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Global manufacturer of power generation equipment Generac
Holdings Inc. (GNRC) continued its upward trajectory. The core
residential home standby business delivered solid results in the
quarter, offsetting weakness within the industrial markets
which was driven by COVID-19 related containment measures.
Looking ahead, we believe the company will continue to
benefit from the aging electrical grid in the United States, the
increasing penetration of natural gas power generation globally
and the importance of backup power for telecommunication
networks post-COVID. Additionally, we expect the growing
threat of utility shut-offs in California to continue to result in a
spike in demand for back-up power solutions. Finally, the
company is quickly scaling its Clean Energy product portfolio,
supply chain and go-to market strategies to enter the global
market for energy management and storage. In our view,
GNRC’s strong brand, market share, distribution capabilities
and product portfolio highlight a wide moat1, niche business.

While pandemic driven lockdowns across the globe sent
markets into bear territory in March, massive fiscal and
monetary stimulus propelled a monumental recovery. The
S&P 500 logged its best quarter in percentage terms in
more than 22 years, however the market’s rally has since
slowed. A resurgence in coronavirus cases has paused or
reversed reopening plans across twenty-one states. High
unemployment, income losses and weaker consumption
due to the lockdown, as well as U.S. election uncertainty
have blurred the path ahead. Yet, it’s important to be
mindful that equities continue to receive meaningful
support from record levels of stimulus, sustained ultra-low
interest rates and ongoing non-inflationary growth. While
we expect volatility in the second half, we believe the U.S.
economy will continue its recovery as restrictions ease.
Since inception on April 30, 2020, the Ariel Small Cap
Concentrated Composite returned +6.00% gross of fees
(+5.83% net of fees), relatively in-line with the Russell
2000 Value Index’s +5.85% return but behind the Russell
2000 Index’s +10.27% gain.

Waste management services provider Stericycle, Inc. (SRCL) also
traded higher after reporting solid organic growth across its
core businesses and strong cash flows for the quarter. The
business began to see the impact of the economic shut-down
due to the pandemic during March, primarily in its secure
information destruction services segment. To better align costs
with revenues, SRCL postponed the implementation of its new
ERP system until 2021. While the COVID-19 related revenue
deterioration and the completion of a previously announced
divestiture will be a headwind to earnings, we expect tax
benefits received from the CARES Act, proceeds from the
divestiture and near term cash benefits from the ERP delay to
help the company weather the storm. Overall, we view SRCL as
a solid franchise with stable long-term growth prospects,
including margin expansion opportunities and strong free cash
flow generation.

