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The Small Capitalization Portfolio Composite was down 4.47%, net of fees, for the quarter.  This was 

substantially behind the 2.47% gain of the Russell 2000 Index.
1
   A number of our holdings, including 

a few of our larger positions, either reported disappointing results for the 4
th

 quarter of 2016 or gave 

forward guidance that did not meet investor expectations.  We believe most of these issues are either 

timing related or are due to a heavy dose of conservatism by the management teams.  This dynamic 

may bode well for these companies’ ability to surprise to the upside over the next few quarters.  In 

general, the portfolio looks very attractive to us, especially when compared to relatively full broad 

market valuations.   

 

The Portfolio
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During the quarter, we initiated new positions in United Insurance Holdings Corp. (UIHC), Cato Corp. 

(CATO), Gannett Company (GCI), and Hudson Technologies (HDSN).  UIHC is a property and 

casualty insurance company that primarily serves the Gulf and East coast markets.  UIHC targets 

underserved neighborhoods where large, national carriers won’t underwrite due to natural disaster risk.  

UIHC reinsures 100% of its business and does not participate in the treacherous South Florida 

hurricane market.  The company is profitable and growing the top-line through geographic expansion 

and acquisitions.  We think UIHC stock can double or triple, yet it trades at a discount to its peers.  

CATO Corp. is a retailer of women’s fashion, primarily serving smaller cities and towns in the 

Southeast.  We bought the stock as a replacement for CHS due to its high inside ownership, superior 

returns, stronger balance sheet, and higher dividend yield.   Moreover, CATO has not overgrown its 

store base and has maintained its double-digit ROE and ROIC.  CATO’s dividend is fully covered and 

currently yielding over 6.0%.  CATO has over $9/share of cash on its balance sheet, and no debt (30% 

of the market capitalization is cash).  Gannett Company owns USA Today and other local, regional, 

and national newspapers.  Despite the secular decline of the print newspaper industry, GCI has been 

able to grow the top-line via acquisitions and the bottom line via cost cuts.  The company has little net 

debt, a 20% free cash flow yield, and a dividend that is fully covered and is currently yielding over 

7.0%.   Hudson Technologies is a refrigerants services company.  HDSN recycles and re-sells 

refrigerants for commercial and industrial HVAC systems.  HDSN is uniquely positioned for 

substantial growth over the coming years as the core refrigerant used in older units, R-22, is being 

phased out of production.  The company has high inside ownership, double-digit ROE and ROIC, and 

is relatively underfollowed by Wall Street.   

 

We added to Team Inc. (TISI) and 3D Systems (DDD).  TISI was down after announcing a 

disappointing Q4; its business looks solid to us, and demand for refinery maintenance will likely pick 

up this year.  DDD management provided conservative (in our opinion) guidance for 2017.  This 

management team is highly experienced, and we suspect they will “beat and raise” guidance 

                                                 
1Past performance is no guarantee of future results, and no representation is made that results similar to those shown or discussed can be 

achieved. To receive a complete list and description of Investment Management of Virginia, LLC’s composites and/or a presentation that 

adheres to the Global Investment Performance Standards (GIPS), contact Investment Management of Virginia at (804) 643-1100.  
2 The transactions/securities discussed in this section are generally portfolio-wide transactions for the accounts in this Portfolio and have 

not been selected by any performance criteria.  It should not be assumed that all accounts in the Portfolio had the same transactions or 

that transactions in the future will be as profitable or will equal the performance of the securities mentioned. 



 

 

throughout this year.  DDD has also recently introduced new products that have company-changing 

potential over the next few years.   

 

We reduced our positions in BWX Technologies (BWXT) and Stamps.com (STMP) during the 

quarter.  Both stocks have performed well and hit our near-term target prices, so we decided to reduce 

our exposure.  Finally, we liquidated Chico’s FAS (CHS), Intersil Corp (ISIL), Ply Gem Holdings 

(PGEM), and Babcock & Wilcox Enterprises (BW).  We sold Chico’s in favor of CATO.  Intersil was 

acquired by Renesas Electronics.  PGEM hit our full price target.  We liquidated BW after 

management revealed problems with eight alternative power projects in Europe.     

 

We’d also like to discuss four underperformers in the first quarter that we are keeping in the Portfolio.  

As mentioned above, we believe these companies are healthy but are experiencing temporary issues. 

 

Team, Inc. (TISI) performs turnaround/maintenance work on refineries.  Refinery maintenance is 

critical and necessary work to keep plants running, but it can be deferred.  Customer demand started to 

improve this past fall but softened in November and has remained weak since.  Refinery maintenance 

is, eventually, non-discretionary, so we think it’s only a matter of time before demand improves.  We 

increased our position in TISI and see the potential for 65% upside from the current stock price.  PRA 

Group (PRAA) was our largest position to start the year (5%).  The stock has been a nice contributor to 

performance since our initial purchase in February 2016, but it pulled back on a Q4 earnings miss.  

