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• Value • Deep value • Global

“ Value is eventually realized in good
businesses. Accordingly, our level of conviction
is often tied to the business fundamentals—
not any point in time.”
John W. Rogers, Jr. and Mellody Hobson

“ It is not often that a stock outperforms the way
you expect, for the reason you expect.”
Charles K. Bobrinskoy

“ Asset value is a much more stable metric,
and when overlooked by investors, it presents
the opportunity to buy ignored, downtrodden
companies with true intrinsic value.”
David M. Maley

“ We strongly believe what you do not own is as
important as what you do.”
Rupal J. Bhansali
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ARIEL SMALL CAP VALUE TAX-EXEMPT COMPOSITE PERFORMANCE
As of June 30, 2018
Inception date: September 30, 1983
2Q18

Annualized
YTD

1 Year

3 Years

5 Years 10 Years Since Inception

Gross of Fees

4.17%

5.05% 15.49%

8.72% 11.46% 11.60%

13.10%

Net of Fees

3.91%

4.53% 14.34%

7.64% 10.36% 10.49%

11.98%

Russell 2000® Value Index

8.30%

5.44%

13.10%

11.22%

11.18%

9.88%

11.00%

Russell 2000® Index

7.75%

7.66%

17.57%

10.96%

12.46%

10.60%

S&P 500® Index

3.43%

2.65%

14.37%

11.93%

13.42%

10.17%

9.57%
11.03%

ARIEL SMALL/MID CAP VALUE COMPOSITE PERFORMANCE
As of June 30, 2018
Inception date: December 31, 2000
2Q18

Annualized
YTD

1 Year

3 Years

5 Years 10 Years Since Inception

Gross of Fees

1.99%

2.95% 11.52%

8.39% 13.29% 12.43%

9.75%

Net of Fees

1.74%

2.45% 10.42%

7.32% 12.17% 11.32%

8.67%

Russell 2500™ Value Index

5.80%

3.00%

11.49%

9.76%

10.78%

10.10%

9.66%

Russell 2500™ Index

5.71%

5.46%

16.24%

10.30%

12.29%

10.74%

S&P 500® Index

3.43%

2.65%

14.37%

11.93%

13.42%

10.17%

9.17%
6.30%

ARIEL MID CAP VALUE COMPOSITE PERFORMANCE
As of June 30, 2018
Inception date: March 31, 1990

