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“While a worldwide pandemic may be in a category all its
own, we believe everything we have experienced up to
this moment has helped prepare us for this new unknown.”
John W. Rogers, Jr. and Mellody Hobson

“ We believe the U.S. economy will eventually rebound
strongly from the impact of COVID-19 and many of our
portfolio companies will produce excellent returns from
current distressed levels.”
Charles K. Bobrinskoy

“ The ability to slow down our thought process while working
furiously comes from exposure to the best and worst of
markets, and allows us to capitalize on the opportunities
these difficult times create.”
David M. Maley

“While it may get worse before it gets better, decades of
stock market history suggest it will eventually get better.”
Rupal J. Bhansali

Value

Memorandum
To:

Friends of Ariel Investments

From:

John W. Rogers, Jr., Chairman, Co-CEO and Chief Investment Officer
Mellody Hobson, Co-CEO and President

Date:

April 14, 2020

Re:

Ariel Small, Small/Mid and Mid Cap Value 1Q2020 Client Letter

ARIEL SMALL CAP VALUE TAX-EXEMPT COMPOSITE PERFORMANCE
As of March 31, 2020
Inception date: September 30, 1983

Annualized
1Q2020

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

-32.89%

-26.70%

-6.26%

-2.10%

5.69%

11.37%

Net of Fees

-33.05%

-27.43%

-7.19%

-3.07%

4.65%

10.26%

Russell 2000® Value Index

-35.66%

-29.64%

-9.51%

-2.42%

4.79%

9.16%

Russell 2000® Index

-30.61%

-23.99%

-4.64%

-0.25%

6.90%

8.11%

S&P 500® Index

-19.60%

-6.98%

5.10%

6.73%

10.53%

10.43%

ARIEL SMALL/MID CAP VALUE COMPOSITE PERFORMANCE
As of March 31, 2020
Inception date: December 31, 2000

Annualized
1Q2020

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

-33.10%

-27.46%

-6.82%

-1.94%

7.20%

7.00%

Net of Fees

-33.27%

-28.18%

-7.74%

-2.91%

6.14%

5.94%

Russell 2500™ Value Index

-34.64%

-28.60%

-8.40%

-2.14%

5.65%

6.64%

Russell 2500™ Index

-29.72%

-22.47%

-3.10%

0.49%

7.73%

6.82%

S&P 500® Index

-19.60%

-6.98%

5.10%

6.73%

10.53%

5.63%

ARIEL MID CAP VALUE COMPOSITE PERFORMANCE
As of March 31, 2020
Inception date: March 31, 1990