PRAA reported it is changing the net present value assumptions on several pools of loans it owns.  

Under U.S. GAAP accounting, PRAA is not allowed to positively modify assumptions; it can only take 

them down.  So, while the loan pools are not performing as well as they had been, overall they are still 

performing above management’s expectations (the cash flows from the assets have not changed 

materially).  We continue to like PRAA and are maintaining our still substantial position.  

Management also appears to be confident in the stock; a director purchased $5 million worth of stock 

at about $34 in the open market a few weeks ago.  We believe PRAA has 50% plus upside from 

today’s prices.  KVH Industries reported a fine quarter but gave 2017 guidance that amounted to a 

transition/reinvestment year.  Management has identified attractive opportunities in fiber optic gyros 

(inertial navigation technology) and in offshore satellite communications, but both initiatives will 

require substantial investments during 2017.  We like the company’s niche markets (especially their 

exposure to inertial navigation systems for driverless cars) and want to maintain our small position in 

the expectation that the management team, whom we respect, is correct about the opportunities they 

see.  We believe KVHI has 50% to 100% upside from these prices over the next 18 months.  

McDermott International had a good Q4 earnings announcement, and our checks with management 

confirm no material negative developments since MDR’s conference call a few weeks ago.  The 

energy sector has been weak, but we suspect part of MDR’s recent trading pressure is technical.  A few 

years ago, MDR sold a preferred security called a Tangible Equity Unit (TEU).  The TEUs pay a 

dividend that converted to Common Equity on April 1
st
 (the TEUs were already factored into the 

diluted share-count so there will be no change to the financials).  We believe some of MDR’s first 

quarter weakness was caused by yield investors who did not want to own MDR common.  They may 

have shorted (sold) MDR common against their TEUs in order to hedge the April 1
st
 conversion.  

Otherwise, MDR looks to be in very good shape and is well placed to participate in more projects 

coming out of the Middle East this year.  We think MDR has substantial upside from today’s prices 

and is an excellent takeout candidate longer-term. 



 

 

 

The Equity Market 

In our last letter, we postulated that the new Administration might have more difficulty than expected 

enacting its legislative agenda.  This suspicion has come true with a bit of a vengeance over the past 

month, and stocks and some commodities weakened as prospects for deep tax cuts by the Trump 

Administration appear less certain.  The swift reversal of fortune for the Republicans makes us wonder 

if we are not at “Trough Trump”.  Three months ago, it looked like the Administration could not be 

stopped (Peak Trump?).  Now, the litany of negative news for the current Administration gives one the 

feeling that it can’t do anything right.  The truth is probably somewhere in between, and we would not 

be surprised to see some upside surprises/successes from this currently out-of-favor Administration.   

 

Meanwhile, the U.S. and global economies are progressing nicely, consumer confidence is solid, the 

yield curve remains positive (not predicting recession), and earnings growth for U.S. companies should 

support equities.  Cash levels also seem relatively high as many professional investors are expecting a 

correction.  They may be correct, but that suspicion is generally a sign of a healthy market.  The 

combination of relatively full equity prices and worries that the Trump Administration will not be able 

to fulfill its pro-business agenda is causing some volatility in the market, and in our specific holdings, 

but we believe the underlying macroeconomic fundamentals are still improving.  This economic 

strength is finally giving the Federal Reserve the data (cover) it needs to raise interest rates. 

 

Our results during the 1
st
 Quarter were disappointing, no way around that.  But, a handful of our names 

appear to have given relatively conservative forward guidance, and they should be able to put up 

favorable results over the next few quarters.  Another handful of our names have much higher long-

term potential than the market suspects, in our opinion.  These include DDD, LMNX, VDSI, and 

HDSN.   

 

On another topic, there has been a lot of discussion about the Administration’s implementation of the 

“DOL Rule”; this label refers to a new Department of Labor regulation that covers IRA and 401k 

accounts.  The rule is complicated and is largely directed at stock brokers who manage these types of 

accounts, but the gist of the rule is that financial advisors need to act in a client’s “best interests”.  This 

can be interpreted in many ways, but regardless of what happens to this rule we want you to 

understand that we try to act in your best interests in every facet of our business.  We manage money 

in a straightforward, if slightly old fashioned, way (investing in individual stocks with a long-term 

investment horizon).  Within that context, we want to always act in your best interests. 

