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The Small Capitalization Portfolio Composite was up 6.68%, net of fees, for the quarter.  This was 

nicely ahead of the 3.58% gain for the Russell 2000 Index.
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  For the year, the Portfolio Composite is 

up 20.64%, net of fees, versus up 11.51% for the Russell 2000.  The outperformance that we 

experienced in the second quarter continued into the third though, as usual, it was not spread evenly 

across our positions.  The Portfolio Composite is ahead of the Russell 2000 for the past twelve months 

and longer time periods (10-years and since inception).
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The Portfolio
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During the quarter, we initiated new positions in OMNOVA Solutions Inc. (OMN), Oaktree Specialty 

Lending Corporation (OCSL), and Park City Group, Inc. (PCYG).  We trimmed positions in Echo Global 

Logistics (ECHO), Bottomline Technologies (EPAY), 3D Systems (DDD), and TriMas (TRS). 

 

OMNOVA Solutions (OMN) is a leading supplier of specialty and performance chemicals.  OMN also 

operates a legacy business as a major supplier to the tire, paper, and carpet markets.  The specialty chemical 

business sells primarily into the consumer durable, homebuilding, oil and gas, and food markets.  The 

company is well into the process of transforming itself from a low margin, low growth commodity business 

towards a higher margin, faster growing specialty chemical company.  The new management team has also 

taken out excess expenses in the legacy business through facility consolidations.  Earnings and margins 

have been expanding for the past four years, and we think this trend can continue for the foreseeable future.  

The management team has been using the increased earnings to pay down debt and continues to reinvest 

into the higher growth, higher margin specialty chemical markets.  As the business continues to improve, 

we think OMN may ultimately become an attractive acquisition target for a larger chemical company.  

 

Oaktree Specialty Lending Corporation (OCSL) is a specialty finance company that provides financing and 

credit to companies with limited access to public or syndicated capital markets.  In layman’s terms, OCSL 

generally provides loans to small companies that have trouble getting bank financing (this does not mean 

OCSL intends to invest in distressed or low quality companies).  OCSL was acquired by Oaktree Capital in 

late 2017; over the past year, the new management team has sold over $500 million of non-core assets and 

reinvested into new companies.  Oaktree is positioning the OCSL portfolio in a more defensive posture so 

that it will have capital available to invest if and when there is a downturn.  OCSL stock is not widely 

followed by the Street and is trading at just 0.8x Net Asset Value (NAV, or theoretical liquidation value).  

As Oaktree continues to improve the portfolio and improve its returns, the market may value the portfolio 

at or above NAV.  OCSL is structured as a Business Development Company (BDC), so it is required to pay 

out the vast majority of its pretax income in the form of dividends.  The dividends are typically unqualified 

and thus considered taxable as ordinary income.  As of 9/30/2018, OCSL had a dividend yield of 7.6%. 

 

                                                 
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.  
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 Inception of the portfolio is 1/1/94. 

3 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. 



 

 

Park City Group (PCYG) is a software-as-a-service provider.  Its primary line of business is ReposiTrak, an 

end-to-end supply chain software and technology platform that helps retailers and wholesalers source, 

track, and purchase from food manufacturers and farmers.  PCYG also helps both buyers and sellers 

maintain compliance with various government regulations.  ReposiTrak is used by large national grocers 

who then require all of their suppliers to use PCYG’s software and programs, for which PCYG collects a 

monthly fee.  PCYG also operates a small business-to-business (B2B) online marketplace that more easily 

links retailers with potential suppliers.  The company has shown nice top and bottom-line growth over the 

past six years, has a pristine balance sheet, consistently generates free cash flow, and has high inside 

ownership.  We think the company can continue to grow revenue at double-digit (20%+) rates for the next 

few years and even faster if the B2B marketplace is a success. 

 

We trimmed Echo Global Logistics (ECHO) to lock in some gains after a strong second quarter report.  The 

truck brokerage market is tight due to strong demand and limited driver availability, but we think much of 

the good news is now factored into the stock price.  With the housing market taking a pause and uncertainty 

over how tariffs on some Chinese imports could impact the trucking market, we are concerned the trucking 

market may be at or near a peak.  

