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MARKETS: A Challenging Mix of Uncertainty, Concerns, and

News & Investment Insights

Stocks were mixed as sentiment shifted. Investors weathered a
challenging, uncertain environment during the quarter. The market’s
attention focused on a softening global economy, US–China trade
tensions, monetary policy, and the outlook for corporate earnings.
 The global growth outlook continued to deteriorate, as PMIs
(purchasing manager indices) for most large economies continued
to contract. The global PMI reading in September was 49.7,
according to FactSet and Markit PMI. (Note: A reading below 50
indicates economic contraction.)
 The US and China continued to spar over their disagreements on
trade. Expectations of a resolution rose and fell throughout the
quarter as the two sides appeared to soften their stances, only to
stiffen again.
 The Federal Reserve acted pre-emptively to quell fears of a
slowdown by cutting interest rates twice—the first such cuts since
December 2008.

September 2019
Convertibles: Capitalizing on Innovative & Disruptive
Secular Growth with Lower Volatility

Positives Suggests Caution Ahead

Large caps continued to lead. Investors favored large caps amid the
uncertainty, driving them to outperform mid and small caps for the
fifth consecutive quarter.
 The S&P 500 rose 1.7%.
 The Russell 2000 Index declined by -2.4%.
 Value outperformed growth across small and mid cap ranges—by
the widest margin since 2008, according to Jefferies. Style
difference in large cap were a push whereas much of the style
reversal in small and mid cap occurred during an extreme rotation
in September (R2G: -4.2% vs. R2V: -0.6%; RMCG: -0.7% vs. RMCV:
1.2% and R1G: 1.5% vs. R1V: 1.4%), when momentum investors sold
high-momentum growth stocks and value benefited accordingly.
Bonds rose on weakening economic growth and Fed easing. Bond
prices rose as investors sought safety from weakening global economic
growth, as well as the Fed’s cuts.
 The 10-year Treasury yield closed at 1.65%, down -35 basis points
during the quarter.
 The high-quality Bloomberg Barclays US Aggregate Bond Index
gained 2.3% and outperformed the Bloomberg Barclays US
Corporate High-Yield Bond Index, which rose 1.3%.
Convertibles held up better than underlying small- and mid-cap
growth equities. Convertibles are predominantly issued by small- and
mid-cap companies in growthier sectors, so they declined along with
their underlying equities. The Thomson Reuters All Cap Focus
Convertible Index fell -0.4%, while the cap-weighted BofA/Merrill AQ
Convertible Index, which tilts toward large-cap issues, picked up 0.2%.
www.nicpartners.com

www.nicpartners.com/news-insights/

We believe that investors should seek to invest in companies
that are addressing unmet needs and innovating the
products and services of tomorrow. Convertible bonds offer
access to fast-growing companies and sectors
—John Wylie, Portfolio Manager and
Tony Pata, CFA, Research Analyst

Videos

https://www.nicpartners.com/videos/

September 2019
Capitalizing on Disruptive
Technologies

Monika Garg, Senior Research Analyst
and Technology Specialist, highlights
key disruptive technologies that are
driving forces behind a fast-evolving
global digital economy.

August 2019
Creative Application of Technology
Sparking Innovation and Disruption
Across Small- and Mid-Cap
Companies
Catherine Nicholas, Managing
Partner/CIO, discusses Nicholas
Partners’ approach to investing in
companies ignited by positive change,
often sparked by innovation and
disruption.

July 2019
Innovations in Healthcare and
Their Resulting Investment
Opportunities

Lisa Wheatley, Portfolio
Manager/Senior Research Analyst,
highlights some of the rapid
innovations that we believe are
accelerating the pace of medical
breakthroughs, improving patient
outcomes, and driving secular growth
in many healthcare sub-sectors.
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QUARTERLY UPDATE
PERFORMANCE

September dominated the quarter’s results and proved challenging for
most our strategies amid intense factor rotation, as both companies
without earnings and those with the fastest growth rates sold off. Since
there wasn’t a material breakdown in the fundamentals of our holdings
(in biotech and software specifically), we believe our strategies were
disproportionately hurt by this tactical move. (See page 4 for
performance results)
In our view, these types of shifts are not uncommon and navigating
them requires experience, a disciplined process, and conviction in our
companies’ long-term growth prospects. As we write in early October,
performance has already begun to improve in absolute and relative
terms.