Annualized
2Q18

YTD

1 Year

Gross of Fees

1.24%

1.17%

8.04%

6.82% 11.03% 11.97%

3 Years

5 Years 10 Years Since Inception
11.91%

Net of Fees

0.99%

0.67%

6.97%

5.76%

10.80%

Russell Midcap® Value Index

2.41%

-0.16%

7.60%

8.80%

11.27%

10.06%

11.70%

Russell Midcap® Index

2.82%

2.35%

12.33%

9.58%

12.22%

10.23%

11.57%

S&P 500® Index

3.43%

2.65%

14.37%

11.93%

13.42%

10.17%

9.94%

9.93% 10.86%
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Small cap stocks reigned supreme during the second quarter of 2018—trouncing their larger cap
brethren. As the biggest beneficiary of U.S. tax reform, they were also boosted by strong domestic
growth—and with little to no international exposures, they have been generally insulated from a rising
dollar and growing trade tensions. Accordingly, for the three-month period, the Russell 2000 Value
Index and the Russell 2000 Index jumped +8.30% and +7.75% respectively versus +3.43% for the
S&P 500. Meanwhile, the smaller companies comprising the Ariel Small Cap Value Tax-Exempt
Composite rose +4.17% gross of fees (+3.91% net of fees)—mostly held back by weakness
amongst some of our highest conviction Financial Services names. Despite the performance shortfall,
so far this year, the Ariel Small Cap Value Tax-Exempt Composite is within shouting distance of its
value benchmark—having earned +5.05% gross of fees (+4.53% net of fees) versus +5.44% for the
Russell 2000 Value Index. The Russell 2000 Index has climbed +7.66% over the same six-month
period.
The performance pattern is more or less the same for the Ariel Small/Mid Cap Value Composite
which grew +1.99% gross of fees (+1.74% net of fees) over the last three months and +2.95%
gross of fees (+2.45% net of fees) for the first half of the year. Like the Ariel Small Cap portfolio, these
gains fell short of the +5.80% second quarter return posted by the Russell 2500 Value Index as well
as the Russell 2500’s +5.71% jump—with weakness amongst our Consumer Discretionary and
Financial Services holdings undercutting performance. And yet, through June, the Ariel Small/Mid Cap
Value Composite is largely in line with the +3.00% year-to-date return of the Russell 2500 Value
Index but behind the +5.46% return of the Russell 2500 Index.
Lastly, the Ariel Mid Cap Value Composite earned +1.24% gross of fees (+0.99% net of fees) for the
3 months and +1.17% gross of fees (+0.67% net of fees) so far this year. In keeping with the
aforementioned performance story, our financial names were the biggest detractor during a quarter
where the Russell Midcap Value Index and the Russell Midcap Index earned +2.41% and +2.82%
respectively. Year-to-date, the Ariel Mid Cap Value Composite beats the Russell Midcap Value’s 0.16% decline but still lags the Russell Midcap Index which added +2.35%.
Portfolio Coming and Goings
We purchased Mattel (MAT) in our small-cap value portfolio during Q2. Mattel is one of our highest
conviction names as well as a recent problem child due to leadership changes, the Toys “R” Us
bankruptcy as well as a plethora of well telegraphed retail threats. However, as many have stepped in
to fill the void left by Toys “R” Us, Barbie, Hot Wheels, WWE and Jurassic World have performed well
and thereby increased our optimism about the company’s brands and prospects.
Meanwhile, we exited IDEX Corporation (IEX), an applied solutions business that sells an extensive
array of pumps, valves, flow meters and other fluidics systems. When we first purchased the stock in
1998 at $9 per share, we were attracted to its market-leading position in a diverse set of niche
industrial businesses. Since then, the shares have had an impressive run, now trading at $138—
representing full value. Not to mention, the stock has been so successful that it has also recently grown
out of our market cap range. By contrast, Contango Oil & Gas Company (MCF) is a disappointing
name that was eliminated from our small cap strategy during the quarter.
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While we did not add any new securities to our small/mid and mid cap portfolios, we sold our
Contango position in the small/mid cap value portfolios and also parted ways with T. Rowe Price
(TROW) in our mid cap strategy—a long-time favorite that we first bought 31 years ago amidst the
wreckage of the crash of 1987.
Hard Questions
We recently read the Gates Foundation 10th anniversary letter. To mark the occasion, Bill and Melinda
decided to answer the “10 toughest questions” they get. At the letter’s onset, they noted that “despite
the headlines, we see a world that’s getting better.”1 By answering difficult questions, they hoped to
underscore their optimism for the future. This gutsy and ambitious idea inspired us to do the same.
And while length precludes us from tackling 10 questions, we thought we would take a crack at a few
challenging ones and revisit the subject again sometime in the future. Like the Gates Foundation, our
intent is to clarify any ambiguity while also highlighting our own positive outlook for long-term, patient
investing in a world increasingly focused on short-term gains.
1. When will you outperform?
Our first thought is not “when” but “why?” In re-phrasing the question, we are not attempting to
change the subject. Instead, our goal is to refocus the discussion on that which matters most. To this
point, Warren Buffett is known for having said, “Yearly figures, it should be noted, are neither to be
ignored nor viewed as all important. The pace of the earth’s movement around the sun is not
synchronized with the time required for either investment ideas or operating decisions to bear fruit.”2
Make no mistake, as highly competitive people, we have obsessively studied and distilled our
investment results for nearly 35 years now. Against this backdrop, the one conclusion that we can
make is that predicting the timing of any investment outcome is futile. That said, we strongly believe
value is eventually realized in good businesses. Accordingly, our level of conviction is often tied to the
business fundamentals—not any point in time.
As a contrarian manager whose concentrated portfolios are not well correlated with other funds or
benchmarks, we must practice a tremendous amount of patience and discipline in our day-to-day
investment management practices. Given our increasingly unique approach, the one consistent
performance takeaway we have observed is that we will not do well in a momentum driven
environment. In fact, we often lag when the market is overtaken by “crowded trades.” Such was the
case before the tech bubble burst in 2000, and then again right before the financial crisis when the
“flight to safety” ruled the day. Today, index funds represent the crowded trade with Facebook (FB),
Apple (AAPL), Amazon (AMZN), Netflix (NFLX) and Google (GOOGL) (a.k.a. the FAANG stocks)
dominating the performance jockey.
We know the market can be “thematic” for stretches and in so doing attract a herd. These themes
tend to build over time and create imbalances as Wall Street focuses on short-term plays and misses
Bill Gates and Melinda Gates, February 13, 2018, The 10 Toughest Questions We Get,
https://www.gatesnotes.com/2018-Annual-Letter?WT.mc_id=02_13_2018_02_AnnualLetter2018_PRmedia_&WT.tsrc=PRmedia.
2
Warren Buffett, February 23, 2010, Berkshire Hathaway Inc. Annual Letter to Shareholders,
http://www.berkshirehathaway.com/letters/2010ltr.pdf.
1
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longer-term consequences. As natural contrarians, we lean against these imbalances which means we
can be out of sync until they unwind, or crash. Although these torrents of enthusiasm can last longer
than one expects, they do eventually come to an end—sometimes badly. While we do believe some
of the world’s tech giants will continue to dominate their niches for years to come, we question the
price that many are eager to pay for growth expectations stretching far out into the future. Our
willingness to go it alone may lead to soft performance periods in a robust environment like we have
seen of late—but over the long term, decades of investing have taught us that patience wins. To this
point, since the September 30, 1983 inception of our longest running Ariel Small Cap Value TaxExempt Composite through June 30, 2018, the Ariel strategy has achieved a +13.10% annualized
gross of fees return (+11.98% net of fees) versus +11.00% for the Russell 2000 Value Index,
+9.57% for the Russell 2000 Index and +11.03% for the S&P 500. Which brings us back to the
original question, the “when” has no real answer, but the “why” can be explained.
2.

