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“ We have been skeptical of hedge fund
structures for some time—particularly the
layered fees charged by the funds of funds.”
John W. Rogers, Jr. and Mellody Hobson

“ We are outspokenly dubious about any
investor’s ability to accurately predict
short-term macro factors.”
Charles K. Bobrinskoy

“ In our view, illiquidity is often a good proxy
for value.”
David M. Maley

“ Low-quality firms actually destroy capital,
whereas high-quality companies grow it.”
Rupal J. Bhansali
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Memorandum
To:

Friends of Ariel Investments

From:

John W. Rogers, Jr., Chairman and CEO
Mellody Hobson, President

Date:

May 11, 2017

Subject:

Ariel Small, Small/Mid and Mid Cap Value Composites 1Q17 Performance Results

For the quarter ending March 31, 2017, the Ariel Small Cap Value Tax-Exempt Composite rose +3.56% gross of fees
(+3.30% net of fees), which compares favorably to the -0.13% return of the Russell 2000 Value Index as well as the
+2.47% increase posted by the style-neutral Russell 2000 Index. Even better, the Ariel Small/Mid Cap Value Composite leapt
+7.39% gross of fees (+7.12% net of fees)—which trounced the +1.62% gain of the Russell 2500 Value Index as well as
the +3.76% rise of the Russell 2500 Index. Both our small-cap and small/mid-cap portfolios were decisively boosted by longheld consumer discretionary and financial services holdings, while our one-stock technology allocation marginally detracted
from these gains. Propelled by financial services, health care and even a small energy allocation, the Ariel Mid Cap Value
Composite surged +7.32% gross of fees (+7.05% net of fees) over the 90-day period, which outpaced the +3.76% return
of the Russell Midcap Value Index and the +5.15% rise of the Russell Midcap Index. Here again, a poor-performing
technology name slightly nicked results. Meanwhile, with strong earnings fueling stock gains, the broad market as measured
by the S&P 500 Index jumped +6.07%.
The Bet
Like many self-described Buffett “wannabes,” we eagerly await the Berkshire Hathaway annual letter each April wherein the
“Oracle of Omaha” lays out his views on a myriad of issues ranging from in-depth discussions about his portfolio holdings to
sage and often witty opinions on past, current and future market environments. This year, he used the occasion to track a
closely watched “bet” he made with a hedge fund-of-funds back in 2008. More specifically, the $1 million wager contends
that “a collection of hedge funds, carefully selected by experts” would fail to beat the S&P 500 over a decade.1 Right out of the
gate and much to our delight, Buffett aligned himself with team turtle in seizing on The Tortoise and the Hare fable to
characterize the decade-long race! And in keeping with the well-known story, with just a year left on the clock, Buffett leads
by a mile with the Vanguard 500 Index Fund up +85.4% versus +22.0% for the Protégé Partners’ basket of purposely
unnamed hedge funds. Some argue this result only proves active managers cannot beat passive indexes. And yet, we see this
as an oversimplified take on a more nuanced debate. More specifically, while we clearly understand the wager to be a
referendum on performance—one cannot understate the impact of costly fees on the ultimate outcome. As Investopedia
recently noted, “. . . Buffett issued a challenge to the hedge fund industry, which in his view charged exorbitant fees that the
funds’ performance couldn’t justify.”2 So, even before incentives, fees would likely run about 2.5% per year—1.5% allocated
to the underlying managers and 1% to the fund of funds, in this case Protégé Partners, for their efforts. Incentives are likely
clocking in at roughly 20% of profits—with 15% going to the managers and 5% to Protégé. In a world where managers fight
for basis points of return, the hurdle rate needed to outperform this fee structure is daunting.
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Of course there are always outliers, but, given their mostly disappointing results, hedge funds have been in freefall in recent
years. For example, two of the largest public pension funds in the United States—one representing the state of California and
the other the city of New York—pulled all of their investments out of the asset class. For CalPERS, that number represented $4
billion in assets back in 2014. New York City liquidated $1.4 billion last April. Accordingly, the industry is clearly retrenching as
evidenced by the fact that more than 1,000 hedge funds closed last year: “In fact, 2016 had the highest level of hedge fund
closures and the lowest level of openings since 2008, the year of the financial crisis.”3 To this point, during the first quarter, a
number of high-profile closures drew headlines. When New York-based Eton Park Investments announced it was liquidating,
a Business Insider headline read, “One of the biggest hedge fund launches of all time is shutting down.”4 Once-unflappable
Perry Capital received similar attention when it folded, based on founder Richard Perry’s belief that “his style of investing no
longer worked.”5
The Juice
While we would never celebrate any manager’s departure, we have been skeptical of hedge fund structures for some time—
particularly the layered fees charged by the funds of funds. More specifically, we have long been suspect of the vast and
instant riches scored from leverage-juiced returns. We use the word “juice” intentionally, having previously stated that the
managers’ quick gains remind us of baseball’s home run bonanzas that were ultimately found to be fueled by steroids. Once
the juice was discovered and stricter prohibitions were enforced, the home runs not only subsided but past home run records
were called into question. While financial leverage is certainly not prohibited the way steroids are, once it became widespread
news, hedge fund returns fell back to earth. As one famed manager recently noted, “hedge funds are in the first innings of a
washout.”
As bottom-up stock pickers in a highly competitive industry, we know firsthand how hard it is to outperform. Accordingly, we
have spent the last 34 years working in earnest to deliver exemplary results to our valued clients and shareholders. As natural
competitors, we were curious about how our portfolios would stack up in the bet. In order to show an apples-to-apples
comparison with net of fee returns, we inserted the returns of our flagship small/mid-cap value fund, Ariel Fund, as well as our
mid-cap value fund, Ariel Appreciation Fund. The following results, which—by the way—include the worst performance year
in our firm’s history, demonstrate the merits of our patient approach.
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Fund

