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cash flow. We view ZBRA as an industry leader with a strong
management team. We think the company is well-positioned to
benefit from secular global demand for asset tracking solutions
across several industries and believe ZBRA remains underpriced
relative to its intrinsic value.

U.S. equity indexes hit record highs again this quarter.
While we acknowledge the current cycle is getting long in
the tooth, the positive narrative surrounding the market
suggests the upward trend should continue for now.
Strong corporate earnings fundamentals, traction from latecycle stimulus, aggressive share buybacks and elevated
levels of business and consumer confidence overcame
trade tensions, geopolitical issues and tightening monetary
conditions. For the quarter, the Ariel Focused Value
Composite advanced +6.51% gross of fees (6.34% net of
fees), outperforming the +5.70% return posted by the
similarly positioned Russell 1000 Value Index, but trailing
the S&P 500 Index’s +7.71% gain.

Another notable contributor was Lockheed Martin (LMT), which
traded +17.83% higher in the period. The company delivered
earnings substantially ahead of consensus across all segments
and raised financial guidance for sales, profit, earnings per
share and cash from operations. Other notable events in the
quarter include: State Department approving a possible Foreign
Military Sale to South Korea for 64 PAC-3 missiles at an
estimated cost of $501M; the U.S. Navy awarding LMT a seven
year contract worth approximately $500 million to build and
deliver more than 200+ electric Consolidated Automated
Support Systems (eCASS) to maximize aircraft readiness; and
the U.S. Army awarding LMT a $289 million contract to
produce High Mobility Artillery Rocket System launchers and
associated hardware. By our estimates, LMT currently trades at
a -22% discount to private market value.

Several stocks in the portfolio had strong returns in the
quarter. Orthotic and prosthetic specialist Hanger, Inc.
(HNGR) advanced +22.82% in the period. After a
prolonged quiet period related to HNGR being behind in its
financial filings, the company recently began re-engaging
with investors. The additional transparency has been well
received, as management is providing information on the
industry and its business prospects. Moreover, recent
financial results reflect improvement in the top line across
the business and as HNGR progresses from a phase of
stabilization to one of growth, the company has begun to
make specific investments that prepare it for the future.
HNGR’s balance sheet is stable and the business is
generating good cash flow, which when combined with
lower interest rates as a result of a refinancing earlier this
year and its continued reduction in third party fees, gives
HNGR additional financial flexibility to reinvest as needed
in the business to maximize shareholder returns.

Alternatively, several positions weighed on performance. Gold
mining company Barrick Gold Corp. (ABX) declined -15.37% in
the period. Gold production and costs for the quarter were in
line with expectations, however earnings and cash flow were
impacted by planned maintenance activities at Barrick Nevada
and Pueblo Viejo. Nonetheless, ABX remains on track to meet
full year gold production guidance with higher production and
lower costs expected in the second half of 2018. In addition,
ABX agreed to acquire Randgold Resources for $6 billion in an
all-stock transaction. All else equal, the prospect of higher
inflation adds to ABX’s investment appeal.

Bar code manufacturer, Zebra Technologies (ZBRA) also
benefitted performance, trading up +23.44% during the
quarter. Broad-based strength, both geographically and by
product end market, drove the top and bottom line
earnings beat. ZBRA also made significant progress
reducing its financial leverage to the top end of its target
range at 2.5x. Given the strength of the company’s results,
ZBRA raised the full year outlook for sales growth and free

Global leader in money transfer services Western Union (WU)
also underperformed, declining -5.3% in the quarter after
earnings fell slightly short of consensus expectations. Negative
operating leverage due to the timing of marketing and
compliance spend, as well as a rising tax rate more than offset
the company’s revenue growth. Importantly, full year guidance
was maintained and the core money transfer business remains
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solid. At current levels, we believe WU is trading at a
significant discount relative to its intrinsic value.
Another notable detractor was leading global provider of
data and analytics about what consumers watch and buy,
Nielsen Holdings Plc. (NLSN), which fell -9.37% in the
quarter. NLSN reported disappointing financial results,
meaningfully reduced guidance, announced the departures
of both the CEO and CFO and declared a broad review of
strategic alternatives. With a levered balance sheet and
dividend in place, shares faced tremendous pressure. As
such, we started our research all over again from scratch,
as if we never owned the company, so that we could
operate without bias. In so doing, we found our thesis to
be mostly intact. While we underestimated the competitive
intensity for the Buy business in emerging markets, the
Watch business is solid. Core audience measurement
continues to be strong, although growth in the quarter
was partially offset by a slowdown in the marketing
effectiveness business due to changes in data privacy laws.
At today’s valuation, we see the risk/reward skewed
sharply to the upside. With new management in place, an
engaged board and a well-respected activist investor now
involved, we remain optimistic that decisive actions will be
taken to fully realize the value of the sum of the parts.
We did not initiate any new positions during the quarter,
but we exited our position in global leader in for-profit
education Adtalem Global Education Inc. (ATGE) as it
reached our estimate of private market value.
We remain cautiously optimistic that a lightly regulated
free market economic system in the United States will
generate a healthy, growing economy and positive real
returns over the long run. In the meantime, we expect
many of our domestic holdings to benefit from steady
economic and corporate earnings growth, as well as the
second order effects from U.S. tax reform. While cyclical
pressures on inflation are building, we believe tightening
financial conditions, along with the expectation for further
rate increases are largely priced into the markets. Not to
mention, history shows that stocks can still do well in a
rising rate environment. The bull-run, it seems, is here to
stay for now. The drivers seem sustainable and investor
sentiment is not yet euphoric. Short-term corrections and
market volatility are expected in the near term – be it from
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profit taking, corporate earnings swings, elevated corporate
debt 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. Given our
“slow and steady” approach, we remain confident in our
portfolio positioning, especially with our domestic strategies
trading at a discount relative to the indices.

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 9/30/18, the performance (net of fees) of the Ariel
Focused Value Composite for the 1-, 3- and 5-year periods was
+14.48%, +15.64% and +9.24%, respectively. For the
period ended 9/30/18, the performance of the Russell 1000
Value Index and the S&P 500 Index for the 1-, 3- and 5-year
periods was +9.45%, +13.55% and +10.72%, and
+17.91%, +17.31% and +13.95%, 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
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decision and should not be considered a recommendation
to purchase or sell any particular security.
As of 9/30/18, Hanger, Inc. constituted 4.42% of the Ariel
Focused Value Composite (representative portfolio); Zebra
Technologies Corporation Class A 3.44%; Lockheed Martin
Corporation 4.68%; Barrick Gold Corporation 1.79%;
Western Union Company 3.69%; and Nielsen Holdings,
Plc. 2.57%. Portfolio holdings are subject to change. The
performance of any single portfolio holding is no indication
of the performance of other portfolio holdings of 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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