Annualized
1Q2020

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

-29.93%

-23.87%

-6.14%

-1.65%

6.98%

10.16%

Net of Fees

-30.11%

-24.62%

-7.06%

-2.63%

5.92%

9.07%

Russell Midcap® Value Index

-31.71%

-24.13%

-5.97%

-0.76%

7.22%

9.99%

Russell Midcap® Index

-27.07%

-18.31%

-0.81%

1.85%

8.77%

10.25%

S&P 500® Index

-19.60%

-6.98%

5.10%

6.73%

10.53%

9.28%

As our world confronts the most daunting challenge of this century, we want to start by expressing our
deepest condolences to those who have lost family, friends and colleagues as a result of the COVID-19
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pandemic. We also want to offer our sincerest and heartfelt thanks to those on the frontlines who are risking
their own health and well-being for our common good. No words can adequately convey our appreciation.
There is a surreal quality to life these days. Just a few weeks ago, the U.S. economy was literally humming:
unemployment was at a 50-year low; investors continued to benefit from the longest bull market in history;
and with Chinese trade war tensions subsiding, the 2020 outlook was promising. All of this changed
suddenly. As Barron’s noted, “COVID-19 is a health crisis, an economic crisis, and a financial crisis rolled into
one . . .”1 With the majority of our citizens sheltered in place and non-essential businesses forcibly shut
down, records were smashed when nearly 10 million people filed for unemployment insurance in the second
half of March and the stock market see-sawed from bull-to-bear status in just 20 days—“the fastest 20%
drop in history.”2
While there were degrees of bloodletting, nothing was spared. Large stocks lost less than mid-sized issues,
which did better than the small fries. Once again, growthier names continued to outperform their value
counterparts. Here it is worth noting, the eye-popping performance gap between large cap growth and
small cap value that has persisted in recent years was blown out even further. Although we hate to lose
money, we take solace in the fact that we held up well versus our primary benchmarks. For the three months
ending March 31, 2020, the Ariel Small Cap Value Tax Exempt Composite dropped -32.89% gross of fees
(-33.05% net of fees) versus -35.66% for the style similar Russell 2000 Value Index. Meanwhile, the Russell
2000 Index lost -30.61% and the large companies comprising the S&P 500 Index gave back -19.60%.
Avoiding Energy—which got crushed—and having a bit of cash, helped our returns—along with better
performance from our Health Care holdings. By contrast, our lower exposure to the Technology and Utilities
sectors cost us.
For the first quarter, the Ariel Small/Mid Cap Value Composite fell -33.10% gross of fees (-33.27% net of
fees) versus -34.64% for the Russell 2500 Value Index. The Russell 2500 Index dropped -29.72%. The
slightly larger stocks in the Ariel Mid Cap Value Composite declined -29.93% gross of fees (-30.11% net of
fees) compared to -31.71% for the Russell Midcap Value Index and -27.07% for the Russell Midcap Index.
Under the circumstances, we were not surprised our Consumer Discretionary issues in both portfolios
languished during the period. By contrast, our stock picking in the Financial Services sector positively
contributed to our results.
Unprecedented 4.0
One might think there are few times in life when the extraordinary plays out. Famed economist Nassim Taleb
labeled such events “black swans” after birds that are real but exceedingly rare. We have been pondering
this notion of late and in so doing, realize that we have lived through quite a few “unprecedented” moments
in our firm’s 37-year history. In hindsight, each circumstance appears to have added to our muscle memory
and strengthened our collective ability to manage in a crisis.
Early on, there was the Crash of 1987 when the Dow Jones Industrials plummeted -22%—the biggest one
day drop in its history. Ariel was four years old as a firm and, like any small child, just learning our way in
Levisohn, Ben. “Crisis Playbook.” Barron’s. March 16, 2020. Cover.
Winck, Ben. “The Dow plunged into a bear market in just 20 days—the fastest 20% drop in history.” BusinessInsider. March 12,
2020.
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the world. When confronted with the falling wreckage on that fateful Monday, we did not run for cover.
Instead, we called our clients to ask for more money to take advantage of what we thought to be “once in a
lifetime bargains.” This contrarian lens served us well and drove our outperformance as the market
recovered all losses by September 1989.
We all remember where we were on the morning of Tuesday, September 11, 2001 when New York’s Twin
Towers fell in a terrorist attack. It was a senseless and unfathomable event that not only took thousands of
precious lives, but initiated a new level of security protocol into our everyday existence. We waited out the
following six days of a stock market shutdown by planning our “buys” in what many feared would be a very
bad open. There was no way of knowing how big the losses would be, but our long-term, patient approach
told us that the pain would not last forever. (While those six days seemed like an eternity, they pale in
comparison to the 4-month stock market closure that occurred at the start of World War I). Again, going
against the grain paid off. “The market dropped 5% on reopen and sold off 12% at its lowest point shortly
after September 11, which is less than many had feared just days before . . . One month after the attacks, the
S&P 500 was back at its level from September 10.”3
Hands down, the 19-month long Global Financial Crisis that started in 2008 represents the most challenging
time in our firm’s history. We underperformed our benchmarks which led to significant client attrition. The
period tested our mettle and led to a great deal of soul searching. We re-examined every aspect of our
philosophy and processes. As a result, we implemented our own proprietary moat and debt ratings as well
as formalized the role of the devil’s advocate. There is little question that we came away from this period
with a profoundly heightened awareness of liquidity and risk of financial distress broadly. Realizing that
contrarian buying in the face of weakened balance sheets ends in tears, we significantly improved our
balance sheet work and added several more layers of rigor to our analysis. We also leaned on behavioral
finance concepts to help us grow as effective and evolved contrarians. In the end, our strong returns coming
out of the crisis underscored the merits of our learning culture and furthered our convictions.
Crisis Playbook
While a worldwide pandemic may be in a category all its own, we believe everything we have experienced
up to this moment has helped prepare us for this new unknown. We agree with JP Morgan Chase (JPM)
CEO, Jamie Dimon, who recently wrote in his own annual letter, “Entering into a crisis is not the time to
figure out what you want to be. You must already be a well-functioning organization prepared to rapidly
mobilize your resources, take your losses and survive another day for the good of all of your stakeholders.”4
We are battle-tested and battle-ready. Although sheltered in place, our investment team is formally meeting
and in constant contact every day as if we were all only an office away. When there is indiscriminate
selling—like we have seen recently—we must prioritize the opportunities at hand with a clear eye on
avoiding any permanent loss of capital. The goal is to be quick, but not in a hurry. As Warren Buffett has
said, “Widespread fear is your friend as an investor because it serves up bargain purchases.”5 To that end,
we start by re-assessing every name in our existing portfolio. Here, we can act with speed because of our
deep knowledge of the companies. Since we are in no way beholden to what we already own, we reMackintosh, Phil. “Closing Markets is Not the Answer.” Nasdaq.com. March 26, 2020.
JP Morgan Chase & Co. (2020). 2019 annual report. Retrieved from
https://www.jpmorganchase.com/corporate/investor-relations/document/annualreport-2019.pdf
5
Constable, Simon. “Buy the Panic.” The Wall Street Journal. April 6, 2020, pg. R6.
3
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examine our portfolios from a fresh perspective. The question becomes one of upside versus downside. To
that point, there are instances when stocks that have held up relatively well are sold in favor of washed-out
issues with higher return potential.
Next, we focus on our “watch list” which is comprised of names that we want to own but only at the right
price. This list includes some past holdings that we would like to purchase again. In calmer times, we do a
lot of work opportunistically evaluating companies since we know business quality changes at a much slower
rate than market price. With this forward-thinking preparation, we can move fast when needed. Now, as
we scrutinize these potential holdings, we must re-price each company against the backdrop of a new
environment. If valuations look compelling, we may initiate positions.
Lastly, we consider the brand new ideas. Here the goal is precision. How precisely can we assess the fallout
and possible opportunity in the context of our existing knowledge and expertise? With new ideas in
abundance, there is no need to stretch. Working within our “circle of competence” augments our conviction
while also helping us avoid the proverbial “swings and misses.” Balance sheet analysis dominates all of our
discussions. Accordingly, we stress test a variety of extreme liquidity scenarios to first prove any potential
new idea can survive this pandemic.
This crisis will end. The question is not “if,” but “when.” Although we consider “best-case” and “worstcase” outcomes, the “base case” serves as the foundation of our analysis.6 Currently, our base case scenarios
assume a “U” shaped recovery marked by six months of severe economic pressure with underlying stresses
equivalent to the worst of 2008-2009. With low expectations for the rest of this year, we believe 2021 will
look more like the fundamentals we saw in 2019. If our view proves correct, today’s buys will be very
profitable. If the recovery plays out over a longer period, picking up shares now still makes sense, albeit with
less upside in the intermediate term. The good news is that given our long term approach, we can be wrong
and still be right.
Portfolio Comings and Goings
As noted earlier, it has been a busy shopping period. We initiated six new positions in our small cap value
portfolios during the quarter: Envista Holdings Corporation (NVST) is a dominant global dental supplier that
was recently spun out of global science and technology conglomerate, Danaher Corporation (DHR); Mohawk
Industries Inc. (MHK) manufactures and distributes floorcovering products; and Middleby Corporation (MIDD),
a former holding, is a leading food equipment manufacturer.
Although admittedly controversial, we initiated several positions in the leisure and travel industry, including
cruise ship operator, Norwegian Cruise Line Holdings Ltd. (NCLH); global health and wellness provider
onboard cruise ships and destination resorts, OneSpaWorld Holdings Ltd. (OSW); and America’s largest ski
resort operator, Vail Resorts Inc. (MTN). Having fully considered the risk/reward embedded in these
opportunities, we believe today’s gale force headwinds will eventually abate. In the meantime, these
company’s balance sheets should be able to weather the storm.

