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U.S. markets delivered a banner first quarter, with large
cap stocks within the S&P 500 delivering their best
showing since 2009, followed by small cap stocks within
the Russell 2000 Value Index posting their best start to the
year since 1992. Compelling broad market valuations,
optimism on trade negotiations and a dovish pivot from
the Federal Reserve and other central banks have investors
looking to 2019 with positive sentiment. Markets are also
rallying around the belief that the U.S. continues to be a
relative bright spot in the global marketplace.
Uncertainties surrounding Brexit have shaken the United
Kingdom and economic growth has cooled from the
Eurozone to China. So while the U.S. economy is not
breaking any records, it remains steady, and that has
helped boost investor confidence. For the quarter, the
Ariel Focused Value Composite advanced +13.87% gross
of fees (+13.69% net of fees), outperforming the
+11.93% return posted by the similarly positioned Russell
1000 Value Index and slightly ahead of the S&P 500
Index’s +13.65% gain.

Bar code manufacturer, Zebra Technologies Corporation (ZBRA)
traded +31.59% higher during the quarter. Broad based
demand both geographically and by product drove a top and
bottom line earnings beat. ZBRA’s business model has become
diversified across products and verticals over the past few
years. While the stock trades an impressive 260% higher than
its 2016 bottom, we believe there is still more upside to come.
Specifically ZBRA's nascent opportunity in the healthcare space,
the deferment and runway of Android refresh cycles, as well as
the potential to create value through capital allocation. As
evidenced by our heavy weighting in the portfolio, we continue
to like everything about this story.
Leading designer and manufacturer in the orthopedic
marketplace, Zimmer Biomet Holdings, Inc. (ZBH) increased
+23.35% during the period. ZBH posted fourth quarter and
full year financial results that were relatively in-line with
expectations, however following the earnings announcement
several longtime board members purchased shares sending a
compelling valuation message to Wall Street. Also in the
quarter, ZBH received FDA Clearance for ROSA Knee, a robotic
assisted total knee replacement surgery and ROSA One Brain
Application, a robotic surgical navigation and positioning
system for use in neurosurgical procedures. With these and
other product launches, enhanced forecasting software and
improved manufacturing processes, we believe the company
will continue to regain its momentum in the musculoskeletal
marketplace and benefit as global healthcare utilization
expands.

Several stocks in the portfolio had strong returns in the
quarter. Waste management services provider, Stericycle,
Inc. (SRCL) advanced +48.32% in the period. SRCL
delivered earnings that were modestly above Wall Street
expectations driven by strength in its core Secure
Information Destruction business and positive momentum
in the regulated medical waste business. Additionally, as
part of its ongoing efforts to ensure SRCL has the skills and
expertise necessary to drive performance and execute its
Business Transformation goals, the company recently
added several new executives to its leadership team,
including a new Chief Executive Officer, Chief Commercial
Officer, and will be appointing a new Chief Financial
Officer. Looking ahead, we continue to view SRCL as a
solid franchise with stable long-term growth prospects,
including margin expansion opportunities and strong free
cash flow generation resulting from ongoing strategic
transformation initiatives.

Alternatively, several positions weighed on performance.
Producer and marketer of crop nutrients The Mosaic Company
(MOS) declined -6.42% during the quarter. Following a strong
earnings report, where MOS delivered a top and bottom line
earnings beat, shares came under pressure upon the
announcement that the company would reduce phosphate
production by 300,000 tons in 2019 in an effort to support
phosphate prices and offset higher inventory levels. We believe
the recent sell-off to be overdone, particularly given the
company’s strong underlying fundamentals and continue to
think MOS remains underpriced relative to its intrinsic value.
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Orthotic and prosthetic specialist Hanger, Inc. (HNGR)
finished the quarter +0.53% higher, however because the
name underperformed its healthcare peer group, our
position negatively impacted relative returns by nearly -50
basis points. HNGR reported fourth quarter and full year
results consistent with its guidance, while also investing in
long term strategic initiatives. HNGR’s balance sheet is
steady, and the business is generating good cash flow,
which when combined with lower interest rates and lower
third-party fees, gives HNGR additional financial flexibility
to reinvest as needed to maximize shareholder return.
Financial advisory and traditional asset management firm
Lazard, LTD. (LAZ) increased +0.43% during the quarter.
However, because the name underperformed its financial
peer group, our position negatively impacted relative
returns by more than -40 basis points. Record earnings
results for 2018 were neutralized by investor concerns
about the global economic, regulatory and political
landscape. Specifically, LAZ is the leader in cross-border
merger and acquisition advisory in Europe, which has been
materially impacted by the ongoing confusion surrounding
Brexit. Transactions have been delayed until further clarity
is reached, although the related drama will actually serve
to spur demand as companies will need guidance on how
to navigate the new rules and regulations once the
situation is settled. At $4.23 forward cash EPS and a 46%
discount to our estimate of private market value, we
continue to believe shares are undervalued.
We did not add any new holdings or eliminate any
positions during the quarter.
Although U.S. economic data has generally softened in the
first quarter, we remain cautiously optimistic that its lightly
regulated free market system will continue to generate
stable but healthy economic growth and positive returns
over the long-term. In the meantime, we expect many of
our domestic holdings to benefit from steady economic
and modest corporate earnings growth, as well as
tailwinds from the stimulus effect of U.S. tax reform. The
bull-run, it seems, is here to stay for now. The drivers
appear sustainable and investor sentiment is not yet
euphoric. Short-term corrections and market volatility are
expected in the near-term—be it from profit taking,
corporate earnings swings, elevated corporate debt
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leverage, trade policy or geopolitical factors. That said, we view
these uncertainties and risks as short-term noise within the
context of our long-term investment horizon.

Investing in equity stocks is risky and subject to the volatility of
the markets. Investing in small- and mid-cap companies is more
risky and volatile than investing in large cap companies. The
intrinsic value of the stocks in which the portfolio invests may
never be recognized by the broader market. A focused portfolio
may be subject to greater volatility than a more diversified
investment.
Past performance does not guarantee future results.
Performance results are net of transaction costs and reflect the
reinvestment of dividends and other earnings. For the period
ended 03/31/2019, the performance (net of fees) for the Ariel
Focused Value Composite for the 1-, 3-, and 5-year periods
was -0.22%; +10.72%; and +4.96%, respectively. For the
period ended 03/31/2019, the performance for the Russell
1000 Value Index and the S&P 500 Index for the 1-, 3-, and
5-year periods was +5.67%, +10.45%, and +7.72%, and
+9.50%, +13.51%, and +10.91%, 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. The Ariel Focused Value Composite differs from its
benchmark with dramatically fewer holdings concentrated in
fewer sectors.
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 03/31/2019, Stericycle, Inc. constituted 3.10% of the
Ariel Focused Value Composite (representative portfolio); Zebra
Technologies Corporation 3.75%; Zimmer Biomet Holdings, Inc.
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4.65%; The Mosaic Company 4.25%; Hanger, Inc. 4.43%;
and Lazard, LTD. 3.77%. The 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.
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
(companies with lower price-to-book ratios and lower
expected growth values) of the U.S. equity universe. 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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