QUARTERLY UPDATE
MARKETS

Stocks were strong in the second quarter. Investors pushed prices higher
even as the economic environment became less encouraging. Two factors
were primarily responsible for the bullish sentiment:
 The Federal Reserve raised the possibility that it might cut interest rates
for the first time since December 2008.
 Anticipation rose that the US and China would reach a comprehensive
agreement to end their differences on trade. (As of quarter-end, the
situation remained unresolved.)
Large caps’ dominance persisted. Large caps outperformed mid and small
caps for the fourth consecutive quarter, driven by superior first-quarter
earnings results.
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Coming Soon…
Innovation Video Series

Later in July, we’re launching a new video blog
series featuring our senior investment
professionals speaking about the innovations and
disruptions driving growth in technology and
healthcare and other small- and mid-cap
companies. Please check our website for updates!

Lisa Wheatley speaks on healthcare themes...

 The S&P 500 rose 4.3%.
 As represented by the Russell 2000 Index, small caps gained 2.1%.
Combined with its strong first quarter, the R2K returned 17.0% in the
first half of 2019.
 Growth outperformed value in all cap ranges.
Bonds rose on weakening economic growth and potential rate cuts. Bond
prices benefited from concern that global economic growth was weakening.
 The 10-year Treasury yield closed at 2.00%, down 40 basis points during
the quarter.
 The high-quality Bloomberg Barclays US Aggregate Bond Index gained
3.1% and outperformed the Bloomberg Barclays US Corporate High-Yield
Bond Index, which rose 2.5%.

Monika Garg speaks on technology themes....

Equity gains lifted convertibles. As with stocks, convertibles of large cap
companies dominated those of mid and small caps. Higher-delta issues
outperformed higher-yielding alternatives. The Thomson Reuters All Cap
Focus Convertible Index gained 1.0%, while the cap-weighted ICE BofAML
All Convertibles, All Qualities Index climbed 3.9%.

PERFORMANCE

Active management and security selection continued to drive
performance across all strategies. After a solid first quarter of positive
returns, all of our strategies continued to generate solid gains in the second
quarter and first half. Positions in innovative technology and healthcare
companies were the strongest contributors to absolute performance across
all portfolios. (See page 3 for product and benchmark returns.)
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LOOKING AHEAD

Global growth is slowing. A variety of signs are pointing to decelerating global economic growth:
 GDP forecasts for a number of major nations are declining.
 PMI manufacturing activity—a crucial indicator of economic health—are stagnant or weak for most large economies. Results for
June show that manufacturing is contracting widely, with few exceptions (notably France).
 Prospects for a US-China trade deal in 2019 remain uncertain, with no concrete progress to date. As time passes without a
resolution, moreover, the stalemate’s negative effects are being felt in lower of activity.
Expectations for earnings and revenue growth are fading. According to FactSet, the consensus year-over-year growth rate for
second-quarter S&P 500 earnings is -2.6%, down from -0.5% three months ago. The corresponding numbers for revenue growth have
dropped as well: 3.8% now versus 4.5% earlier. While these figures clearly point to greater challenges ahead, they also suggest that
investors will pay premiums for dynamic growth companies—which could present attractive opportunities for active managers.
Stocks are at or close to all-time highs. The S&P 500 hit new all-time highs in the second quarter and continues to do so as we write
early. That this is happening despite the substantial concerns we’ve cited suggests that stocks’ upward momentum may be due for a
pause.
Small caps appear poised to do well. Even as small caps hit new highs, their valuations relative to large caps continue to trade well
below the long-term average. Citi Research, in fact, notes that small caps are trading at their second-lowest level versus large caps in
10 years. As we see it, a technical breakout and mean reversion could drive small caps higher.
IPO activity is on the rise. FactSet reports that first-half US IPO proceeds hit $37 billion, more than half the $64.8 billion raised in all of
2018. Technology and healthcare companies account for nearly 50% of the total number of IPOs year to date—which expands the
universe of opportunities in those sectors, provides greater potential for dispersion and thus raises the probability that active
managers can outperform.

WHERE WE STAND NOW

Earnings and revenue growth is the key to performance. Active, disciplined stock selection—the foundation of our approach—should
be a difference-maker in the current environment, in our view. Companies that can generate true secular, organic earnings and
revenue growth (i.e., not dependent on GDP growth) are best positioned for success.
We thus continue to focus on dynamic companies whose disruptive innovation and differentiated business models can drive faster
growth, as well as those whose businesses are domestically focused and less vulnerable to global economic weakness.
Favoring disruptive and innovative niches in healthcare, tech, and REITs:
 In healthcare, we are positioned in well-capitalized small- and mid-cap growth companies focused on curative therapies to address
unmet medical needs. Since we expect ongoing market volatility as election rhetoric about drug pricing increases, we have no
exposure to large cap biotech and pharma companies with both considerable non-US sales and large spreads between US and nonUS pricing pressure.
 Our technology holdings emphasize subscription software providers whose consistent revenues lessen the risk of financial
underperformance.
 REITs offer discrete opportunities to invest in accelerating direct-to-consumer e-commerce trends such as home delivery of fresh,
high-quality foods and meals.
More mindful of credit and quality. Stock selection remains critical and, with greater risks to growth, credit and quality should
become increasingly important to company-specific outlooks.
Taking prudent steps. At this stage in the cycle, we’re taking profits in companies whose growth catalysts are fully reflected in their
valuations and moving away from companies that are more reliant on economic growth.
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Annualized Returns