Base case models assumptions deemed most likely to occur. The financial results for the base case sit between those of the best
(upside) case and worst (downside) case.
6
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We sold Anixter International Inc. (AXE) on the good news of its pending acquisition and also exited carpet
tile manufacturer, Interface, Inc. (TILE), in favor of higher return potential elsewhere.
Shares of Envista Holdings and Vail Resorts were also added to our small/mid cap portfolios while we sold
Western Union Company (WU) when it began to approach our estimate of full value. We also eliminated
MTS Systems Corporation (MTSC)—a manufacturer of testing systems and sensor technologies—to pursue
more compelling opportunities.
In addition to including Envista Holdings and Vail Resorts in our midcap portfolios, we added financial
services powerhouse, Charles Schwab Corporation (SCHW), as well as The Goldman Sachs Group (GS)—
whose #1 position in the merger and acquisition space over the past five years produces one of the highest
returns on equity in the business. We also bought shares of bar-code manufacturer, Zebra Technologies
Corporation (ZBRA)—a name that we have owned and know well. On the flip side, we eliminated famed
jewelry retailer, Tiffany & Co (TIF), after its successful acquisition by Moët Hennessy Louis Vuitton SE (LVMH).
As always, we appreciate the opportunity to serve you and welcome your questions or comments. We also
want to thank everyone at Ariel for making adjustments that allow us to continue operating at the highest
level to serve you while staying safe.

Investing in small- and mid-cap companies is more risky and volatile than investing in large cap companies.
The intrinsic value of the stocks in which the portfolios invest may never be recognized by the broader
market. The portfolios are often concentrated in fewer sectors than their benchmarks, and their 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. Net performance of each Composite has been
reduced by the amount of the highest fee charged to any client in each Composite during the performance
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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. Ariel’s small, small/mid and mid cap portfolios differ from their primary
benchmarks with fewer holdings and more concentration in fewer sectors. Effective August 1, 2010, the Ariel
Mid Cap Value Composite was redefined to exclude pooled funds due to differences in performance
calculation methods.
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 3/31/2020, the Ariel Small Cap Value (representative portfolio) held the following positions referenced:
MTS Systems Corp. 1.78%; Envista Holdings Corporation 1.30%; Vail Resorts Inc. 1.30%; Mohawk
Industries, Inc. 1.17%; Norwegian Curse Line Holdings Ltd. 1.09%; and OneSpaWorld Holdings Limited
1.07%. As of 3/31/2020, the Ariel Small/Mid Cap Value (representative portfolio) held the following
positions referenced: Mohawk Industries, Inc. 2.68%; Envista Holdings Corporation 1.99%; and Vail Resorts
Inc. 1.47%. As of 3/31/2020, the Ariel Mid Cap Value (representative portfolio) held the following positions
referenced: Charles Schwab Corporation 1.73%; Zebra Technologies Corp. 1.09%; Vail Resorts Inc. 1.02%;
Goldman Sachs Group, Inc. 0.95%; and Envista Holdings Corporation 0.66%. 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 Composites. Portfolio holdings mentioned do not represent all holdings purchased
or sold for the Composites.
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 smallcap 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. The Russell
2500™ Value Index measures the performance of the small to mid-cap value segment (companies with
lower price-to-book ratios and lower forecasted growth values) of the U.S. equity universe. The Russell
2500™ Index (a subset of the smallest 2500 companies of the Russell 3000® Index) measures the
performance of the small to mid-cap segment of the U.S. equity universe. The Russell Midcap® Value Index
measures the performance of the mid-cap value segment (companies with lower price-to-book ratios and
lower forecasted growth values) of the U.S. equity universe. The Russell Midcap® Index measures the
performance of the mid-cap segment (a subset of the smallest securities Russell 1000® Index) 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. The S&P 500® Index is the most widely
accepted barometer of large cap U.S. equities. It includes 500 leading companies.
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Memorandum
To:

