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The Opportunity Portfolio Composite was down 0.68%, net of fees, for the quarter.  The S&P 500 

Index was up 6.64% and the S&P 1500 Index was up 6.53%.
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  The Portfolio’s 6.42%, net of fees, 

return for the year was substantially behind the 21.83% return of the S&P 500 Index.  The Opportunity 

Portfolio remains ahead of the S&P 500 since inception.  

 

At this point, I must acknowledge that my strategy of investing in a mix of small, medium, and large 

capitalization equities for long-term ownership has had a tough time keeping up with the S&P 500 

Index recently, as have many active managers since the recession in 2008/2009.  This year’s returns 

were positive, but “substantially” behind the S&P 500 Index, to put it mildly.  The Opportunity 

Portfolio is ahead of the indices for the last 18 years, which puts it in pretty good company, but trying 

to invest in companies that appear to have healthy and interesting long-term prospects when high-

flying, widely/wildly popular technology companies are literally changing the world before our eyes is 

frustrating.  Moreover, I am afraid that some of the money made during 2017 in companies like 

Facebook, Alphabet (Google), Netflix, and Amazon will be challenging to replicate elsewhere.  That 

was an opportunity that may have come and gone, and it’s my fault for missing it.  But no stock, 

especially ones that professional investors are practically forced to own, can outperform forever, and 

we have some positions that have similar growth potential, in my opinion, that should begin to payoff 

in the next year or so.       

 

On another topic, and with an eye to improving our performance, I plan to consider exchange traded 

funds (ETFs) for use in the Opportunity Portfolio in order to take advantage of those that fit our 

parameters and goals.  ETFs are groups of securities that trade under one ticker symbol.  At this point, 

there are thousands of ETFs in the market and ignoring them seems counterproductive.  I don’t 

anticipate extensive use of ETFs and am fully aware that I/we may be entering this part of the market 

just as many (most?) investors think that individual stock selection is a quaint relic of the past (perhaps 

indicating that individual stocks may become important, again, in the near future).  I intend to proceed 

carefully and, at this point in the cycle, am likely to use ETFs to reduce single stock risk in certain 

sectors.   

 

The Portfolio
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Sales during the quarter included a reduction in BWX Technologies (BWXT), and the liquidations of 

Cree (CREE), Schlumberger (SLB), and General Electric (GE).  I added to Celgene (CELG) and 

purchased initial positions in Halliburton (HAL), AT&T (T), and CVS Health Corp. (CVS).    

 

BWX Technologies hit new highs in each quarter of 2017.  The stock appears fully valued, but BWXT 

is a unique company, and I believe a smallish position is still warranted.  Cree had a nice move higher, 

and I decided to move on from what has proven to be a difficult, cyclical business.  I swapped 

                                                 
1 Past performance is no guarantee of future results, and no representation is made that results similar to those shown 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. 



 

 

Schlumberger for Halliburton to get incrementally more aggressive when oil was languishing in the 

$40s.  Generally speaking, Schlumberger is the oil service stock that large capitalization investors own 

if they must own something in the Energy Sector.  At the time of this swap, Halliburton had (and has) 

more exposure to improving fundamentals in the sector.   The management of Celgene reduced their 

near-term guidance but stayed with their ambitious long-term growth targets.  I added to the position 

because I believe this stock looks inexpensive relative to its growth potential and its peers.  I sold GE 

in favor of CVS.  GE proved to be the opposite of the defensive stock I was looking for and was a 

bitter disappointment.  I might come back to GE if the new management team shows some progress.  

In the meantime, CVS has, so far, proven to be a pretty good swap.  CVS was weak during most of 

2017, but the decline in retail revenues should reverse with continued generic drug introductions and 

strong demographic trends.  The company’s pending merger with Aetna adds an interesting wrinkle to 

this solid and promising story.  The price being paid for Aetna is full, but I believe the merger gives the 

combined company the scale to compete with any new competitors in the drug distribution business 

(perhaps Amazon).  

 

As you might guess, a few of the positions that I think can eventually compete with the 2017 returns in 

large capitalization technology stocks include McDermott (MDR), 3D Systems (DDD), and Luminex 

(LMNX).  I like them a lot for the long-term, but they didn’t help us in 2017 and had a particularly 

ugly December as investors piled into the winners for the year.  Some investment professionals have 

said that the “L” in long-term stands for “loser”.  They make a pertinent point, but I believe, for these 

three stocks, patience will likely be handsomely rewarded (and has been already in MDR).  

