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around profitability and accelerated necessary cost cutting.
Despite this short-term weakness, management reiterated that
it expected to see stronger results in the second half of the
fiscal year as recent contract wins come online. Management
also reaffirmed the firm’s commitment to maintaining total
liquidity over $200 million, highlighting the successful
renegotiation of the company’s short-term debt obligations late
last year. We expect to see continued short-term volatility in the
company’s quarterly earnings reports. While we recognize the
company faces several headwinds, we do not believe it is
facing any significant risk of insolvency. Continued weakness in
the energy market will be a headwind to the company shortterm. However, we believe the value of the helicopters that
Bristow owns creates a potential margin of safety1, as the
company’s assets exceed its current stock price.

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 Small/Mid Cap Value Composite rose
+0.54% gross of fees (+0.29% net of fees), slightly
ahead (gross of fees) of the Russell 2500 Value Index’s
+0.32% rise, but behind the +2.13% return of the
Russell 2500 Index.

Also detracting from performance was multinational media
conglomerate Viacom, Inc. (VIAB), which saw its shares fall
-27.59% during the period. The company reported adjusted
EPS of $0.79 vs. consensus of $0.59, with revenues up +8%
year-over-year. Despite the positive news, investors remain
wary of the company’s ability to execute its strategic plan, as
changing media consumption patterns and technology create
more general concerns about the cable business model.
Nevertheless, Viacom is the owner of valuable content,
including children’s programming and comedy, and a leading
movie production franchise with more than 3,300 motion
pictures in its library. Despite critics’ arguments that
fundamentals will remain negative at those media network
companies serving kids and teens and at those lacking live
sports programming, we believe Viacom’s content will provide
attractive economics regardless of the distribution medium.

Some stocks in the portfolio performed quite well. Longtime holding, Royal Caribbean Cruises Ltd. (RCL) was a top
contributor during the quarter, rising +11.82%. The
company reported better-than-expected earnings. Earnings
strength was mostly a result of strong revenue
improvement and lower-than-expected fuel costs. RCL
management remains positive in the outlook for 2017 and
has demonstrated this by raising full year guidance.
Leading developer and manufacturer of products for life
science research and the diagnostic markets, Bio-Rad
Laboratories, Inc. (BIO), was another key contributor during
the quarter. BIO shares rose +13.53%, buoyed by
stronger-than-expected revenues within the company’s Life
Sciences and Clinical Diagnostic businesses. The market
also reacted favorably to Bio-Rad’s recent acquisition of
RainDance Technologies, a life sciences company that
provides microdroplet-based solutions for the early
detection of cancer and other diseases.

In the second quarter we acquired one new position in our
small/mid cap value portfolio as a result of a spin-off, and

Some other holdings in the portfolio underperformed.
Helicopter transport company supplier Bristow Group Inc.
(BRS) declined -49.19% as continued oil price weakness
and disappointing earnings weighed heavily on the stock.
The company’s management team lowered guidance
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Attempting to purchase with a margin of safety on price
cannot protect investors from the volatility associated with
stocks, incorrect assumptions or estimations on our part,
declining fundamentals or external forces.
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newly initiated another position. The Board of Directors of
TEGNA, Inc. (TGNA) approved the spin-off of Cars.com Inc.
(CARS), granting TEGNA shareholders one share of
Cars.com for every three shares of TEGNA held. Cars.com
is a leading online destination that helps car shoppers and
owners navigate every turn of car ownership. A pioneer in
automotive classifieds, the company has evolved into one
of the largest digital automotive platforms, connecting
consumers with local dealers across the country anytime,
anywhere. Through trusted expert content, on-the-lot
mobile app features, millions of new and used vehicle
listings, a comprehensive set of research tools and the
largest database of consumer reviews in the industry,
Cars.com helps shoppers buy, sell and service their
vehicles. We also added sand producer and supplier, U.S.
Silica Holdings, Inc. (SLCA) to our portfolio. A current
holding in our small cap value portfolio, U.S. Silica is a
niche supplier of sand to the oil and gas market, primarily
servicing the process of hydraulic fracturing. The company
is the second-largest producer of silica in the United States
and boasts a differentiated logistics and transportation
network that makes it a key and preferred supplier among
its customer base. In our view, the market
underappreciates the strength of the company’s
competitive position, the likely pace of its revenue and
earnings as demand for sand continues to meaningfully
increase, and the attractive cash flow characteristics of its
business. We did not eliminate any positions during the
quarter.
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.
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Note: Investing in small- and mid-cap companies is riskier and
more 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. The portfolio often
invests a significant portion of assets in companies within the
financial services and consumer discretionary sectors and its
performance may suffer if these sectors underperform the
overall stock market. Investing in equity stocks is risky and
subject to the volatility of the markets.
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 Small/Mid Cap Value Composite for the 1-, 3- and
5-year periods was +24.06%, +8.05%, and +15.76%,
respectively. For the period ended 6/30/17, the performance of
the Russell 2500 Value Index and the Russell 2500 Index for
the 1-, 3- and 5-year periods was +18.36%, +6.21% and
+13.69%, and +19.84%, +6.93% and +14.04%,
respectively. Performance of the Ariel Small/Mid Cap 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, Royal Caribbean Cruises Ltd. constituted 3.8%
of the Ariel Small/Mid Cap Value Composite; Bio-Rad
Laboratories, Inc. 3.5%; Bristow Group Inc. 1.1%; Viacom, Inc.
3.0%; TEGNA, Inc. 2.0%; Cars.com Inc. 0.5%; and U.S. Silica
Holdings, Inc. 1.9%. Portfolio holdings are subject to change.
The performance of any single portfolio holding is no indication
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of the performance of other portfolio holdings of the Ariel
Small/Mid Cap 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, New York,
and Sydney, NSW, Australia. 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 Small/Mid
Cap Value Composite seeks long-term capital appreciation
by investing in small and mid cap undervalued companies
that show strong potential for growth. The Ariel Small/Mid
Cap Value Composite differs from its benchmark, the
Russell 2500™ Value Index, with 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.
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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.

The Russell 2500™ Value Index measures the performance
of the small to mid-cap value segment of the U.S. equity
universe. It includes those Russell 2500 companies with
lower price-to-book ratios and lower forecasted growth
values. The Russell 2500™ Index measures the
performance of the small to mid-cap segment of the U.S.
equity universe, commonly referred to as “smid” cap. The
Russell 2500 Index is a subset of the Russell 3000® Index.
It includes approximately 2,500 of the smallest securities
based on a combination of their market cap and current
index membership. 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
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