Friends of Ariel Investments

From:

Charlie Bobrinskoy, Vice Chairman and Portfolio Manager

Date:

April 13, 2020

Re:

Ariel Focused Value 1Q2020 Client Letter

ARIEL FOCUSED VALUE COMPOSITE PERFORMANCE
As of March 31, 2020
Inception date: March 31, 2005

Annualized
1Q2020

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

-31.58%

-23.50%

-6.24%

-1.12%

5.11%

4.34%

Net of Fees

-31.69%

-23.99%

-6.85%

-1.76%

4.30%

3.46%

Russell 1000® Value Index

-26.73%

-17.17%

-2.18%

1.90%

7.67%

5.41%

S&P 500® Index

-19.60%

-6.98%

5.10%

6.73%

10.53%

7.58%

The first quarter of 2020 was one of the most difficult we have experienced in over thirty five years in the capital
markets. We believe the U.S. economy will eventually rebound strongly from the impact of COVID-19 and many of
our portfolio companies will produce excellent returns from current distressed levels. But equity markets are currently
not focused on long-term prospects, instead discounting shares for the dramatic downturn that is likely to occur in the
U.S. and global economy in the 2nd and 3rd quarters. We are seeking to position the Ariel Focused Value portfolio to
take advantage of an economic recovery, a process we believe will begin in the fourth quarter of this year.
Ariel Focused Value underperformed its primary benchmark and the broad market in the first quarter of 2020 declining
-31.58% gross of fees (-31.69% net of fees) versus a loss of -26.73% for the Russell 1000 Value Index and -19.60%
for the S&P 500 Index. We entered 2020 believing the market was excessively concerned about a recession coming
from a trade war with China, the negative impact of Brexit, or the election of a president unfriendly to business;
concerns that seem almost trivial in hindsight. Our analysis suggested “safety stocks” (those companies such as
consumer staples considered less sensitive to broad economic factors) were overpriced. Likewise, extremely low
interest rates had pushed investors to stretch for yield bidding up the price of bond substitute stocks such as high
dividend paying utilities. Our analysis also suggested that technology companies including the so-called “FAANG”
stocks were trading at excessive values. In the recent rapid downturn, all three of these groups have outperformed.
Investors have increased their preference for consumer staples, bond substitutes and technology issues. Our lack of
exposure to these sectors had a significant negative impact on performance in the quarter.
As we consider our portfolio today, we place companies into five categories. The first group consists of companies
whose business we believe will actually improve in the short run because of the Coronavirus: J.M. Smucker Company
(SJM), Progressive Corp. (PGR) and Johnson and Johnson (JNJ). SJM has seen sales of staples such as Jif peanut butter
and Folgers coffee grow double digits as consumers stock up on basic food items. JNJ has benefitted from a dramatic
7

increase in sales of over-the-counter medicines such as Tylenol and has announced encouraging prospects for a
COVID-19 vaccine. A significant decrease in driving will reduce accident rates thereby reducing claim losses for PGR,
at least in the short term. The market shares our positive assessment of the outlook for these companies and has
rewarded their shares accordingly. Therefore, we are not finding attractive opportunities in this category, but are glad
to own these names.
The second group are those companies whose business is generally unaffected either positively or negatively by the
pandemic. Mosaic Co. (MOS), an agricultural fertilizer company and Adtalem Global Education (ATGE), a provider of
health care educational services, fall into this group. Demand for grains and other farm products might actually grow
in the current environment, offset perhaps by slower fertilizer sales to Asia and Europe, at least in the short term. The
relative lack of population density in farming communities has reduced the spread of the virus among Mosaic’s
customers. We believe we could actually see an increase in acres planted after last year’s Midwest flood conditions.
The market, however, has grouped MOS with other natural resource companies (particularly oil and gas) who have
seen demand decline with the global slowdown.
Dissecting Our Portfolio
Mosaic’s shares declined -49.85% in the first quarter and we have been adding to our position. Adtalem’s nursing
and medical schools will continue to operate with an emphasis in online learning, a historic strength of the company.
Demand for doctors and particularly nurses will increase in the short term, although it will take time for this to
translate to increased enrollments. Its shares fell -26.60% in the quarter.
The third group are those companies who we anticipate will experience a short-term decline in their business but, in
our view, will enjoy pent up demand once we reach the other side of this crisis. Our favorite companies in this
category are Zimmer Biomet Holdings, Inc. (ZBH), Hanger, Inc. (HNGR) and KKR & Co. Inc. (KKR). ZBH makes
orthopedic products such as replacement hips and knees. There is no doubt non-emergency procedures such as hip
replacements will decline as hospitals concentrate on COVID-19 treatments. But, in our judgement, the total number
of orthopedic procedures performed through 2022 will not be reduced, only consolidated into the later part of this
year and next. Likewise, we believe demand for Hanger’s prosthetic products will come back sharply after orthotic
clinics are reopened, a development we expect in the second quarter. There is no doubt KKR’s current investment
portfolio will be negatively impacted by the downturn in capital markets and the global economy. But, the downturn
will also provide KKR with exciting investment opportunities for the billions they have raised in committed capital.
Likewise, institutional investors will appreciate the relative lack of volatility in KKR’s private funds, which are not
marked to market on a daily basis.
The fourth category are companies which will suffer a permanent reduction in value from the current crisis, but may in
some cases, see their stock prices decline by more than the loss in intrinsic value. Companies in the energy industry
fall into this category. The total number of barrels of oil consumed worldwide through 2022 will be lower than
previously estimated. The world’s proven reserves have not declined, resulting in a negative shift in supply demand
curves. In January of this year, Apache Corporation (APA) announced a major oil discovery off the coast of Suriname
in South America. French oil giant, Total S.A. agreed to provide much of the development capital for new wells
sending APA shares up +79.50% on January 14, 2020 from their price on December 4, 2019. But since then, the
price of West Texas Intermediate crude oil has collapsed from over $60 to $20 in late March. Despite continued
positive developments on APA’s Suriname discovery, its stock price declined from $33 in January to $4 at quarter end,
8

