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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 Micro-Cap Value Composite
declined -18.42% gross of fees (-18.67% net of fees),
beating the Russell Micro-Cap Value Index and the Russell
Micro-Cap Index which dropped -19.45% and -22.14%,
respectively.

valuation than implied by the company’s current stock price.
American Electric Technologies, Inc. (AETI) provides power
delivery solutions. Despite the market turmoil, its shares
surged +23.40% during the quarter. This success was driven
by its Chinese joint venture, BOMAY Electric Industries
Company, Ltd., which received a major order for drilling rig
control systems. Additionally, the company executed a
definitive share exchange agreement with privately-held Stabilis
Energy, LLC and its subsidiaries to create one of the leading
public small-scale liquefied natural gas production and
distribution companies in North America. We are pleased to
see the market begin to better recognize the underlying value
of the company.
Other holdings underperformed in the quarter. During the
quarter, the shares of Ballantyne Strong, Inc. (BTN) dropped
-71.25%. Lower sales of movie theater screens, digital cinema
equipment, and non-recurring maintenance services drove the
revenue miss. Unfortunately, BTN’s Digital Media business also
missed revenue expectations. BTN’s small size and complexity
have caused corporate costs to significantly penalize results.
However, we believe the company’s leadership is committed to
exploring any and all alternatives to correct and realize
shareholder value.

There were a few notable performance contributors this
quarter. Casino operator and developer, Century Casinos,
Inc. (CNTY) declined -0.94% in the fourth quarter. Despite
outstanding long-term fundamentals, recent short-term
fears have left CNTY’s shares deeply discounted. With
more cash than debt, a number of underappreciated
growth opportunities, and highly incentivized leadership,
we believe its shares have significant upside potential
along with a margin of safety1. Accordingly, we remain
extremely bullish on the name.

Another detractor in the quarter was Alithya Group, Inc. (ALYA),
the newly public company that was created when the private
Canadian consulting company of the same name acquired our
previous holding, Edgewater Technology, Inc. (EDGW). As
Edgewater shareholders, we received shares of ALYA plus a
special dividend of $1.08 per share, a value that we estimate is
worth much more than the combined company’s current share
price. Recent stock price weakness ignores the long-term
outlook for the business and merely reflects a near-term
turnover in the company’s shareholder base. Looking forward,
ALYA is now a North American leader in technology consulting

Business development company, Capital Southwest
Corporation (CSWC) was a top performer in the quarter
and advanced +3.57%. Despite this outperformance, its
shares trade at a discount to NAV and, in our view, do not
reflect management’s ability to drive shareholder value.
We have confidence in the company’s leadership. With
the spin-off of CSWI, management has shown it can make
strategic decisions that will reward shareholders.
Ultimately, we believe the expected yield on current and
future credit investments justifies a meaningfully higher

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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with more than $270 million in revenues that are expected
to double in the next 3 – 5 years.
Niche medical service provider, Digirad Corporation (DRAD)
was a notable detractor in the quarter—trading down
-62.00%. The company reported an unexpected loss while
reaffirming revenue and free cash flow guidance. Overall,
the business experienced some short-term challenges.
Despite these hurdles, the company kept revenue flat on a
year-over-year basis, with Diagnostic Services revenue
outperforming the prior year. Additionally, the previously
announced merger with ATRM Holdings, Inc. to form
“HoldCo,” continues to progress with an anticipated
closing in the spring of 2019. Once formed, the company
expects to make high-return internal investments and look
for attractive acquisition opportunities while repurchasing
shares. We have high hopes that management will
continue growing the core business while executing its
smart and disciplined acquisition strategy, and generating
significant cash flow.
We did not add any new names in the quarter. We
eliminated specialty maintenance and construction services
provider, Team, Inc. (TISI) in order to pursue our more
compelling 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
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 micro-cap companies is more risky and volatile
than investing in large companies. The intrinsic value of the
stocks in which the portfolio invests may never be recognized
by the broader 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
Micro-Cap Value Composite for the 1-, 3-, and 5-year periods
was -19.02% -2.83%, and -9.92%, respectively. For the
period ended 12/31/2018, the performance of the Russell
Micro-Cap Value Index and the Russell Micro-Cap Index for the
1-, 3-, and 5- year periods was -11.96%, +8.50%, and
+4.27%, and -13.08%, +5.79%, and +3.08%,
respectively. Performance of the Ariel Micro-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. Fee
information 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 Micro-Cap Value
Composite differs from its primary benchmark in that it has
fewer holdings concentrated in fewer sectors.
Net returns of the Ariel Micro-Cap Value Composite beginning
May 2009 reflect the deduction of the advisory fee. Net returns
of the Ariel Micro-Cap Value Composite prior to May 2009 are
net of a 20% incentive fee, other expenses, management fees,
and profit allocations. The performance results prior to April 30,
2009 were achieved while David Maley managed the strategy
at his prior firm using a substantially similar investment style.
Mr. Maley began managing this strategy at Ariel on April 30,
2009. The performance results achieved at Mr. Maley’s prior
firm are linked to the performance results of the Ariel Micro-Cap
Value Composite. The strategy will on occasion hold cash when
values are difficult to identify. Also, the strategy at times
includes temporary investments in Exchange Traded Funds
(ETFs) while seeking other investment opportunities. During
June 2004 through January 2008, the investment strategy
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included periodically holding short positions in certain
ETFs. This practice may have had a material effect on
returns.
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, Century Casinos, Inc. constituted 7.40%
of the Ariel Micro-Cap Value Composite (representative
portfolio); Capital Southwest Corporation 4.46%; American
Electric Technologies, Inc. 0.71%; Ballantyne Strong, Inc.
1.59%; Alithya Group, Inc. 2.18%; and Digirad
Corporation 1.26%. 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 Micro-Cap 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 Microcap® Value
Index measures the performance of the microcap value
segment (companies that are considered more value
oriented, relative to the overall market) of the U.S. equity
market. The Russell Microcap® Index measures the
performance of the microcap segment (1,000 of the
smallest securities in the small-cap Russell 2000® Index)
of the U.S. equity market. 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.
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