Why are your portfolios so volatile?

As benchmark agnostic, high active share managers, we have always understood that our results could
substantially differ from our peers and indices on a quarter-by-quarter or year-by-year basis. By their
very nature, concentrated portfolios can be expected to be more volatile. We actually underscore this
point in all of our new business presentations.
Despite having managed relatively drama-free strategies with betas clocking in lower than their
benchmarks for much of our history, in 2008, our portfolios became meaningfully more volatile and
our betas spiked. Many assumed our investment strategy had changed and expressed concern.
The fact is that during a time when there was widespread panic and disdain for any company perceived
to be risky—value clustered amongst high beta issues. Now here, we should underscore that we have
never bought or sold any stock based on beta. We also recognize that while beta is an important data
point for some clients and consultants, it is a backward-looking statistic that tells us what was as
opposed to what will be. We view risk as the permanent loss of capital and use market volatility to our
advantage.
In a risk-averse environment where anything remotely perceived as volatile was shunned, we were
willing to belly up to the bar—buying names that we expected to outperform in a normalized
environment—especially after being oversold by skittish Wall Street investors. In the end, our
contrarian approach was rewarded. Additionally, for those who are inclined to track our betas, they
have begun to drift down as we expected. More specifically, when compared to the broad market as
measured by the S&P 500, the 5-year beta of our flagship small cap value portfolio currently sits at
1.31. And yet, the current portfolio beta is 0.86. Whereas the 5-year beta is based on monthly
portfolio returns, current beta is a 1-year trailing number that is based on daily security returns.3
Similarly, the Ariel Small/Mid Cap Value strategy has a 5-year beta of 1.27 and a current beta of 0.89.
Since one would expect mid-sized companies to be less volatile than smaller ones, the Ariel Mid Cap
Value portfolio has a 5-year beta of 1.20 and a current beta of 0.84.
5-year beta and current beta are benchmarked against the S&P 500 Index and are as of June 30, 2018. 5-year
beta is generated through Zephyr Style Advisor and is based on monthly portfolio returns. Current beta is
provided through FactSet and is based on daily security returns.
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3. John Rogers was the sole decision maker on Ariel’s flagship portfolios for much of your
history. That has changed over the last decade. How do co-portfolio managers work
together?
The issue of co-portfolio managers proved to be more complicated than we anticipated. Not from the
standpoint of actual execution, but from that of client reactions. For years, we have been asked about
succession planning at Ariel. On any given day, we have had to respond to the proverbial “hit by a bus”
question. We have always appreciated the query because we believe leadership is a significant issue for
any company—perhaps even more important in the realm of portfolio management where art and
science come together. Likewise, we also strongly feel that in order to foster a lasting institution,
accountability needs to be shared so that people feel real responsibility. Good, smart people will not
stay at a company where everything is controlled and/or second guessed by a founder.
The implementation of our shared portfolio management responsibilities was actually easier done than
said. The co-portfolio manager structure is fairly simple in that each has veto power. Should either
manager oppose a name, it is not purchased. In reality, this has not been contentious because we
execute against a process—not emotion or gut. Before any security makes it into an Ariel small,
small/mid or mid cap value portfolio, it has likely gone through what we consider to be extreme vetting
6 or 7 times. Differences in opinion lead to conversations. To that point, we believe disagreement
protects against group think and can produce a better outcome. Not to mention, the team has worked
in the trenches together for many years now which has enabled us to be aware of each other’s
strengths and weaknesses. As such, the unique personalities and perspectives often help offset
behavior biases. On mid cap for example, John Rogers generally offers the most contrarian
perspective, whereas Tim Fidler is simultaneously more moderate in his position sizes and yet more
willing to do new things.
Some wonder why the same security might have a 5% weighting in one Ariel strategy and a 2%
weighting in another. Because there are different combinations of portfolio managers—with John
Rogers as the one consistent link—as long as its market cap fits a strategy, a stock can potentially end
up in more than one Ariel portfolio with a meaningfully different weighting. This is most noticeable
when a large position performs especially well or poorly. The difference means all of the portfolio
managers are not equally enthusiastic about the name—which is understandable and to be expected.
As many know, teamwork is a cornerstone of our firm. When you select Ariel, you are investing in an
accumulation of our knowledge as well as an amalgamation of experiences. We strongly believe our
whole is greater than the sum of our parts. Certainly, our clients are investing in our people. But
perhaps, even more importantly, our clients are investing in our culture.
As always, we appreciate the opportunity to serve you and welcome any questions or comments you
might have.