Annualized Return
1/1/200812/31/2016

Cumulative Return
1/1/200812/31/2016

Ariel Appreciation Fund

+8.79%

+113.42%

Russell 2500 Value Index

+8.65%

+111.01%

Russell Midcap Value Index

+8.64%

+110.76%

Ariel Fund

+8.14%

+102.17%

Vanguard 500 Index Admiral

+7.10%

+85.46%

Protégé Hedge Fund Average

+2.20%

+22.00%

Performance data quoted represents past performance. Past performance does not guarantee future results. All performance
assumes the reinvestment of dividends and capital gains. Returns for Ariel Fund and Ariel Appreciation Fund are those of the
Investor Class shares. The investment return and principal value of an investment will fluctuate so that an investor’s shares,
when redeemed, may be worth more or less than their original cost. Current performance may be lower or higher than the
performance data quoted. Performance data current to the most recent month-end for Ariel Fund and Ariel Appreciation Fund
may be obtained by visiting our website, arielinvestments.com. For the period ended March 31, 2017, the average annual
total returns of Ariel Fund (Investor Class) for the 1-, 5- and 10-year periods were +23.53%, +14.77% and +7.38%,
respectively. For the year ended September 30, 2016, the Fund’s Investor Class shares had an annual expense ratio of 1.02%.
For the period ended March 31, 2017, the average annual total returns of Ariel Appreciation Fund (Investor Class) for the 1-,
5- and 10-year periods were +19.65%, +12.99% and +8.29%, respectively. For the year ended September 30, 2016, the
Fund’s Investor Class shares had an annual expense ratio of 1.12%.
The Future
As we anticipate 2017 and beyond, we are humbled by the task at hand and simultaneously confident that three-plus
decades of investing has taught us well. For many, the country and world seem more fragile than normal, with headlines
dominated by reports of civil wars, trade wars, nationalism, and tense diplomacy. In times like these, we remind ourselves to
tune out the noise and remain focused on the long term. America is a great country and our future remains bright!
Portfolio Comings and Goings
While we did not purchase any new positions in our small cap value portfolio in the first quarter, we sold our shares in CEB
Inc. (CEB) when the company entered a definitive merger agreement with Gartner, Inc. (IT). Although there were no changes
with our small/mid-cap holdings, three new issues were added to our mid-cap value portfolio. More specifically, we bought
shares of Cardinal Health, Inc. (CAH), which helps pharmacies, hospitals and ambulatory care sites focus on patient care while
improving efficiency, quality and profitability. We also initiated a position in Charles River Laboratories Intl, Inc. (CRL), a leader
in scientific research. Neither Cardinal nor Charles River is new to our firm, as both have been previously owned in other Ariel
portfolios. Lastly, we purchased Nielsen Holdings Plc (NLSN), which is well-known for its Nielsen television ratings as well as
its extensive data and analytics on consumer viewing and purchasing. No issues were eliminated from our mid-cap portfolios
during the quarter.
As always, we appreciate the opportunity to serve you and welcome any questions or comments that you might have.
Note: Investing in small- and mid-cap companies is riskier and more 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. For its
small-, small/mid- and mid-cap portfolios, Ariel often invests a significant portion of portfolio assets in companies
within the financial services and consumer discretionary sectors, and portfolio performance may suffer if these sectors
underperform the overall stock market.

Past performance does not guarantee future results. Current performance may be lower or higher than the performance
data quoted. Performance results are net of transaction costs and reflect the reinvestment of dividends and other earnings. For
the period ended 3/31/17, the performance (net of fees) of the Ariel Small Cap Value Tax-Exempt Composite for the 1-, 3- and
5-year periods was +22.63%, +5.81% and +10.76%, respectively. For the period ended 3/31/17, the performance of the
Russell 2000 Value Index and the Russell 2000 Index for the 1-, 3- and 5-year periods was +29.37%, +7.62% and
+12.54%, and +26.22%, +7.22% and +12.35%, respectively. For the period ended 3/31/17, the performance (net of
fees) of the Ariel Small/Mid Cap Value Composite for the 1-, 3- and 5 year periods was +20.03%, +9.90%, and +14.34%,
respectively. For the period ended 3/31/17, the performance of the Russell 2500 Value Index and the Russell 2500 Index for
the 1-, 3- and 5-year periods was +23.13%, +7.55% and +12.92%, and +21.53, +7.43% and +12.60%, respectively.
For the period ended 3/31/17, the performance (net of fees) of the Ariel Mid Cap Value Composite for the 1-, 3- and 5-year
periods was +19.11%, +7.42% and +12.92%, respectively. For the period ended 3/31/17, the performance of the Russell
Midcap Value Index and the Russell Midcap Index for the 1-, 3- and 5-year periods was +19.82%, +8.94% and +14.07%,
and +17.03%, +8.48% and +13.09%, respectively. For the period ended 3/31/17, the performance of the S&P 500 Index
for the 1-, 3- and 5-year periods was +17.17%, +10.37% and +13.30%, respectively. Performance of the Composites 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.
This commentary candidly discusses a number of individual companies. These opinions are current as of the date of this
commentary but are subject to change. The information provided in this commentary does not provide information reasonably
sufficient upon which to base an investment decision and should not be considered a recommendation to purchase or sell any
particular security.
As of 3/31/17, the Ariel Small Cap Value (representative portfolio) held the following positions referenced: CEB Inc. 0.0%;
Gartner, Inc. 0.0%; Cardinal Health, Inc. 0.0%; Charles River Laboratories Intl, Inc. 5.0%; and Nielsen Holdings Plc 0.0%. As of
3/31/17, the Ariel Small/Mid Cap Value (representative portfolio) held the following positions referenced: CEB Inc. 0.0%;
Gartner, Inc. 0.0%; Cardinal Health, Inc. 0.0%; Charles River Laboratories Intl, Inc. 3.2%; and Nielsen Holdings Plc 0.0%. As of
3/31/17, the Ariel Mid Cap Value (representative portfolio) held the following positions referenced: CEB Inc. 0.0%; Gartner,
Inc. 0.0%; Cardinal Health, Inc. 2.0%; Charles River Laboratories Intl, Inc. 1.9%; and Nielsen Holdings Plc 1.8%. Portfolio
holdings are subject to change. The performance of any single portfolio holding is no indication of the performance of other
portfolio holdings of the Ariel Small Cap Value, the Ariel Small/Mid Cap Value or the Ariel Mid Cap Value portfolios.
Ariel Investments, LLC (“Ariel”), a Delaware limited liability company, is a federally registered investment adviser regulated by
the U.S. Securities and Exchange Commission. Ariel is a money management firm headquartered in Chicago, Illinois, and has
offices in New York and Sydney. Ariel offers investment strategies that seek long-term capital appreciation by investing
primarily in equity securities. Ariel utilizes a bottom-up, fundamental analysis to select quality company stocks. Taking a longterm view and applying independent thinking to investment decisions, Ariel spans the market cap spectrum from micro to
large and covers the globe with international and global offerings. The Ariel Small Cap Value Tax-Exempt Composite seeks
long-term capital appreciation by investing in small cap, undervalued companies that show strong potential for growth. The
Ariel Small Cap Value Tax-Exempt Composite differs from its benchmark, the Russell 2000® Value Index, with fewer holdings
concentrated in fewer sectors. The Ariel Small/Mid Cap Value Composite seeks long-term capital appreciation by investing in
small and mid cap undervalued companies that show strong potential for growth. The Ariel Small/Mid Composite differs from
its benchmark, the Russell 2500™ Value Index, with fewer holdings concentrated in fewer sectors. The Ariel Mid Cap Value
Composite seeks long-term capital appreciation by investing in mid cap, undervalued companies that show strong potential
for growth. The Ariel Mid Cap Value Composite differs from its benchmark, the Russell Midcap® Value Index, with fewer
holdings concentrated 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. Index returns reflect the reinvestment of income
and other earnings. Indexes are unmanaged, and investors cannot invest directly in an index. Index returns reflect the
reinvestment of income and other earnings.