TRADITIONAL STRATEGIES
US SMALL CAP

Inception Date: 7/1/2007

US SMID CAP GROWTH

Inception Date: 1/1/2017

US GROWTH EQUITY

Inception Date: 7/1/2007

CONVERTIBLES

Inception Date: 1/1/2009

QTR

YTD

1
Year

3
Year

5
Year

10
Year

Since
Inception

Gross Return

7.5

30.0

3.8

18.1

9.0

16.7

9.0

Net Return

7.2

29.4

2.8

17.0

7.9

15.6

8.0

Russell 2000 Growth

2.7

20.4

-0.5

14.7

8.6

14.4

8.2

Gross Return

6.8

30.6

8.5

--

--

--

17.4

Net Return

6.6

30.0

7.5

--

--

--

16.3

Russell 2500 Growth

4.1

23.9

6.1

--

--

--

15.3

Gross Return

4.8

24.2

7.7

16.1

8.0

15.6

9.9

Net Return

4.5

23.7

6.9

15.2

7.1

14.7

9.0

Russell Midcap Growth

5.4

26.1

13.9

16.5

11.1

16.0

9.2

Gross Return

3.5

15.5

8.7

9.7

4.4

10.1

11.8

Net Return

3.3

15.1

7.9

8.9

3.6

9.3

11.0

TR US All Cap Focus (Cvts)

1.0

12.2

5.9

9.1

4.8

8.8

9.1

BofA ML All US Convertible

3.9

14.5

7.9

12.2

6.9

11.6

13.1

QTR

YTD

1
Year

3
Year

5
Year

10
Year

Since
Inception

Gross Return

10.7

39.8

16.8

--

--

--

31.0

Net Return

9.4

35.6

14.5

--

--

--

26.8

S&P 500

4.3

18.5

10.4

--

--

--

13.8

Gross Return

7.5

27.8

4.7

17.9

11.2

--

11.2

Net Return

7.3

27.3

3.8

16.9

10.3

--

10.3

S&P 500

4.3

18.5

10.4

14.2

10.7

--

10.7

Annualized Returns

ALTERNATIVE STRATEGIES
NICHEALTH

Inception Date: 1/1/2017

US EQUITY OPPORTUNITIES

Inception Date: 7/1/2014

CONVERTIBLES PLUS
(LEVERED)

Inception Date: 1/1/2009

CONVERTIBLE ARBITRAGE
(HEDGED, UNLEVERED)

Inception Date: 11/1/2002

Gross Return

6.3

32.3

14.5

17.9

5.0

20.1

23.4

Net Return

6.0

31.5

13.0

16.4

3.7

18.7

21.9

TR US All Cap Focus (Cvts)

1.0

12.2

5.9

9.1

4.8

8.8

9.1

BofA ML All US Convertible

3.9

14.5

7.9

12.2

6.9

11.6

13.1

Gross Return

2.2

6.3

6.0

5.5

2.8

5.5

5.2

Net Return

1.9

5.8

5.0

4.4

1.8

4.4

4.2

BofA/ML 3-Month T-Bill

0.6

1.2

2.3

1.4

0.9

0.5

1.4

As of June 30, 2019. Source: Nicholas Investment Partners. The indices shown above are for illustrative purposes only and not to be
considered as representative benchmarks. Performance results are based on total returns, including the reinvestment of dividends, income
and realized gains. Information is reported in US dollars. Nicholas Investment Partners 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. Investing in any strategy involves the risk of loss. Please see the additional disclosures
including the GIPS performance presentation at www.nicpartners.com. Past performance is no guarantee of future results.
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Disclosures

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. The use of leverage in any investment strategy may significantly increase these risks.
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.
Market Capitalization 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.
Investors should consider comparing the performance of any potential investment to various benchmarks that are representative of their
particular investment objectives, horizons and risk tolerances.
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.
Net returns reflect the deduction of the highest investment management fee for the product.
Standard fees at the highest tier
breakpoint are as follows: US Small Cap 1.00%, US SMID Growth 0.95%, US Growth Equity 0.85% inception through 2016 and 0.80%
thereafter, US Equity Opportunities 0.85%, NicHealth 1.00% with a 10% performance fee, Convertibles 0.75%, Convertible Plus 1.25% and
Convertible Arbitrage 1.00%. 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.
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Disclosures (continued)

