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ARIEL MICRO-CAP VALUE COMPOSITE PERFORMANCE
As of December 31, 2019
Inception date: July 31, 2002

Annualized
4Q19

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

1.24%

17.86%

0.20%

-4.20%

5.43%

7.38%

Net of Fees

0.93%

16.40%

-1.04%

-5.38%

4.13%

5.37%

Russell Microcap® Value Index

10.47%

21.28%

5.86%

7.70%

11.55%

9.39%

Russell Microcap® Index

13.45%

22.43%

6.39%

6.57%

11.26%

9.14%

9.07%

31.49%

15.27%

11.70%

13.56%

9.75%

S&P 500® Index

ARIEL SMALL CAP DEEP VALUE COMPOSITE PERFORMANCE
As of December 31, 2019
Inception date: October 31, 2013

Annualized
4Q19

1 Year

3 Years

5 years

Since Inception

Gross of Fees

-0.43%

10.46%

-1.97%

-2.85%

-2.46%

Net of Fees

-0.68%

9.37%

-2.94%

-3.81%

-3.43%

Russell 2000® Value Index

8.49%

22.39%

4.77%

6.99%

7.33%

Russell 2000® Index

9.94%

25.52%

8.59%

8.23%

8.48%

S&P 500® Index

9.07%

31.49%

15.27%

11.70%

12.68%

In early December, I attended the LD Micro Main Event Conference in Los Angeles. Over two days, more than 260
companies presented with over 3,400 investor meetings taking place. I had eight management meetings and sat in
on ten presentations. In addition to this valuable individual company research, the well-attended conference gave me
an opportunity to assess overall fundamentals in the micro-cap world as well as investor sentiment.
My takeaway was this: Fundamentals at very small companies are generally solid to robust, valuations are cheap, and
management teams as well as dedicated micro-cap investors like ourselves are perplexed by the continued
indifference to the sector. Most significantly, this combination of factors is helping to generate excitement about the
future.
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For the last three years, micro-caps, as measured by the LD Micro Total Return Index, are essentially flat. Our
portfolios are near that level, with the Ariel Micro-Cap Value Composite returning +0.20% gross of fees (-1.04% net
of fees) and the Ariel Small Cap Deep Value Composite down -1.97% gross of fees (-2.94% net of fees). The
performance gap is much bigger when our returns are compared to the Russell Value Indexes, which we attribute in
part to their very large financial weightings—particularly community and regional banks. Of course, during this period
of extreme neglect at the smallest and cheapest end of the market, large-cap growth stocks have soared; the Russell
Top 200 Growth Index achieved a three-year annualized return of +21.44%.

Ariel Micro-Cap Value
(gross of fees)
Russell Micro-Cap Value
Russell Micro-Cap
Ariel Small Cap Deep Value
(gross of fees)
Russell 2000 Value
Russell 2000
LD Micro Total Return

3 month

1 year

3 years

5 years 10 years

Inception

1.24%
10.47%
13.45%

17.86%
21.28%
22.43%

0.20%
5.86%
6.39%

-4.20%
7.70%
6.57%

5.43%
11.55%
11.26%

7.38%
9.39%
9.14%

-0.43%
8.49%
9.94%

10.46%
22.39%
25.52%

-1.97%
4.77%
8.59%

-2.85%
6.99%
8.23%

N/A
N/A
N/A

-2.46%
7.33%
8.48%

5.50%

15.14%

-0.05%

N/A

N/A

N/A

As of December 31, 2019
For our portfolios, fundamentals were generally quite strong in 2019. However, double-digit absolute returns
mirrored the underlying improvement but did not close the valuation gap:

Ariel Micro-Cap Value
Ariel Small Cap Deep Value

Discount
to PMVi
12/31/18

2019 Return

Discount
to PMV
12/31/19

-48.7%
-50.3%

+17.86%
+10.46%

-50.8%
-48.7%

The lack of mean reversion over the past decade, and especially in the past three years, has both surprised and
frustrated those of us dedicated to small- and micro-cap deep value investing. While I fully expect this powerful force
to return, the timing is anything but predictable. This has led me to think about identifiable catalysts when
researching new positions and sizing current holdings. First and foremost I want to own mispriced securities. But as
the market continues to crave momentum and news flow, I believe we can benefit from identifying the event(s) most
likely to close the valuation gap.
The latest addition to both strategies, ZAGG Inc. (ZAGG), is a prime example of an undervalued stock with clear
catalysts. ZAGG’s product portfolio makes it an innovation leader in mobile tech accessories for smartphones and
tablets. The company has expanded well beyond its initial InvisibleShield clear film product used to protect mobile
devices. Other brands include mophie, IFROGZ, BRAVEN, Gear4, and HALO.
Until our initial buy on November 19, 2019, ZAGG shares fell -18.30% in 2019 as sluggish iPhone 11 sales led to
InvisibleShield sales declines. We believe consumers have put off upgrades in anticipation of 5G phones becoming
widely available later this year. Meanwhile, other ZAGG product lines are building momentum and opening new
sales channels. 2020 should see a return to solid screen protection growth as 5G phones are available and embraced
by consumers. Needham estimates 5G handsets will increase to 25% of all phones by 2023, equaling roughly 500
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million units globally. Less widely discussed but likely to provide another boost—and therefore an even stronger
potential catalyst—is the possibility of an aggressively priced iPhone SE release later this spring.
ZAGG’s stock trades at roughly 4.4x expected 2020 EV/EBITDA, and solid cash flow should make ZAGG debt-free by
early 2021. Finally, the company has engaged Bank of America/Merrill Lynch to conduct a strategic review in
response to serious interest from financial buyers. Logitech, perhaps the most likely strategic buyer, trades at nearly
20x EV/EBITDA.
With attractive valuation and potential organic and inorganic catalysts in 2020, we think this roughly $229 million
market cap company is a compelling buy.
Portfolio Comings and Goings
Micro Cap Value
ZAGG Inc. was the one addition to the portfolio in the quarter. We sold out of Aspen Aerogels (ASPN) as the stock
more than tripled during the year and in our opinion became fully valued. We also eliminated our small position in
Digirad (DRAD) as a planned conversion to a holding company status left us questioning the company’s strategy and
value proposition going forward.
Small Cap Deep Value
In addition to ZAGG Inc., we initiated a small position in Pure Cycle Corp. (PCYO) during the quarter. Already owned
in the micro-cap strategy, we took advantage of weakness in October to purchase shares. This Denver-area water
utility is developing a housing development called Sky Ranch on property it bought at an extreme bargain coming out
of the financial crisis. The company is now booking gains on selling the land to builders as well as benefitting from
water hook-up fees and ongoing water supply. While our position is small, we are looking for the opportunity to add
to this unique special situation stock. We sold out of Aspen Aerogels (ASPN) as the stock more than tripled during the
year and in our opinion became fully valued.
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
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managing this strategy at Ariel on April 30, 2009. The performance results achieved at Mr. Maley’s prior firm are
linked to the performance results of the Ariel Micro-Cap Value Composite. The strategy will on occasion hold cash
when values are difficult to identify. Also, the strategy at times includes temporary investments in Exchange Traded
Funds (ETFs) while seeking other investment opportunities. During June 2004 through January 2008, the investment
strategy included periodically holding short positions in certain ETFs. This practice may have had a material effect on
returns.
The opinions expressed are current as of the date of this commentary but are subject to change. The information in
this commentary does not provide information reasonably sufficient upon which to base an investment decision and
should not be considered a recommendation to purchase or sell any particular security.
As of 12/31/19, the Ariel Micro-Cap Value Composite (representative portfolio) held the following positions
referenced: Pure Cycle Corporation 3.71% and ZAGG Inc. 1.64%.
As of 12/31/19, the Ariel Small Cap Deep Value Composite (representative portfolio) held the following positions
referenced: ZAGG Inc. 1.61% and Pure Cycle Corporation 0.22%.
Portfolio holdings are subject to change. The performance of any single portfolio holding is no indication of the
performance of other portfolio holdings of the Ariel Micro-Cap Value Composite or the Ariel Small Cap Deep Value
Composite.
Index returns reflect the reinvestment of income and other earnings. Indexes are unmanaged, and investors cannot
invest directly in an index. The Russell Microcap® Value Index measures the performance of the microcap value
segment (companies that are considered more value oriented, relative to the overall market) of the U.S. equity market.
The Russell Microcap® Index measures the performance of the microcap segment (1,000 of the smallest securities in
the small-cap Russell 2000® Index) of the U.S. equity market. The Russell 2000® Value Index measures the
performance of the small-cap value segment (companies with lower 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. The LD
Micro Index is designed to give the most accurate representation of the intraday activity of microcap stocks in North
America, employing a mixture of screening for inclusion and manual exclusion where deemed appropriate. The index
is market cap weighted and is comprised of 996 stocks in the US and Canada.
Discount to PMV is the percentage below the price at which the stock was selling as compared to Ariel’s estimate of the stock’s private market
value.
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