LOOKING AHEAD

Caution is warranted. Entering the fourth quarter, the environment is a
challenging mix of uncertainty, areas of concern, and some positives.
Thus, our outlook is appropriately cautious.

3Q:2019

Giving Back

www.nicpartners.com/giving-back/

October/November 2019
Dress for Success—Clothing Drive

We are collecting donations for Dress for Success, an
organization that empowers women to achieve economic
independence by providing a network of support,
professional attire, and the development tools to help them
thrive in work and in life.

Wounded Warrior Homes—Food & Living Essentials
Drive

We are collecting donations for Wounded Warrior Homes,
an organization that provides transitional housing and reintegrative services to facilitate the transition from
wounded warrior to successful civilian.

A variety of economic and market indicators are most problematic:
 Second-quarter annualized real US GDP growth was 2.0%, substantially lower than the first quarter’s 3.1% pace. Recent indices of
activity in the manufacturing and services sectors provided further signs that the economy is slowing.
 The classic form of yield-curve inversion occurred briefly in August (i.e., when two-year Treasury yields exceed 10-year yields, a
historically reliable signal of recession). It’s worth noting that yields for maturities of less than one year have been higher than 10year yields since late May.
 The quality of corporate earnings is deteriorating. According to Ned David Research, seven metrics point to such quality being at its
lowest level in the current economic expansion.
 A number of recent high-profile initial public offerings—notably those of Slack Technologies, Peloton, SmileDirectClub, Uber, and
Lyft—have fared poorly, suggesting that they were priced at frothy valuations. The withdrawal of WeWork’s hotly anticipated IPO
underscores investors’ wariness.
The outlook for earnings and revenue growth is weaker. FactSet’s consensus year-over-year growth rate forecast for third-quarter
S&P 500 earnings is -2.8, vs. -0.06% three months ago. The corresponding numbers for revenue growth are 2.8% now vs. 3.5% earlier.
Coming into third-quarter reporting season, analysts have reduced earnings expectations by an aggregate 4.0%. This is modestly
worse than the average pre-earnings-season downward revision of 3.0% in the post-crisis period, according to Wolfe Research.
Major political uncertainties weigh heavily on investors… By far, the most significant is the trade conflict between the US and China.
The longer it goes on, the greater the risk that it will hurt global economic growth. Recent data from multiple countries indicates that
this may already have begun. In addition:
 US political conditions are increasingly rocky as the possibility of impeachment rises and the 2020 presidential race heats up.
Companies and investors alike are more hesitant to make longer-term plans.
 The absence of a Brexit agreement between the UK and the European Union persists, with no clear solution in sight.
 The threat of worsening armed conflict in the Middle East remains real amid rising tensions in Iran, Syria, and Saudi Arabia. Any
such escalation would undoubtedly affect oil prices—and thus economic activity worldwide.
…Yet there are encouraging economic green shoots as well. Lower interest rates—both from the Fed’s cuts and falling Treasury
yields—are favorable for the housing sector and consumption more broadly. Prominent economic “surprise” metrics have swung
sharply upward. 2019 holiday retail sales are projected to jump 5% over 2018, a sign of consumer bullishness. And GDP growth, while
softer than 2018 levels, is still solidly positive.
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WHERE WE STAND NOW