McDermott has been executing very well and recently announced a merger with Chicago Bridge & 

Iron (CBI).  CBI is a venerable engineering and construction firm that has suffered from poor 

execution over the past few years.  Investors sold off both stocks after the announcement, but we like 

this deal and believe the integrated assets can be run much better by MDR management.  We suspect 

MDR management will explain their strategy and the long-term potential of this merger in greater 

detail early in January.  3D Systems stock had a volatile year, hitting a high of $23 and a low of $8, but 

the company appears to be making steady progress towards a more predictable and profitable operating 

model while maintaining a strong balance sheet.  Product launches in the first half of 2018 should 

position the company for growth in 2018 and beyond.  As management indicated at their recent analyst 

day, 2017 was a stabilization year, and investors are likely to see and understand a very different 

outlook from management in the second half of 2018.  Forecasting this company’s performance has 

been difficult, but they have the potential to “capture lightening in a bottle” if management’s plans 

come to fruition.  Recent insider buying by the Chairman, who owns millions of shares already, may 

foreshadow better results to come.  Finally, Luminex continues to execute well.  Management would 

like to make an acquisition as the company’s free cash flow accumulates, but they are clearly sensitive 

about the effect of an acquisition on the stock price, which we appreciate.  We continue to hold a large 

position in Luminex because the company is doing well and remains an attractive take-out candidate, 

in our opinion.   

 

The Market 

The fourth quarter, and 2017 in general, surprised investors with a momentous surge higher in the 

equity market, led by large capitalization growth stocks.  Technology was the top performing sector, 

and Telecom and Energy were the only sectors that lost money in 2017.  As usual, it is challenging to 

separate fundamentals from sentiment, but the U.S. equity market fundamentals, including interest 

rates, U.S. and world-wide economic growth, business confidence, and tax policy, are all fueling a 



 

 

rally that has frustrated investors who have been expecting a correction for months.  The combination 

of equity market momentum and rising worry about a correction has pushed investors into broad 

indices dominated by the most popular large capitalization technology stocks in the market (though 

some investors are obviously into Bitcoin!).   

 

Many highly esteemed commentators have voiced caution:  Howard Marks, in a recent interview on 

CNBC, described this as a time of high risk-taking.  Consequently, he believes this is a time to be 

cautious and that we are in a low return environment.
3
  In mid-December, Alan Greenspan said on 

CNBC that the 10-year U.S. Treasury Bill “may be dangerously overvalued”, and that a sharp change 

in that security could have a major effect on the S&P 500 Index valuation.
4
  Finally, Michael Wilson of 

Morgan Stanley recently commented, “During 2017, U.S. equity markets have delivered exceptional 

returns.  For 2018, we expect much narrower performance as markets begin to contemplate the peak 

rate of change on growth and deteriorating financial conditions.  We expect more volatility and bigger 

drawdowns”.
5
 

 

Richard Bernstein takes the other side and points out that this rally is climbing a wall of worry as many 

investors are still preparing for another 2008.  He believes that equities can continue to perform well 

based on global economic growth, low interest rates, tax policy changes, and healthy skepticism 

among investors.
6
  In “The Turnaround Letter”, George Putnam predicted, “More gains likely, but with 

a bumpier ride” for 2018.
7
 

 

Positive but lower returns with more volatility is probably the consensus outlook and sounds 

reasonable to us.  However, from our point of view, an important question is whether investors will 

continue to favor growth over value and large over small capitalization.  According to Cornerstone 

Macro, in 2017 larger and “growthier” stocks outperformed in every category (among small, mid, and 

large capitalization companies).
8
  Value stocks, cyclicals, and small caps only outperformed in 2016 

out of the past four years.  Over the long-term, returns from growth and value stocks generally even 

out, so the gradual broadening that we saw in the fourth quarter may indicate the market is getting 

nervous about the high momentum technology sector that fueled the indices in 2017.  In hindsight, 

investors should have been “all in” to the broad market indices during 2017, but that approach looks 

overly popular and expensive to me, at this point.   

