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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 Small Cap Value TaxExempt Composite lost -19.74% gross of fees (-19.94%
net of fees), trailing the Russell 2000 Value Index which
dropped -18.67%, but slightly ahead of the Russell 2000
Index, which lost -20.20%.

general softness in technology stocks. We think this is an
overreaction precisely because Zebra solutions have become
essential to growth and operating efficiency across several
industries.
Shares of The Brink’s Company (BCO) declined -7.11% this
quarter despite delivering an earnings beat. While the security
company faced headwinds in Argentina and Brazil, U.S. growth
was a highlight. Management even raised full year guidance.
In addition to an accelerated repurchase program, its previously
announced acquisition of Rodoban in Brazil was approved.
With its leadership driving a North America turnaround, while
simultaneously leveraging its enviable market positioning and
balance sheet to acquire scale internationally, we believe
today’s stock price underappreciates the long-term earnings
power of the business.
Other holdings underperformed in the quarter. Bristow Group,
Inc. (BRS) is a helicopter services provider to the offshore oil
and gas industry. The stock plummeted -79.97% during the
quarter as the company battled the perfect storm of falling oil
prices and uncertainty surrounding oil field services spending.
Additionally, BRS announced the acquisition of privately-owned
Columbia Helicopters. In our view, the deal makes sense
because it diversifies the company’s business mix while
strengthening its balance sheet. That said, the structure of the
transaction involves convertible debt securities which resulted
in a significant selling of shares. This, in combination with
weakening energy prices proved to be a real headwind for the
company. BRS needs to continue to transform its oil and gas
business to be profitable in current market conditions. We
would be the first to admit we are at the point of maximum
pain and are monitoring the position very closely.

Some of the stocks that were top contributors had negative
performance in the quarter. Brady Corporation (BRC) is a
leading global manufacturer of identification solutions and
workplace safety products. Its shares barely declined
-0.16% during the quarter. Once again, its results
exceeded expectations: free cash flow was solid, its
balance sheet continues to strengthen, and full year
guidance was raised. The stock price still reflects investor
concerns around online competition, but results have
consistently supported our view that management has the
company well positioned. Over the next few years, we
expect heightened investments in R&D, combined with
several operating efficiency initiatives, to result in better
than expected revenue growth and margin expansion.
Zebra Technologies Corporation (ZBRA) declined -9.95%
during the period despite reporting excellent third quarter
results that beat both revenue and earnings expectations.
Broad-based strength across mobile computing, data
capture, and specialty printing were primary drivers.
Capital allocation also remains excellent as this asset
intelligence solutions provider continues to aggressively
pay down debt from the enterprise acquisition. Despite
these stellar results, its shares have been vulnerable to the

Shares of U.S. Silica Holdings, Inc. (SLCA), producer and
supplier of silica and frac sand, sagged -45.64% during the
quarter due to falling oil prices and investor concerns regarding
the supply and demand mix for silica sand. Overall, lower oil
prices have produced a domino effect that has pressured oil
field service spending. Beyond supply concerns, investors
continue to underappreciate the company’s industrial business
relative to competitors. We believe the contributions from
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these less volatile return businesses—such as the
investment in SandBox and EP Minerals—along with the
company’s stable balance sheet, has SLCA well positioned
from a risk/reward standpoint going forward.
Shares of carpet manufacturer, Interface, Inc. (TILE)
dropped -38.74% during the period. In addition to
spending on growth initiatives, the company continues to
expand new product offerings. At the same time, we
believe raw material costs are negatively impacting the
stock and fueling investor concerns. However, we are
impressed with management’s focus on lowering expenses
and leveraging the company’s reputation. Management
believes they can improve margins while growing the
topline by cross-selling complementary products—which is
already showing signs of success. As such, we remain
positive on the long-term outlook for Interface as it
continues to diversify its geographic reach and market
penetration into high growth areas.
During the quarter we initiated a position in Knowles
Corporation (KN), one of the world’s top suppliers of
advanced components in microphones, hearing aids, and
smart phones. We believe the company’s much
overlooked hearing aid business has the characteristics of a
high quality franchise whose stability counterbalances the
uncertainties in the evolving, yet promising mobile
business. Additionally, we eliminated our remaining
position in Cars.com, Inc. (CARS), which operates a digital
automotive marketplace, to pursue other opportunities.
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

Quarter Ended December 31, 2018

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.
__________________________________
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 12/31/2018, the performance (net of fees) of the Ariel
Small Cap Value Tax-Exempt Composite for the 1-, 3-, and 5year periods was -14.29%, +5.30%, and +1.98%,
respectively. For the period ended 12/31/2018, the
performance of the Russell 2000 Value Index and the Russell
2000 Index for the 1-, 3-, and 5-year periods was -12.86%,
+7.37%, and +3.61%, and -11.01%, +7.36%, and
+4.41%, respectively. 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 Tax-Exempt Composite differs from its primary
benchmark in that it has fewer holdings and more
concentration in fewer sectors.
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 12/31/2018, Brady Corporation constituted 3.62% of the
Ariel Small Cap Value Tax-Exempt Composite (representative
portfolio); Zebra Technologies Corporation 5.39%; Brink’s Co.
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4.45%; Bristow Group, Inc. 0.51%; U.S. Silica Holdings,
Inc. 3.16%; Interface, Inc. 2.11%, and Knowles
Corporation 1.21%. 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
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.
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