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SARS-CoV-2 (aka COVID-19) FAQs
Is NicHealth invested in any companies working on a COVID-19 vaccine?
▪

We are certainly seeing a lot of activity in the vaccine development segment these last several months.
However, we are not inclined to invest in any of these vaccine developers since we prefer to invest in
companies that have demonstrated compelling proof-of-concept data in humans. In our view, few if any
of the developers have reached this threshold, though their stock valuations suggest
otherwise. Additionally, even the successful developers will likely face a different business model due to
the urgent public health need. For example, Gilead is donating the first 1.5M doses of its anti-viral drug,
Remdesivir. Going forward, the company will need to balance access with the costs of development. We
are sticking to our investment mandate as long-term investors on long-duration assets that are changing
the standard of care.

How do you see the vaccine landscape evolving over time? Are there companies that are better positioned to
win the vaccine race?
▪
▪

▪

While there is certainly an urgency to bring a vaccine to market, we view this as more of an iterative
process rather than a winner-take-all race. Safety and effectiveness must take priority over speed.
Our expectation is that, in time, there will be multiple approved vaccines and anti-viral therapies used in
conjunction with one another. We think it is still too early to definitively say how many and which vaccine
developers will ultimately secure approval. Even though the FDA has been very flexible in working with
some of these companies. The current timelines for SARs-CoV-2 vaccine development is moving
exceptionally fast by normal standards. We are hopeful there will be an approved vaccine by 1Q21.
Ramping to capacity will take time, so we believe it could be 1-2 years before there is widespread access
across the population. Currently, Moderna appears to be furthest along with considerable support from
the US government. Given the size of the company and lack of manufacturing and distribution resources,
they will likely require additional funding and collaborations with large pharma to bring the vaccine to
market.

What is your view of this corner of the market in terms of investment profitability and general outlook? Is it more
profitable to invest in a firm developing COVID-19 treatments and prevention instead?
▪

▪

The fact is, vaccine development is a challenging business. The bar for approval/safety is typically very
high, global distribution is a major consideration, and profitability is always a question given the pressure
to keep pricing affordable.
While pharmacoeconomic studies (i.e. the value of a drug relative to the cost of treating a patient in a
hospital using the current standard of care) could support a high price tag for a novel vaccine, it would be
difficult given the government's involvement, their financial backing of current vaccines (and anti-virals)
under development, as well as the sheer number of people that would need to be treated. Our current
expectation is these therapies will be priced on a cost-plus basis, which caps profitability. Cost-plus pricing
is more typical of a government defense contract. As such, it is not clear to us that vaccine development
is ideally suited for small, single-product companies. Rather, it is our sense that vaccines are more in the
1 of 4

www.nicpartners.com

P.O. Box 9267 | Rancho Santa Fe, CA 92067 | (858) 759-4545

MC_NH0620

NICHEALTH

Nicholas Investment Partners Alternatives
PM Insights | June 2020

realm of large BioPharma. GlaxoSmithKline and Sanofi have dominant positions and they both do
reasonably well. There are relatively few large vaccine manufacturers in the world (GSK, MRK, PFE, SNY),
but they all have SARs-CoV-2 initiatives. Furthermore, we do not anticipate they will engage in any
meaningful M&A on this front.
Many of these vaccine developers are seeing significant price appreciation. Do you think these valuations are
warranted?
▪

▪

In this environment, "COVID-19" has become somewhat of the new Bitcoin in our view. It seems many
companies are throwing their hat in the ring and in the hopes that a press release announcing their
involvement will prompt immediate stock appreciation. To some degree this has been the case. However,
we think many of these opportunists will start to see a sharp contraction in their stock prices as the rigor
of real drug development progresses.
It is difficult to short these stocks because retail investors and generalist have really taken the reins. Given
their small capitalization and limited liquidity, it does not take a lot of buy volume to drive these stocks
higher. It may be counterintuitive. In addition, when companies become completely dislocated from
fundamentals, it actually makes them more challenging to short. As Keynes said in the 1930s: “Markets
can stay irrational longer than you can stay solvent.” We have experienced periods like this before and
we are convinced that the valuations of these speculative companies will revert. Regardless, our focus
remains on our own investment mandate.

