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MARKET COMMENTARY 
U.S. and global equity markets were generally positive in July, with the strongest gains in Europe.  Chinese 
equities were the notable exception to the positive return narrative around the globe.  During July, U.S. 
stocks, as measured by the S&P 500, were up +2.1% on a total return basis.  Small-cap stocks were mixed 
with the Russell 2000 Index down -1.2%, the Russell 2000 Growth Index up+ 0.4%, and the Russell 2000 
Value fell -2.8% during the month.  Growth stocks topped value stocks across all market capitalizations. 
 
Exhibit 1. Market Indices Performance (%) 
Index Performance (%) July 2015 YTD 2015
S&P 500 Index 2.10 3.35
Russell 1000 Index 1.93 3.67
Russell 1000 Growth 3.39 7.49
Russell 1000 Value 0.44 -0.18
Russell MidCap Index 0.74 3.11
Russell MidCap Growth 1.62 5.86
Russell MidCap Value -0.14 0.27
Russell 2000 Index -1.16 3.54
Russell 2000 Growth 0.41 9.18
Russell 2000 Value -2.76 -2.02
BofA ML All US Convertible -0.35 3.23
Barclays Aggregate Bond Index 0.70 0.59
Barclays US Corporate High Yield -0.58 1.93
MSCI AC World Index 0.87 3.55
MSCI EAFE Index 3.52 12.65
MSCI EMF Index -4.36 1.03  

Source: eVestment, Ned Davis and Nicholas Investment Partners  
 Index returns are based on total returns.  Past performance does not guarantee future results.   See additional disclosure. 
 
Treasury prices in the U.S. rose during the month with rates on the US 10 Year falling -17 basis points to 
end the month at 2.18%.  Fixed income markets were generally positive with the Barclays Aggregate Bond 
Index in positive territory with a slight gain of +0.70% while high yield assets declined -0.58% , as 
measured by the Barclays High Yield Bond Index.  Credit spreads also widened during the month, 
particularly within the energy sector and high yield segment.   
 
Volatility declined as the VIX ended July at 12.1; down from 18 from the prior month.  The US Dollar rose 
during July from 94.8 to 97.3 and commodities were weak across the board with WTI Crude dropping $12 
during the month to end at $47. 
 
U.S. economic data during the month was mixed.  Auto sales continued to show strength, running at 
above $17 million annualized again in both June and July.  However measures of both Retail Sales and 
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New Home Sales were lackluster.  Job growth in June continued to run at a rate above 220,000, though 
disappointing higher expectations.  Importantly, wage growth continues to be stubbornly muted.  Finally, 
the first look at Q2 GDP growth came in at 2.3%, with Q1 revised upward to  0.6%.  While the data in the 
U.S. was somewhat mixed, it is likely strong enough to give the Fed enough reasons to begin raising rates 
in the back half of the year.  What will be important to the market will be the magnitude and pace of Fed 
moves. 
 
As of this report, earnings season is in the final stretch with more than 82% of the S&P 500, 71% of mid-
caps and 63% of small-caps reported thus far.  Q2 EPS and revenue growth rates were stronger than Q1 
across all these indices.  Research indicates that margin expansion was a key driver of earnings surprises.  
Based on Credit Suisse Small Cap research, growth companies experienced the most improvement from 
Q1.  
 
Profits for small-cap companies exceeded expectations with a Q2 average of  +3.3%, ahead of the 
consensus forecast of -1.9%.   There were also a greater number of positive earnings surprises than 
disappointments during this reporting season with 63% of small-cap companies posting better-than-
expected EPS growth.  Similarly 71% of mid-cap companies posted better-than-expected EPS growth.  In 
addition, revenue trends were favorable with 54% of small-cap and 50% of mid-cap companies beating 
estimates, reversing the sharp decline in Q1 (Exhibit 2). 
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Exhibit 2.  2Q15 Reporting Season:  Percent of Companies 
Beating EPS and Sales Estimates

 
Source: CS US Equity Strategy/S&P Capital IQ/Clarifi, Russell, ThomasRueters/IBES, CIQ estimates, as of 8/5/2015 
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SMALL CAP GROWTH ENVIRONMENT 
July resulted in wide performance differences between growth and value among small-cap companies.  
As noted previously, the Russell 2000 Growth added +0.4% for the month while the Russell 2000 Value fell 
-2.8%.  Underperformance of value companies had a greater drag on the core Russell 2000 benchmark, 
which slipped -1.2%.  The deterioration of oil and commodity prices during the month had the largest 
negative impact across both style indices.   Small-cap growth companies in particular, benefited from 
gains in utilities, financials and healthcare. At a factor level, companies with stronger price momentum, 
accelerating sales and higher sales and earnings growth recorded the best performance for the month, as 
measured by the Russell 2000 Growth Index.  In contrast, those with the smallest market capitalization, 
highest betas and debt-to-capital ratios underperformed.    
 
On the earnings front, small-cap growth stocks delivered a greater number of 2Q2015 positive upside 
earnings and sales reports compared to value companies, with 66% of the Russell 2000 Growth 
companies beatings EPS estimates compared to 60% for Russell 2000 Value companies.  Similarly, 57% of 
the small-cap growth companies topped sales expectations versus 51% of value companies (Exhibit 3).   
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Exhibit 3. 2Q15 Reporting Season:  Percent of Companies
Beating EPS and Sales Estimates

So
urce: CS US Equity Strategy/S&P Capital IQ/Clarifi, Russell, ThomasRueters/IBES, CIQ estimates, as of 8/5/2015 
 
Healthcare companies posted the largest percentage of EPS beaters while energy companies recorded 
the greatest percentage of disappointments.  Guidance trends remain conservative as earnings season 
winds down, with software services, healthcare equipment and services, and real estate companies 
issuing the strongest 3Q guidance.  
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PORTFOLIO COMMENTARY 
Performance for the US Small Cap portfolio was positive in July, adding +1.91%.  In comparison, the 
Russell 2000 Growth Index gained a slight +0.41%.  In absolute terms, gains were broadly diversified by 
sector.  Healthcare, consumer discretionary and telecommunication holdings were the most additive to 
portfolio performance for the month.  Examples of strong performing holdings in these sectors included 
Receptos, Vonage Holdings and Skechers.  
 
