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The Opportunity Portfolio Composite was down 23.52%, net of fees, for the quarter.  The S&P 500 

Index was down 13.52%, and the S&P 1500 Index was down 13.97%.
1
  This performance puts the 

Opportunity Portfolio Composite down 6.36% year-to-date, on a net of fees basis, versus down 4.38% 

and 4.96% for the S&P 500 and S&P 1500 respectively.  The Opportunity Portfolio remains ahead of 

the S&P 500 Index since inception
2
.   

 

In my third quarter letter, I discussed the importance of being patient with equity positions; that virtue 

was, and continues to be, tested in a very ugly market since October.  This past quarter took back all of 

our prior outperformance for the year and left the Opportunity Portfolio Composite slightly below the 

market for 2018.  This is a disappointing result after such a strong beginning, but the positions seem to 

be fighting back in the new year.  I’ll review some of the crosscurrents in the equity market below, but 

it is pretty clear that fears of an economic slowdown mounted toward the end of 2018.  The correction 

from the top of the market in September and the widespread discussion of recession probably means 

that a decent portion of that risk is already priced into the market.  This is a trying time for equity 

investors, but selling equities when the market is convulsing is usually not profitable for the long-term 

investor. 

 

The Portfolio
3
 

Purchases during the quarter included additions to McDermott International (MDR), 3D Systems 

(DDD), BWX Technologies (BWXT), Noble Energy (NBL), and Stamps.com (STMP).  I purchased 

initial positions in OakTree Special Lending Co. (OCSL) and Kinder Morgan (KMI).   

 

McDermott, 3D Systems, BWX Technologies, and Stamps.com are all long-term holdings that pulled 

back during the quarter.  I obviously like each of them but wish I had waited until December to add.  

NBL has been very weak with most other energy stocks.  We own that large capitalization company as 

a proxy for relatively high-quality exploration and production exposure.   

 

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 (however 

this does not mean low quality).  OCSL was acquired by parent Oaktree Capital in late 2017, and over 

the past year the new management team has sold over $500 million of non-core assets.  Oaktree is 

positioning the OCSL portfolio in a more defensive posture, so that they will have capital to grow the 

business in a downturn or distressed market.  OCSL stock is not widely followed by the Street and is 

                                                 
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
 Inception of the Portfolio is 3/31/1999 

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. 



 

 

trading at just 0.8x Net Asset Value (NAV, or theoretical liquidation value).
4
  As of 12/31/18, OCSL 

had a dividend yield of 8.9%.  

  

Kinder Morgan is a pipeline company that was a high flyer about five years ago.  KMI management 

got over-confident, took on too much debt, and the stock fell out of favor dramatically.  Founder Rich 

Kinder says the turnaround is now complete and made an enormous stock purchase of 500,000 shares 

(or about $9 million worth of stock) to emphasize his point.  I like his plan, the improvements to the 

balance sheet, and his commitment to KMI stock.  KMI’s current dividend yield exceeds 5%.   

 

I liquidated AT&T (T), the utility index ETF (XLU), and Haliburton (HAL).  The AT&T and XLU 

utility sales were my attempts to use market weakness to redeploy this capital into stocks that appear to 

have a better risk/reward profile, like OCSL.  I put the proceeds of the HAL sale into MDR and KMI 

which offer, to me, a more interesting mix of capital gain potential and current yield.     

 

At the end of the quarter, Luminex (LMNX), Bottomline Technologies (EPAY), and 3D Systems 

(DDD) remained the Portfolio’s largest positions.  Luminex recently has been targeted by short sellers 

who disparage the company’s growth prospects and anticipate weak margins in the 4
th

 quarter.  I 

suspect they are correct about the margins since the company lost a fairly large piece of legacy 

business from LabCorp.  However, the loss of the LabCorp business has been discussed for several 

quarters and should be “in the stock”.  In any case, LMNX continues to use its balance sheet to make 

acquisitions that, I believe, improve the company’s take-out potential and eventual valuation.  The 

insider stock ownership at LMNX is also very appealing to me.  Bottomline Technologies did not give 

momentum investors quite as much upside as they were looking for in its Q3 conference call, but 

management was recently on the road highlighting a thesis with which I agree.  EPAY is still executing 

very well and creating a business with increasing scarcity value.  Like EPAY, 3D Systems reported an 

“ok” third quarter that was not enough to keep short-term traders in the saddle.  DDD continues to 

execute the plan it has laid out, and recent middle management changes indicate that the CEO believes 

he has the right team and products in place.  Now, he is making a concerted effort to get out and tell 

the company story to investors.  Such an effort would appear normal, but it has been lacking at DDD 

and is an important step for this company.  This public relations effort should be good for shareholders, 

especially since most sell-side analysts remain highly skeptical.   

