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

Annualized
4Q20

1 Year

3 Years

5 Years

10 Years

Gross of Fees

38.51%

19.74%

9.74%

12.93%

10.22%

Since Inception
12.87%

Net of Fees

38.17%

18.55%

8.66%

11.81%

9.13%

11.75%

Russell 2000® Value Index

33.36%

4.63%

3.72%

9.65%

8.66%

10.39%

Russell 2000® Index

31.37%

19.96%

10.25%

13.26%

11.20%

9.54%

S&P 500® Index

12.15%

18.40%

14.18%

15.22%

13.88%

11.36%

ARIEL SMALL CAP VALUE CONCENTRATED COMPOSITE PERFORMANCE
As of December 31, 2020
Inception date: April 30, 2020

Annualized
4Q20

Since Inception

Gross of Fees

35.59%

54.39%

Net of Fees

35.25%

53.36%

Russell 2000® Value Index

33.36%

44.77%

Russell 2000® Index

31.37%

52.01%

S&P 500® Index

12.15%

30.53%

ARIEL SMALL/MID CAP VALUE COMPOSITE PERFORMANCE
As of December 31, 2020
Annualized

Inception date: December 31, 2000
4Q20

1 Year

3 Years

5 Years

10 Years

Gross of Fees

28.99%

11.92%

7.52%

10.50%

11.21%

Since Inception
9.51%

Net of Fees

28.66%

10.81%

6.46%

9.41%

10.11%

8.43%

Russell 2500™ Value Index

28.51%

4.88%

4.34%

9.43%

9.33%

8.93%

Russell 2500™ Index

27.41%

19.99%

11.33%

13.64%

11.97%

9.44%

S&P 500® Index

12.15%

18.40%

14.18%

15.22%

13.88%

7.47%

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

Annualized
4Q20

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

23.71%

9.43%

6.22%

9.58%

10.53%

11.50%

Net of Fees

23.40%

8.35%

5.17%

8.49%

9.44%

10.40%

Russell Midcap® Value Index

20.43%

4.96%

5.37%

9.73%

10.49%

11.28%

Russell Midcap® Index

19.91%

17.10%

11.61%

13.40%

12.41%

11.69%

S&P 500® Index

12.15%

18.40%

14.18%

15.22%

13.88%

10.42%
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By every measure, the stock market managed a stunning comeback as a humbling year came to a close. In
the midst of the pandemic’s harrowing second wave, the Dow Jones Industrial Average strutted right through
the 30,000 mark—notching another in a series of all-time highs. Meanwhile, markets near and far rallied on
high hopes for post-pandemic economies as vaccines won approval and inoculations began. In a
pronounced shift, value stocks outperformed growth, and smaller companies did better than their large cap
brethren. The tide turned in Ariel’s favor.
Our fourth quarter gains were significant and capped off a strong year—especially when compared to our
primary value benchmarks. Our small cap portfolio even came within striking distance of its secondary
Russell 2000 Index, which has been propelled by its growth stock constituents for much of the year. In
varying degrees of magnitude, our Consumer Discretionary names were our biggest contributors across our
portfolios, while our Financial holdings languished. For the full year, the story is completely different.
Consumer stocks cost us the most. Meanwhile, Healthcare and Financials were large contributors to our
Small and Small/Mid Cap Value strategies, whereas Financials and Real Estate drove gains in our Mid Cap
Value portfolio.
Bear Market Buying
With the market in free fall, we methodically walked through what we were seeing, thinking and doing in
our first quarter 2020 letter. Our tone was measured but positive. We wrote, “When there is indiscriminate
selling—like we have seen recently—we must prioritize the opportunities at hand with a clear eye on
avoiding any permanent loss of capital.” 1 We continued, “With new ideas in abundance, there is no need to
stretch . . . If our view proves correct, today’s buys will be very profitable.” 2 Little did we know how fast our
forecasts would come to fruition.
Ultimately two scenarios played out: companies that experienced a strong and swift rebound; and
companies that have come off lows but remain poised for a recovery. This duality suggests that despite our
strong run, it is reasonable to assume there is more upside to come.
There was a bevy of buying and selling in that first quarter—among other names, we detailed our purchase
of Envista Holdings Corporation (NVST), a dominant global dental supplier that had been spun out of
Danaher Corporation, a global science and technology conglomerate. The action continued in the second
quarter, when we began to accumulate shares of Core Laboratories NV (CLB) as well as Madison Square
Garden Entertainment Corporation (MSGE) which was a spin out from another holding that we subsequently
sold, Madison Square Garden Sports Corporation (MSGS). In the fourth quarter, we steadily increased our
position in Nielsen Holdings PLC (NLSN). While Envista and Core Labs were both contributors for the year,
Nielsen and MSGE were detractors. Our considerations and actions throughout such an eventful year, as
well as the subsequent performance of these companies—two that soared and two that we believe will soar
—illustrate our approach to long-term, patient investing.
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Our Storyboard
From the moment we initiated our position, Envista has been a portfolio favorite. The genesis of this name is
the result of excellent, original work by our healthcare analyst, Sabrina Carollo. Previously, we owned
Sybron Dental when it was acquired by Danaher, which gave us insight into the industry. While many were
concerned about the understandable falloff in dentist visits during the pandemic, we acknowledged the nearterm earnings challenges but concluded this industry leader would quickly recover given pent-up demand.
Envista serves over one million dentists in over 150 countries, with products that cover approximately 90% of
a dentist’s needs. As people keep their teeth longer and become increasingly concerned about their
appearance, more money will be spent on cosmetic dentistry. Not to mention, the industry’s significant
regulatory hurdles create hefty barriers to entry. Envista wisely donates products to dental schools and offers
continuing education so that dentists become captive customers who are less apt to switch providers. We
were accumulating Envista shares as low as $11.16 on March 19th. It closed out the year at $33.73. While
its return off the low is significant, the company still sells at a discount to our estimate of its private market
value.
Core Laboratories is a stock that moved so fast, we were not quite able to build out the full position we
wanted. Still, we are satisfied. As the old adage goes, “pigs get fat and hogs get slaughtered.” The
company provides geological analysis and drilling techniques to major oil and gas companies. These
