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The Select Equity Income Portfolio Composite was down 1.39%, net of fees, in the first quarter.  This 

result was behind the S&P 500 Index loss of 0.76%.
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  The performance and valuation gap between 

large capitalization technology stocks and the rest of the market grew to record levels into March; this 

dynamic has proved a difficult environment for many conservative equity investment styles, including 

us.  But, the Ides of March proved treacherous for several of the high technology sector favorites, and 

they began to fall from favor.  We are hopeful that this volatility in the technology sector will result in 

market rotation into some other areas of the market that have not participated in the technology 

momentum trade. 

 

The Portfolio
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We purchased two new positions in the quarter, American Electric Power (AEP) and Comcast 

(CMCSA).  Utility stocks sold off during the quarter on fear over higher interest rates, and we took the 

opportunity to buy AEP.  The company has regulated operations in 11 states stretching from Texas to 

Virginia.  AEP has good earnings growth prospects as it retires coal-fired power plants and replaces 

them with more efficient power generation.  AEP appears committed to dividend increases (seven 

increases in the last eight years); the stock currently has an above-average dividend yield of 3.7%. 

 

We purchased Comcast, the largest cable and internet service provider in the United States with over 

22 million subscribers.  Despite the reputation of “the Cable Man”, the company has an enviable 

business which generates substantial earnings growth and cash flow.  While the traditional cable 

segment is experiencing slower growth, the company’s business services unit and its Universal theme 

parks are making up for the difference.  The stock yields 2.3% and trades at the historical low end of 

its price-to-earnings and price-to-cash flow ratios.  

 

We also added to our positions in Kraft Heinz (KHC) and Luminex (LMNX) during the quarter.  Our 

timing on the KHC purchase wasn’t ideal – the February swoon hit consumer staple stocks particularly 

hard.  We still believe in the long-term prospects of KHC.  The company has a strong portfolio of 

brands that enjoy leading positions across all the categories in which it competes.  Prior to its merger 

with Heinz, Kraft derived only 5% of its revenues from international markets.  We believe there is an 

opportunity for Kraft Heinz to leverage the Heinz international platform to push some of the Kraft 

brands into international markets.  The stock yields 3.8% and trades at the low end of its valuation 

range on price-to-earnings and price-to-sales measures. Luminex manufactures biological testing 

equipment used in drug development and hospital labs.  The company has shown solid recurring 

revenue growth and cash flow from its installed base of machines. LMNX generates free cash flow and 

uses a portion of that for its dividend, which yields 1.1%.  We believe the company’s proprietary 

technology and enviable installed base will eventually make LMNX an attractive acquisition candidate 

for a larger medical device company. 

                                                 
1Past 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. 



 

To make room for the new purchases, we sold DSW (DSW) and a portion of our holding in Wells 

Fargo (WFC).  While DSW management is highly competent, we have come to believe that traditional 

shoe retailing is a very difficult market.  Regarding WFC, we believe the company has fixed the 

majority of its internal issues; however, it appears to remain in the cross hairs of regulators and 

politicians who are looking at making an example of the company.   

 

The Market 

The odd calm that prevailed in the equity markets of 2017 came to a clanking halt in February and 

March.  Rising interest rates frightened the market into a 10% correction in February, and the loss of 

market leadership in March from previously unassailable technology stocks has left investors bracing 

for more volatility.  Chaos or progress in Washington, depending on your political point of view, 

added political and geopolitical risk to an equity market that is trying to adjust to tightening monetary 

policy.  But, investors have assumed for many months that interest rates are headed higher, and U.S. 

corporate earnings continue to impress.  The privacy issues at Facebook, and other social media 

companies by association, are alarming, but many of those companies were priced at or close to 

perfection, so they were probably due to cool down.   

 

So, why the abrupt increase in general investor uncertainty?  We don’t know the exact answer, but this 

question has many asset allocators and market timers trying to guess, more than usual, the arrival of 

the next recession.  Pimco, the giant and very well informed investment management company, 

published an article entitled “The Beginning of the End” on March 28
th

.  They seem to be pretty 

positive on the prospects for the equity markets in 2018 but are nervous about the risks further out.  