Investors should consider carefully the investment objectives, risks, and charges and expenses before investing. For a
current prospectus or summary prospectus that contains this and other information about the funds offered by Ariel
Investment Trust, call us at 800-292-7435 or visit our website, arielinvestments.com. Please read the prospectus or
summary prospectus carefully before investing. Distributed by Ariel Distributors LLC, a wholly owned subsidiary of
Ariel Investments LLC. Ariel Distributors, LLC is a member of the Securities Investor Protection Corporation.
The characteristics of hedge funds differ in many ways from those of value investment vehicles, like Ariel’s products and
mutual funds. Hedge funds typically are illiquid, often use aggressive growth-oriented investment strategies, often invest in
private companies (non-public securities not listed on an exchange), have different fee structures from and that typically are
higher than other investment vehicles, are often more leveraged than, and may calculate performance data differently from,
value investment vehicles and are available only to eligible institutional investors or high-net worth individual investors. While
hedge fund risks are different from and considered to be higher than those of value investment vehicles, performance results
of hedge funds may involve greater risks of loss and greater potential for appreciation than value investment vehicles. A
growth investment strategy seeks stocks that are deemed to have superior growth potential. Growth stocks offer an
established track record and are perceived to be less risky than value stocks. A value investment strategy seeks undervalued
stocks that show a strong potential for growth. The intrinsic value of the stocks in which a value strategy invests may be based
on incorrect assumptions or estimations, may be affected by declining fundamentals or external forces, and may never be
recognized by the broader market.
The Russell 2000® Value Index measures the performance of the small-cap value segment of the U.S. equity universe. It
includes those Russell 2000 companies with lower price-to-book ratios and lower forecasted growth values. The Russell
2000® Index measures the performance of the small-cap segment of the U.S. equity universe. The Russell 2000 Index is a
subset of the Russell 3000® Index. It includes approximately 2,000 of the smallest securities based on a combination of their
market cap and current index membership. The Russell 2500™ Value Index measures the performance of the small to midcap value segment of the U.S. equity universe. It includes those Russell 2500 companies with lower price-to-book ratios and
lower forecasted growth values. The Russell 2500™ Index measures the performance of the small to mid-cap segment of the
U.S. equity universe, commonly referred to as “smid” cap. The Russell 2500 Index is a subset of the Russell 3000® Index. It
includes approximately 2,500 of the smallest securities based on a combination of their market cap and current index
membership. The Russell Midcap® Value Index measures the performance of the mid-cap value segment of the U.S. equity
universe. It includes those Russell Midcap Index companies with lower price-to-book ratios and lower forecasted growth
values. The Russell Midcap® Index measures the performance of the mid-cap segment of the U.S. equity universe. The
Russell Midcap Index is a subset of the Russell 1000® Index. It includes approximately 800 of the smallest securities based on
a combination of their market cap and current index membership. Frank Russell Company (“Russell”) is the source and owner
of the trademarks, service marks and copyrights related to the Russell Indexes. Russell® is a trademark of Frank Russell
Company. Neither Russell nor its licensors accept any liability for any errors or omissions in the Russell Indexes or underlying
data and no party may rely on any Russell Indexes and/or underlying data contained in this communication. No further
distribution of Russell data is permitted without Russell’s express written consent. Russell does not promote, sponsor or
endorse the content of this communication. The S&P 500® Index is the most widely accepted barometer of large cap U.S.
equities. It includes 500 leading companies.
The Vanguard 500 Index Admiral Fund offers exposure to 500 of the largest U.S. companies, which span many
different industries and account for about three-fourths of the U.S. stock market’s value. Average annual returns
include changes in share price and reinvestment of dividends and capital gains.

Memorandum
To:

Friends of Ariel Investments

From:

Charles K. Bobrinskoy, Portfolio Manager

Date:

April 25, 2017

Subject:

Ariel Focused Value Composite 1Q17 Performance Results

The Ariel Focused Value strategy followed a strong 2016 with a good first quarter in 2017. The Ariel Focused Value
Composite outperformed its primary benchmark as well as the broad market year-to-date with a return of +7.07% gross of
fees (+6.90% net of fees) compared to +3.27% for the Russell 1000 Value Index and +6.07% for the S&P 500 Index. We
are particularly encouraged that many of our largest positions provided much of our outperformance. To this point, this
quarter’s letter will be different from those of the last several years, which have focused on broad macroeconomic topics such
as inflation, “bond-substitute stocks” and risk aversion. Because our recent results have been driven by company specific
factors, we will devote a majority of the letter to the investment thesis around some of our largest holdings.
Much has been made in the financial press regarding the very high correlations between individual stocks over the past
several years. Generally, stocks have moved together at least within industry sectors. It has not made much difference which
specific stocks you owned so long as you owned the right kinds of stocks. What mattered was your exposure to specific
factors: value versus growth, or defensive versus cyclical. This environment has been a difficult one for our team at Ariel, who
consider ourselves stock-pickers. We are outspokenly dubious about any investor’s ability to accurately predict short-term
macro factors. And when these factors overwhelm company specific performance, our performance numbers can suffer.
During the first quarter of 2017, nine of the ten largest positions in the Ariel Focused Value Product outperformed our primary
benchmark, and eight out of ten outperformed the S&P 500 Index. More specifically, KKR & Co. L.P. (KKR) was our largest
position in the quarter. It was also our best-performing stock, returning +19.51% for the three months. KKR began the year
trading at $15.39, which represented more than a 40% discount to our estimate of its $26 private market value, and about
9X our estimate of its forward earnings. It is rare for a company of KKR’s quality to trade at such a large discount without
some clear short-term problem or clearly-identified bear case. Consistent with our desire to fight confirmation bias (the
tendency to seek evidence that supports one’s previously held position), we have spent a great deal of time over the last year
speaking with private equity participants and respected peers in search of a rationale for its seemingly low stock price. We
examined three explanations in detail. In the end, we found none of them compelling—and therefore we continue to believe
the stock is cheap.
Some say that KKR’s financial statements are too complex. Because the company’s leveraged buyout funds often own
controlling stakes in dozens of companies, these acquired companies are generally consolidated into KKR’s public filings.
These fillings show tens of billions of dollars in debt and one-time, non-cash charges resulting from takeover accounting.
Anyone familiar with the economic structure of a leveraged buyout (LBO) partnership, however, can easily see through these
accounting conventions and arrive at the value of KKR’s fees and carried interest (the so called “2 and 20”) that make LBO
investing such a profitable business. KKR breaks out its “economic net income” (essentially its stockholders’ share of its fees