customers outsource those efforts because they have no desire to carry geologists on their payrolls or allocate
the capex for labs. Speaking of labs, the company has more than 70 offices in more than 50 countries—
every major oil-producing province in the world. As energy prices crashed with decreasing demand due to
the global pandemic shutdown, Saudi Arabia and Russia compounded the turmoil by increasing output. In
the midst of this chaos, the company ousted its longtime CEO and installed a new leader.
We have closely and patiently followed Core Labs for more than 15 years, so as its share price cratered, we
took our time in assessing this opportunity based on our past “misses” in the Energy sector. Well aware that
we had not showered ourselves in glory with some of our prior picks, we wanted to be sure that we would
not be burned if we touched the stove again. As we performed our research, it was clear Core Labs was
compelling. The stock had plummeted from a high of over $200 a share in 2014 to $10.45 at the time of
our April 8th research report. Despite the prevailing bear story including some mild concerns around the
company’s ability to finance its balance sheet, the business was not capital intensive and it generated a
significant amount of free cash flow. After speaking to the new CEO—who told us we were one of few
callers—we were convinced the bad news was more than priced in and the upside looked great. The stock
price closed out the year at $26.51.
Madison Square Garden Entertainment is the perfect example of a company on pause during the pandemic
while its world-renowned venues are temporarily shuttered. As a result, the market is suspended in a waitand-see mode until live entertainment and sporting events return to New York’s famed “Garden” and Radio
City Music Hall, as well as the Chicago Theatre and TAO amongst other properties. Until then, the company
must deftly manage through a zero-revenue business environment. It does not help that the pandemic’s
timing coincided with the construction of the company’s $1.7 billion Sphere—a first-of-its-kind, live music
and entertainment venue that seeks to capitalize on an antiquated Las Vegas venue market. After the
company split from what became Madison Square Garden Sports, its stock floundered on fears the Sphere’s
costs would drain capital. From our perspective, the market had this wrong—especially with the stock
roughly trading at the equivalent of its real estate (less corporate expenses) and $59.11 in net cash per share
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on its balance sheet. MSGE could weather the storm. Going forward, we believe the company will continue
to directly benefit from the ongoing shift in consumer preferences from material items to experiences. While
the future may not look exactly like the pre-pandemic past, consumer interest in concerts, theatre, sports and
other forms of live entertainment should meaningfully recover in a post-vaccine world—as should MSGE’s
shares.
In a similar vein, we believe Nielsen Holdings PLC continues to present a compelling opportunity. The stock
languished until the bottom fell out for no apparent reason. The abrupt price dislocation enabled us to buy
shares in size. The company’s television ratings are the de facto currency for media and advertising decisions
totaling hundreds of billions of dollars globally. Nielsen’s consumer purchase data is unmatched in scope
and scale and remains mission-critical information for the world’s leading consumer packaged goods players.
Lately, its languishing share price reflects a company attempting a turnaround in an industry that is being
disrupted. In terms of coronavirus impact, the overall business is resilient and highly recurring, but there are
discretionary businesses around the edges that are feeling the pain from tighter budgets and unique
situations, like limited live sports. While leverage on its balance sheet heightens the degree of difficulty, the
company is fast-tracking its cost cutting and efficiency efforts to preserve margins and liquidity. Recent
headwinds have reignited long-standing bear arguments that increasing consumer fragmentation poses an
existential threat to the business. By contrast, we believe fragmentation makes Nielsen’s total audience
measurement data more valuable. Spinning off the challenged Connect business which measures grocery
sales was a good move since the area is fraught with competition and scalability issues. Early indications are
that Wall Street agrees, as Nielsen shares continue to recover from their summer lows. With the stock more
or less flat over the last twelve months, we believe more value is likely to be unlocked in the years to come.
A Brave New World
As we write we have embarked upon a New Year, a new administration, with talks of new stimulus and
more new vaccines. Additionally, in recent months, we have witnessed new stock market leadership with
smaller companies and value shares finally getting some sun. While there is no way to know what lies
ahead, we are convinced our strong performance in 2020 does not disqualify us for continued
outperformance. In fact, after growth’s 13-year run helped by low interest rates, we believe beleaguered
value shares are poised for a multi-year recovery as inflation heats up and interest rates are likely to rise.
Portfolio Comings and Goings
We did not initiate any new positions in our small cap portfolios during the quarter. When the market
capitalization of power generation equipment maker Generac Holdings Inc. (GNRC) grew beyond our
parameters, we successfully sold our remaining shares. Meanwhile, we did not purchase any new names or
eliminate any holdings in our small/mid cap portfolio during the quarter. In our mid cap product, we sold
cruise line company, Carnival Corp (CCL), to pursue more attractive opportunities.
We initiated a position in FLIR Systems, Inc. (FLIR)—the world’s leading provider of thermal cameras, in our
new small cap concentrated strategy. We also took advantage of temporary weakness to initiate a position
in Nielsen. On the sell side, we successfully exited Generac and decided to move on from Adtalem Global
Education (ATGE), the for-profit education company.
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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, and their performance
may suffer if these sectors underperform the overall stock market. A concentrated portfolio may be subject to
greater volatility than a more diversified portfolio.