Further deterioration in oil and commodity prices negatively impacted energy and materials holdings, 
which detracted from performance.  Underperforming portfolio holdings included Matador Resources, 
Diamondback Energy and PolyOne Corporation.  
 
Relative to the Russell 2000 Growth Index, both stock selection and the allocation effect were positive at  
+119 bps and +9 bps, respectively.  Portfolio holdings in telecommunications, consumer discretionary 
and industrials delivered the strongest outperformance versus the Index while financials and energy 
positions underperformed the most.   
 
At a security level the top three performing holdings included Receptos (healthcare), Sketchers (athletic 
fashion footwear) and Vonage Holdings (wireless communications).  In the case of Receptos (immune 
therapy for MS and IBD), shares rallied on the news that Celgene made a $7.2 B bid to acquire Receptos 
for $232.00 per share in cash, approximately a 12% premium to Receptos’ share price on the day of the 
announcement.  
 
The three largest detractors to performance included Barracuda Networks (cyber security solutions), 
Esperion Therapeutics (cholesterol drug therapies) and Spectranetics (cardiovascular medical devices).  In 
the case of Barracuda Networks, shares pulled back after the company reported better-than-expected EPS 
and sales growth, but with a shortfall in bookings.  Growth in bookings scaled back due to a push-out 
attributed to a shift from physical storage to virtual storage, smaller sized deals and some FX headwinds.  
We continue to hold the position since our research confirms that this slippage is short-term in nature and 
that the company’s two-tier distribution model should improve their sales capacity and pipeline   
 
As of month end, the US Small Cap strategy remained fully invested with a cash position of 1.2%.  The US 
Small Cap portfolio’s FY1/FY2 EPS Growth (wtd. avg.) is 21.3% while its P/E FY2 (wtd. harmonic avg.) is at 
19.4.  The Russell 2000 Growth Index’s FY1/FY2 EPS Growth (wtd. avg.) is 19.5% with a P/E(FY2) of 18.2x.   
Relative to the Russell 2000 Growth Index, the US Small Cap strategy was overweight consumer 
discretionary, financials and technology through active industry weights in apparel, real estate 
development and internet software services.  The portfolio’s position in healthcare is slightly overweight 
as a whole, with an overweight specifically in pharmaceuticals.  The portfolio was largely underweight in 
industrials, consumer staples and materials.   
 
As always, do not hesitate to call us with any questions or comments you may have.  We look forward to 
updating you next month and thank you for the opportunity to be of service.   
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DISCLOSURE 
 
Nicholas Investment Partners, L.P. (“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.  Investing in any strategy involves the risk of 
loss.  Past performance is no guarantee of future results. 
 
Nicholas used third party information in the preparation of the characteristics and market environment charts.  
Nicholas believes the third party information was obtained from sources that are reliable. However, Nicholas 
cannot guarantee the accuracy, adequacy or completeness of the information obtained from these sources. 
 
Some material contains the current opinions of the author which are subject to change without notice.  
Statements concerning financial market trends are based on current market conditions, which may fluctuate 
significantly. Forecasts are inherently limited and should not be relied upon as an indicator or predictor of 
future results. References to specific securities, issuers and market sectors are for illustrative purposes only.  
 
Although Nicholas attempts to limit portfolio risk, 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.. All 
investments are subject to some degree of market and investment specific risk, among others. The value of investments 
can go down as well as up, and a loss of principal may occur.  Small- and mid-cap stocks 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 stocks 
may adversely affect the value of these investments. 
 
Performance results are based on total returns, including the reinvestment of dividends, income and realized gains. 
Returns are reported in U.S dollars. For periods exceeding one month, the monthly returns are geometrically linked and 
annualized for periods greater than one year.  All returns are presented in U.S. dollars.  Gross and net returns presented 
were calculated in U.S. dollars on a time-weighted, total return basis, including the recognition of dividends, interest and 
income, realized and unrealized gains or losses and are net of brokerage commissions, execution costs, and any 
applicable taxes.  Accrual accounting was used for dividend income recognition.  Securities transactions were 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.  The deduction of investment advisory fees will reduce gross returns and are subject to 
compounding.  As an example, the effect of an investment advisory fee on a $1,000,000 portfolio assuming (a) a portfolio 
return of 5% per year for five years, and (b) a 1.00% annual advisory fee applied annually to the year-end value would be 
$56,815 over the five years.  The cumulative gross return would be 27.63% and the cumulative net return would be 21. 37% 
for a return difference of 6.26%.  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 2 for a complete 
description of investment advisory fees.  Client’s accounts may also be subject to additional fees unrelated to Nicholas 
such as custodial and administration fees.   
 
FactSet performance contribution and attribution information is calculated using a holdings-based methodology utilizing 
end-of-day portfolio holdings and does not include transactional data and therefore the returns may not match actual 
portfolio returns.  Performance attribution, top and bottom contributors, characteristics and 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 strategy, specific information for other accounts may differ from the 
representative account.  A complete list of securities and their contribution to total return is available on request. 
 
No part of this material may be copied or duplicated, or distributed to any third party without written consent. 
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