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initiatives in cost containment. The current discussions
surrounding the “repeal and replacement” of the ACA are
unlikely to meaningfully impact the long-term focus on costs.
Additionally, we believe the company will benefit from the
integration of Covance (recent Clinical Research Organization
acquisition) through duplicative cost reductions and centralized
laboratory scale efficiencies.

It was another strong quarter for equities, one that was
largely void of any major macroeconomic developments.
First quarter earnings reported for the S&P 500 Index were
up +15% year-over-year. Even more impressively, 78% of
S&P 500 companies beat consensus EPS estimates.
Additionally, last quarter’s revenue results had the biggest
surprise to the upside since the fourth quarter of 2014.
That said, Russell 2000 Index earnings were largely flat
quarter-over-quarter. Overall earnings growth expectations
for small-cap stocks have declined as valuations,
particularly within financials, appear stretched. This
quarter, the Ariel Focused Value Composite fell -0.38%
gross of fees (-0.54 % net of fees), trailing behind the
Russell 1000 Value Index’s +1.34% rise as well as the
+3.09% return of the S&P 500 Index.

On the flip side, a few holdings underperformed during the
quarter. Combined producer and marketer of concentrated
phosphate and potash, Mosaic Co. (MOS) saw its shares
decline -21.25% on news of a significant earnings miss. Several
operational incidents impacted the results in the first quarter of
the year, including a train derailment and weather-related
production declines. Despite management reaffirming previous
guidance for fiscal year 2017, investors appear skeptical of the
company’s ability to meet those targets. We believe MOS’s
fertilizer assets are valuable, and, coupled with the
concentrated nature of its industry, provide some protection to
its core business. Currently, global capacity exceeds demand,
causing many to underprice the long-term intrinsic value of
Mosaic, thus providing an opportunity for contrarian investors.

Some stocks in the portfolio performed quite well.
Enterprise software and cloud computing leader, Oracle
Corp. (ORCL), saw its shares rise +12.88% during the
quarter. The company reported strong earnings results,
meaningfully beating consensus estimates and showing
significant improvements in operating margins. More
importantly, the company reversed its negative trend
within the software and cloud business, following two
straight missed quarters. The company raised guidance for
the year, sending a positive signal to investors that these
improvements may not be isolated events. In Oracle, we
see a best-in-class enterprise software brand with a rocksolid balance sheet that is well-positioned to benefit from
long-term secular demand for enterprise software.

Barrick Gold Corp. (ABX), the world’s largest gold miner, also
saw its shares fall following a disappointing earnings
announcement. Additionally, lower gold production guidance
disappointed investors, sending the company’s shares down
-16.07%. Despite the headlines, many overlooked the fact that
reduced gold production guidance is due to the anticipated sale
of 50% of its Veladero mine, announced in April. As long-term,
value-oriented investors, we believe Barrick’s high-quality
mines, relative operating efficiency and greatly-improved
balance sheet form a durable moat1 that should protect its
profitability over economic, credit and political cycles.

Another strong performer during the quarter was
Laboratory Corp. of America Holdings (LH), which gained
+7.44% over the three month period. LH, which operates
one of the largest clinical laboratory networks in the world,
announced strong results in its diagnostic business, which,
along with a lower-than-anticipated tax rate, buoyed
revenues. We continue to like the stock, which we see as a
primary beneficiary of the existing Affordable Care Act.
Indeed, the ACA increased utilization of LabCorp services
to aid in prevention and early detection, both being key

1

An economic moat is a perceived competitive advantage that
acts as a barrier to entry for other companies in the same
industry. This perceived advantage cannot protect investors
from the volatility associated with stocks, incorrect assumptions
or estimations, declining fundamentals or external forces.
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We purchased one new position in our focused value
portfolio in the second quarter, and we eliminated two
positions. We added alternative asset manager, Blackstone
Group L.P. (BX). Blackstone possesses an impressive record
that we believe to be indicative of investment skill and a
corporate culture that rewards initiative and independent
thinking. We sold our shares in Cardinal Health, Inc. (CAH)
and Microsoft Corp. (MSFT) to make room for new
opportunities.
As we look ahead, we remain cautiously optimistic about
the economy. During our recent earnings calls, we noticed
a shift from cost-cutting to top-line earnings growth, as
well as increased optimism from company CEOs on the
future of the economy, particularly within small companies.
That said, we believe current valuations are difficult to
overlook. As of June month-end, the S&P 500 Index traded
at 18.5X forward earnings and the Russell 2000 Index
traded at 19.3X forward earnings. While these figures are
definitely above average, we do not yet consider them to
be in dangerous territory. We remain disciplined with our
approach and are confident in our portfolio positioning,
which is at a deep discount relative to the indexes.
Historical patterns have suggested this is a positive leading
indicator for strong performance going forward.