Beyond vaccines, are there other segments of the healthcare ecosystem that are a part of the COVID-19 solution?
▪

Much media attention is on the therapeutic agents (vaccines and anti-virals), however, other segments
within the life science ecosystem have seen their adoption curve moved forward in the current
environment. As highlighted in our recent PM Outlook letter, digital health/virtual services are a big
beneficiary. In our view, the acceleration in remote healthcare will be lasting. Similarly, there are a few
companies that are providing some of the back-end tools such as bioprocessing and bioengineering. With
less exposure to media hype and the “hope” trade, we find their valuations more compelling and less
prone to being bid up by generalists trying to chase the COVID-19 play.

Parting Thoughts:
▪

▪

▪

All told, we are glad to see the Life Sciences industry has really stepped up to the challenge. This has
fostered a strong public/private partnership that we have not seen for a long time. This is an important
dynamic, particularly during an election season.
However, we are concerned that the Life Science industry could potentially be swept up in the antiglobalization/"Buy America" rhetoric. Lawmakers are increasingly calling on drug makers to exclusively
manufacture medicines in (and presumably for) the United States. We believe this is extremely counterproductive. From a capital allocation perspective, the sheer expense of replicating existing supply chains
is tremendously inefficient. It is noteworthy that unlike Charmin toilet paper or hand sanitizer, there have
not been significant disruptions in the sourcing of Active Pharmaceutical Ingredients (APIs), which
precluded Americans from getting the drugs they need. This obviates the need to onshore manufacturing.
More specifically, there are major considerations on how this would play out on the human capital front.
Having run M&A at a large life science tools company, I have seen first-hand the importance of leveraging
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a global talent pool. There are many brilliant people out there and they are not all necessarily in the US.
It is important to remember that the sector draws its strength from every corner of the world. Many of
biotech’s leading founders were immigrants themselves. If we wall ourselves in, we will all be worse off.
We sincerely hope alternative proposals, based on inclusion and global collaboration, are found.

Disclosure
Nicholas Investment Partners, L.P. (“Nicholas”) is an independent investment adviser registered with the SEC. Registration with the SEC does not imply
a certain level of skill or training. The firm maintains a complete list and description of performance composites, which is available upon request.
Policies for valuing portfolios, calculating performance, and preparing presentations are available upon request. Past performance is no guarantee of
future results. Current performance may be lower or higher than the performance presented. This information is intended for institutions, consultants
and qualified investors only. No part of this material may be copied or duplicated or distributed to any third party without written consent.
Nicholas does not guarantee the success of any investment product. There are risks associated with all investments and returns will vary over time
due to many factors such as changing market conditions, liquidity, economic and other factors. The value of investments can go down as well as up,
and a loss of principal may occur. Although Nicholas attempts to limit various risks, risk management does not imply low risk. All risk models are
inherently limited and subject to changes in economic, political and market conditions, as well as changes in the strategies’ holdings, among other
things, which could affect the risk profile of any portfolio managed by Nicholas. Small- and mid-cap companies may be subject to a higher-degree of
risk than larger more established companies’ securities. The liquidity of the markets for these small and mid-cap companies may adversely affect the
value of these investments. Concentrated or sector strategies are expected to maintain higher exposures to a limited number of securities or sectors
which could increase the volatility, market, liquidity and other risks of the strategy.
Some information herein reflects general market commentary and the current opinions of the author which are subject to change without notice. It
is provided for general informational purposes only and does not represent investment, legal, regulatory or tax advice and should not be construed as
a recommendation of any security, strategy or investment product. There is no guarantee any opinion, forecast, or objective will be achieved in the
future. The information, charts and reports contained herein are unaudited. Although some information contained herein was obtained from
recognized and trusted sources believed to be reliable, its accuracy and completeness cannot be guaranteed. Unless otherwise noted, Nicholas is the
source of illustrations. References to specific securities, issuers and market sectors are for illustrative purposes only. Nicholas does not undertake to
keep the recipients of this report advised of future developments or of changes in any of the matters discussed in this report.
Performance contribution/attribution, characteristics and portfolio risk statistics information is from a representative account for the strategy
composite. The representative account was chosen based on non-performance criteria such as account size, cash flows and the level of account
restrictions. While Nicholas believes the information is representative of other accounts in the strategy, specific information for other accounts may
differ from the representative account. Nicholas used third-party information in the preparation of the characteristics and/or market environment
charts. While Nicholas believes the third-party information was obtained from reliable sources, we cannot guarantee the accuracy, adequacy or
completeness of the information obtained from these sources.
Index returns are provided as a general indicator of the investment environment existing during the time periods shown and are provided for
comparison purposes only. The returns for the index do not include any transaction costs, management fees or other costs. Investors may not make
direct investments into any index. Investors should consider comparing the performance of any potential investment to other benchmarks and indices
that are representative of their particular investment objectives, horizons and risk tolerances.
Specific securities identified do not represent all securities purchased, sold or recommended to advisory clients and represent the largest positions by
portfolio weight. It should not be assumed that investments in these, or any other portfolio securities, were or will be profitable in the future. For a
complete list of all securities held during the period or additional information related to this presentation please email info@nicpartners.com.
Gross and net returns, presented within were calculated in U.S. dollars on a time-weighted, total return basis, including reinvestment of all dividends,
interest and income, realized and unrealized gains or losses and are net of brokerage commissions, execution costs, and any applicable foreign taxes.
Accrual accounting was used for dividend income recognition. Securities transactions are accounted for on trade date. Cash and cash equivalents are
included in the performance returns. The gross returns do not give effect to investment advisory fees which would reduce gross returns. The deduction
of investment advisory fees will reduce gross returns and are subject to compounding. The composite results include all actual, fee paying fully
discretionary accounts under management by Nicholas after one full calendar month that have substantially the same investment objectives, policies
and restrictions. Unless otherwise noted the returns reflect the performance of the product composite. Performance and incentive-based fees will
have similar, yet often larger, impacts to performance and account values than standard management fees. Please see Nicholas’ ADV Part 2A for a
complete description of investment advisory fees.
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Prior to June 30, 2019, NicHealth was named Nicholas Healthcare Opportunities The investment strategy has remained consistent since the inception
of January 1, 2017.
The composite performance shown does not include the impact of private investments, although the strategy may invest in private, illiquid securities
in the future. The strategy may invest up to 20% in private investments which may be illiquid. The strategy may also invest 20% of its assets in
short sale positions. A short sale is a transaction in which an account sells a security it does not own in anticipation that the market price of that security
may decline. Selling securities short involves unlimited risk as the security’s price can theoretically continue to appreciate indefinitely which may result
in unlimited losses. In addition, short positions typically involve increased liquidity risk, transaction costs, and the risk that the third party to the short
sale may fail to honor its contract terms. The account may have to pay a fee to borrow particular securities and is often obligated to pay over any

