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ARIEL MICRO-CAP VALUE COMPOSITE PERFORMANCE
As of June 30, 2020
Inception date: July 31, 2002

Annualized
2Q20

YTD

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

22.80%

-20.59%

-21.60%

-9.00%

-7.35%

2.18%

5.80%

Net of Fees

22.42%

-21.08%

-22.57%

-10.13%

-8.49%

0.92%

3.83%

Russell Microcap® Value Index

22.93%

-21.44%

-14.93%

-2.93%

2.19%

8.69%

7.66%

Russell Microcap® Index

30.54%

-11.21%

-4.77%

0.85%

2.86%

9.93%

8.16%

S&P 500® Index

20.54%

-3.08%

7.51%

10.73%

10.73%

13.99%

9.27%

ARIEL SMALL CAP DEEP VALUE COMPOSITE PERFORMANCE
As of June 30, 2020
Inception date: October 31, 2013

Annualized
2Q20

YTD

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

22.54%

-21.02%

-24.82%

-10.86%

-6.29%

-5.68%

Net of Fees

21.94%

-21.42%

-25.57%

-11.74%

-7.22%

-6.61%

Russell 2000® Value Index

18.91%

-23.50%

-17.48%

-4.35%

1.26%

2.56%

Russell 2000® Index

25.42%

-12.98%

-6.63%

2.01%

4.29%

5.59%

S&P 500® Index

20.54%

-3.08%

7.51%

10.73%

10.73%

11.16%

The Ariel Micro-Cap Value Composite rose +22.80% gross of fees (+22.42% net of fees) versus +22.93% for the
Russell Microcap Value Index. Meanwhile, the Ariel Small Cap Deep Value Composite gained +22.54% gross of fees
(+21.94% net of fees), outperforming the Russell 2000 Value Index which earned +18.91%. As investors continued
to favor large-cap growth and momentum stocks, our deep value portfolios remain extremely discounted even after
sharp gains since the market bottomed in mid-to-late March. By our calculation, each portfolio trades at a roughly 50% discount to our estimate of private market value.
Staying The Course
Three months ago, we wrote about our determination to slow down our thinking during the remarkable March
turbulence. We sought to neither panic nor be foolishly aggressive, instead stepping back from the battlefield to take
thoughtful advantage of a time of extraordinary opportunity. Our company-by-company analysis of staying power and
margin of safety gave us confidence the vast majority of our holdings would not only survive but ultimately thrive. We
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also believed the destruction in price had far outpaced the decline in long-term value. Staying the course has served
us well since recent lows, and we believe it also positions us well for the future—regardless of likely short-term
volatility.
A closer look at two of our favorites illustrates the point. Last year we profiled investment bank and asset manager
Cowen Group (COWN) as our single favorite holding. The combination of outstanding shareholder-driven leadership,
a simplified business model focused on levering the firm’s strengths, and extremely attractive valuation led COWN to
become our largest holding in both strategies. This spring, as many investors panicked, the stock traded to a low of
$5.75 on March 19th, down -63.49% year-to-date.
Our confidence to stay the course came from an understanding that the firm’s powerful trading and brokerage
business actually benefits from the volatile environment. In addition, its balance sheet strength, and combination of
strong leadership and significant insider buying made the name even more attractive. Our contrarian views were
rewarded as COWN’s stock rallied +181.91% to $16.21 a share from the low. Its shares have risen +3.51% year-todate, making it our top contributor in Q2 and among the top for the first six months of 2020.
We have similar confidence in our second largest position, Kindred Biosciences (KIN), but have not yet benefitted from
staying the course. Just prior to the pandemic-driven crash, this developer of companion-animal pharmaceuticals was
the subject of takeover speculation. On February 28th its shares traded as high as $11.93, up +40.68% year-to-date.
Since then, despite what we and most analysts view as meaningful progress, the stock has fallen sharply, finishing Q1
down –52.83% and rebounding by just +12.25% during Q2. Kindred’s fundamentals have been only slightly
dampened by the pandemic, as enrollment in some trials has slowed. However, the virtual closing of the M&A
markets and the company’s decision to develop and partner its most promising biologic compounds have apparently
dampened enthusiasm in the market. Kindred has therefore become our largest detractor year-to-date, but as we look
past the current short-term concerns it presents an extraordinary opportunity.
Under the leadership of CEO Richard Chin, Kindred has dramatically lowered its risk profile by selling its Mirataz drug
for feline inappetence for $43 million plus future royalties and sharply reducing expenses. The compounds now being
pursued have large markets; atopic dermatitis, targeted by Kindred’s IL-31 and IL-4R antibody receptor biologics, is
the biggest reason owners take their dogs to see veterinarians. Zoetis has led that market’s growth to nearly $1 billion
with its Apoquel and Cytopoint drugs, and practitioners and analysts believe there is room for several antibodies as
not all dogs respond similarly to the various treatments. Another target, parvovirus, is a particularly deadly illness, and
Kindred’s drug which showed remarkable results in a trial last year should receive approval in early 2021. With its
recent expense cuts, cash-rich balance sheet, intellectual property, manufacturing capability, and strong, highly
incentivized leadership, we view Kindred as an excellent risk/reward proposition.
Portfolio Comings and Goings
We added PICO Holdings (PICO) and RF Industries (RFIL) to the micro-cap portfolio during the quarter. Based in Carson
City, Nevada, PICO operates through its wholly owned subsidiary, Vidler Water Company, Inc. The company’s strategy
is to maximize long-term shareholder value through monetization of its assets and by returning capital to
shareholders. PICO’s primary assets are water rights and storage credits in Arizona, Colorado, Nevada and New
Mexico. Given the scarcity of water and the population growth in these states, we believe the ultimate value of these