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,
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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 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 6/30/18, the Ariel Small Cap Value (representative portfolio) held the following position
referenced: Mattel, Inc. 1.94%. As of 6/30/18, the Ariel Small/Mid Cap Value (representative portfolio)
held the following position referenced: Mattel, Inc. 3.63%. As of 6/30/18, the Ariel Mid Cap Value
(representative portfolio) held the following position referenced: Mattel, Inc. 2.90%. 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.
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. The Russell 2500™ Value Index measures the performance of the small to midcap 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:

July 27, 2018

Re:

Ariel Focused Value 2Q18 Client Letter

ARIEL FOCUSED VALUE COMPOSITE PERFORMANCE
As of June 30, 2018
Inception date: March 31, 2005

Annualized
2Q18

YTD

1 Year

3 Years

5 Years 10 Years Since Inception

Gross of Fees

2.99%

2.18%

10.88%

8.40%

10.07%

8.46%

7.27%

Net of Fees

2.82%

1.85%

10.17%

7.70%

9.32%

7.55%

6.34%

Russell 1000® Value Index

1.18%

-1.69%

6.77%

8.26%

10.34%

8.49%

S&P 500® Index

3.43%

2.65%

14.37%

11.93%

13.42%

10.17%

7.32%
8.75%

Ariel Focused Value returned +2.99% in the second quarter and +2.18% for the year-to-date, outperforming
its primary benchmark for both periods. The Russell 1000 Value Index gained +1.18% in the quarter but has
declined -1.69% so far this year. Meanwhile, the S&P 500 returned +3.43% and +2.65% for the quarter and
year-to-date respectively.
Taking Stock
Generally, this stock picker’s market is our kind of market. As such, performance has been mostly driven by
company fundamentals rather than broad macro themes or general market sentiment. Our largest contributors
during the quarter were KKR & Co. Inc. (KKR) and Team, Inc. (TISI), as well as two of our energy holdings;
National Oilwell Varco Corporation (NOV) and Apache Corporation (APA). The one macro theme that
provided a headwind in the quarter has been growing trade tensions.
KKR returned +23.36% in the second quarter after announcing it would convert from a partnership to a C
Corporation. The investment business is notoriously unpredictable, particularly in the short-term. It is not often
that a stock outperforms the way you expect, for the reason you expect. In 2018, KKR has been a pleasant,
rare, predictable exception. Before this year, we (and the company’s management) believed its shares were
trading for 20-30% less than they would as a traditional C Corporation. Because KKR investors received a K-1
partnership tax form, many avoided the company. As index funds have received inflows and active managers
have suffered outflows, investment dollars moved from people who could own KKR to people who could not.
This problematic structure masked a very attractive business model. Over recent years, KKR has grown and
diversified its assets under management (“AUM”) with new funds. Less than half of today’s AUM is invested in
KKR’s traditional private equity business. The remaining assets are allocated to alternative credit, real assets,
hedge funds, leveraged credit and other private markets. These new funds earn fees well above those of
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traditional long-only equity managers. We also believe the largest alternative asset managers will continue to
gain market share.
In estimating the discount afforded to KKR because of its exclusion from index funds, we looked back at the
effect on Berkshire Hathaway Inc.’s (BRK-B) stock price when it finally joined the S&P 500 in 2010 after years
of similar exclusion. As noted in Figure 1 below, Berkshire shares jumped over 20% almost immediately after
becoming eligible for the S&P 500. As shareholders back then, we were pleased with the outcome.
Figure 1

Source: FactSet
KKR’s shares traded up similarly to Berkshire. Some investors purchased KKR in June, anticipating the July 1st
conversion. Index fund investors appear to have waited for the actual event, causing an additional move up on
July 1st through July 3rd, as shown in Figure 2 below.
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Figure 2