 

The Market 

The equity market turned treacherous in the fourth quarter.  Almost all asset classes around the world 

were weak, and the U.S. stock market had the worst December since the Great Depression.  We hear a 

litany of concerns on all forms of media, day and night, but the fundamental issue for U.S. markets is 

the prospect of a recession and what that downturn might do to corporate earnings.  The depth of a 

possible economic slowdown could be affected dramatically by Federal Reserve policy/decisions and 

collateral damage from a trade war with China.  All of these issues must be evaluated with the 

understanding that political considerations may degrade objective thinking in each case.  There are 

myriad political issues/risks to consider, but dysfunction in Washington, D.C. and a no-deal Brexit, 

including an implied threat to the basic underpinning of the European Union, are near the top of the 

list.  Computerized trading, the spread of populism/protectionism, and global warming/volatile weather 
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 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.   



 

 

are a few more things to keep you awake at night.  Climbing the wall of worry seems more Sisyphean 

than profitable, these days! 

 

Over any reasonable investment horizon, the expected level of corporate earnings and the multiple that 

investors will pay for those earnings are what determine stock prices.  A wide range of extremely well 

informed opinions on both of those numbers for 2019 are easy to find, so there is no “right answer”.  

But, it appears the recent repricing (losses) have been prompted by fears of lower earnings in 2019, 

and perhaps a lower multiple on those earnings.  Computerized trading programs and limited liquidity 

in the market are probably exacerbating the moves in the market, up and down.  The equity market, 

and the Treasury yield curve, is most likely correct in forecasting some sort of economic slowdown, 

but no one knows if this slowdown will devolve into a recession.  Only time will tell.  But, we have 

seen valuations contract to levels that seem very reasonable.  In late December, Abby Joseph Cohen, 

the highly respected strategist at Goldman Sachs, observed that the S&P 500’s valuation had reached 

levels that reflect the fundamentals (primarily, expected earnings growth and interest rates).
5
  The 

market can, of course, overshoot to the downside, or future earnings may be worse than she expects, 

but valuation is probably not the issue, at this point.   

 

What if we do go into a recession, what happens then?  We all remember the carnage from the 

2007/2008 Great Recession, but most recessions are less malevolent for stock prices, and some have 

even produced positive stock returns.
6
  The general rule is that stocks will underperform the year 

before a recession, especially in the prior six months.  Stock performance during recessions since 

WWII has been mixed, and, as you would expect, performance is usually strong coming out of a 

recession.
7
  If history is any guide, we will be most of the way through a recession by the time the 

National Bureau of Economic Research (NBER) makes that determination, as happened with the 

recessions identified in 2008, 2001, and 1990.  To complicate matters, the years leading up to a 

recession can be very profitable for investors.  In sum, recessions, and the six months preceding them, 

are generally bad for stocks, but that pitfall is extremely hard to predict, and missing the run- ups, both 

before and after, can hurt long-term returns.   

 

Looking on the bright side, current investor sentiment is very low; the Federal Reserve Board and 

Chairman do not want to cause a recession; neither the U.S. nor China wants an ugly trade war; and 

equity valuations, relative to modest earnings expectations and low interest rates, appear reasonable.  

Perhaps some of the doom and gloom is “fake news”.   

                                                 
5
 Interview on Bloomberg Surveillance, December 21, 2018 

6
 “Stock Performance Before, During & After Recessions”, Ben Carlson, March 15, 2015 

7 “What History Says About Recessions and Market Returns”, Connected Wealth, April 17, 2018 



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)

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

     *2018 -5.87 -6.36 -4.96 -4.38 17.86 10.99 10.80 72 0.74 75.67 105.74 1.10 5.30 7.01% 448.68

* 2018 performance returns are for the period ending 12/31/18.

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, 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 Opportunity Portfolio composite has been examined for the periods March 31, 1999 through September 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 December 31, 2018, the firm provides models to programs managing a total of approximately $12.56 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, 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.