Note: Investing in equity stocks is riskier and subject to the
volatility of the markets. Investing in small and mid cap
companies is riskier and more volatile than investing in
large cap companies. A focused portfolio may be subject to
greater volatility than a more diversified portfolio. The
intrinsic value of the stocks in which the portfolio invests
may never be recognized by the broader market.
Past performance does not guarantee future results.
Results are preliminary. Performance results are net of
transaction costs and reflect the reinvestment of dividends
and other earnings. For the period ended 6/30/17, the
performance (net of fees) of the Ariel Focused Value
Composite for the 1-, 3- and 5-year periods was
+22.39%, +4.29% and +12.30%, respectively. For the
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period ended 6/30/17, the performance of the Russell 1000
Value Index and the S&P 500 Index for the 1-, 3- and 5-year
periods was +15.53%, +7.36% and +13.94%, and
+17.90%, +9.61% and +14.63%, respectively. Performance
of the Ariel Focused Value Composite has been reduced by the
amount of the highest fee charged to any client in the
Composite during the performance period. Actual fees may vary
depending on, among other things, the applicable fee schedule
and portfolio size. A complete fee schedule is available upon
request and may also be found in Ariel Investments LLC’s Form
ADV, Part 2. Returns are expressed in U.S. dollars. Current
performance may be lower or higher than the performance data
quoted.
This commentary candidly discusses a number of individual
companies. These opinions are current as of the date of this
commentary but are subject to change. The information
provided in this commentary does not provide information
reasonably sufficient upon which to base an investment
decision and should not be considered a recommendation to
purchase or sell any particular security.
As of 6/30/17, Oracle Corp. constituted 5.3% of the Ariel
Focused Value Composite; Laboratory Corp. of America
Holdings 5.1%; Mosaic Co. 3.3%; Barrick Gold Corp. 3.8%;
Blackstone Group L.P. 1.0%; Cardinal Health, Inc. 0.0%;
Microsoft Corp. 0.0%. Portfolio holdings are subject to change.
The performance of any single portfolio holding is no indication
of the performance of other portfolio holdings of the Ariel
Focused Value Composite.
Ariel Investments, LLC (“Ariel”), a Delaware limited liability
company, is a federally registered investment adviser regulated
by the U.S. Securities and Exchange Commission. Ariel is a
money management firm headquartered in Chicago, Illinois,
and has offices in New York and Sydney. Ariel offers investment
strategies that seek long-term capital appreciation by investing
primarily in equity securities. Ariel utilizes a bottom-up,
fundamental analysis to select quality company stocks. Taking a
long-term view and applying independent thinking to
investment decisions, Ariel spans the market cap spectrum from
micro to large and covers the globe with international and
global offerings. The Ariel Focused Value Composite seeks
long-term capital appreciation by investing primarily in equity
securities of companies of any size in order to provide investors
access to the superior opportunities in companies of all market
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capitalizations. The Ariel Focused Value Composite differs
from its benchmark, the Russell 1000® Value Index, with
dramatically fewer holdings concentrated in fewer sectors.
Index returns reflect the reinvestment of income and other
earnings. Indexes are unmanaged, and investors cannot
invest directly in an index.
The Russell 1000® Value Index measures the performance
of the large-cap value segment of the U.S. equity universe.
It includes those Russell 1000 companies with lower priceto-book ratios and lower expected growth values. Frank
Russell Company (“Russell”) is the source and owner of the
trademarks, service marks and copyrights related to the
Russell Indexes. Russell® is a trademark of Frank Russell
Company. Neither Russell nor its licensors accept any
liability for any errors or omissions in the Russell Indexes or
underlying data and no party may rely on any Russell
Indexes and/or underlying data contained in this
communication. No further distribution of Russell data is
permitted without Russell’s express written consent.
Russell does not promote, sponsor or endorse the content
of this communication. The S&P 500® Index is the most
widely accepted barometer of large cap U.S. equities. It
includes 500 leading companies.
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