 

We trimmed our position in Bottomline Technologies (EPAY) after a solid second quarter report.  The 

stock reached our near-term fair-value target price and had become our largest position.  EPAY remains a 

sizeable position in the portfolio as we continue to like the long-term prospects for the business.  

 

We reduced 3D Systems (DDD) after the stock reacted positively to second quarter results and 

management’s forward outlook.  DDD remains a sizeable position in the portfolio as new product 

introductions should continue to drive meaningful growth in revenue and EPS in 2019 and 2020. 

 

Lastly, we trimmed Trimas (TRS) when it had reached our near-term target price.  The new management 

team has taken out excess costs and improved free cash flow, but we are still looking for meaningful 

revenue growth.  We continue to like the long-term potential at TRS. 

 

The Equity Market 
The U.S. equity market produced attractive returns in the third quarter.  As usual, there is plenty to worry 

about, but corporate earnings, the critical driver of equity returns, continued to grow.  Stocks followed, 

dutifully.  S&P 500 companies are on track to grow earnings per share by over 20% in 2018.   

 

President Trump remains a deeply polarizing figure, but tax cuts, deregulation, and the business-friendly 

approach of his Administration, and Congress, appear to have created an energized atmosphere for 

business.  Signs of a humming U.S. economy include historically low unemployment, improving wage 

growth, attractive GDP growth, improving industrial production, improving capital investment, and record 

levels of consumer and small business sentiment.  With all of these factors moving in the right direction, 

it’s no wonder public company earnings are growing so well.  U.S. economic momentum is plowing right 

through a variety of serious concerns for investors including rising interest rates, worsening relations with 

China, economic slowdown and currency turmoil in emerging markets, and, of course, the deep political 

divisions in the U.S. as we head into mid-term elections.  Normally, investors get nervous in front of mid-

term elections as uncertainty comes to a head, but this year, the equity market has remained focused on the 

economy.  Perhaps, as Bill Clinton’s lead campaign strategist famously said, “It’s the economy stupid”.4 
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 James Carville 



 

 

We’ll see soon enough.  On the other hand, many investors are concerned that the tax cuts and relatively 

low interest rates are fueling an economic boom that can’t be sustained.  We agree and hope that the 

coming economic slowdown, perhaps in 2020, does not devolve into a recession.  Bottom line, the current 

strength of the economy gives us some confidence that the stock market’s most important fundamental 

driver, corporate earnings, looks solid for the next few quarters, but the inevitable economic slowdown is, 

well, inevitable.     

 

With market risks in mind, it is interesting to note that investors seemed to reduce their risk-taking a bit 

during the third quarter, in spite of the current economic momentum.  This slight course change was 

manifested in the outperformance of large capitalization securities over smaller companies and also in the 

fairly severe corrections (20% plus) for several high-flying social media companies.  But, some risk capital 

found greener pastures.  Cannabis stocks made a huge move in the third quarter; unlike our aforementioned 

former president, these investors fully inhaled the enticing aroma of that asset bubble.  No telling how 

far/high that industry can go.    



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
B

Russell 2000 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) Accounts (Percent) (Millions) (Millions) (Millions) End of Period (MM) Composite Assets (Millions)

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 4.90 4.25 14.65 14.74 13.91 26 0.70 30.23 62.09 12.09 2.04 6.74% 491.22

     *2018 21.11 20.64 11.51 N/A N/A 26 N/A 33.11 74.41 10.13 2.12 6.41% 548.73

* 2018 performance returns are for the period ending 9/30/18.

A. Inception of the composite was 1/1/94.  Creation of the composite was 1/1/94.

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.

D.

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 Russell 2000 Index.  The Russell 2000 Index is comprised of the 2,000 smallest companies in the Russell 3000 Index, which measures the performance of the 3,000 largest publicly held 

companies incorporated in America, as defined by total market capitalization.  The Russell 2000 represents 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.

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.

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 June 30, 2018.  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 June 30, 2018.  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 September 30, 2018, the firm provides models to programs managing a total of 

approximately $15.74 million in assets based on those models (this figure includes the Small Capitalization 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 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.

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 