Source: FactSet
KKR and Berkshire exemplify our investment process. We work to find companies who can earn excess return
on capital because of an enduring competitive advantage. We then attempt to buy these companies when they
are trading at a discount to our calculation of their intrinsic value. This discount can come from some shortterm headwind or market anomaly. The short-term problem might be temporarily inflated investment spending
for a new accounting system (e.g. Stericycle, Inc. (SRCL)) or excessive market focus on a near-term event like
an expiring contract (e.g. Laboratory Corporation of America (LH)). The market anomaly might be excessive
investor demand for bond substitute stocks (avoid REITs) or the inordinate impact of index fund investing (e.g.
Berkshire and KKR). In a nutshell, the Ariel traditional value investment process seeks to invest in companies
with good economic returns trading at a discount to their private market value because of short-term issues.
Team, Inc. was also a large contributor to second quarter performance as the stock surged +68%. Ariel
Focused Value initiated its position in Team last August at a price of $12.55. The stock has since rallied to
approximately $23.10 as we go to press. Team provides repair and remediation services mostly to the refining
industry. Its shares, which had traded above $40 in 2014, were pummeled last July when it issued a poorly
structured convertible bond to repay bank debt. Convertible bonds can pressure an issuer’s underlying stock
for three reasons. First, they demonstrate a company’s “need” to strengthen its balance sheet to satisfy lenders;
second, they dilute existing shareholders with the prospect of millions of additional new shares; and third, they
provide a wonderful arbitrage opportunity for hedge funds to short the company’s common stock while
simultaneously buying the new convertible bond, pocketing the high coupon in the process. In Team’s case, the
resulting short selling drove the stock from over $25 in June to $11 in August. This market anomaly is another
example of the short-term dislocations we described earlier in this letter. In this case, we believe we found a
leading services company trading at a price less than half of our estimate of its intrinsic value.
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All three of Ariel Focused Value’s energy holdings were solid contributors during the quarter. The West Texas
Intermediate Crude Oil Index finished the quarter above $70. Meanwhile, our thesis on National Oilwell
Varco, Apache Corporation and Exxon Mobil Corporation (XOM) focuses as much on natural gas as
petroleum. All three could substantially benefit from increases in U.S. natural gas prices, which have hovered
well below their oil equivalents. One thousand cubic feet of natural gas has about 18% of the energy content of
a barrel of oil, yet commands a price of only 4% ($2.81 versus $70). Natural gas has a comparatively lower
carbon footprint as well. And yet, natural gas prices have remained stubbornly low for longer than we thought
possible.
Our two biggest performance detractors in the second quarter were our industrial companies subject to
looming trade concerns. BorgWarner Inc. (BWA) and Lockheed Martin Corporation (LMT) declined -13.78%
and -12.02% respectively. For both companies, international sales represent a large portion of future growth.
BorgWarner already derives almost two thirds of revenue from its automotive powertrain system sales in
Europe and the rest of the world. Lockheed Martin has set a goal of having 30% of sales come from foreign
countries led by its signature F-35 fighter. We believe BorgWarner has done a good job distributing its
manufacturing capabilities close to foreign automotive manufacturers and should be able to handle large
increases in automotive tariffs. While trade tensions with Europe are real, they are modest compared to those
with China. That said, China was never a realistic customer for Lockheed’s most advanced (and most
profitable) defense systems. Somewhat perversely, growing tensions between the U.S. and China will probably
increase future U.S. defense spending to the benefit of Lockheed. Even a real trade war with China, therefore,
would not reduce our outlook for the company’s future earnings. The Trump Administration’s recent calls for
greater European military spending through NATO could also be positive for Lockheed Martin.
We will close with a few comments on the valuation of our portfolio and that of the market. As we go to press,
we calculate Ariel Focused Value is trading at a forward Price/Earnings (PE) multiple of 13.6 times, which we
consider attractive, particularly in a low interest rate environment. Many of our favorite companies and largest
positions are trading at PE multiples of 12 times or less. The overall PE multiple of the portfolio is uplifted by
our energy companies, whose stocks have rallied on expectations of significant earnings’ growth from higher oil
prices.
Meanwhile, the S&P 500 is trading at 17.2 times expected earnings. This ratio was closer to 18.6 times in
January. The S&P 500’s PE has dropped in an essentially flat market because earnings have exceeded
expectations. We have written frequently of the market’s tendency to “anchor” in past estimates. Anchoring is
the psychological habit of insufficiently adjusting one’s expectations when new information arrives. In this case,
market participants underestimated the positive impacts of lower taxes, a strong global economy and a
confident consumer. This economic strength is translating into better than expected earnings, and we believe it
will continue to do so through the rest of this year.
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. 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
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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 6/30/18, Ariel Focused Value (representative portfolio) held the following positions referenced: KKR &
Co. Inc. 6.15%; Laboratory Corp. of America 5.18%; BorgWarner, Inc. 4.32%; National Oilwell Varco
3.56%; Lockheed Martin Corp 4.25%; Exxon Mobil Corp 3.59%; Apache Corp. 3.05%; Team, Inc. 2.86%;
and Stericycle Inc. 2.05%. 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:

July 25, 2018

Re:

Ariel Micro-Cap Value and Small Cap Deep Value 2Q18 Client Letter

ARIEL MICRO-CAP VALUE COMPOSITE PERFORMANCE
As of June 30, 2018
Inception date: July 31, 2002

Annualized
2Q18

YTD

1 Year

3 Years

5 Years 10 Years

Gross of Fees

12.31%

4.79%

2.41%

-2.54%

-0.91%

7.07%

Since Inception
8.61%

Net of Fees

11.96%

4.14%

1.15%

-3.74%

-2.14%

5.72%

6.50%

Russell Microcap® Value Index

10.20% 10.69%

20.69%

13.72%

13.52% 10.71%

10.57%

Russell Microcap® Index

9.97% 10.71%

20.21%

10.49%

12.78% 10.63%

10.32%

S&P 500® Index

3.43%

14.37%

11.93%

13.42% 10.17%

9.32%

2.65%

ARIEL SMALL CAP DEEP VALUE COMPOSITE PERFORMANCE
As of June 30, 2018
Inception date: October 31, 2013