assets far exceeds the current share price. Additionally, the company has a cash-rich balance sheet and significant
federal net operating loss carryforwards to offset tax liabilities from asset sales.
Based in San Diego, RF Industries produces passive components for wireless telecom networks, and stands to be a
beneficiary of the densification of equipment required as 5G rolls out over the next few years. Since CEO Robert
Dawson joined in 2017, the company has made small but meaningful acquisitions enhancing its growth potential
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while protecting its cash-rich balance sheet. While the current environment is uncertain due to the effects of the
pandemic on capital spending, we believe RFIL is poised for meaningful growth with a very undemanding valuation.
We did not add any new positions to the small cap deep value portfolio this quarter. On the sell side, we eliminated
Alythia Group (ALYA) from both strategies. We had become increasingly uncomfortable with the company’s plans to
grow through acquisition. This strategy will require further borrowing over time in an uncertain environment.
As always, we appreciate your interest and welcome any questions.
_____________________________________________________________________________________
Investing in micro-cap and small-cap companies is more risky and volatile than investing in large companies. The
intrinsic value of the stocks in which the portfolios invest may never be recognized by the broader market.
Past performance does not guarantee future results. Performance results are net of transaction costs and reflect the
reinvestment of dividends and other earnings. Net performance of each Composite has been reduced by the amount
of the highest fee charged to any client in each Composite during the performance period. Actual fees may vary
depending on, among other things, the applicable fee schedule and portfolio size. Fee information is available upon
request and may also be found in Ariel Investments LLC’s Form ADV, Part 2. Returns are expressed in U.S. dollars.
Current performance may be lower or higher than the performance data quoted. The Ariel Small Cap Deep Value
Composite and the Micro-Cap Value Composite differ from their primary benchmarks with fewer holdings
concentrated in fewer sectors.
Net returns of the Ariel Micro-Cap Value Composite beginning May 2009 reflect the deduction of the advisory fee. Net
returns of the Ariel Micro-Cap Value Composite prior to May 2009 are net of a 20% incentive fee, other expenses,
management fees, and profit allocations. The performance results prior to April 30, 2009 were achieved while David
Maley managed the strategy at his prior firm using a substantially similar investment style. Mr. Maley began
managing this strategy at Ariel on April 30, 2009. The performance results achieved at Mr. Maley’s prior firm are
linked to the performance results of the Ariel Micro-Cap Value Composite. The strategy will on occasion hold cash
when values are difficult to identify. Also, the strategy at times includes temporary investments in Exchange Traded
Funds (ETFs) while seeking other investment opportunities. During June 2004 through January 2008, the investment
strategy included periodically holding short positions in certain ETFs. This practice may have had a material effect on
returns.
The opinions expressed are current as of the date of this commentary but are subject to change. The information in
this commentary does not provide information reasonably sufficient upon which to base an investment decision and
should not be considered a recommendation to purchase or sell any particular security.
Attempting to purchase with a margin of safety on price cannot protect investors from the volatility associated with
stocks, incorrect assumptions or estimations on our part, declining fundamentals or external forces.
As of 6/30/2020, the Ariel Micro-Cap Value Composite (representative portfolio) held the following positions
referenced: Cowen Inc. 7.53%; Kindred Biosciences, Inc. 5.67%; PICO Holdings 1.93% and RF Industries Ltd. 0.82%.
As of 6/30/2020, the Ariel Small Cap Deep Value Composite (representative portfolio) held the following positions
referenced: Cowen Inc. 7.56% and Kindred Biosciences, Inc. 5.74%. Portfolio holdings are subject to change. The
performance of any single portfolio holding is no indication of the performance of other portfolio holdings in the Ariel
Micro-Cap Value Composite or the Ariel Small Cap Deep Value Composite.
Index returns reflect the reinvestment of income and other earnings. Indexes are unmanaged, and investors cannot
invest directly in an index. The Russell Microcap® Value Index measures the performance of the microcap value
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segment (companies that are considered more value oriented, relative to the overall market) of the U.S. equity market.
The Russell Microcap® Index measures the performance of the microcap segment (1,000 of the smallest securities in
the small-cap Russell 2000® Index) of the U.S. equity market. The Russell 2000® Value Index measures the
performance of the small-cap value segment (companies with lower price-to-book ratios and lower forecasted growth
values) of the U. S. equity universe. The Russell 2000® Index measures the performance of the small-cap segment
(2000 of the smallest securities of the Russell 3000® Index) of the U.S. equity universe. Frank Russell Company
(“Russell”) is the source and owner of the trademarks, service marks and copyrights related to the Russell Indexes.
Russell® is a trademark of Frank Russell Company. Neither Russell nor its licensors accept any liability for any errors
or omissions in the Russell Indexes or underlying data and no party may rely on any Russell Indexes and/or underlying
data contained in this communication. No further distribution of Russell data is permitted without Russell’s express
written consent. Russell does not promote, sponsor or endorse the content of this communication. The S&P 500®
Index is the most widely accepted barometer of large cap U.S. equities. It includes 500 leading companies.
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