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While pandemic driven lockdowns across the globe sent
markets into bear territory in March, massive fiscal and
monetary stimulus propelled a monumental recovery. The
S&P 500 logged its best quarter in percentage terms in
more than 22 years, however the market’s rally has since
slowed. A resurgence in coronavirus cases has paused or
reversed reopening plans across twenty-one states. High
unemployment, income losses and weaker consumption
due to the lockdown, as well as U.S. election uncertainty
have blurred the path ahead. Yet, it’s important to be
mindful that equities continue to receive meaningful
support from record levels of stimulus, sustained ultra-low
interest rates and ongoing non-inflationary growth. While
we expect volatility in the second half, we believe the U.S.
economy will continue its recovery as restrictions ease. For
the quarter, the Ariel Small Cap Value Tax-Exempt
Composite advanced +20.84% gross of fees (+20.54%
net of fees), outperforming the +18.91% return posted by
the Russell 2000 Value Index and trailing the Russell 2000
Index’s +25.42% gain.

robust client order activity, strong Safety Assessment pricing
and the favorable biotech funding environment has aided the
continuity of operations enabling the company to sustain its
solid financial position. Despite headwinds from the pandemic,
we expect this business momentum to continue, with
underlying growth trends supporting margin expansion
opportunities.
Premiere provider of reservoir description and production
enhancement services in the oil and gas industry, Core
Laboratories NV (CLB) was another top contributor in the
quarter. Despite the challenging operating environment,
management delivered earnings results that were relatively inline with adjusted expectations. Investors were also pleased
with CLB’s prudent enhancements to the existing cost reduction
plan, which include limiting cash outflows to achieve its free
cash flow targets and reduce debt levels. Looking ahead, we
believe the headwinds this asset-light business is currently
experiencing will continue to soften and expect CLB to
experience modest growth in reservoir description. We also
think CLB will see increased activity in fracturing rock, which
should increase output in well completions and fuel longer term
growth of the production enhancement sector.

Several stocks in the portfolio delivered strong returns in
the quarter. Shares of specialty cutting tool insert maker
Kennametal, Inc. (KMT) jumped following the
announcement that the company would be accelerating its
structural cost reduction plans to mitigate headwinds from
COVID-19. KMT continues to adjust production levels and
is focused on managing costs while executing on its
simplification/modernization and restructuring initiatives.
We believe the scale, scope, quality, low-cost production
and the value proposition of the cutting tools themselves
also mitigate pricing pressure. Additionally, KMT continues
to execute on its strategic plan to improve economies of
scale and generate margin improvement, while gaining
share in the marketplace.

Alternatively, other positions weighed on performance.
Logistics and cash management services provider The Brink’s
Company (BCO) delivered earnings results during the period
that missed across the board. The global shutdown in response
to COVID-19 and considerable currency headwinds, particularly
in Mexico and Brazil weighed heavily on top and bottom line
performance. In response, BCO suspended full year guidance
and cut capex spending by 50%. Nonetheless, management
remains confident with available liquidity and expects to
generate positive free cash flow for the year, driven by its
exposure to essential services, a gradual reopening of the
global economy and the closing of the company’s G4S
acquisition.

Worldwide provider of products and services to the drug
discovery and research marketplace, Charles River
Laboratories International, Inc. (CRL) also traded higher in
the period. The impact of COVID-19 on the drug
development business was less than expected. Meanwhile

