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impacted by weather-related damage to its Quebec facility, the
Digital Media business surprised to the upside, with an
acceleration of high margin recurring revenue growth on
significantly lower operating costs. BTN also announced plans
to double the size of its static taxi-top display fleet in New York
City signaling a significant increase in demand by advertisers
for digital signage, sending BTN shares higher on the news.

Confronted by weaker economic data, trade uncertainty
and rising concerns about the potential for a broad
slowdown in the global economy, central banks came to
the rescue in the second quarter by signaling further
monetary stimulus in the months ahead. This development
helped propel large cap stocks to record highs, while
smaller company issues lagged behind. Meanwhile,
earnings growth abroad continues to be challenged by
uncertainties surrounding Brexit, political risks and cooling
economic momentum. For the quarter, the Ariel Small Cap
Deep Value Composite rose +1.56% gross of fees
(+1.31% net of fees), relatively in-line with the +1.38%
return posted by the Russell 2000 Value Index, but lagging
the Russell 2000 Index’s +2.10% gain.

Producer of energy efficient lighting, Orion Energy Systems, Inc.
(OESX) also outperformed, advancing+235.40% on an
earnings beat and fiscal 2020 guidance that exceeded
expectations. Given the recently announced commitment from a
major national account customer and targeted growth
expectations for energy service companies and agent driven
distribution channels, we believe Fiscal 2020 will be the year
that revenue growth and associated operating leverage yields a
positive re-rating of the stock.

Several stocks in the portfolio had strong returns in the
quarter. Leading developer and manufacturer of aerogel
insulation, Aspen Aerogels Inc. (ASPN) jumped
+179.61%. Strong demand in the U.S. and European
markets, as well as a high volume of subsea project work
drove revenue higher, while Adjusted EBITDA declined
slightly year-over-year due to an increase in raw material
costs. Management projects robust revenue growth and
profit improvement for the remainder of the year, as its
2019 price increase is expected to mitigate the impact of
material cost increases in the next fiscal quarter. ASPN also
made progress toward their annual and long term
objectives in the quarter. The company was awarded a
new contract to supply CryogelZ, a cold insulation product
to a terminal project in Thailand; won patent lawsuits in
Germany against two Chinese infringers; reported solid
advances to leverage the aerogel technology in the battery
materials market; expanded the scope of a strategic
partnership while securing a prepayment for service; and
strengthened its financial position by extending ASPN’s
credit facility through 2020.

Alternatively, several positions underperformed in the quarter.
The digital entertainment business RealNetworks, Inc. (RNWK)
declined -38.91% following a disappointing earnings
announcement, largely driven by weaker than expected
performance in their high margin legacy China RealMedia
variable bitrate product. However, this result did not impact the
next generation coding format, which continues to gain traction
in the territory. Moreover, RNWK’s new majority stake in
Napster has added significant scale and top line revenue to the
business, as the company continues to make progress
commercializing key growth initiatives, including its world class
facial recognition platform SAFR, the anti-spam and
classification platform Kontxt, and free-to-play mobile games.
Precision optical specialist, Perceptron, Inc. (PRCP) also
weighed on performance, falling -40.67% in the quarter, on
weaker than expected earnings results driven by lower short
term demand in the Americas region, moderating global
growth and foreign currency headwinds. In response to this
challenging environment, PRCP announced a plan to reduce
fixed and variable costs. In addition, the Company’s Board of
Directors formed a Strategic Planning Committee to assist in
identifying and evaluating new business development
opportunities. We believe these changes will right size the