and carried interest, plus changes in the fair value of the assets on its balance sheet). Yes, it takes some work to see how
much money KKR is making, but the analysis is possible.
Others believe the market and Ariel do not see eye-to-eye when estimating the value of KKR. First, KKR’s balance sheet holds
billions of dollars of investments. These mostly consist of three things: seed investments in its own funds, positions in
companies which its funds have taken public and various debt funds. Each quarter, KKR calculates the fair value of these
investments per share of stock (net of corporate debt). At year-end 2016, this value, according to KKR, was about $12 per
share, which approaches the $15 share price. As such, in our view, for the $15 stock price we were getting KKR’s $12 in
investments and paying only $3 for all of KKR’s future fees and carried interest. Mind you, we value the future fees and carried
interest as well, but at $14 per share, not at $3! Clearly, this discrepancy is quite large; one prominent explanation is that
some investors simply do not agree with the fair value “marks” that KKR has used to value its balance sheet. Admittedly, many
of these positions are complex and involve models of illiquid mortgage securities and loans. There is some risk KKR is
overvaluing these investments. In our conversations with company management, we have expressed our opinion that the
market is skeptical about the value of its balance sheet investments. We have further suggested that stockholder value would
be enhanced by a partial liquidation of these holdings with a subsequent return of capital to shareholder—either through
dividends or share repurchases. Management believes the value of the company’s balance sheet investments will prove out in
the long run and asks us to be patient. We are.
Finally, and perhaps most importantly, we hear KKR’s low stock price reflects its partnership structure as an LLC. This structure
prevents index funds, sector funds and ETFs from owning its shares. As money has flowed out of actively-managed mutual
funds and into index funds and ETFs, the former are forced to sell KKR, and the latter cannot buy it. So why does KKR employ
a corporate structure that prevents much of the growing passive investment universe from owning the stock? Because KKR’s
partnership structure avoids double taxation for its management founders, who still own a majority of the company’s shares.
We believe this third explanation, the inability of passive investors to own the stock, is the best explanation for why KKR
trades so far below our calculation of fair value.
KKR is a leader in a growing industry with a large economic moat1. We believe we have developed expertise in the alternative
asset management industry in having covered the sector for more than two decades. Normally, we do not require a visible
catalyst to close the discount between a company’s stock price and our calculation of its intrinsic value. Frankly, when a
catalyst is visible, it is rare that the discount will exist. But in this case, we do have a catalyst. KKR’s partnership structure is a
function of US corporate tax rates in excess of 36%. If marginal corporate rates fall to roughly 28%, it would be advantageous
for KKR to restructure as a C Corp. Such a move would likely ensure its addition to index funds, financial industry sector funds
and ETFs. There would be immediate demand for the shares, with no offsetting class of sellers. As a precedent, we would
note that Berkshire Hathaway Inc. (BRK.B) shares had substantial returns in 2010 when it was added to the S&P 500 Index.
Zimmer Biomet Holdings, Inc. (ZBH) was another large holding and strong contributor during the first three months of the
year. After its shares declined sharply last October, weaker third quarter margins in its recently acquired Biomet division caused
a scramble to meet demand, thereby increasing costs. The stock fell more than -17% in a week last fall—which we viewed as
an overreaction to a short-term problem, exactly the kind of opportunity we seek. In January, Zimmer indicated it had fixed its
supply problems and abated short-term margin pressures. The stock surged +18.56% in the first quarter.
A third contributor to performance was Barrick Gold Corp. (ABX), which jumped +19.02% in the quarter. Barrick benefited
from a combination of macro and company specific factors. Our oft-noted concerns about a return of inflation, or reflation,
became a general market concern during the quarter. Traditional inflation hedges such as gold and other metals performed
An economic moat is a perceived competitive advantage that acts as a barrier to entry for other companies in the same industry. This
perceived advantage cannot protect investors from the volatility associated with stocks, incorrect assumptions or estimations, declining
fundamentals or external forces.
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well. Barrick also benefited from a number of divestitures and new partnerships, which enabled the company to reduce debt.
We agree with the market that these were good moves.
Two energy exploration holdings drove the most negative impact on performance in the quarter. Apache Corp. (APA) dropped
-18.71% while Exxon Mobil Corp. (XOM) fell -8.30%. Both crude oil and natural gas prices declined over the three-month
period. Apache shares also retreated because early returns from the company’s new Alpine High fields have been modestly
disappointing.
A bittersweet series of events occurred in the first quarter as we sold all of our shares in Morgan Stanley (MS) on strength. We
have written repeatedly regarding our view that investment bank shares should not trade for less than the tangible book value
of its balance sheet. An investment bank’s assets consist overwhelmingly of liquid stocks and bonds, which are relatively easy
to value. So we have always believed buying an investment bank at 80% of tangible book is like paying 80 cents for a dollar
bill—and getting the bank’s M&A fees and asset management fees at no cost. Such a situation presented itself through much
of 2015 and 2016, with Morgan Stanley culminating in a price of $23 in June 2016 after the Brexit vote sent bank stocks
down sharply. In a very sharp reversal of market sentiment, November’s U.S. elections radically changed the market’s outlook
for investment banking. Last fall, investors became convinced that bank regulations would decline, taxes would be reduced
and interest rates would rise—all big positives for the industry. Morgan Stanley’s stock rose from $23 last June to $46 in midFebruary. As such, the company went from trading at a sharp discount to tangible book to a 40% premium in less than 9
months. At Ariel, paraphrasing Sir John Templeton, we like to say we buy when others are selling and sell when others are
buying. The market was definitely buying Morgan Stanley in the first quarter, so we sold our last shares at that $46 point. If
sentiment regarding Morgan Stanley changes again quickly, you should not be surprised to see this quality company return to
the portfolio. Market sentiment around investment banking seems a lot like the Chicago weather: the only thing you know for
sure is that it will change.
Portfolio Comings and Goings
We purchased two new positions in our focused value portfolio in the first quarter of the year, and we eliminated three
positions. We added First American Financial Corp. (FAF), a holding in other domestic products, which provides title insurance
and settlement services to the real estate and mortgage industries. We also initiated a position in Lazard Ltd. (LAZ), a global
financial services company that enjoys significant brand and franchise value in three practice areas: merger & acquisition
advisory services, restructuring advisory services and asset management. We sold our shares in Morgan Stanley as we
mentioned earlier, Tiffany & Co. (TIF) and Kennametal Inc. (KMT) to make room for new opportunities.
As always, we appreciate the opportunity to serve you and welcome any questions.
Note: Investing in equity stocks is risky and subject to the volatility of the markets. Investing in small- and mid-cap
companies is riskier and more 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. Current performance may be lower or higher than the
performance data quoted. Performance results are net of transaction costs and reflect the reinvestment of dividends
and other earnings. For the period ended 3/31/17, the performance (net of fees) of the Ariel Focused Value Composite
for the 1-, 3- and 5-year periods was +27.64%, +6.21% and +10.67%, respectively. For the period ended 3/31/17,
the performance of the Russell 1000 Value Index and the S&P 500 Index for the 1-, 3- and 5-year periods was
+19.22%, +8.67% and +13.13%, and +17.17%, +10.37% and +13.30%, respectively. 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.
This commentary candidly discusses a number of individual companies. These opinions are current as of the date of
this commentary but are subject to change. The information provided in this commentary does not provide information
reasonably sufficient upon which to base an investment decision and should not be considered a recommendation to
purchase or sell any particular security.
As of 3/31/17, the Ariel Focused Value representative portfolio held the following positions referenced: KKR & Co. L.P.
5.1%; Berkshire Hathaway Inc. 0.0%; Zimmer Biomet Holdings, Inc. 4.5%; Barrick Gold Corp. 4.2%; Apache Corp.
2.3%; Exxon Mobil Corp. 3.6%; Morgan Stanley 0.0%; First American Financial Corp. 1.3%; Lazard Ltd. 2.0%; Tiffany
& Co. 0.0%; and Kennametal Inc. 0.0%. Portfolio holdings are subject to change. The performance of any single
portfolio holding is no indication of the performance of other portfolio holdings of the Ariel Focused Value portfolio.
Ariel Investments, LLC (“Ariel”), a Delaware limited liability company, is a federally registered investment adviser
regulated by the U.S. Securities and Exchange Commission. Ariel is a money management firm headquartered in
Chicago, Illinois, and has offices in New York, and Sydney. Ariel offers investment strategies that seek long-term
capital appreciation by investing primarily in equity securities. Ariel utilizes a bottom-up, fundamental analysis to select
quality company stocks. Taking a long-term view and applying independent thinking to investment decisions, Ariel
spans the market cap spectrum from micro to large and covers the globe with international and global offerings. The
Ariel Focused Value Composite seeks long-term capital appreciation by investing primarily in equity securities of
companies of any size in order to provide investors access to superior opportunities in companies of all market
capitalizations. The Ariel Focused Value Composite differs from its benchmark, the Russell 1000® Value Index, with
dramatically fewer holdings concentrated in fewer sectors. 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 of the U.S. equity universe.
It includes those Russell 1000 companies with lower price-to-book ratios and lower expected growth values. 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.