 



INVESTMENT MANAGEMENT OF VIRGINIA, LLC

SMALL CAPITALIZATION PORTFOLIO COMPOSITE

ACCOMPANYING NOTES

Benchmark

Total Return Total Return Benchmark Composite Russell 2000 Composite Composite Assets Strategy Assets Model Assets Non-Fee Paying Percentage of Total Firm Assets

Gross Net
A

Russell 2000 3 Yr. St. Dev.
B

3 Yr. St. Dev.
B

Number of Dispersion
B

End of Period End of Period
C

End of Period
C

Composite Assets Non-Fee Paying End of Period

Year (Percent) (Percent) (Percent) (Percent) (Percent) Accounts (Percent) (Millions) (Millions) (Millions) End of Period (MM) Composite Assets (Millions)

     *1994 9.80 8.85 -1.83 N/A N/A 3 0.00 1.77 1.77 N/A 1.10 62.17% 106.69

1995 48.77 47.68 28.46 N/A N/A 4 1.37 6.21 7.21 N/A 1.64 26.45% 182.76

1996 38.06 37.15 16.49 N/A N/A 10 1.07 8.48 22.29 N/A 1.15 13.56% 326.48

1997 29.20 28.35 22.36 N/A N/A 30 2.30 24.63 55.60 N/A 2.27 9.19% 782.62

1998 -7.55 -8.16 -2.55 N/A N/A 45 2.47 51.15 76.28 N/A 1.13 2.21% 295.03

1999 47.12 46.32 21.26 N/A N/A 35 3.05 61.55 79.12 N/A 1.51 2.45% 308.22

2000 -24.67 -25.14 -3.02 N/A N/A 39 2.08 41.02 54.92 N/A 0.86 2.10% 283.31

2001 0.65 0.13 2.49 N/A N/A 24 3.48 24.61 32.56 N/A 0.67 2.73% 269.84

2002 -7.98 -8.52 -20.48 N/A N/A 20 0.97 14.71 19.46 N/A 0.62 4.21% 221.40

2003 38.49 37.74 47.25 N/A N/A 19 0.81 15.75 20.24 N/A 0.86 5.44% 261.10

2004 23.62 22.88 18.33 N/A N/A 19 0.75 19.27 22.86 N/A 2.21 11.49% 335.02

2005 10.17 9.47 4.55 N/A N/A 18 1.09 18.78 30.52 N/A 2.42 12.87% 329.85

2006 18.88 18.25 18.37 N/A N/A 18 1.53 22.97 32.42 N/A 0.00 0.00% 348.29

2007 2.66 2.15 -1.57 N/A N/A 20 1.20 18.70 34.01 N/A 0.00 0.00% 357.32

2008 -26.66 -27.07 -33.79 N/A N/A 18 0.76 13.33 24.81 N/A 0.61 4.59% 285.31

2009 39.21 38.57 27.17 N/A N/A 17 4.12 14.06 29.22 N/A 4.55 32.37% 335.79

2010 32.00 31.51 26.85 N/A N/A 15 0.74 13.39 38.39 N/A 2.64 19.74% 427.21

2011 1.89 1.41 -4.18 24.19 24.99 16 0.74 13.41 38.85 45.11 2.47 18.43% 409.51

2012 24.37 23.70 16.35 19.84 20.20 22 0.55 15.46 58.06 73.37 2.77 17.94% 526.95

2013 36.11 35.24 38.82 15.86 16.45 53 0.80 29.85 139.01 184.94 2.26 7.56% 697.44

2014 -6.44 -7.10 4.89 11.98 13.12 50 0.68 27.70 106.25 162.01 2.40 8.65% 549.17

2015 -12.27 -12.88 -4.41 13.59 13.96 41 0.66 22.58 64.53 93.92 2.19 9.71% 437.32

2016 25.83 24.99 21.31 15.12 15.76 33 0.80 25.71 67.55 41.43 1.95 7.57% 484.18

   **2017 -4.33 -4.47 2.47 N/A N/A 33 N/A 23.90 63.76 38.97 1.86 7.80% 477.95

*Inception of the composite was 1/1/94.  Creation of the composite was 1/1/94.  **2017 performance returns are for the period ending 3/31/17.

A. Fee schedule:  1.00% per annum on the first $1 million of assets; 0.75% per annum on assets greater than $1 million.  Fees are negotiable.

B. N/A for the current year signifies that the information is not available until year end.  N/A for previous years signifies that the information was not required.

C.

on model portfolios submitted by IMVA.