Another top contributor, Ballantyne Strong, Inc. (BTN), a
holding company that operates through two primary
segments: Cinema and Digital Media, increased +84.57%
in the quarter. Although the Cinema business was
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business as well as improve profitability and cash flow
while the company continues to execute on its long term
growth initiatives.
Lastly, producer and supplier of sand, U.S. Silica Holdings,
Inc. (SLCA) traded -25.87% lower in the quarter. We view
this overall price decline to run counter to the company’s
strong business fundamentals. Specifically, SLCA delivered
another solid earnings report highlighted by record results
from the Sandbox Logistics unit; a strong quarter from the
Industrial business; and better than expected results from
the Oil and Gas business due to a resurgence in both
volumes and pricing for Northern White sand. Moreover,
management believes this momentum will continue. Key
components of our investment thesis are the less volatile
Industrial segment business unit and the positioning of
SLCA’s Sandbox Logistics business. Given current trends
and management’s bullish outlook in these areas, we
continue to believe the company remains well positioned
from a risk/reward standpoint.
We initiated a position in two names in the quarter. We
purchased digital video streaming service, Gaia, Inc.(GAIA),
which is now an Ariel holding for the third time, as growth
investors sold the stock to an attractive valuation following
an announcement to focus on profitability; and Enzo
Biochem, Inc. (ENZ), a diagnostic laboratory company with
significant cash and valuable intellectual property, which
we believe the market has overlooked. We also sold out of
Atlas Financial Holdings, Inc. (AFH) during the period to
pursue more compelling opportunities.
We remain cautiously optimistic that slowing yet steady
U.S. economic and corporate earnings growth will
continue to generate positive returns for quality companies
with strong balance sheets in this late-cycle environment.
That said, short-term corrections and market volatility are
expected in the near-term—be it from profit taking,
corporate earnings swings, elevated corporate debt
leverage, trade policy or geopolitical factors. And while
meaningful to current market sentiment and conversation,
we view these uncertainties and risks as short-term noise
within the context of our long-term investment horizon.
Investing in micro- and small-cap companies is more risky
and volatile than investing in large companies. The
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intrinsic value of the stocks in which the portfolio invests may
never be recognized by the broader market.
Past performance does not guarantee future results.
Performance results are net of transaction costs and reflect the
reinvestment of dividends and other earnings. For the period
ended 06/30/2019, the performance (net of fees) for the Ariel
Small Cap Deep Value Composite for the 1-, 3-, and 5-year
periods was -14.83%, +5.33%, and -3.32%, respectively. For
the period ended 06/30/2019, the performance of the Russell
2000 Value Index and the Russell 2000 Index for the 1-, 3-,
and 5-year periods was -6.24%, +9.81%, and +5.39%,
and -3.31%, +12.30%, and +7.06%, respectively.
Performance of the Ariel Small Cap Deep Value Composite has
been reduced by the amount of the highest fee charged to any
client in the Composite during the performance period. Actual
fees may vary depending on, among other things, the
applicable fee schedule and portfolio size. A complete fee
schedule is available upon request and may also be found in
Ariel Investments LLC’s Form ADV, Part 2. Returns are
expressed in U.S. dollars. Current performance may be lower or
higher than the performance data quoted. The Ariel Small Cap
Deep Value Composite differs from its primary benchmark in
that it has fewer holdings concentrated in fewer sectors.
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 06/30/2019, Aspen Aerogels, Inc. constituted 1.80% of
the Ariel Small Cap Deep Value Composite (representative
portfolio); Ballantyne Strong, Inc. 3.1%; Orion Energy Systems,
Inc. 1.6%; RealNetworks, Inc. 3.3%; Perceptron, Inc. 1.8%;
U.S. Silica Holdings, Inc. 5.0%; Enzo Biochem, Inc. 0.4%; and
Gaia, Inc. 1.2%. 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 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 2000® Value Index measures
the performance of the small-cap value segment (companies
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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. Frank
Russell Company (“Russell”) is the source and owner of the
trademarks, service marks and copyrights related to the
Russell Indexes. Russell® is a trademark of Frank Russell
Company. Neither Russell nor its licensors accept any
liability for any errors or omissions in the Russell Indexes or
underlying data and no party may rely on any Russell
Indexes and/or underlying data contained in this
communication. No further distribution of Russell data is
permitted without Russell’s express written consent.
Russell does not promote, sponsor or endorse the content
of this communication.
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