Annualized
2Q18

YTD

1 Year

3 Years

Since Inception

Gross of Fees

10.68%

5.07%

9.54%

3.76%

1.00%

Net of Fees

10.41%

4.54%

8.45%

2.74%

0.00%

Russell 2000® Value Index

8.30%

5.44%

13.10% 11.22%

9.53%

Russell 2000® Index

7.75%

7.66%

17.57% 10.96%

10.48%

S&P 500® Index

3.43%

2.65%

14.37% 11.93%

12.11%

Ariel’s deep value portfolios enjoyed a strong second quarter, both outpacing their value benchmark as well as
the S&P 500. Year-to-date, both strategies beat the S&P, with Small Cap Deep Value within striking distance of
its value benchmark and Micro-Cap Value still trailing the red hot Russell Microcap Value Index.
We are pleased with our recent performance and feel this may be the beginning of a stellar period for small-cap
and micro-cap value stocks. Additionally, we believe our portfolios are particularly attractive within the realm of
small and micro. More specifically, their holdings remain well below estimated fair value due to a combination
of intrinsic value growth and profit taking as we continue to make new bargain acquisitions.

Ariel Micro-Cap Value
Ariel Small Cap Deep Value

Discount
to PMV1
3/31/18

Q2 Return

Discount
to PMV
6/30/18

-38.9%
-37.4%

+12.31%
+10.68%

-35.4%
-35.9%

PMV, or Private Market Value, is Ariel’s internal estimate of fair value for each company. The quarter-end PMV is a
weighted average calculation of the PMV of the quarter-end holdings of the representative portfolio.
1

1

Reversal of Fortune?
The most dangerous words in investing are “this time is different.” Yet, once again, markets have discarded
decades of past evidence that value investing produces superior long-term returns; that small stocks tend to
outperform larger ones over the long term; and that the most powerful place to put one’s capital is in very
small value stocks. We expect that the second quarter of 2018 is the start of a reversal favoring low price-tobook micro-cap and small-cap stocks. As noted below, the ten years ending in 2017 were a brutal period for
deep value investing—i.e. low price-to-book—relative to growth, and micro-cap stocks suffered as well.
That said, the Schroders2 chart below effectively demonstrates the long-term advantage to investing in low
price-to-book securities. Using rolling 10-year annualized returns, value has outperformed growth in all but
three extended periods—with the latest being the deepest and longest in history. Without question, this has
been a true bear market for our style of deep value investing.

Also over that same decade, large-cap outperformed very small stocks:
12/31/07-12/31/17
Russell 1000 Index
Russell Microcap Index

+8.53%
+7.65%

We believe the small value effect, first documented by Fama and French3, works because of a behavioral issue.
Investors tend to focus on earnings growth and extrapolate current conditions into the future. They thus pay a
short-term premium for shares of companies with good fundamentals that drive optimism. However,
earnings—and particularly earnings growth—are very difficult to predict in small companies. Asset value is a
much more stable metric, and when overlooked by investors, it presents the opportunity to buy ignored,
downtrodden companies with true intrinsic value.

2

Johnny Hopkins, “Schroders: Why Value Investing May Be Primed to Bounce Back,” The Acquirer’s Multiple, July 27,
2018, https://acquirersmultiple.com/2018/06/schroders-why-value-investing-may-be-primed-to-bounce-back/.
3
Eugene Fama and Kenneth French, “The Anatomy of Value and Growth Stock Returns,” Financial Analysts Journal, vol.
63, no. 6 (2007) 44-54.

