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A quick look at the global stock market’s final scorecard for
2018 makes it easy to forget how well things had been
going for much of the year. In many ways, we got used to
the success. Over nearly a decade, the S&P 500 slowly but
steadily climbed from its 2008 lows to an all-time high this
past September. Then, in an extreme and abrupt pivot, a
crushing fourth quarter dragged all of the equity markets
into the red, wiping out the year’s gains. While downturns
are never fun, they are to be expected. In fact, nine
consecutive positive years of equity returns in the U.S. is
far more of a statistical outlier than this recent negative
year. For the quarter, the Ariel Focused Value Composite
declined -19.60% gross of fees (-19.73% net of fees),
lagging the Russell 1000 Value Index which returned
-11.72% as well as the S&P 500 Index which dropped
-13.52%.

third party fees, gives HNGR additional financial flexibility to
reinvest as needed to maximize shareholder returns.
Bank of New York Mellon Corporation (BK) declined -7.12%
during the quarter. Despite benefitting from a lower tax rate,
the company reported mixed results with modest revenue
growth and reasonable performance in some segments. Its
leadership is urgently working to improve the company’s
growth trajectory in other areas. With a strong and
experienced management team in place, we believe BK fits
nicely within our portfolio as a quality company trading at a
discount to intrinsic value.
Alternatively, there were several notable performance
detractors in the quarter. Shares of oil and gas explorer,
developer and producer, Apache Corporation (APA), fell
-44.61% in the period. Last quarter’s key driver, the Permian
Basin, was expected to be a positive theme during the fourth
quarter. Unfortunately, falling oil prices brought the upward
progress to a screeching halt. Investors valuing the company
care about oil and gas reserves. With commodity prices under
pressure, these reserves become less valuable. It is also worth
noting that the company actually splits the financial burden of
its pipelines with a partner which drives even better margins.

Some of the stocks that were top contributors had negative
performance in the quarter, while others advanced. Barrick
Gold Corporation (ABX) jumped +14.80% during the
quarter as the price of gold spiked. Earlier in the year,
Barrick announced a merger with Randgold Resources Ltd
(GOLD), a leading African gold company with a respected
management team. Although the market reacted
positively to the deal, the transaction increased ABX’s
exposure to political risk on the African continent. As such,
we took advantage of these tailwinds and sold out of our
position.

Drilling and production equipment provider, National Oilwell
Varco, Inc.’s (NOV) share price slumped -40.24% in the quarter.
While its onshore business is growing, a significant amount of
its revenue comes from an offshore related backlog. Falling oil
prices make it less likely that NOV will be able to replace this
offshore buildup in the near-term. Despite this headwind, we
believe the market is undervaluing its strengths in other
areas—specifically premium drillpipe and advanced automated
drilling rigs. Although, NOV’s revenue base is lower without a
highly active offshore build market, the company has done a
good job of adjusting. Additionally, we believe the value of
NOV’s franchise will grow as its technological enhancements
lower costs both onshore and off. As the company continues
to right-size by growing its onshore business and reducing
offshore costs, we believe the market will come to recognize its
fundamental value over the long-term.

Orthotic and prosthetic distributor and service provider,
Hanger, Inc. (HNGR) traded down -9.03% in the quarter.
After a prolonged quiet period related to HNGR being
behind in its financial filings, the company recently began
re-engaging with investors. Recent results reflect top line
improvement across the business. Not to mention, as
HNGR progresses from a period of stabilization to one of
growth, the company is investing in its future. HNGR’s
balance sheet is steady, and the business is generating
good cash flow. Additionally, the combination of lower
interest rates following some refinancing as well as lower
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Stericycle, Inc. (SRCL) helps companies dispose of medical
and hazardous waste. Its shares had a tough quarter,
falling -37.47%. Although the company boasts high net
margin, we see it as trading at a significant discount due
to pricing pressures, a levered balance sheet resulting from
its 2015 acquisition of Shred-It International, and an
increase in capital spend—which is putting pressure on
short-term operating profitability. Unfortunately, a pricey
settlement following a class-action lawsuit against the
company in combination with the necessary one-time
expenses related to its new enterprise resource planning
system prevented management from utilizing Shred-It’s
profits to reduce debt. Despite the recent decline in its
share price, we believe this contrarian call has the potential
to be significantly rewarded as transformation initiatives
bear fruit over the next several years.
During the quarter, we initiated a position in leading
global floor product manufacturer, Mohawk Industries, Inc.
(MHK). We have confidence in its owner-operated
management team and believe the company’s pricing
power will benefit from its recent capital spend. As
already mentioned, we exited our position in Barrick Gold
Corporation (ABX).
While the market’s comeuppance was inevitable, the swift
and steep decline during what has historically been an
uneventful December, re-awakened recollections of the
financial crisis. In so doing, some are projecting a repeat
of the catastrophic atmosphere that shook the financial
markets to their core. By contrast, we believe 2008 was a
once-in-a lifetime meltdown that would be hard to
replicate given the structural changes now in place. In the
meantime, the fears and volatility that have re-emerged
create a fertile backdrop for bargain shopping. As our
investors know well, we play long ball at Ariel and do not
get caught up in the drama that whipsaws the markets.
Over the long-term, the market’s trajectory is upward but
over the short-term, anything can happen. Accordingly,
we will continue to follow our disciplined, patient investing
approach and do our best to position our portfolios to
withstand that which we cannot control, while always
driving towards an ever elusive finish line.
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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 12/31/2018, the performance (net of fees) of the Ariel
Focused Value Composite for the 1-, 3-, and 5-year periods
was -13.06%, +6.74%, and +2.78%, respectively. For the
periods ended 12/31/2018, the performance of the Russell
1000 Value Index and the S&P 500 Index for the 1-, 3-, and 5year period was -8.27%, +6.95%, and +5.95%, and -4.38%,
+9.26%, and +8.49%, 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 12/31/2018, Hanger, Inc. constituted 5.01% of the Ariel
Focused Value Composite (representative portfolio); Bank of
New York Mellon Corporation 2.83%; Apache Corporation
2.01%; National Oilwell Varco, Inc. 2.13%; Stericycle, Inc.
2.37%; and Mohawk Industries, Inc. 1.05%. 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.
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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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