a painful -83.54% decline. APA was rated investment grade by both rating agencies before March when S&P
downgraded the company to BB+, still the highest below investment grade rating. The credit default markets are
more pessimistic, however pricing insurance against default at over 900 basis points per year as we go to print in
early April. We believe APA will survive and its stock is trading well below its intrinsic value today. However, we
acknowledge APA’s fate is dependent on factors outside of its control such as the global price of oil. We have added
modestly to our position as a good risk reward opportunity but with our eyes wide open to the potential downside.
The fifth category contains companies who we believe have a high risk of not surviving the current crisis or suffering
levels of equity dilution making shares uninvestable. Some of these companies are in industries we found unattractive
before the pandemic. Others carried too much debt and will not generate sufficient free cash flow to service fixed
income obligations. Unfortunately we would place many companies in the airline industry in this category. Other
companies in this category include some restaurants, some ride sharing companies and perhaps even Airbnb, none of
which we own.
We began this letter by noting the current environment is the most difficult we have experienced in our career. We
entered this year believing investors were excessively pessimistic about risks such as Brexit and a trade war and were
overvaluing safe stocks and growth stocks. Our analysis found good companies with some exposure to the economy
were selling at attractive prices relative to our calculation of their intrinsic value. This positioning, both in terms of
what we owned and what we did not, hurt our absolute and relative performance in the quarter. But today our
portfolio trades at a large discount to private market value and at low multiples of normalized earnings. Once we
reach the other side of this pandemic crisis, we believe these issues will recover. And, we WILL reach the other side.
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Investing in equity stocks is risky and subject to the volatility of the markets. Investing in small- and mid-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. A focused portfolio may be subject to greater
volatility than a more diversified investment.
Past performance does not guarantee future results. Performance results are net of transaction costs and reflect the
reinvestment of dividends and other earnings. Net performance of the Ariel Focused 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. The
Ariel Focused Value Composite differs from its benchmark with dramatically fewer holdings concentrated 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 3/31/2020, Ariel Focused Value Composite (representative portfolio) held the following positions referenced: KKR
& Co. 5.29%; Zimmer Biomet Holdings, Inc. 4.85%; Johnson and Johnson 4.19%; Progressive Corporation 3.63%;
Hanger, Inc. 3.21%; J.M. Smucker Company 3.26%; Mosaic Co. 3.11%; Adtalem Global Education 2.21%; and
Apache Corporation 0.64%. The portfolio holdings are subject to change. The performance of any single portfolio
holding is no indication of the performance of other portfolio holdings of Ariel Focused 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 1000® Value Index measures the performance of the large-cap value segment
(companies with lower price-to-book ratios and lower expected growth values) 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. The S&P 500® Index is the most widely accepted barometer of large cap U.S. equities. It includes
500 leading companies.
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Deep Value

Memorandum
To:

Friends of Ariel Investments

From:

David M. Maley, Lead Portfolio Manager

Date:

April 13, 2020

Re:

Ariel Micro-Cap Value and Small Cap Deep Value 1Q2020 Client Letter

ARIEL MICRO-CAP VALUE COMPOSITE PERFORMANCE
As of March 31, 2020
Inception date: July 31, 2002

Annualized
1Q2020

1 Year

3 Years

5 Years

10 Years Since Inception

Gross of Fees

-35.33%

-32.60%

-14.20%

-11.57%

-0.28%

4.66%

Net of Fees

-35.53%

-33.43%

-15.26%

-12.66%

-1.51%

2.71%

Russell Microcap® Value Index

-36.09%

-29.83%

-8.51%

-1.76%

5.39%

6.52%

Russell Microcap® Index

-31.99%

-26.38%

-6.55%

-1.94%

6.05%

6.66%

S&P 500® Index

-19.60%

-6.98%

5.10%

6.73%

10.53%

8.26%

ARIEL SMALL CAP DEEP VALUE COMPOSITE PERFORMANCE
As of March 31, 2020
Inception date: October 31, 2013