2

This analysis begs the question: Where is the expected mean reversion? Those who have read my letters over
the years know I spend virtually all of my time on company-specific issues and very little on macroeconomic
factors. However, I believe a unique combination of macro and market forces are responsible for this unusual
period. I also believe they are now moving in a direction that should provide tailwinds rather than headwinds.
Combined with very low relative valuations, this environment should make micro-cap and small-cap value
investing a good place to be.
The financial crisis and its recovery have created an extended period of extraordinarily low interest rates and
persistent but sub-par economic growth. Growth stocks have surged as investors are psychologically more
attracted to companies that show dependable earnings. At the same time, passive investing has exploded,
causing increasingly expensive growth stocks to become larger parts of capitalization-weighted indexes, spurring
even more buying. Facebook (FB), Amazon (AMZN), Apple (AAPL), Netflix (NFLX), and Google (GOOGL)
stocks (known as FAANG) and similar companies have “melted up”, rising ever-higher on the economic
upswing, while stocks with low values based on assets have languished.
Four factors lead me to believe this quarter marks the beginning of a sustained improvement for small-cap deep
value investing and for Ariel’s portfolios in particular:
1. Value stocks are inexpensive by definition, particularly on a price-to-book value basis. Our deep value
portfolios trade at roughly 60% of their core benchmarks. Mean reversion alone should fuel gains.
2. Interest rates have risen and are unlikely to revisit their lows. Cash and other assets on hand become
relatively more valuable compared to uncertain future cash flows.
3. Company earnings in our portfolios have been generally improving and showing signs of durability.
4. We expect the passive craze will end—potentially badly for those who think the comfort of matching
an index equates to mitigating risk. As a result, stocks which have generally trailed could finally get their
due recognition.
As Warren Buffett quoted his mentor Benjamin Graham, “In the short run, the market is a voting machine, but
in the long run, it is a weighing machine.” The voters have called the shots for an unusually long period, but the
scales tell the true story, and we believe they are weighted in our favor.
Portfolio Comings and Goings
In our micro-cap value portfolio, we bought shares of two companies already held in small cap deep value:
home builder Green Brick Partners Inc. (GRBK) and specialty insurer Atlas Financial Holdings, Inc. (AFH). We
also repurchased a former favorite, Crown Crafts, Inc. (CRWS), and added a new holding, Rubicon Project Inc.
(RUBI). We sold out of long-time holdings XO Group Inc. (XOXO) and Landec Corporation (LNDC) based
on valuation, and also eliminated Contango Oil & Gas Company (MCF) and Vical Inc. (VICL). Some accounts
will complete sales of Landec in the third quarter.
In our small cap deep value strategy, we added Lakeland Industries Inc. (LAKE), which is a maker of protective
clothing. We sold out of long time holdings XO Group Inc. (XOXO) and Spartan Motors, Inc. (SPAR) based on
valuation. CRA International, Inc. (CRAI), a more recent purchase, was sold for the same reason. We also
eliminated Contango Oil & Gas Company (MCF).
As always, we appreciate your interest and welcome any questions.
_____________________________________________________________________________
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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. 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.
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.
As of 6/30/18, the Ariel Micro-Cap Value (representative portfolio) held the following positions referenced:
Rubicon Project Inc. 1.99%; Green Brick Partners Inc. 1.18%; Atlas Financial Holdings, Inc. 1.02%; and Crown
Crafts, Inc. 1.01%.
As of 6/30/18, the Ariel Small Cap Deep Value (representative portfolio) held the following position referenced:
Lakeland Industries, Inc. 1.54%.
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 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 priceto-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
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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:

July 26, 2018

Re:

Ariel International and Ariel Global 2Q18 Client Letter

ARIEL INTERNATIONAL (DM) COMPOSITE PERFORMANCE
As of June 30, 2018
Inception date: December 31, 2011

Annualized
2Q18

YTD

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

-3.19%

-1.55%

1.61%

4.16%

7.22%

7.94%

Net of Fees

-3.38%

-1.95%

0.80%

3.33%

6.36%

MSCI EAFE

-1.24%

-2.75%

6.84%

4.90%

6.44%

7.05%
8.19%

ARIEL INTERNATIONAL (DM/EM) COMPOSITE PERFORMANCE
As of June 30, 2018
Inception date: December 31, 2011

Annualized
2Q18

YTD

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

-3.09%

-1.89%

3.69%

5.01%

7.36%

8.35%

Net of Fees

-3.28%

-2.28%

2.87%

4.17%

6.49%

MSCI ACWI ex-US

-2.61%

-3.77%

7.28%

5.07%

5.99%

7.42%
7.11%

ARIEL GLOBAL COMPOSITE PERFORMANCE
As of June 30, 2018
Inception date: December 31, 2011