Test systems and sensors supplier MTS Systems Corp. (MTSC)
also weighed on returns. The company is experiencing softer
demand due to the global lockdown, which has forced many of
its customers to temporarily shut down their operations and
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delay orders. Additionally, COVID related closures of some
of the company’s facilities, as well as government
restrictions on cross border access is creating logistical
delays and further limiting sales. Given the current
operating environment, MTSC announced a restructuring
plan to reduce overall costs, improve operating efficiencies
and strengthen its financial position. The company also
made a leadership change at the CEO position and
suspended its dividend to maximize liquidity. Even as
earnings growth and the stock price are facing pressure
near-term, we believe the market is now severely
underappreciating the core Test business, while the
sensors segment is well positioned to benefit from growing
global demand for industrial innovation, automation and
safety.
Toy manufacturer, Mattel, Inc. (MAT) was another
detractor this quarter. Shares experienced a sell-off as
shelter-in-place restrictions sparked a shift in play patterns
toward categories outside of MAT’s core offerings. MAT’s
supply chains also faced disruptions related to COVID-19.
While facilities are back on line, we acknowledge closed
physical retail distribution points are challenging and
holiday performance will be contingent on reopenings. On
a positive note, MAT is responding well to changing
market conditions and continues to report expansion in its
gross margins. We believe the company has sufficient
liquidity to navigate current challenges and think it will
continue to benefit from management’s successful
execution on the Structural Simplification plan and cost
savings initiatives. We have conviction in the leadership
team’s ability to transform MAT into an IP-driven, high
performing toy company.
We initiated two new positions in the quarter. As
discussed earlier, we purchased shares of Core
Laboratories NV (CLB) premiere provider of reservoir
description and production enhancement services in the oil
and gas industry. We also added Madison Square Garden
Entertainment Corporation (MSGE), which owns scarce and
well positioned venue assets located in New York City and
Las Vegas. MSGE was spun out from Madison Square
Garden Company on April 17. Given current restrictions on
large gatherings, we entered the name at a meaningful
discount to our estimate of private market value. With $1.4
billion in cash and investments, we believe the company
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has enough liquidity to withstand the current cash burn until
event attendance normalizes – at which point, we think MSGE
is positioned to see a more rapid return to higher usage than
peers.
By comparison, we eliminated our positons in manufacturer
and developer of laboratory equipment and biological testing,
Bio-Rad Laboratories Inc. (BIO) and decision management
provider, Fair Isaac Corporation (FICO) as they grew beyond our
market cap criteria.
Looking ahead, we believe U.S. stocks will overcome the
obstacles created by COVID-19. The Federal Reserve has
pledged to do whatever it takes to support markets and the
economy. Actions thus far have included cutting rates to zero,
quantitative easing, committing to purchase investment grade
and high yield corporate bonds, forgivable loans to small
businesses, as well as extended unemployment benefits equal
to wage income for the median worker. A Phase Four Stimulus
package also appears to be on the way. Amidst this backdrop,
we expect a solid recovery for equities and earnings as early as
the fourth quarter of 2020 or first quarter of 2021. Meanwhile,
we stand ready to take advantage of any pull backs in the
market on negative news. We strongly believe the dedicated,
contrarian, patient investor that stays the course and
consistently owns differentiated business models with solid
competitive positioning and robust balance sheets will deliver
superior returns over the long-run.
__________________________________________
Investing in small-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. The portfolio is often concentrated in
fewer sectors than its benchmarks, and its performance may
suffer if these sectors underperform the overall stock market.
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 06/30/20 the performance (net of fees) for the Ariel
Small Cap Value Tax-Exempt Composite for the 1-, 3-, and 5year periods was -12.30%, -1.51%, and +0.83%, respectively.
For the period ended 06/30/20 the performance for the Russell
2000 Value Index and the Russell 2000 Index for the 1-, 3-,
and 5-year periods was -17.48%, -4.35%, and +1.26%, and

2

Ariel Small Cap Value Tax-Exempt Composite

-6.63%, +2.01%, and +4.29%, respectively. Net
performance of the Ariel Small Cap Value Tax-Exempt
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 Small Cap Value TaxExempt Composite differs from its primary benchmark in
that it has fewer holdings and more concentration in fewer
sectors.
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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. No further
distribution of Russell data is permitted without Russell’s
express written consent.

The opinions expressed 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 06/30/20, Kennametal, Inc. constituted 5.05% of the
Ariel Small Cap Value Tax-Exempt Composite
(representative portfolio); Charles River Laboratories
International, Inc. 5.18%; Core Laboratories NV, Inc.
3.01%; The Brink’s Company 3.68%; MTS Systems Corp.
1.15%; Mattel, Inc. 3.92%; and Madison Square Garden
Entertainment Corporation 2.05%. 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 Small Cap Value Tax-Exempt
Composite.
Index returns reflect the reinvestment of income and other
earnings. Indexes are unmanaged, and investors cannot
invest directly in an index. The Russell 2000® Value Index
measures the performance of the small-cap value segment
(companies with lower price-to-book ratios and lower
forecasted growth values) of the U.S. equity universe. The
Russell 2000® Index (a subset of the smallest 2000
companies of the Russell 3000® Index) measures the
performance of the small-cap segment 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
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