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 concentrated, 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 12/31/2020, the Ariel Small Cap Value Composite (representative portfolio) held the following positions
referenced: Core Laboratories N.V. 3.79%; Nielsen Holdings PLC 3.76%; Envista Holdings Corporation
3.51%; Madison Square Garden Entertainment 3.24%; FLIR Systems, Inc. 2.94%; Madison Square Garden
Sports Corp. 2.04% and Adtalem Global Education, Inc. 1.30%. As of 12/31/2020, the Ariel Small Cap Value
Concentrated (representative portfolio) held the following positions referenced: Core Laboratories N.V.
5.55%; Envista Holdings Corporation 5.30%; Madison Square Garden Entertainment 5.16%; Nielsen
Holdings PLC 4.44% and FLIR Systems, Inc. 3.25%. As of 12/31/2020, the Ariel Small/Mid Cap Value
Composite (representative portfolio) held the following positions referenced: Envista Holdings Corporation
4.14%; Madison Square Garden Entertainment 3.92%; Nielsen Holdings PLC 3.84%; Adtalem Global
Education, Inc. 2.57% and Madison Square Garden Sports Corp. 0.67%. As of 12/31/2020, the Ariel Mid
Cap Value Composite (representative portfolio) held the following positions referenced: Envista Holdings
Corporation 3.39%; Nielsen Holdings PLC 2.15%; Madison Square Garden Entertainment 2.08% and FLIR
Systems, Inc. 1.55%. Portfolio holdings are subject to change. The performance of any single portfolio
holding is no indication of the performance of other portfolio holdings of the Composites. Portfolio holdings
mentioned do not represent all holdings purchased or sold for the Composites.
Index returns reflect the reinvestment of income and other earnings. Indexes are unmanaged, and investors
cannot invest directly in an index. The Russell 2000® Value Index measures the performance of the smallcap value segment (companies with lower price-to-book ratios and lower forecasted growth values) of the
U.S. equity universe. The Russell 2000® Index (a subset of the smallest 2000 companies of the Russell
3000® Index) measures the performance of the small-cap segment of the U.S. equity universe. The Russell
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2500™ Value Index measures the performance of the small to mid-cap value segment (companies with
lower price-to-book ratios and lower forecasted growth values) of the U.S. equity universe. The Russell
2500™ Index (a subset of the smallest 2500 companies of the Russell 3000® Index) measures the
performance of the small to mid-cap segment of the U.S. equity universe. The Russell Midcap® Value Index
measures the performance of the mid-cap value segment (companies with lower price-to-book ratios and
lower forecasted growth values) of the U.S. equity universe. The Russell Midcap® Index measures the
performance of the mid-cap segment (a subset of the smallest securities Russell 1000® Index) of the U.S.
equity universe. Frank Russell Company (“Russell”) is the source and owner of the trademarks, service marks
and copyrights related to the Russell Indexes. Russell® is a trademark of Frank Russell Company. Neither
Russell nor its licensors accept any liability for any errors or omissions in the Russell Indexes or underlying
data and no party may rely on any Russell Indexes and/or underlying data contained in this communication.
No further distribution of Russell data is permitted without Russell’s express written consent. Russell does not
promote, sponsor or endorse the content of this communication. The S&P 500® Index is the most widely
accepted barometer of large cap U.S. equities. It includes 500 leading companies.
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