Deep Value

Memorandum
To:

Friends of Ariel Investments

From:

David M. Maley, Lead Portfolio Manager

Date:

April 20, 2017

Subject:

Ariel Micro-Cap Value and Small Cap Deep Value Composites 1Q17 Performance Results

Ariel Micro-Cap Value Composite Results Ended March 31, 2017
1Q17

1 Year

3 Years

5 Years

10 Years

Since 7/31/02
Inception

Gross of Fees

+2.95%

+18.08%

-7.73%

+3.93%

+6.55%

+8.98%

Net of Fees

+2.63%

+16.63%

-8.86%

+2.64%

+5.17%

+6.80%

Russell Microcap Value Index

-1.02%

+33.27%

+7.02%

+13.55%

+5.03%

+9.88%

Russell Microcap Index
S&P 500 Index

+0.38%

+27.77%

+4.86%

+12.43%

+5.42%

+9.58%

+6.07%

+17.17%

+10.37%

+13.30%

+7.51%

+8.92%

Ariel Small Cap Deep Value Composite Results Ended March 31, 2017
Since 10/31/13
1Q17
1 Year
3 Years
Inception
Gross of Fees

+2.16%

+23.48%

-3.99%

-2.10%

Net of Fees

+1.91%

+22.26%

-4.94%

-3.07%

Russell 2000 Value Index

-0.13%

+29.37%

+7.62%

+9.02%

Russell 2000 Index
S&P 500 Index

+2.47%

+26.22%

+7.22%

+8.51%

+6.07%

+17.17%

+10.37%

+11.40%

Our deep value strategies had a terrific month of March, each outperforming its primary benchmark by roughly six
percentage points, leading to a first quarter of positive absolute returns and solid outperformance. Small stocks, which
had led the markets higher since the November election, were generally softer late in the quarter as expectations for
rapid tax and regulatory cuts diminished.

We benefited in recent weeks from the partial unwinding of the “Trump Trade,” which had led to underperformance
late in 2016. While the lack of banks in our portfolios hurt our relative performance in the fourth quarter of 2016, it
has helped recently. In March:
o Ariel Micro-Cap Value Composite (Gross of fees)
+6.16%
o Ariel Small Cap Deep Value Composite (Gross of fees) +5.18%
o Russell Microcap Value Index (bank heavy)
+0.35%
o Russell 2000 Value Index (bank heavy)
-0.85%
o S&P Regional Banking ETF (KRE)
-4.64%
We believe our portfolios remain very attractive on an absolute basis, with discounts to estimated fair value of more than 36%
(micro-cap value) and 32% (small cap deep value). More notably, they continue to be near historical lows on a relative basis
using price to asset value for the portfolios versus their benchmarks.
Soft Opening for Ariel Micro-Cap Value
Decades of investing in smaller company stocks have taught us the importance of a disciplined approach to managing
capacity. It is through this well-worn lens that we have decided to make a limited amount of capacity—no more than $100
million—available to investors in our Micro-Cap Value strategy. We will be the first to acknowledge our kind of low
price/book, cash rich micro-cap stocks have been challenged in recent years—and as a result, our performance has been
disappointing. The environment has been tough, and we have also made some mistakes. That said, given our experience and
long history, we are as committed to deep value investing as ever and strongly believe our portfolios are well-positioned for
the future. Not to mention, a number of clients have asked us to consider allowing additional contributions so that they might
have the opportunity to buy micro-cap shares at depressed levels. Some have also expressed their need to add to their
accounts in order to right-size their allocation. Although we have received these requests for some time now, we did not want
to open until we felt it advisable to take on new dollars. With some client departures as well as a meaningful number of
investment opportunities at hand, we are confident there is ample liquidity to invest additional assets at today’s attractive
valuations. As such, we wished to share this opportunity with you, our clients, first.
Illiquidity and Small Stocks – Enemy or Friend?
Conventional wisdom assumes the low level of daily trading volume in small and particularly micro-cap stocks is synonymous
with risk and therefore inspires fear. Certainly, when an investor must trade quickly, price dislocation can occur—although we
argue most observers vastly overstate even that risk. For those with a long-term horizon, however, we think illiquidity is one of
the investor’s best friends, providing opportunity in ways most others ignore.
In our view, illiquidity is often a good proxy for value. Underpriced stocks, especially at the smallest end of the public market,
tend to be underfollowed, undiscovered and misunderstood. Therefore they often have little support from Wall Street analysts
and trading desks. Both institutions and individual investors shun them, which is why they trade infrequently. On the other
hand, there are those shares which have caught the attention of traders and investors. They are more likely to have high
expectations built into their prices. Our philosophy holds that stocks with recent high trading volumes are the most likely to be
overvalued, and therefore have the highest risk.
We are not alone in this viewpoint. Legendary academician and investor Roger Ibbotson has produced data supporting this
perspective. He has shown that illiquid stocks outperform liquid stocks across all market cap ranges. He believes investors
avoid thinly traded stocks, thereby creating bargains. Over long periods of time, these bargain prices produce excess returns.
In micro-caps, Ibbotson’s data shows the most thinly traded stocks outperform the more liquid stocks by 16 percentage points