 

                                                 
3 12/6/17, CNBC 
4 12/6/17, CNBC 
5 Equity Strategy, Morgan Stanley, “2018 US Equity Outlook: Attention! Road Ahead Narrows”, Michael J Wilson 
6 “Some Thoughts On 2018”, Richard Bernstein, Richard Bernstein Advisors, 12/12/17.   
7 “The Turnaround Letter”, January 2018, Page 1.   
8 Cornerstone Macro, “The Year in Stock Selection:  2017 Scorecard”, 12/27/17 



INVESTMENT MANAGEMENT OF VIRGINIA, LLC

OPPORTUNITY PORTFOLIO COMPOSITE

ACCOMPANYING NOTES

Benchmark Benchmark

Total Return Total Return Benchmark Benchmark Composite S&P 1500 S&P 500 Composite Composite Assets Strategy Assets Model Assets Non-Fee Paying Percentage of Total Firm Assets

Gross Net
B

S&P 1500 S&P 500 3 Yr. St. Dev.
C

3 Yr. St. Dev.
C

3 Yr. St. Dev.
C

Number of Dispersion
C

End of Period End of Period
D

End of Period
D

Composite Assets Non-Fee Paying End of Period

    Year
A

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

2007 9.82 9.23 5.47 5.49 N/A N/A N/A 18 1.79 10.45 15.21 N/A 0.00 0.00% 357.32

2008 -29.37 -29.78 -36.72 -37.00 N/A N/A N/A 12 1.98 5.19 32.37 N/A 0.00 0.00% 285.31

2009 53.64 52.89 27.25 26.46 N/A N/A N/A 13 3.48 16.06 61.18 N/A 0.00 0.00% 335.79

2010 32.90 32.26 16.38 15.06 N/A N/A N/A 10 1.69 19.35 95.79 N/A 0.00 0.00% 427.21

2011 -4.39 -4.85 1.75 2.11 25.44 19.06 18.70 13 1.21 18.28 114.93 N/A 0.00 0.00% 409.51

2012 46.98 46.27 16.17 16.00 22.60 15.39 15.09 15 3.09 26.82 173.34 N/A 0.00 0.00% 526.95

2013 44.66 43.89 32.80 32.39 20.10 12.24 11.94 22 1.99 40.79 264.32 13.60 0.29 0.71% 697.44

2014 -33.00 -33.42 13.08 13.69 18.11 9.12 8.98 28 1.64 41.63 142.45 13.16 0.19 0.47% 549.17

2015 -12.26 -12.75 1.01 1.38 17.38 10.49 10.48 71 1.47 59.56 110.71 3.76 1.16 1.95% 437.32

2016 22.26 21.60 13.03 11.96 17.12 10.66 10.59 70 1.09 82.87 129.75 3.30 1.21 1.46% 484.18

     *2017 7.01 6.42 21.13 21.83 15.23 9.92 9.92 66 0.89 74.32 123.23 1.89 2.83 3.80% 491.22

* 2017 performance returns are for the period ending 12/31/17.

A. Inception of the composite was 3/31/99.  Creation of the composite was 3/31/99.

B. 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.

C. 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.

D. 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.  Opportunity Portfolio model assets are managed by other firms based 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 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 Standard & Poor's 1500 Index and to the Standard & Poor's 500 Index.  The Standard & Poor's 1500 Index is a combination of the S&P 500, S&P MidCap 400, and S&P Small Cap 600 indices.  This creates a broad 

market portfolio representing 90% of the U.S. equities.  The S&P 1500 Index was added as a benchmark in January 2006.  Performance has been linked in the same manner as the Opportunity Portfolio Composite.  The Standard & Poor's 500 Index is a capitalization-

weighted index, and is calculated based on a total return basis with divendends reinvested.  The Standard & Poor's 500 Index is a capitalization-weighted index of 500 blue-chip U.S. companies representing the industrial, transportation, utility, and financial sectors with 

heavy emphasis on the industrial sector.   The returns for these unmanaged indexes 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. 

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.  

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.

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 for the periods January 1, 1993 through September 30, 2017.  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 Opportunity Portfolio composite has been examined for the periods March 31, 1999 through September 30, 2017.  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.  Additionally, as supplemental information, as of December 31, 2017, the firm provides models to programs managing a total of approximately $17.56 million in assets based on those models (this figure includes the 

Oppporunity Portfolio model assets and all other model portfolio assets at IMVA).

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, medium, and large 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.