Annualized
1Q2020

1 Year

3 Years

5 Years Since Inception

Gross of Fees

-35.39%

-37.54%

-15.86%

-10.25%

-8.79%

Net of Fees

-35.55%

-38.16%

-16.69%

-11.14%

-9.69%

Russell 2000® Value Index

-35.66%

-29.64%

-9.51%

-2.42%

-0.08%

Russell 2000® Index

-30.61%

-23.99%

-4.64%

-0.25%

2.15%

S&P 500® Index

-19.60%

-6.98%

5.10%

6.73%

8.41%

“Do your best to slow things down…”

Jeffrey Solomon, CEO of Cowen Inc. (COWN)
The Cowen Global Call, March 29, 2020

Since late February, we have all been bombarded by rapid-fire news. At the top, of course, is the COVID-19 health
crisis, which has caused Americans to adapt to new ways of living, communicating and working. The sudden
shutdown of most of the economy has in turn caused violent market moves, topped off by five days in mid-March
where the smallest end of the equity markets saw truly indiscriminate selling. Our portfolios, which had held up
1

relatively well during the first leg down, were briefly pummeled. They then rallied strongly in the last few trading days
of the quarter. In the end, we finished slightly ahead of our primary benchmarks in the worst quarter for stocks since
2008.
Jeff Solomon’s advice a few days ago embodies the approach we have taken to managing your portfolios during these
turbulent times; that is, to neither panic nor be foolishly aggressive. Instead, we are seeking to step back from the
battlefield and take thoughtful advantage of a time of extraordinary opportunity. As much of the economy will be
dormant for an extended and unknown period of time, assessing staying power and potential margin of safety for
both current and potential holdings is paramount. Fortunately, our long-term approach has allowed us to build strong
relationships with management teams, and our access to them and dialogue around these issues have been excellent.
With strong balance sheets including many with significant cash balances, we believe the vast majority of our
holdings will not only survive but have the opportunity to thrive. We also believe the destruction in price has far
outpaced the decline in long-term value.

The ability to slow down our thought process while working furiously comes from exposure to the best and worst of
markets, and allows us to capitalize on the opportunities these difficult times create.
In addition to the confidence gained from stress-testing our models and assumptions for a potentially extended
economic decline, we are encouraged by the onslaught of insider buying in our names during the worst of the recent
selloff. Of the 39 names we own across the two strategies, insiders stepped up with out-of-pocket buys in 15 names
during March. In most cases, there was more than one buyer. The price dislocations caused by panicked selling
created what we and they believe were exceptional values.
Methodically Moving Forward
As we begin the second quarter in a world which has clearly changed, our approach is the same. In addition to
methodically working through re-examinations of our current holdings as new information is gained, we have several
potential names that may become holdings soon. In addition, violent market moves cause portfolio weightings to
shift more dramatically than usual, and we have and expect to continue to trim names which have outperformed and
add to our greatest bargains.

Slow and Steady Wins the Race. Our Motto at Ariel Investments
The patient approach to investing and running its business made me a fan of Ariel throughout my early career and led
me to join the firm in March of 2009, at another time when the economy and market were in crisis. As it did in that
time when many panicked, our research team has shown the benefit of decades of experience and navigating multiple
crises—many of us even vividly remember the Crash of 1987. The ability to slow down our thought process while
working furiously comes from exposure to the best and worst of markets, and allows us to capitalize on the
opportunities these difficult times create.
Portfolio Comings and Goings
We added Korn Ferry (KFY) to the small cap deep value portfolio. Already owned in our traditional value strategies,
KFY is an organizational consulting firm that recently fell into our capitalization and deep value range. With deeplyrooted relationships and a best-in-class brand, the company has top share in executive search along with an ability to
cross-sell a suite of more-recurring organizational advisory services. With a rock-solid balance sheet possessing excess
cash, a mostly variable cost structure and a seasoned leadership team, KFY is well positioned to weather the current
storm.

2

CPI Aerostructures (CVU) was eliminated from both strategies. The need to restate past financials combined with the
uncertainty brought on by the pandemic left us questioning this investment’s long-term viability. In addition,
AquaVenture Holdings Limited’s (WAAS) acquisition for cash by Culligan closed at the end of March, eliminating the
name from small cap deep value.
As always, we appreciate your interest and welcome any questions or comments you might have.

Investing in micro-cap and small-cap companies is more risky and volatile than investing in large companies. The
intrinsic value of the stocks in which the portfolios invest 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. Net performance of each Composite has been reduced by the amount
of the highest fee charged to any client in each 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 Ariel Small Cap Deep Value
Composite and the Micro-Cap Value Composite differ from their primary benchmarks with 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 included periodically holding short positions in certain ETFs. This practice may have had a material effect on
returns.
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The opinions expressed are current as of the date of this commentary but are subject to change. The information 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.
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.
As of 3/31/2020, the Ariel Small Cap Deep Value Composite (representative portfolio) held the following position
referenced: Korn Ferry 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 in the Ariel Micro-Cap Value Composite or the
Ariel Small Cap Deep 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. 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 measures the performance of the small-cap segment
(2000 of the smallest securities of the Russell 3000® Index) 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. The S&P 500®
Index is the most widely accepted barometer of large cap U.S. equities. It includes 500 leading companies.
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Global

Memorandum
To:

Friends of Ariel Investments

From:

Rupal J. Bhansali, Chief Investment Officer, International and Global Equities

Date:

April 13, 2020

Re:

Ariel International and Ariel Global 1Q2020 Client Letter

ARIEL INTERNATIONAL (DM) COMPOSITE PERFORMANCE
As of March 31, 2020
Inception date: December 31, 2011