per year.1 Not just a theoretician, Ibbotson founded Zebra Capital Management, which manages long/short money using this
illiquid versus liquid approach.
“Active management requires active trading”
o Cheryl Cargie, Ariel Investments Head Trader
As contrarian value investors, we tend to buy stocks on weakness and sell on strength, meaning that we tend to be providers
of liquidity who benefit from others’ desire to trade. At times, however, we will want or need to trade. Are we able to transact
in a cost effective manner when we want to buy or sell a given stock, or especially when we have client inflows and outflows
and need to trade across the portfolio?
Headed by Cheryl Cargie, an award-winning trader2 with nearly 30 years of small-cap trading experience, Ariel’s trading desk
employs what is known as “high-touch” trading. Unlike “low-touch” strategies reliant on computer algorithms,3 we very
selectively choose brokers to make inquiries to large institutional investors to find natural order flow. Our experience is that
doing so leads to less market impact. Here we should note that the key factor misunderstood by most observers is that a lack
of volume on the “tape” does not mean there is no liquidity. We often trade very large blocks of our holdings representing
weeks or months of recent average daily trading volume at attractive prices.
In summary, we believe the illiquidity in our world of very small stocks is perhaps our best friend. When it creates a challenge,
our trading team is adept at minimizing the impact. And the vast majority of the time, illiquidity provides long-term
opportunity.
Winners and Losers
Kindred Biosciences, Inc. (KIN) was the top contributor during the quarter in both the micro-cap and small cap deep value
portfolios, as it gained +65.88% in anticipation of the likely 2017 launches of two veterinary drugs. GSI Technology Inc.
(GSIT), a late 2016 purchase, rose +40.32% in both portfolios as well, while Rubicon Technology, Inc. (RBCN) returned
+38.83% in the micro-cap value portfolio and long-time holding PCTEL, Inc. (PCTI) returned +33.52% in our small cap deep
value portfolio (also held in our micro-cap portfolio).
On the downside, Rentech, Inc. (RTK) lost -76.37% prior to our sale in our micro-cap value portfolio and Strattec Security Corp.
(STRT) lost -30.70% in our small cap deep value portfolio. GlassBridge Enterprises Inc. (GLA), formerly Imation Corp. fell
-41.22%, and Team, Inc. (TISI) dropped -31.08% in both portfolios.
Portfolio Comings and Goings
There were three deletions from our micro-cap value portfolio during the quarter. Crown Crafts, Inc. (CRWS) was sold as we
believe the discount to fair value had narrowed. We exited our positions in Qumu Corp. (QUMU) and Rentech due to rising
concerns about their long-term viability. In our small cap deep value portfolio, we sold out of our position in ArcBest Corp.
(ARCB), as we believe the stock’s strong move over the past year brought it near fair value. We also exited our position in
Superior Industries Intl, Inc. (SUP), shortly after it announced its plan to acquire Uniwheels AG, a European wheel
Roger G. Ibbotson and Daniel Y.-J. Kim, “Liquidity as an Investment Style: 2017 Update,” Zebra Capital Management,
January 27, 2017, http://www.zebracapm.com/research.php.
2
In 2013, Cheryl was honored with The Lifetime Achievement Award from the Securities Traders’ Association of Chicago
(STAC), where she also served as a past president. In 2015, Traders Magazine also recognized her industry experience and
commitment to excellence with The Lifetime Achievement Award.
3
In larger capitalization stocks, algorithms such as percent of daily volume, slicing for volume weighted average price (VWAP)
and others can be effective trading methods. In small- and micro-cap trading, however, these lead to what we refer to as
leakage.
1

manufacturer. While the market responded positively to the deal given its strategic benefits, we are uncomfortable with the
significant debt load Superior will take on to acquire the larger company.
We added one new name to both portfolios:
 Safeguard Scientifics Inc. (SFE) – Safeguard Scientifics invests in a portfolio of equity securities in technology-driven
private companies in healthcare, financial services and digital media. We believe this is an overlooked and mispriced
asset, as official book value dramatically understates the true value of its holdings due to the accounting
methodology. Under the leadership of Stephen Zarrilli, we expect Safeguard to begin to monetize its holdings on a
regular basis, which should lead to increased visibility and ultimate share price appreciation.
As always, we appreciate your interest and welcome any questions.
----Note: Investing in micro-cap and small cap companies is riskier and more 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. Results are preliminary. Current performance may be lower or
higher than the performance data quoted. Performance results are net of transaction costs and reflect the reinvestment
of dividends and other earnings. Returns greater than one year are annualized.
For the period ended 3/31/17, the performance (net of fees) of the Ariel Micro-Cap Value Composite for the 1-, 3- and 5-year
periods was +16.63%, -8.86% and +2.64%, respectively. For the period ended 3/31/17, the performance of the Russell
Microcap Value Index, the Russell Microcap Index and the S&P 500 Index for the 1-, 3- and 5-year periods was
+33.27%, +7.02% and +13.55%; +27.77%, +4.86% and +12.43%; and +17.17%, +10.37% and +13.30%,
respectively. Net returns of the Ariel Micro-Cap Value Composite beginning May 2009 reflect the deduction of the
advisory fee, which is currently 1.25% per annum. 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.
Performance of the Ariel Micro-Cap Value Composite has been reduced by the amount of the highest fee charged to any client
in the Composite during the performance period. Actual fees may vary depending on, among other things, the applicable fee
schedule and portfolio size. Fee information is available upon request and may also be found in Ariel Investments LLC’s Form
ADV, Part 2. Returns are expressed in U.S. dollars.
For the period ended 3/31/17, the performance (net of fees) of the Ariel Small Cap Deep Value Composite for the 1-, 3-year
and since inception periods was +22.26%, -4.94% and -3.07%. The Ariel Small Cap Deep Value Composite has an inception
date of October 31, 2013, and does not yet have performance for the 5-year period. For the period ended 3/31/17, the
performance of the Russell 2000 Value Index, the Russell 2000 Index and the S&P 500 Index for the 1-, 3-year and since
inception periods was +29.37%, +7.62% and +9.02%; +26.22%,+7.22% and +8.51%; and +17.17%, +10.37%
and +11.40%, respectively. Net returns reflect the deduction of the maximum advisory fee in effect for the respective 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.
This commentary candidly discusses a number of individual companies. These opinions are current as of the date of this
commentary but are subject to change. The information provided in this commentary does not provide information reasonably
sufficient upon which to base an investment decision and should not be considered a recommendation to purchase or sell any
particular security.

