Ariel Micro-Cap Value Composite

Quarter Ended June 30, 2017

Quarter Ended June 30, 2017
capital needs, increasing scale advantages, and growing
demand for Machine-to-Machine (M2M) solutions.

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 Micro-Cap Value Composite rose
+2.91% gross of fees (+2.59% net of fees), in line with
the Russell Microcap Value Index’s +2.94% return and
behind the +3.83% gain of the Russell Microcap Index.

Another strong performer in the portfolio was aerospace and
defense contractor, CPI Aerostructures, Inc. (CVU), which
gained +39.26% during the quarter. The company reported a
positive earnings surprise, beating street estimates by $0.08
and reporting revenue of $20 million, +19% above initial
guidance. Cost control, solid progress on G650 (Gulfstream),
HondaJet, and earlier-than-expected F-16 component
shipments were the key drivers of the better-than-expected
results.
Some other holdings in the portfolio underperformed. Shares of
digital media entertainment company, RealNetworks, Inc.
(RNWK) fell -10.54% during the quarter as investors grew
impatient with the company’s execution of its strategic plan to
monetize its stake in Napster (formerly Rhapsody), the digital
music streaming service. We believe RealNetworks is in the
early innings of a turnaround. Over the past few years, the
company has faced declining sales due primarily to its legacy
offerings. With these legacy pressures beginning to lift, and
with management continuing to create initiatives to grow sales
while cutting costs and reducing cash burn, we believe the
company’s value is greater than the market gives it credit for.
Additionally, RealNetworks has a debt free balance sheet with
approximately 50% of its market cap in cash and short-term
investments.

Some stocks in the portfolio performed quite well. Wireless
data networking service provider ORBCOMM, Inc. (ORBC)
gained +18.32% during the quarter. Formerly a satellite
system development company, ORBCOMM has spent the
past six years aggressively acquiring small market
competitors across the communications solutions spectrum
to transform itself into a vertically-integrated, full-service
platform provider of asset tracking solutions. With the
recent successful launch of the OG2 Constellation, the next
generation of ORBCOMM’s legacy satellite-based asset
tracking system, a huge risk overhang has been removed,
providing the company with a long runway to leverage its
several competitive advantages. As a result, the market
has shifted its focus from the risks associated with the
transformation of ORBCOMM’s business to the company’s
long-term potential for growth. ORBCOMM is the only
player that owns its satellite network and also provides a
full end-to-end solution. As such, it has a distinct cost
advantage, offering superior solutions for approximately
one-third the cost of competitors. Additionally, the
company employs over 300 software and hardware
engineers globally, keeping it at the forefront of
innovation. At the current valuation, we believe the market
significantly underappreciates ORBCOMM’s future free cash
flow generation, enabled by high barriers to entry, minimal

Another notable performance detractor was Orion Energy
Systems, Inc. (OESX), a producer of energy management
systems consisting of high-performance, energy-efficient
lighting systems, controls and related services. The stock price
fell -35.35% following the announcement that longtime CEO,
John Scribante, had resigned and that, due to the management
change, the earnings call would be postponed. The company’s
lack of clarity on the impact of the management change and its
failure to provide guidance into future earnings announcements
weighed on the stock during the quarter.
We did not eliminate any holdings during the quarter, but we
purchased two new positions in our micro-cap value portfolio.
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We added Autobytel Inc. (ABTL), which provides lead
generation services to automotive dealers throughout the
United States. Its recent acquisition of Autoweb will allow
the company to grow click revenue. This profitable
business trades just slightly above book value. We also
initiated a position in Digirad Corp. (DRAD), a mobile and
on-site provider of diagnostic imaging equipment which
generates significant free cash flow.

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.

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.

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.

Note: Investing in micro-cap companies is riskier and more
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. 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 Micro-Cap Value
Composite for the 1-, 3- and 5-year periods was
+19.66%, -6.71% and +2.35%, respectively. For the
period ended 6/30/17, the performance of the Russell
Microcap Value Index and the Russell Microcap Index for
the 1-, 3- and 5-year periods was +31.26%, +8.02%
and +14.36%, and +27.61%, +6.69% and +13.73%,
respectively. Performance of the Ariel Micro-Cap Value

As of 6/30/17, ORBCOMM, Inc. constituted 4.5% of the Ariel
Micro-Cap Value Portfolio; CPI Aerostructures, Inc. 3.1%; Orion
Energy Systems, Inc. 1.2%; RealNetworks, Inc. 5.6%; Autobytel
Inc. 1.2%; and Digirad Corp. 1.0%. 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.
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 Micro-Cap
Value Composite seeks long-term capital appreciation by
investing in micro-cap companies that are selling at deep
discounts to their intrinsic value. The strategy may include the
holding of cash for defensive purposes. Also, the strategy may
include temporary investments in exchange-traded funds (ETFs)
while seeking other investment opportunities. The Ariel MicroCap Value Composite differs from its benchmark, the Russell
Microcap® Value Index, with fewer holdings concentrated in
fewer sectors. Index returns reflect the reinvestment of income
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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 of the U.S.
equity market. It includes those Russell Microcap Index
companies that are considered more value oriented,
relative to the overall market. The Russell Microcap® Index
measures the performance of the microcap segment of the
U.S. equity market. It includes 1,000 of the smallest
securities in the small-cap Russell 2000® Index 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
consent. Russell does not promote, sponsor or endorse the
content of this communication.
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