Annualized
1Q2020

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

-13.77%

-7.93%

-0.41%

1.08%

5.11%

Net of Fees

-13.94%

-8.66%

-1.20%

0.28%

4.25%

MSCI EAFE

-22.83%

-14.38%

-1.82%

-0.62%

4.10%

ARIEL INTERNATIONAL (DM/EM) COMPOSITE PERFORMANCE
As of March 31, 2020
Inception date: December 31, 2011

Annualized
1Q2020

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

-14.35%

-8.64%

0.03%

1.32%

5.32%

Net of Fees

-14.52%

-9.37%

-0.76%

0.51%

4.44%

MSCI ACWI ex-US

-23.36%

-15.57%

-1.96%

-0.64%

3.21%

ARIEL GLOBAL COMPOSITE PERFORMANCE
As of March 31, 2020
Inception date: December 31, 2011

Annualized
1Q2020

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

-13.44%

-6.72%

2.38%

3.65%

7.98%

Net of Fees

-13.61%

-7.46%

1.57%

2.82%

7.07%

MSCI ACWI Index

-21.37%

-11.26%

1.50%

2.85%

7.01%

ARIEL GLOBAL CONCENTRATED PERFORMANCE
As of March 31, 2020
Inception date: December 31, 2019
Since Inception
Gross of Fees

-12.09%

Net of Fees

-12.27%

MSCI ACWI Index

-21.37%
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Markets worldwide began 2020 on a high note, underscored by broad optimism around an improving global
economic outlook and a phase 1 trade deal between the U.S. and China. However, in a swift and sudden reversal,
the coronavirus pandemic unleashed massive economic shocks as governments across the globe enacted strict
containment policies, which shuttered businesses, halted commerce and imposed “social-distancing” measures
confining regional populations to their homes. Uncertainty over the duration of the virus threat and magnitude of its
impact prompted policymakers and central banks in the world’s largest economies to deliver fiscal stimulus and
monetary relief packages in hopes of easing the damage on Wall Street and Main Street. Amidst this extreme
volatility, it is not surprising that our “risk-aware,” global and international portfolios outperformed on a relative basis
as attention to fundamental factors such as quality, risk and valuation was rewarded.
If we see unchartered territory, it is only because we don’t yet recognize the pattern
Having covered 50 countries over several market cycles, the financial impact of this contagion seems akin to Japan’s
Fukushima Daiichi nuclear disaster, which followed the magnitude 9.0 Great East Japan Earthquake and Tsunami in
March 2011. While the COVID-19 health crisis is global and far more intense in terms of its economic impact, we
believe the playbook may prove similar. Japan lost considerable physical and human capital. The economy
contracted -10% in the quarter following the nuclear accident but recovered by a similar amount in Q3 2011.1 The
Bank of Japan provided market liquidity to ensure the stability of financial markets, and the central government and
local policymakers in the region “launched a series of post-disaster economic and social rehabilitation projects.”2
“Most of the affected businesses, economic sectors and communities”3 recovered.
Flash forward 9 years—the unpredictability surrounding the human and economic toll of COVID-19 drove stocks to
bear market territory, triggering unprecedented stimulus. Although markets have since recovered from their lows, we
believe the trough of this new cycle remains on the horizon. The shock of the sudden freeze in the economy on
corporate earnings and supply chains, as well as the second order effects on various countries, consumers and
companies are not yet clear. And while the operating and financial environment will spare no one from adversity, we
expect cyclicals to be harder hit than defensives and companies with high fixed costs to suffer more than those with
flexible cost structures. We also anticipate that companies carrying an excessive amount of financial leverage will
experience larger challenges than those with cash rich balance sheets.
Furthermore, the “coronavirus extends liquidity and capital problems, [such as labor participation and productivity
growth] to the real economy—and does so at unprecedented scale.....while there is a policy playbook for dealing with
financial crises, no such thing exists for a large-scale real economy freeze.”4 In our opinion, the 2020 recession and
new economic cycle will be ‘mitigated but not fully offset’ by extensive monetary and fiscal stimulus. We expect the
economic shock driven by social distancing will eventually recede as lockdowns are lifted and business, as well as
consumer activity resumes. Although it will likely have a sobering impact on GDP through the third quarter, similar to
Japan, our central scenario is that the world economy will begin its recovery process thereafter.