As of 3/31/17, the Ariel Micro-Cap Value Composite held the following positions referenced: Kindred Biosciences, Inc. 3.4%;
GSI Technology Inc. 1.9%; Rubicon Technology, Inc. 0.7%; PCTEL, Inc. 3.7%; Rentech, Inc. 0.0%; Strattec Security Corp.
0.0%; GlassBridge Enterprises Inc. 0.6%; Team, Inc. 0.9%; Crown Crafts, Inc. 0.0%; Qumu Corp. 0.0%; ArcBest Corp. 0.0%;.
Superior Industries Intl, Inc. 0.0%; and Safeguard Scientifics Inc. 1.2%. As of 3/31/17, the Ariel Small Cap Deep Value
Composite held the following positions referenced: Kindred Biosciences, Inc. 3.8%; GSI Technology Inc. 1.9%; Rubicon
Technology, Inc. 0.0%; PCTEL, Inc. 2.9%; Rentech, Inc. 0.0%; Strattec Security Corp. 1.3%; GlassBridge Enterprises Inc. 0.6%;
Team, Inc. 2.6%; Crown Crafts, Inc. 0.0%; Qumu Corp. 0.0%; ArcBest Corp. 0.0%;. Superior Industries Intl, Inc. 0.0%; and
Safeguard Scientifics Inc. 1.3%. 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.
Ariel Investments, LLC (“Ariel”), a Delaware limited liability company, is a federally registered investment adviser regulated by
the U.S. Securities and Exchange Commission. Ariel is a money management firm headquartered in Chicago, Illinois, and has
offices in New York, New York, and Sydney, NSW, Australia. Ariel offers investment strategies that seek long-term capital
appreciation by investing primarily in equity securities. Ariel utilizes a bottom-up, fundamental analysis to select quality
company stocks. Taking a long-term view and applying independent thinking to investment decisions, Ariel spans the market
cap spectrum from micro to large and covers the globe with international and global offerings. The Ariel Small Cap Deep
Value Composite and Micro-Cap Value Composite seek long-term capital appreciation by investing in small companies and
micro-cap companies, respectively, that are selling at deep discounts to their intrinsic value. The Ariel Small Cap Deep Value
Composite differs from its benchmark, the Russell 2000® Value Index, with fewer holdings concentrated in fewer sectors. The
Ariel Micro-Cap Value Composite differs from its benchmark, the Russell Microcap Value Index, with fewer holdings
concentrated in fewer sectors. Index returns reflect the reinvestment of income and other earnings. Indexes are unmanaged,
and investors cannot invest directly in an index.
The Russell Microcap® Value Index measures the performance of the microcap value segment of the U.S. equity market. It
includes those Russell Microcap Index companies that are considered more value oriented, relative to the overall market. The
Russell Microcap® Index measures the performance of the microcap segment of the U.S. equity market. It includes 1,000 of
the smallest securities in the small-cap Russell 2000® Index based on a combination of their market cap and current index
membership. The Russell 2000® Value Index measures the performance of the small-cap value segment of the U. S. equity
universe. It includes those Russell 2000 companies with lower price-to-book ratios and lower forecasted growth values. The
Russell 2000® Index measures the performance of the small-cap segment of the U.S. equity universe. The Russell 2000 Index
is a subset of the Russell 3000® Index. It includes approximately 2,000 of the smallest securities based on a combination of
their market cap and current index membership. Frank Russell Company (“Russell”) is the source and owner of the trademarks,
service marks and copyrights related to the Russell Indexes. Russell® is a trademark of Frank Russell Company. Neither Russell
nor its licensors accept any liability for any errors or omissions in the Russell Indexes or underlying data and no party may rely
on any Russell Indexes and/or underlying data contained in this communication. No further distribution of Russell data is
permitted without Russell’s express written consent. Russell does not promote, sponsor or endorse the content of this
communication. The S&P 500® Index is the most widely accepted barometer of large cap U.S. equities. It includes 500 leading
companies. The return shown for the SPDR® S&P® Regional Banking ETF is net of fees and expenses. The SPDR S&P
Regional Banking ETF seeks to provide investment results that, before fees and expenses, correspond generally to the total
return performance of the S&P® Regional Banks Select Industry Index. The S&P Regional Banks Select Industry Index is a
modified equal-weighted index that seeks to reflect the performance of publicly traded companies that do business as regional
banks or thrifts. The Regional Banking Index is currently comprised of common stocks of leading regional banks or thrifts listed
on the NYSE or another U.S. national securities exchange, or NASDAQ®/NMS.

Global

Memorandum
To:

Friends of Ariel Investments

From:

Rupal J. Bhansali, Portfolio Manager

Date:

April 25, 2017

Subject:

Ariel International and Ariel Global Composites 1Q17 Results

As 2017 begins, the low-quality rally that began roughly a year ago outside the United States is still with us, like
unwanted house guests that have overstayed their welcome. As we would expect during a bull market built on
inflated sentiment, our portfolios have lagged over the past year. The good news, however, is they performed well
this quarter. More specifically, for the first three months of 2017, the Ariel International (DM) Composite surged
+7.54% gross of fees (+7.33% net of fees), just beating the MSCI EAFE Index’s +7.25% gain. For the same period,
the Ariel International (DM/EM) Composite gained +7.48% gross of fees (+7.26% net of fees), a bit behind the
+7.86% return of the MSCI ACWI ex-USA Index. Finally, the Ariel Global Composite returned +5.90% gross of fees
(+5.69% net of fees), trailing the +6.91% rise of the MSCI ACWI Index. Given our enduring and strong preference
for high-quality companies, we are quite satisfied with these results in light of the widespread ebullience.
We can easily illustrate just how strong a force the low-quality segment of the international market has been. From
April 1, 2016 through March 31, 2017, the MSCI ACWI Index, the best proxy for the global stock market, has surged
+15.04%. Meanwhile, the proprietary MSCI ACWI Quality Index has gained +12.47%, a -2.57% shortfall. In other
words, when lower-quality names are included, the benchmark is up 20% more. A look at more developed, non-U.S.
markets shows an even more pronounced difference. The MSCI EAFE Quality Index has gained +6.37% over the
same period, while the MSCI EAFE Index has jumped +11.67%, a more than 500 basis point difference, which is a
huge gap.
The historical foundation for this rally is clear—if problematic. The non-U.S. markets represented by the MSCI ACWI
ex-USA Index lost -14.41% on gloomy sentiment from July 1, 2014 to March 31, 2016. At that point, the investing
crowd became more optimistic, reasoning that global growth would accelerate. Conventional wisdom said companies
that had taken on debt to fuel growth would do well. We should note our disagreement on this point: we believe the
debts many companies are carrying have significant refinancing risk ahead.
Then, following the U.S. presidential election, global investors began to expect reflation—inflation returning to a more
typical level—and also government stimulus. This assumption quickly bled over into international markets. As a result,
over the past six months, cyclical areas such as banks and basic resources performed better than more steady
segments such as health care and telecommunications. We tend to prefer evergreen companies rather than high procyclical ones. As such, we tend to avoid plain-vanilla banks and most resources companies but often own solid health
care franchises and well-run telecommunication companies. As such, our recent underperformance lately has been
predictable.
Some might wonder whether a skilled manager should buy low-quality stocks when they look cheap and sell them off
once they become expensive. First and foremost, buying and later dumping low-quality fare amounts to market-