Several stocks in the portfolio delivered strong returns in
the quarter. Worldwide provider of products and services
to the drug discovery and research marketplace, Charles
River Laboratories International, Inc. (CRL) traded higher as
the impact of COVID-19 on the drug development business
was less than expected. Meanwhile robust client order
activity, strong Safety Assessment pricing and the favorable
biotech funding environment has aided the continuity of
operations enabling the company to sustain its solid
financial position. Despite headwinds from the pandemic,
we expect this business momentum to continue, with
underlying growth trends supporting margin expansion
opportunities.
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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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Alternatively, shares of wellness provider onboard cruise
ships and destination resorts, OneSpaWorld Holdings Ltd.
(OSW) traded lower in the period following an earnings
miss driven by the suspension of cruises due to COVID-19.
Excluding the impact of the pandemic in the quarter,
revenues would have been up nearly 9%. While cruise
demand could be impaired for an extended period of time,
ships will be sailing and OSW only needs to capture a
small portion of the passengers onboard to break-even. In
addition, we expect operators will be offering onboard
credits to entice interest, which should benefit OSW.
Furthermore, with the equity raise, the company has more
than 20 months of liquidity. At current levels, OSW is
trading at a 50% discount to our estimate of private
market value.
Logistics and cash management services provider, The
Brink’s Company (BCO) delivered earnings results during
the period that missed across the board. The global
shutdown in response to COVID-19 and considerable
currency headwinds, particularly in Mexico and Brazil
weighed heavily on top and bottom line performance. In
response, BCO suspended full year guidance and cut capex
spending by 50%. Nonetheless, management remains
confident with available liquidity and expects to generate
positive free cash flow for the year, driven by its exposure
to essential services, a gradual reopening of the global
economy and the closing of the company’s G4S
acquisition.
Jones Lang LaSalle (JLL) also underperformed in the
quarter, as the pandemic has been a significant headwind
for commercial real estate transaction activity. While
management withdrew the 2020 outlook for its brokerage
segment, we believe the company’s diverse business
model and annuity like non-transaction revenue mix, such
as corporate outsourcing will help offset weakness in the
cyclical leasing business. For instance, customers are
engaged with JLL to discuss bringing employees back to
their office spaces, including potential space reconfigurations, increased cleaning and security and more
advisory and technology-led solutions. In addition, we
believe JLL has sufficient liquidity to weather the storm. At
current levels, the company is trading at a 25% discount to
our estimate of private market value.
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Additionally, Madison Square Garden Company spun into two
separate entities in the quarter, Madison Square Garden
Entertainment Corporation (MSGE) and Madison Square Garden
Sports Corporation (MSGS). We exited MSGS but maintained
ownership of Madison Square Garden Entertainment
Corporation (MSGE), because of its scarce and well positioned
venue assets in New York City and Las Vegas. Given current
restrictions on large gatherings, we entered the name at a
meaningful discount to our estimate of private market value.
With $1.4 billion in cash and investments, we believe the
company has enough liquidity to withstand the current cash
burn until event attendance normalizes – at which point, we
think MSGE is positioned to see a more rapid return to higher
usage than peers.
Looking ahead, we believe U.S. stocks will overcome the
obstacles created by COVID-19. The Federal Reserve has
pledged to do whatever it takes to support markets and the
economy. Actions thus far have included cutting rates to zero,
quantitative easing, committing to purchase investment grade
and high yield corporate bonds, forgivable loans to small
businesses, as well as extended unemployment benefits equal
to wage income for the median worker. A Phase Four Stimulus
package also appears to be on the way. Amidst this backdrop,
we expect a solid recovery for equities and earnings as early as
the fourth quarter of 2020 or first quarter of 2021. Meanwhile,
we stand ready to take advantage of any pull backs in the
market on negative news. We strongly believe the dedicated,
contrarian, patient investor that stays the course and
consistently owns differentiated business models with solid
competitive positioning and robust balance sheets will deliver
superior returns over the long-run.
__________________________________________
Investing in small-cap companies is more risky and 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. The portfolio is often concentrated in
fewer sectors than its benchmarks, and its 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. For the period
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ended 06/30/20, the performance (net of fees) for the Ariel
Small Cap Concentrated Composite since inception on
04/30/20 was +5.83% net of fees. Ariel Small Cap
Concentrated Composite has an inception date of 4/30/20
and therefore does not have performance for the 1-, 3-, or
5-year periods. For the period ended 06/30/20, the
performance for the Russell 2000 Value Index and the
Russell 2000 Index since 4/30/2020 was +5.85% and
+10.27%, respectively. Net performance of the Ariel Small
Cap Concentrated 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 Concentrated Composite differs from its primary
benchmark in that it has dramatically fewer holdings and
more concentration in fewer sectors.
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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. No further distribution of
Russell data is permitted without Russell’s express written
consent.

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 06/30/20, Charles River Laboratories International,
Inc. constituted 5.93% of the Ariel Small Cap Concentrated
Composite (representative portfolio); Generac Holdings Inc.
4.60%; Stericycle, Inc. 6.49%; OneSpaWorld Holdings Ltd.
3.45%; The Brink’s Company 6.26%; Jones Lang LaSalle
5.11%; and Madison Square Garden Entertainment
Corporation 5.39%. 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 Concentrated 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 with lower price-to-book ratios and lower
forecasted growth values) of the U.S. equity universe. The
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