acknowledge those markets are challenged right now, there is a
new management team in place at Kennametal and we think
they will take some appropriate steps to restructure

LDR Holding was another detractor. The stock was down after
it reported revenues that were modestly disappointing, but we
continue to like the long-term outlook for the company. LDR
offers a unique and differentiated product for spinal and neck
surgeries that is less invasive, easier to utilize and has produced
better outcomes for patients than other products. We believe it
is only a matter of time before LDR’s spinal implants are more
widely adopted.

Wolverine World Wide was another detractor. Wolverine owns a
global collection of shoe and apparel brands including Hush
Puppies, Keds, Saucony and Stride Rite. Sales in its Sperry and
Merrell brands were especially soft this quarter. While soft sales
of some of its brands have disappointed lately, we continue to
like the stock. Wolverine has a long history of improving the
management of the brands it acquires as well as increasing
sales through its global distribution network.

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

Outlook
Heading into 2016, we expect a modest aggregate return
environment for small-cap equities. However, there are a
number of factors that make us excited about the potential for
active management to add value going forward. With valuations
of small-cap equities near normalized levels, earnings growth
will be needed to driver further stock price appreciation. A slowgrowth economy will make broad earnings growth less robust,
but should be favorable for our investment process, in our view.
We tend to focus on companies that have demonstrated a
steady path toward earnings growth through strong pricing
power or market share gains. These companies should be more
appreciated by the market when broad earnings growth is
harder for many businesses to achieve.
Another important point to consider about small-cap valuations
is the disparity between valuations for a set of momentumdriven stocks, which are yet to generate earnings, and the rest
of the market. As it stands today, the percentage of lossmaking companies in the index is at its highest level in any nonrecessionary period over the last 20 years. Many of these
stocks are tied to popular high-growth themes such as cloud

computing and biotechnology. If one strips the loss-making
companies out of our benchmark index, the valuation premium
of other small-cap companies relative to large caps is actually
much more reasonable.
While we do not deny the exciting innovation and growth
potential tied to these industries – and hold a few companies
that our health care and technology teams have identified with
exciting new drugs on the horizon or a disruptive business
model attacking a specific industry - not every company tied to
cloud computing and biotechnology will be successful. As part
of our investment process, we have sought to avoid many of the
companies with negative earnings in the index, and we believe
this strategy will prove successful over the long term as it will
prove difficult for many of these companies to generate the
future earnings currently implied in their valuations. We see
more opportunity in companies we believe have more steady
business models and can continue to generate earnings growth
in 2016. Many of these businesses are heading into the new
year with relatively attractive valuations that offer an interesting
entry point for investing. We look forward to seeing how these
companies perform in the coming months.
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Top Contributors and Detractors for the Quarter Ended 12/31/15
Top Contributors

Ending
Weight (%)

Contribution (%) Top Detractors

Ending
Weight (%)

Contribution (%)

Dyax Corp

1.55

0.80

Chimerix Inc

0.08

-0.30

RealPage Inc

1.15

0.32

Wolverine World Wide Inc

0.90

-0.28

Blackbaud Inc

1.76

0.28

Kennametal Inc

0.86

-0.26

HomeAway Inc

0.00

0.27

LDR Holding Corp

0.46

-0.18

ServiceMaster Global Holdings Inc

1.85

0.27

Flamel Technologies SA (ADR)

0.48

-0.17

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

Dyax Corp.: The company is anticipated to be acquired by
Shire Plc. We were not surprised to see Dyax become an
acquisition target, given the innovative nature of its
treatments focused on hereditary angioedema (HAE).
Current treatments include both prophylactic and acute-use
options. We believe that Dyax will be able to dominate the
prophylactic HAE market with a new self-injectable antibody.
It is our view that the company will also continue to generate
revenues from its acute-use treatment, Kalbitor.

Chimerix: We liked the company for its Brincidofovir
treatment, which aims to prevent certain infections after
stem-cell transplants. However, after disappointing initial trial
results we are reassessing the drug’s potential.

RealPage: RealPage provides software solutions to the
rental housing industry, offering products and services that
allow property owners to manage their marketing, pricing,
screening, leasing and other property operations. We believe
the company has a comprehensive suite of products with
several proprietary databases that likely will compound value
over time for its customers through rental effectiveness and
reduced costs. We also appreciate that its software-as-aservice delivery makes its services compelling from the
largest multitenant operators to single-family lessors.
Blackbaud: Blackbaud provides software solutions to the
nonprofit industry. We believe the software company has
long-duration growth potential as it penetrates the not-forprofit market, which has long been underserved. We also
believe the company’s software as a service business
creates attractive recurring revenues.
HomeAway Inc.: We liked the company’s competitive
position in the vacation rental market, but the position was
eliminated after the company was acquired by Expedia.
ServiceMaster Global: The company owns a number of
brands dedicated to providing residential and commercial
services, including pest control, home warranties, disaster

Wolverine World Wide: Wolverine World Wide designs,
manufactures and markets a range of casual footwear and
apparel, performance outdoor footwear and apparel,
industrial work shoes, boots and apparel, and uniform shoes
and boots. We think the company will create value by
pushing some of its acquired shoe brands through its global
distribution network. We also think Wolverine can improve
the brands, some of which had been undermanaged.
Kennametal: The company makes cutting tools used in end
markets serving the energy sector. While those end markets
have been weak, we believe the new management team at
Kennametal will take some appropriate steps to restructure
the company.
LDR Holding Corp.: The company sells spinal implants for
use in lumbar and cervical spinal disorders. We believe LDR
has differentiated technology that will allow it to take share
from competitors, particularly in the faster-growing cervical
spine market.
Flamel Technologies: Flamel is a specialty pharmaceutical
company focused on the unapproved but marketed drug
category. These are generally hospital-based injectable
products that have been on the market for a long time
without any formal FDA approval for use, but assumed to be
safe. We believe that Flamel’s core business is being
undervalued and its pipeline holds considerable optionality.
We also like the company for its strong balance sheet.

Page 3 of 4

Janus Venture Fund
4Q15 PORTFOLIO COMMENTARY

Top Contributors (continued)
restoration, residential cleaning and furniture repair, among
others. We believe the company’s pest control business
offers a predictable, stable revenue stream. We also like
Terminix’s franchise business model, which historically has
generated high returns on invested capital.

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).
Closed to new investors in certain distribution channels.
As of 12/31/15 the top ten portfolio holdings of Janus Venture Fund are: SS&C Technologies Holdings Inc (2.24%), Euronet Worldwide Inc (1.89%), Sensient
Technologies Corp (1.88%), Broadridge Financial Solutions Inc (1.80%), ServiceMaster Global Holdings Inc (1.79%), Sally Beauty Holdings Inc (1.76%), Cadence
Design Systems Inc (1.75%), Blackbaud Inc (1.71%), HEICO Corp (1.62%) and NICE-Systems Ltd (ADR) (1.55%). 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.
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 2000® Growth Index measures the performance of those Russell 2000® companies with higher price-to-book ratios and higher forecasted growth
values.
Russell 2000® Index is an index that measures the performance of the 2,000 smallest companies in the Russell 3000® Index.
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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