timing, which we think is nearly impossible to do effectively. In our view, buying junk stocks is more speculation than
investing, and is ultimately a recipe for losing money rather than making it.
When we say low-quality companies are destructive, we are not speaking in metaphors: low-quality firms actually
destroy capital, whereas high-quality companies grow it. For instance, in constructing its index, MSCI defines quality
companies as those with “high ROE, stable earnings that are uncorrelated with the broad business cycle, and strong
balance sheets with low financial leverage.” In three traits, MSCI has defined a solid, responsible, attractive company.
The polar opposite of such an enterprise has low returns on equity, volatile earnings that soar in booms and dive in
recessions, and shaky balance sheets, with margins fueled by immense financial leverage. This type of corporate
contraption may fabricate profits in an economic expansion but is doomed when the economy falters. Indeed, it really
only takes one key weakness—low economic returns, elevated cyclicality or heavy debt—to spiral out of control fast.
Few will actually admit to loving such questionable enterprises; indeed most will say they prefer high-quality
companies. Some think all blue chip stocks or well-known brands constitute quality stocks. We disagree. We
consistently emphasize the past does not necessarily reflect the future. Companies can easily rise to household-name
status through a high-quality business and then degrade quickly. The most obvious example of this phenomenon in
recent years is Sony. Buying a share in a company today simply represents owning a portion of that company’s
success or failure in the future. We value the forward-looking sustainability of a company’s competitive advantages in
the underlying business, because it serves as the best proxy of future prospects. As such, we believe franchise quality
matters most in assessing quality. A franchise’s strength manifests itself via durable advantages in the business model,
meaning its normalized return on invested capital (ROIC) exceeds its weighted average cost of capital (WACC). While
the idea may sound complex, it is actually pretty straightforward: when a solid company invests in its own business, it
tends to make more than it spends.
The nearly inevitable question becomes: what do we, as high-quality managers, do differently in a low-quality rally
such as this one? The simple answer is: we do not change anything we do. That is, we continue to purchase stocks
when the risk/reward tradeoffs are compelling and sell when they are not. Certainly the valuation of a stock is the top
layer of that balance between reward and risk, but the business is its foundation: the financial fundamentals must be
sturdy and promising in order for us to be interested in the company in the first place. We do not lower our standards
in order to buy junk that is skyrocketing, nor do we raise our estimates of a good company’s value just because the
market has become ebullient. We also do not change our own assessments of growth. Most of all, we do not allow
ourselves to become impatient with our sound investment strategy just because its results underperform a benchmark
in the short term or even lose ground on an absolute basis. We remain rigorously rational in assessing value, keenly
focused on the future and dedicated to our long-term philosophy rather than distracted by short-term returns.
As always, we appreciate the opportunity to serve you and welcome any questions.
Note: 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 portfolio invests may never be recognized by the broader market.
Past performance does not guarantee future results. Results may be preliminary. Performance results are net of
transaction costs and reflect the reinvestment of dividends and other earnings. For the period ended 3/31/17, the
performance (net of fees) of the Ariel International (DM) Composite for the 1-, 3-, and 5-year periods was +5.45%,
+2.05% and +6.34%, respectively. For the period ended 3/31/17, the performance of the MSCI EAFE Index for the

1-, 3-, and 5-year periods was +11.67%, +0.50% and +5.83%, respectively. For the period ended 3/31/17, the
performance (net of fees) of the Ariel International (DM/EM) Composite for the 1-, 3-, and 5-year periods was
+5.96%, +2.31% and +6.31%, respectively. For the period ended 3/31/17, the performance of the MSCI ACWI exUS Index for the 1-, 3-, and 5-year periods was +13.13%, +0.56% and +4.36%, respectively. For the period ended
3/31/17, the performance (net of fees) of the Ariel Global Composite for the 1-, 3-, and 5-year periods was +9.12%,
+5.26% and +9.15%, respectively. For the period ended 3/31/17, the performance of the MSCI ACWI Index for the
1-, 3-, and 5-year periods was +15.04%, +5.08% and +8.37%, respectively. Performance of the Composites 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. Returns greater than one year are annualized. Current performance may be lower or higher
than the performance data quoted.
This commentary candidly discusses a number of individual companies. These opinions are current as of the date of
this commentary but are subject to change. The information provided in this commentary does not provide information
reasonably sufficient upon which to base an investment decision and should not be considered a recommendation to
purchase or sell any particular security.
As of 3/31/17, the Ariel International (DM) representative portfolio held the following positions referenced: Sony Corp.
0.0%. As of 3/31/17, the Ariel International (DM/EM) representative portfolio held the following positions referenced:
Sony Corp. 0.0%. As of 3/31/17, the Ariel Global representative portfolio held the following positions referenced: Sony
Corp. 0.0%. Portfolio holdings are subject to change. The performance of any single portfolio holding is no indication
of the performance of other portfolio holdings of the Ariel International (DM) Composite, the Ariel International
(DM/EM) Composite or the Ariel Global Composite.
Ariel Investments, LLC (“Ariel”), a Delaware limited liability company, is a federally registered investment adviser
regulated by the U.S. Securities and Exchange Commission. Ariel is a money management firm headquartered in
Chicago, Illinois, and has offices in New York, New York, and Sydney, NSW, Australia. Ariel offers investment
strategies that seek long-term capital appreciation by investing primarily in equity securities. Ariel utilizes a bottom-up,
fundamental analysis to select quality company stocks. Taking a long-term view and applying independent thinking to
investment decisions, Ariel spans the market cap spectrum from micro to large and covers the globe with international
and global offerings. The Ariel International (DM) strategy seeks long-term capital appreciation as a primary objective.
The strategy’s secondary objective is to seek long-term capital preservation, generate attractive absolute and riskadjusted returns, and to attain higher relative returns compared to its benchmark over a full market cycle. The strategy
invests primarily in equity securities of foreign (non-U.S.) issuers in developed international markets. 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) strategy seeks long-term
capital appreciation as a primary objective. The strategy’s secondary objective is to seek long-term capital
preservation, generate attractive absolute and risk-adjusted returns, and to attain higher relative returns compared to
its benchmark over a full market cycle. The strategy invests primarily in equity securities of foreign (non-U.S.) issuers in
developed or emerging markets. The Ariel International (DM/EM) Composite differs from its benchmark, the MSCI
ACWI (All Country World Index) ex-US Index, 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 strategy seeks long-term
capital appreciation as a primary objective. The strategy’s secondary objective is to seek long-term capital
preservation, generate attractive absolute and risk-adjusted returns, and to attain higher relative returns compared to
its benchmark over a full market cycle. The strategy invests primarily in equity securities of both U.S. and foreign (nonU.S.) issuers, including issuers in developed or emerging markets. The Ariel Global Composite differs from its
benchmark, the MSCI ACWI (All Country World Index) Index, because the Composite has fewer holdings than the

benchmark. Index returns reflect the reinvestment of income and other earnings. Indexes are unmanaged, and
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 EAFE 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. The MSCI ACWI (All Country World Index) ex-US Index is an unmanaged, marketweighted index of global developed and emerging markets, excluding the United States. The MSCI ACWI ex-US 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 ACWI (All Country World Index) Index is an unmanaged, market weighted index of global developed and
emerging markets. The MSCI ACWI 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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Slow and steady wins the race.