2020 Bloomberg Finance L.P. Accessed 19 March 2020.
Zhang, Hui, Chris Dolan, Si Meng Jing, Justine Uyimleshi and Peter Dodd. “Bounce Forward: Economic Recovery in Post-Disaster Fukushima.”
MDPI. 27 November 2019, page 1, 2. www.mdpi.com/journal/sustainability
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Zhang, Hui, Chris Dolan, Si Meng Jing, Justine Uyimleshi and Peter Dodd. “Bounce Forward: Economic Recovery in Post-Disaster Fukushima.”
MDPI. 27 November 2019, page 1, 2. www.mdpi.com/journal/sustainability
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Carlsson-Szlezak, Philipp, Martin Reeves and Paul Schwartz. “Understanding the Economic Shock of Coronavirus.” Harvard Business Review. 27
March 2020.
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Opportunity Meets Preparation
While a worldwide pandemic is certainly unique to our lifetime, our performance record as patient, long-term intrinsic
value investors during a bear market has proven its mettle. Stock volatility is likely to persist across all asset classes,
but value in general has been particularly hard hit. On a technical basis, value is the worst performing factor year-todate, providing fertile opportunity for investment bargains. History highlights that value is the phoenix of asset classes
rising out of a recession. As such, we are laser-focused on methodically and thoughtfully curating and availing of any
opportunities to judiciously reposition the portfolio for years of future returns.
As you are aware, our investment philosophy is biased toward owning undervalued, out-of-favor, franchise-quality
companies that are misunderstood and therefore mispriced by the market. We pay particular attention to the growth
and return prospects of the companies, as well as the sustainability of the business model and resilience of the
balance sheet. Rest assured, this time is no different.
Given the economic backdrop, we are on the lookout for companies whose distinct fundamentals lends themselves to
an inevitable recovery—where demand is delayed, not denied. Think consumer discretionary names, whose robust
balance sheets and free cash flow allow operational flexibility in market downturns. Health Care is another area,
where secular inventive franchises with strong research and development, as well as solid balance sheets offer
defensive characteristics and have limited reliance on the cycle.
Our investment discipline is driven by bottom-up stock picking. We pay attention to risk management in addition to
return management. This balanced approach has driven us to take profits in some of our more defensive holdings,
such as telecoms where our non-consensus thesis around the stability of these operators through a recession
benefitted our portfolios in the quarter. We have also redeployed capital in existing names—where we have high
conviction—that in our view, have unnecessarily underperformed in this environment. And although we are
selectively accumulating cyclical and consumer discretionary issues, we are keeping a substantial amount of powder
dry in anticipation of better opportunities emerging in the upcoming earnings season.
Lastly, while we expect a solid recovery for equities and earnings, we remain concerned with balance sheet risk. In
response, we are paying close attention to debt multiples and leverage ratios, along with earnings metrics.
History Repeats Itself
While it may get worse before it gets better, decades of stock market history suggest it will eventually get better.
Since 1928—through 14 recessions and 21 bear markets—U.S. equity markets have never failed to regain a prior
peak. In addition, since 1972—through 4 worldwide recessions and 10 bear markets—Global equity markets have
never failed to regain a prior peak. We strongly believe the patient investor that stays the course and consistently
owns advantaged business models with resilient balance sheets whose stocks are mispriced and undervalued, are
well-positioned to deliver superior risk-adjusted returns over the long-run.
As always, we appreciate the opportunity to serve you and welcome any questions or comments you might have.
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Investments in foreign securities may underperform and may be more volatile than comparable U.S. stocks because of
the risks involving foreign economies and markets, foreign political systems, foreign regulatory standards, and foreign
currencies and taxes. The use of currency derivatives, exchange-traded funds (ETFs) and other hedges may increase
investment losses and expenses and create more volatility. Investments in emerging markets present additional risks,
such as difficulties in selling on a timely basis and at an acceptable price. The intrinsic value of the stocks in which the
portfolios invest 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. Net performance of each Composite has been reduced by the amount
of the highest fee charged to any client in each 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 International (DM) Composite differs from its benchmark, the MSCI EAFE Index, because: (i) the Composite
has fewer holdings than the benchmark, (ii) the Composite will invest in Canada, and (iii) the Composite will at times
invest a portion of its assets in the U.S. and emerging markets. The Ariel International (DM/EM) Composite differs
from its benchmark, the MSCI ACWI (All Country World Index) ex-US, because: (i) the Composite has fewer holdings
than the benchmark and (ii) the Composite will at times invest a portion of its assets in the U.S. The Ariel Global
Composite differs from its benchmark, the MSCI ACWI (All Country World Index), because the Composite has fewer
holdings than the benchmark. The Ariel Global Concentrated Composite differs from its benchmark, the MSCI ACWI
(All Country World Index), because the Composite has dramatically fewer holdings than the benchmark.
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.
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Investors cannot invest directly in an index. MSCI EAFE Index is an unmanaged, market-weighted index of companies
in developed markets, excluding the U.S. and Canada. The MSCI ACWI (All Country World Index) ex-U.S. is an
unmanaged, market-weighted index of global developed and emerging markets, excluding the United States. MSCI
ACWI (All Country World Index) is an unmanaged, market weighted index of global developed and emerging markets.
The MSCI Index net returns reflect the reinvestment of income and other earnings, including the dividends net of the
maximum withholding tax applicable to non-resident institutional investors that do not benefit from double taxation
treaties. MSCI uses the maximum tax rate applicable to institutional investors, as determined by the companies’
country of incorporation. Source: MSCI. MSCI makes no express or implied warranties or representations and shall
have no liability whatsoever with respect to any MSCI data contained herein. The MSCI data may not be further
redistributed or used to create indices or financial products. This report is not approved or produced by MSCI.
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Ariel Investments
Chicago, headquarters:
200 East Randolph Street
Suite 2900
Chicago, IL 60601
312.726.0140 phone
New York City:
330 Madison Avenue
22nd Floor
New York, NY 10017
212.824.4330 phone
Sydney:
Level 36, Gateway Tower
1 Macquarie Place
Sydney NSW 2000
Australia
+61 2 80754554 phone
800.292.7435 toll-free
• arielinvestments.com
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• instagram.com/arielinvestments
• twitter.com/arielinvests

Slow and steady wins the race.
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