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.
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 Convertible Arbitrage strategy objective is to achieve a positive rate of return. The performance of the Convertible Arbitrage
Composite noted above includes an account managed by the portfolio manager while employed at his previous firm, CapitalWorks
Investment Partners, LLC which became a client of Nicholas Investment Partners on December 1, 2007. The portfolio manager was the
primary portfolio manager responsible for the trading activity of this strategy. Performance data from November 1, 2002 (inception)
through November 30, 2007 reflects performance at the previous investment adviser. Performance data from December 1, 2007 forward
is reflective of performance of the strategy managed by the portfolio manager as an employee of Nicholas Investment Partners.
The Convertible Arbitrage strategy objective is to achieve a positive rate of return. Due to the lack of a specific market index that is
directly comparable to the Convertible Arbitrage strategy based on asset class, risk profile and the absolute return objective of the
strategy, we include the return and risk information for the Bank of America/Merrill Lynch US 3 Month T-Bill Index (“3 Month T-Bill Index”)
as the primary index comparison for informational purposes. The risk profile and return pattern of the Convertible Arbitrage strategy is
significantly different from the risk profile and return pattern of the 3 Month T-Bill Index, which is generally considered a low risk
investment represented by short-term government securities. The Convertible Arbitrage strategy invests in convertible bonds, convertible
stock and common stock which are subject to various risks such as market, liquidity, credit, interest rate and conversion risk, among
others. All investments are subject to some degree of market and investment specific risk, among others, and may limit the level of
downside protection realized by the strategy.
Convertible Arbitrage strategies generally involve long convertible bond positions with the short sale of the underlying (or similar) equities
as a hedge. 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
securities and is often obligated to pay over any 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.
Please see additional information regarding product returns at https://www.nicpartners.com/
The Russell 2000 Growth Index measures the performance of the small-cap growth segment of the US equity universe. It includes those
Russell 2000 companies with higher price-to-book ratios and higher forecasted growth values. The Russell 2000 Growth Index is
constructed to provide a comprehensive and unbiased barometer for the small-cap growth segment. The Index is completely
reconstituted annually to ensure larger stocks do not distort the performance and characteristics of the true small-cap opportunity set
and that the represented companies continue to reflect growth characteristics. Index returns include the effect of dividends and income
which are reinvested daily.
The Russell 2500 Growth Index measures the performance of the small to mid-cap growth segment of the U.S. equity universe. It includes
those Russell 2500 companies with higher growth earning potential as defined by Russell's leading style methodology. The Russell 2500
Growth Index is constructed to provide a comprehensive and unbiased barometer of the small to mid-cap growth market. The Index is
completely reconstituted annually to ensure larger stocks do not distort the performance and characteristics of the true small to mid-cap
opportunity set and that the represented companies continue to reflect growth characteristics.
The Russell Midcap Growth Index measures the performance of the mid-cap growth segment of the US equity universe. It includes those
Russell Midcap Index companies with higher price-to-book ratios and higher forecasted growth values. The Russell Midcap Growth Index
is constructed to provide a comprehensive and unbiased barometer of the mid-cap growth market. The Index is completely reconstituted
annually to ensure larger stocks do not distort the performance and characteristics of the true mid-cap growth market. Index returns
include the effect of dividends and income which are reinvested daily.
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Disclosures (continued)

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 Thomson Reuters US All Cap Focus Index is a market capitalization weighted, total return index designed to provide a broad measure
of the performance of the active, balanced US convertible bond market. Qualifying fixed income securities may be rated investment grade
or non-investment grade or unrated, may be issued with fixed or floating rates and must meet minimum size and liquidity requirements.
Mandatory and perpetual issues are excluded. Balanced issues are selected using price and premium thresholds. The index is reviewed
monthly to ensure the constituents’ continued compliance with the Index rules, issues may be added only at the monthly review though
bonds may be removed from the Index at any time as a result of corporate or market events. Individual issuers are capped at 3% of the
Index at each monthly review.
The Bank of America/Merrill Lynch All Quality Convertibles Index (VXA0) is comprised of US denominated convertible securities of all
qualities not currently in bankruptcy spanning all corporate sectors and having a par amount outstanding of $50 million. Maturities must
be at least one year.
The Bank of America/Merrill Lynch US 3 Month T-Bill Index (“3 Month T-Bill Index”) is an unmanaged index of short-term U.S. Government
securities with a remaining term to final maturity of three months or less.
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About Us

Nicholas Investment Partners, L.P. is an independent, employee-owned and majority women-owned investment boutique focused on
investing in dynamically growing small- and mid-cap companies, both their equities and convertible bonds. We believe that change creates
opportunity. We invest in 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.

Assets Under Management
$1.3 Billion

Corporate
0.6%

Convert Arbitrage
$152
Convertibles
$101

E&F
0.8%

Other*
16.1%

Small Cap
$495
Sub-Advised
18.5%

Public
41.5%

Other
$85
NicHealth
$29
Equity Opps
$118

SMID Cap Growth
$3

HNW
22.5%

Growth Equity
$329
As of June 30, 2019. *Commingled pooled vehicles.
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