Byron Wien of Blackstone has seen it all and should be listened to; his April note opined that investors 

are overly positive and should prepare for more volatility.
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  On the other hand, Andrew Garthwaite of 

Credit Suisse recently suggested that U.S. GDP/economic growth has further to go and that this growth 

potential reduces the risk of recession.
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  Tony Dwyer, whose predictions have been very useful over 

the past few years, continues to say that the first half of 2018 will be difficult but will give way to a 

more profitable second half for U.S. stocks.  His confidence is based upon solid U.S. and global 

economic growth, improving capital spending, strong U.S. employment, and a “demographic-driven 

push to higher home ownership” in the U.S.
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We, as usual, see the merits in both arguments but remain convinced that trying to predict recessions is 

very difficult and, therefore, usually not fruitful.  Fundamentally, we believe the U.S. economic data, 

including strong employment figures, expanding manufacturing activity (as measured by the Institute 

for Supply Management), GDP growth, and a positive yield curve, support a positive outlook.  

Furthermore, the equity market is looking for new leadership now that social media companies have 

faltered, and we hope to take advantage of this sea change. Finally, the increase in volatility has 

restored some measure of fear to the market, and that development seems healthy to us.  But, as Byron 

Wien points out, the market’s volatility is notable and reminds us that equity investors need a long- 

term investment horizon.   

                                                 
3 “Balancing the Positives”, Byron Wien, March 23, 2018 
4 “Slow and low U.S. GDP growth seen helping stocks”, Andrew Garthwaite, Credit Suisse, March 24, 2018 
5 “Whooshes and ramps – still expect 1st half volatility with limited progress”, Macro Strategy, Tony Dwyer of Canaccord Genuity, 

March 19, 2018.   



INVESTMENT MANAGEMENT OF VIRGINIA, LLC

SELECT EQUITY INCOME PORTFOLIO COMPOSITE

ACCOMPANYING NOTES

Benchmark

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

Gross Net
B

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

3 Yr. St. Dev.
C

Number of Dispersion
C

End of Period Composite Assets Non-Fee Paying End of Period

Year
A

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

2008 -32.95 -33.39 -37.00 N/A N/A 16 1.34 10.22 0.00 0.00% 285.31

2009 27.76 26.94 26.46 N/A N/A 15 2.63 11.90 2.61 21.93% 335.79

2010 16.77 16.10 15.06 N/A N/A 13 1.47 12.87 3.02 23.43% 427.21

2011 3.54 2.95 2.11 18.12 18.70 14 0.47 13.83 2.84 20.53% 409.51

2012 9.80 9.18 16.00 14.49 15.09 15 0.48 22.87 3.05 13.35% 526.95

2013 32.98 32.18 32.39 11.44 11.94 16 0.53 29.04 3.96 13.64% 697.44

2014 10.28 9.55 13.69 9.60 8.98 16 0.36 30.57 4.30 14.06% 549.17

2015 -4.18 -4.75 1.38 10.60 10.48 25 0.33 38.79 3.85 9.92% 437.32

2016 25.78 24.98 11.96 10.93 10.59 27 0.79 45.35 3.07 6.78% 484.18

2017 7.78 7.11 21.83 10.55 9.92 27 1.05 46.07 3.30 7.16% 491.22

     *2018 -1.26 -1.39 -0.76 N/A N/A 29 N/A 45.72 3.10 6.79% 487.59

* 2018 performance returns are for the period ending 3/31/18.

A. Inception of the composite was 7/1/01.  Creation of the composite was 7/1/01.

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.

1. Basis of Presentation

2. Composite Criteria

3. Calculation Methodology

4. Comparison with Market Index

5. SEC Advertising Disclosure Footnotes

6. Additional Information

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.

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.

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 December 31, 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 Select Equity Income Portfolio composite has been examined for the periods July 1, 

2001 through December 31, 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 the Company from BB&T.  Total firm assets exclude model programs.  Additionally, as supplemental information, as of March 31, 2018, the firm provides models to programs managing a 

total of approximately $15.16 million in assets based on those models (this figure includes all  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, including limited use of ETFs.  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.

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 500 Index.  The Standard & Poor's 500 Index is a capitalization-weighted index, and is calculated based on a total return basis with dividends reinvested.  The Standard 

and 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.   Performance has been linked in 

the same manner as the Select Equity Income 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. 

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.  