Annualized
2Q18

YTD

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

0.74%

1.49%

7.92%

7.52%

9.46%

11.01%

Net of Fees

0.54%

1.08%

7.06%

6.67%

8.57%

MSCI ACWI

0.53%

-0.43%

10.73%

8.19%

9.41%

10.06%
10.65%
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As clients expect, our performance continues to be driven by bottom-up stock selection. The most recent
quarter marks a divergence in our results as global outperformed in an up market, while international
underperformed in a down market. While many of the contributors and detractors are similar, the strong U.S.
market accounts for the difference. This reinforces the importance of taking a long-term view, since short-term
outcomes are nearly impossible to predict. With this focus, we build our portfolios on a stock-by-stock basis
that reflects the power of non-consensus investing. That said, we are pleased all three of our strategies are
outperforming their benchmarks year-to-date.
Buyer Beware
Our past few letters have explored key sectors where we find ample investment opportunities with attractive
risk/return profiles, including telecom and healthcare. We strongly believe what you do not own is as important
as what you do, and in fact, our contrarian approach to investing begins by eliminating risky companies.
Therefore, we thought it would be intriguing to explore a sector we have shied away from in recent years—
more specifically, financials.
Although we do not attempt to forecast macroeconomic policies or trends, we recognize that periodically such
factors can influence the price investors are willing to pay for a stock. Of late, the impact of rising interest rates
can be felt on two fronts. The first is in what we own, telecoms. Part of the downward pressure on telecom
stocks is a function of rising rates, not company fundamentals. However, we disagree that telecoms are an
interest rate proxy. We view our telecom holdings as consumer staples, not regulated utilities with a capped
rate of return.
On the flip side, because the margins of banks and insurance companies tend to expand when interest rates
rise, financials—banks, in particular—have performed well. However, we think investors misunderstand the risk
embedded in these companies today. First, as interest rates came down dramatically from mid-single digits to
near or below zero, they compressed the net interest margin and constrained many banks’ revenue generating
ability. Although interest rates have begun to rise in the U.S., we do not see overwhelming evidence that rates
in Europe will turn up anytime soon. In general, we think the enthusiasm about a European recovery is
overdone. Likewise, Japan continues to maintain 10-year yields close to zero. Nevertheless, investors have
been extrapolating the benefits of an interest rate rise into expectations for banks globally while failing to
recognize the upward trajectory is limited to the U.S.
Second, the regulatory environment has changed quite dramatically following the financial crisis––raising capital
requirements which govern the ratio of debt-to-equity on a bank’s balance sheet. These regulatory
requirements force banks to hold twice as much equity capital, which effectively halves their return on equity
(“ROE”) roughly from 20% to 10% on average through the cycle. While most U.S. banks are well capitalized,
many European banks remain undercapitalized and continue to penalize shareholders via reduced dividends or
equity raisings. In Europe, net interest margins are shrinking, but as discussed, the capital requirements are not.
Loan growth is hard to come by and even when it does pick up, banks will be less able to lend as capital
requirements prove onerous. Relaxation of the Volcker rule—a regulation mandated by the Dodd-Frank Act
around proprietary trading and issuance of leveraged loans—will provide some growth potential but comes
with high risk. As such, we do not see the banking sector generating returns that exceed cost of capital on a
normalized basis.
Post quantitative easing, many U.S. banks chased loan growth to deploy the burgeoning deposits held in the
banking system. This resulted in loans to riskier segments—including autos, credit cards and commercial real
estate—as demand for safer loans such as home mortgages remained depressed. Digging deeper, the general
degradation of covenants, especially in autos and high yield, gives us further cause for concern. For example,
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maturities on auto loans have extended from the typical 59 months to as high as 82 months. With such a long
loan, buyers build little to no equity in the vehicle, often creating an incentive to default as the value of the car
falls below that of the loan balance. This situation is eerily akin to 2008 when home mortgages went
underwater, causing homeowners to simply turn in their house keys and leaving banks exposed to the ensuing
credit losses. Furthermore, not only have covenant lite loans surpassed their peak in 2007, the issuance of
lowest rated CCC issuers has risen versus the highest rated BB rated issuers, implying riskier credits are in
vogue. In Europe, negative yields on the short end of the curve forced banks to take on greater asset liability
management risk to generate a spread. Undoubtedly, higher returns stem from taking on higher risk and the
piper will have to be paid when the non-performing loan cycle turns south. In fact, provision rates at decade
lows are flattering earnings and valuations. When they normalize, the earnings hit could be significant and hurt
dividends.
Lastly, security threats are causing increased focus and cost for functions such as compliance, operations and
cybersecurity. In addition, emerging competition from new payment forms necessitates additional spending on
digitization and technology. These increased expenses further reduced profits and cash flows. In aggregate, all of
these factors dampen the attractiveness of the banking sector as an investment opportunity.
That said, we have not simply shunned financials in their entirety. Instead, our bottom-up research process has
steered us toward diversified financial services companies whose revenues are driven by fee income as
opposed to (interest rate) spread income. We own exchanges which benefit from rising transaction activity in
their interest rate derivatives and clearing house business units. To that point, our position in Deutsche Borse
AG has been a key contributor to performance in all three strategies over the past year.
In our view, the markets are confusing a cyclical recovery for a secular one and are not paying sufficient
attention to risk. While we acknowledge that margins do benefit from a rising and steepening yield curve, any
benefit is offset by the increased cost, capital and loan loss provision requirements. In summary, we think the
inherent risk is underestimated and the potential for profit is overestimated, therefore leaving banks without an
adequate risk/reward or margin of safety. As risk aware investors, we prefer to be prudent in our portfolio
exposures and assume risks when we are “paid” to take them.
As always, we appreciate the opportunity to serve you and welcome any questions or comments you might
have.
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. 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 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
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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 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 6/30/18, the Ariel International (DM) (representative portfolio) held the following position referenced:
Deutsche Borse AG 7.69%. As of 6/30/18, the Ariel International (DM/ EM) (representative account) held the
following position referenced: Deutsche Boerse AG 7.77%. As of 6/30/18, the Ariel Global (representative
account) held the following position referenced: Deutsche Boerse AG 3.60%. Portfolio holdings are subject to
change. The performance of any single portfolio holding is no indication of the performance of other holdings in
any Composite.
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-US 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
200 East Randolph Street
Suite 2900
Chicago, Illinois 60601
312.726.0140 phone
800.725.0140 toll-free
arielinvestments.com
Follow us on Twitter @ArielFunds

Slow and steady wins the race.