Disclosure (continued)
accrued interest and dividends on such borrowed securities to the buyer. Any gain will be decreased, and any loss increased, by the transaction costs
described above. The successful use of short selling may be adversely affected by imperfect correlation between movements in the price of the security
sold short and the securities being hedged.
Net returns reflect the deduction of the highest investment management fee for the product, which is 1.00% and a 10% performance fee. The
performance fee was accrued at the end of each month based on the total profits for the month. The performance fee is subject to a highwater mark
with no hurdle. Any earned performance fee is paid after each calendar year. Actual fees charged may vary by portfolio due to various conditions such
as account size, client relationship, complexity, etc. Client’s accounts may also be subject to additional fees unrelated to Nicholas such as custodial
and administration fees, among others.
Although this strategy is focused on the healthcare sector, its performance objective is to exceed the general market performance, as measured by
the S&P 500, over a full market cycle. This strategy is not intended to track the performance or resemble the construction of any specific benchmark
and may deviate significantly from the index shown. The strategy holdings are expected to be highly concentrated in the
healthcare sector which may create risks that will vary significantly from the S&P 500 index which is more diversified across multiple sectors.
The S&P 500 Index is a widely regarded gauge of the US equities market, that includes 500 leading large cap companies in leading industries of the US
economy. Although the S&P 500 focuses on the large cap segment of the market, with approximately 80% coverage of available market capitalization,
it is also typically used as a proxy for the total market. Index returns include the effect of dividends and income which are reinvested daily.
The Russell 3000 Healthcare Index consists of healthcare stock components of the Russell 3000® Index, a market-capitalization weighted equity index
maintained by the Russell Investment Group that seeks to be a benchmark of the entire US stock market.
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Nicholas Investment Partners, L.P. is an independent, employee-owned and majority women-owned investment boutique focused on investing in
dynamic, less efficient markets such as US small- and mid-cap equities and convertible bonds. We believe that change creates opportunity. We invest
in dynamic companies with accelerating revenue and/or earnings growth in which our research confirms the company’s growth is sustainable and the
company’s stock is a timely investment. Our edge comes from combining fundamental equity and credit research with the objectivity and efficiency of
quantitative analytics. We have a results-driven and client-centric culture centered on building lasting and value-added relationships with a select
group of institutional and private wealth clients and consultants.
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