1. Basis of Presentation

2. Composite Criteria

3. Calculation Methodology

4. Comparison with Market Index

5. SEC Advertising Disclosure Footnotes

6. Additional Information

The Composite results are time-weighted rates of return net of commissions, custodial fees, and any other expenses incurred in the management of accounts.  Accounts may be shown gross or net of withholding taxes on foreign dividends based on the custodian.  These returns have 

been presented both gross and net of investment advisory fees.  Quarterly composite rates of return, which are net of investment advisory fees, are calculated at the account level.  For each account, the fee percentage is subtracted from the account's gross monthly return, during the 

month the fee is incurred, to obtain a monthly account return net of investment advisory fees.  The three-year annualized standard deviation measures the variability of the composite and the benchmark returns over the preceding 36-month period.  The standard deviation is not 

presented for 1994 through 2010 because it is not required for periods prior to 2011.  The annual composite dispersion presented is an asset-weighted standard deviation calculated for the accounts in the composite the entire year.  Additional information regarding policies for 

valuing portfolios, calculating performance and preparing compliant presentations is available upon request.

Results of the Composite are shown compared to the Russell 2000 Index.  The Russell 2000 Index is comprised of the 2,000 smallest companies in the Russell 3000 Index, representing approximately 1% of the Russell 3000 Index total market capitalization.  For comparison 

purposes, the Russell 2000 is a fully invested index, which includes reinvestment of income, and the performance has been linked in the same manner as the Small Capitalization Portfolio Composite.  The returns for this unmanaged index do not include any transaction costs, 

management fees, or other costs.  Investment Management of Virginia, LLC takes no responsibility for the validity of the index and/or other performance numbers provided by reputable outside sources.  The S&P 400 Index was used prior to 12/31/00 as a comparison index.  It was 

replaced with the S&P 600 Index on 12/31/00 because this index was a more accurate representation of the market capitalization of the securities in the client accounts.  The S&P 600 Index was dropped as an index as of 3/31/12 due to low usage of that index by institutional 

investors.

All performance composite returns are reported net and gross of investment advisory fees charged by Investment Management of Virginia, and reflect the reinvestment of dividends and other earnings.  The investment returns will be reduced by commissions, custodial fees, and any 

other expenses incurred in the management of accounts.  Accounts may be shown gross or net of withholding taxes on foreign dividends based on the custodian.  Net performance reflects the deduction of actual quarterly fees for each account in the composite with the exception of 

one non-fee paying account in the composite for the periods prior to 9/30/2006.  An implied 100 bps fee was applied to calculate net performance for the account.  Gross of fees performance returns are presented before investment management fees.  

A complete presentation of any composite and/or a list of all composite descriptions is available upon request.  Such inquiries should be addressed to George McVey, Investment Management of Virginia, LLC, 919 E. Main Street, Suite 1600, Richmond, Virginia 23219, or contact 

him through email at gmcvey@imva.net.

*Past performance is no guarantee of future results, and no representation is made that results similar to those shown can be achieved.  All portfolios have the potential of profit and/or loss on the investment securities.

Supplemental information.  In addition to composite assets, strategy assets include separately managed accounts that do not meet the criteria for inclusion in the composite and wrap accounts.  Small Capitalization Portfolio model assets are managed by other firms based

Investment Management of Virginia, LLC claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance with the GIPS standards.  Investment Management of Virginia, LLC has been independently 

verified by previous verifiers for the periods January 1, 1993 through December 31, 2003, and verified by Ashland Partners & Company for the periods of January 1, 2004 through December 31, 2016.  Verification assesses whether (1) the firm has complied with all the composite 

construction requirements of the GIPS standards on a firm-wide basis and (2) the firm’s policies and procedures are designed to calculate and present performance in compliance with the GIPS standards.  The Small Capitalization Portfolio composite has been examined for the 

periods January 1, 1994 through December 31, 2016.  The verification and performance examination reports are available upon request.

Investment Management of Virginia, LLC ("IMVA") is a registered investment adviser under the Investment Advisors Act of 1940.  IMVA was originally established as Scott & Stringfellow Capital Management, Inc., a division of Scott & Stringfellow, in 1982.  In March 1999, 

Scott & Stringfellow became a wholly owned subsidiary of Branch Banking & Trust Company (BB&T).  IMVA became an independent investment adviser in July of 2000 when the principals of Scott & Stringfellow Capital Management, Inc. purchased IMVA from BB&T.  Total 

firm assets exclude model programs.

The Composite consists of institutional, endowment, retirement, and individual accounts.  Tax-exempt and taxable accounts are included. The Composite seeks a strong total return through capital appreciation in small capitalization companies.  The primary investment criteria are 

strong upside potential at a reasonable price.  Results are based on fully discretionary accounts under management, including those accounts no longer with the firm.  Performance results of the Composite are based on U.S. dollar returns.