A difficult environment in which earnings growth and stock selection remain vital. Given the numerous challenges to revenue and
earnings growth that companies face, we’ve re-examined our holdings and confirmed that our original purchase rationales are intact.
We continue to believe that the companies we own have sustainable long-term growth catalysts that will drive superior earnings
performance and, therefore, strong returns.
With this firmly in mind, we remain focused 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.
Valuations are key. Credit Suisse research indicates that while valuation increases have been an outsized contributor to returns year
to date, their contribution has been lowest for growth stocks. This suggests higher potential upside for growth stocks if their earnings
multiples can expand. We note that high-visibility secular growth stocks are often prized in times of economic uncertainty.
Our positioning is unchanged. We continue to favor disruptive and innovative niches in healthcare, technology, certain consumer
sectors, and REITs.
 Healthcare: We own well-capitalized small- and mid-cap growth companies working on curative therapies to address unmet
medical needs—and have no exposure to large cap biotech and pharma companies.
 Tech: Our holdings emphasize subscription software providers whose consistent revenues lessen the risk of financial
underperformance.
 Consumer: We are focused on companies innovating new verticals (e.g., serving pet owners) or refreshing their brands and
business strategy.
 REITs: We favor those positioned to capitalize on accelerating direct-to-consumer e-commerce trends such as home delivery of
fresh, high-quality foods and meals.
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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

-6.2

21.9

-9.0

12.4

9.0

13.9

8.3

Net Return

-6.5

21.0

-9.9

11.3

7.9

12.7

7.2

Russell 2000 Growth

-4.2

15.3

-9.6

9.8

9.1

12.2

7.6

Gross Return

-6.6

21.9

-7.0

--

--

--

12.8

Net Return

-6.8

21.1

-7.9

--

--

--

11.8

Russell 2500 Growth

-3.2

20.0

-4.1

--

--

--

12.5

Gross Return

-3.7

19.6

-3.8

12.9

7.7

12.9

9.4

Net Return

-3.9

18.9

-4.6

12.0

6.8

12.0

8.4

Russell Midcap Growth

-0.7

25.2

5.2

14.5

11.1

14.1

9.0

Gross Return

-0.9

14.5

4.0

7.6

4.7

8.3

11.5

Net Return

-1.1

13.9

3.2

6.8

3.9

7.5

10.6

TR US All Cap Focus (Cvts)

-0.4

11.8

3.4

7.1

5.2

7.5

8.9

BofA ML All US Convertible

0.2

14.7

4.0

10.1

7.3

9.9

12.7

QTR

YTD

1
Year

3
Year

5
Year

10
Year

Since
Inception

Gross Return

-12.8

21.9

-8.5

--

--

--

21.6

Net Return

Annualized Returns

ALTERNATIVE STRATEGIES
NICHEALTH

Inception Date: 1/1/2017

-11.7

19.7

-8.1

--

--

--

18.5

S&P 500

1.7

20.6

4.3

--

--

--

13.2

Gross Return

-7.1

18.7

-8.0

13.1

9.9

--

9.1

Net Return

-7.3

18.0

-8.7

12.2

8.9

--

8.2

S&P 500

1.7

20.6

4.3

13.4

10.8

--

10.5

CONVERTIBLES PLUS

Gross Return

-2.7

28.8

4.5

13.1

5.8

15.3

22.5

Net Return

-3.0

27.6

3.2

11.7

4.5

13.9

21.0

Inception Date: 1/1/2009

TR US All Cap Focus (Cvts)

-0.4

11.8

3.4

7.1

5.2

7.5

8.9

BofA ML All US Convertible

0.2

14.7

4.0

10.1

7.3

9.9

12.7

Gross Return

1.2

7.5

5.8

5.3

3.4

4.7

5.2

US EQUITY OPPORTUNITIES

Inception Date: 7/1/2014

(LEVERED)

CONVERTIBLE ARBITRAGE
(HEDGED, UNLEVERED)

Inception Date: 11/1/2002

Net Return

0.9

6.7

4.8

4.2

2.3

3.7

4.2

BofA/ML 3-Month T-Bill

0.6

1.8

2.4

1.5

1.0

0.5

1.4

As of September 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.
MC_FIRM_1909
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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 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.
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Disclosures (continued)

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.
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
$1.2 Billion

Corporate
0.6%

Convert Arbitrage
$150
Small Cap
$443

Convertibles
$96
Other
$67

E&F
0.8%

Sub-Advised
18.0%

Public
42.4%

STRATEGY ($M)

CLIENT (%)

NicHealth
$25
Equity Opps
$108

Other*
16.1%

SMID Cap Growth
$5

HNW
22.0%

Growth Equity
$317

As of September 30, 2019. *Commingled pooled vehicles.
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