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The Select Equity Income Portfolio Composite was up 1.15%, net of fees, for the quarter.  This result 

was behind the S&P 500 Index’s increase of 4.30% and the Russell 3000 Value Index’s increase of 

3.68%.
1
  The Select Equity Income Portfolio Composite is substantially behind both of these indices 

year-to-date.
2
 

 

“Hedge Fund Manager Willing to Play Idiot Shuns Trendy Stocks”
3
  This Bloomberg article was 

written about a European hedge fund manager, but there are obvious comparisons to the Select Equity 

Income Portfolio positioning and strategy.  We don’t relish playing the “idiot”, but our strategy, by 

definition, avoids most of the “must own” names that are in the press every day.  This year, Microsoft, 

Facebook, Amazon, Disney, and Apple - five stocks and one percent of the companies in the S&P 500 

Index - have generated 30% of the return, year-to-date.
4
  To be sure, we could have owned some of 

these companies but that degree of concentration is worrisome, as are the valuations of the other 

“safety” trades (large capitalization technology in general, staples, and utilities).  There are many 

reasons to suspect that the momentum and safety trade cannot continue to outperform forever, and we 

will review a few below.   

 

The Portfolio
5
 

As you might have noticed, we have incorporated more ETFs into the Select Equity Income Portfolio.  

In the last quarter, we added both the Dow Jones Industrial Average SPDR (DIA) and the Vanguard 

Communications Services ETF (VOX).  Our position in DIA is being used as a placeholder.  As 

described below, we have sold several stocks that no longer look attractive to us, and, instead of 

holding excess cash, we are using this ETF as a means of staying invested in the market.  Replacing 

cash with the DIA sounds like a concession to the longest bull market on record, but it is actually a 

change designed to reduce our reinvestment risk.  Putting cash to work in individual stocks while 

selling others concurrently can cause timing issues, especially in today’s market where ETFs move 

many stocks together.  Using the DIA in place of excess cash will allow us to keep the portfolio 

invested while waiting for better opportunities to invest in individual positions.   

 

We added VOX after selling Intel (INTC).   Intel was recently fired by Apple after failing to create a 

new communications semiconductor and seems to have fallen behind in the mobile communications 

world.  Instead of replacing Intel with another technology stock, we decided to take a broad-based 

                                                 
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 7/1/2001. 

3
 “Hedge Fund Manager Willing to Play Idiot Shuns Trendy Stocks”, Bloomberg Markets, 6/13/19  

4
 “These five stocks have gotten so big, they are essentially becoming the market”, Bob Pisani, CNBC, 6/29/19 

5
 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. 



approach by adding the whole communications sector.  The VOX gives us exposure to several faster 

growing technology companies as well as steady, dividend paying telecommunications stalwarts.  

 

Several positions in the portfolio were whipped around by the unpredictable trade war news flow, none 

more than Skyworks Solutions (SWKS).  The company, which develops communications 

semiconductors, fit the valuation parameters we look for and is well positioned to benefit from the 

upgrade cycle to 5G cellular. Shortly after we purchased the stock, the Administration’s additional 

tariffs smacked all semi-conductor companies with substantial exposure to China.  We sold the stock in 

the face of the new uncertainty surrounding trade with China.    

 

We sold WEC Energy (WEC).  We have been reducing our exposure to Utilities because the sector 

appears overbought and overvalued to us.  The sector is now trading at over 20x earnings and yields 

less than 3%, a level that historically had led to underperformance from the Utilities.  Cisco (CSCO) 

has been a strong stock over the past year, and we used the stock’s momentum as an opportunity to 

reduce our position.  We have kept a core position because the company has been growing steadily, is 

expected to take market share from competitor Huawei, and still trades at a discount to other large 

technology companies.  We sold our position in BB&T (BBT) after they announced plans to merge 

with SunTrust (STI).  The merger of equals has significant overlap in its geographic footprint, doesn’t 

appear to improve growth prospects, and could run into significant cultural issues.  In its place, we 

added to our position in Wells Fargo (WFC).  At the time of our purchase, WFC was trading at the 

bottom of nearly every valuation metric, and financials, in general, were trading at a generational 

discount to the S&P 500 Index.  WFC has certainly had more than its share of bad publicity, but that is 

one of the reasons the stock is selling at a very attractive valuation, in our opinion.  It also helps that 

Warren Buffet has reiterated his support for Wells Fargo; Berkshire Hathaway remains the bank’s 

largest shareholder.  Finally, we sold our position in MDC Holdings (MDC).  While the company has 

executed well, housing starts have not been as robust as we would like to see.  We are worried that the 

sector has undergone a permanent shift to smaller, less profitable homes and that company valuations 

might not return to prior levels.  

 

We purchased a new position in Timken (TKR) during the quarter.  TKR is a high quality, if cyclical, 

industrial company that manufactures bearings and other mechanical components for the agriculture, 

automotive and transportation markets.  The company has a strong balance sheet, trades at a discount 

to its historical valuation, and has a 2.2% dividend yield.   

 

The Market 

The equity market floats on a sea of cash, and, right now, there is a lot of cash available.  Money is 

very cheap, but we assume that low interest rates are worrisome over the long-run (cheap money can 

create debt-funded risks that are hard to identify at the time).  Nonetheless, the U.S. Federal Reserve 

seems committed to preventing deflation, and investors are using that resolve as a rebuttal to the many 

reasons to worry including trade war fears, slowing economic growth in the second quarter, extreme 

rhetoric in U.S. politics (and more to come), and general tumult in the world economic order.  The 

S&P 500 Index is near an all-time high, but investors are nervous, as indicated by the high valuations 

in the safer sectors of the equity market and the flow of investment into fixed income funds this year.  

The stock market, due to its innate reflexivity, makes investing difficult, and this year seems to be a 

time of extremes.  For example: 



 

 The current 12-month performance difference between the Russell 2000 (small capitalization) 

Index and the S&P 500 Index is an historic high; a level which, in the past, has presaged a 

recovery by small capitalization stocks versus larger companies.
6
   

 Citigroup’s chief U.S. equity strategist published a chart on 5/24/19 showing the relationship 

between the price-to-book value for S&P 500 Technology stocks versus Financials; this ratio 

reached a 19-year extreme in May.  His conclusion is that this ratio is “extraordinarily stretched 

and favors financials”
7
.  Financials are traditionally considered value stocks, and so this set-up 

may apply to value stocks in general (our opinion). 

 JP Morgan published a similar report on energy stocks in early April.  It showed that the ratio 

between the price-to-book value of the S&P Energy Index and the S&P 500 Index dropped to 

its lowest level in 30 years.
8
  JP Morgan sees some relative value in the energy sector based on 

this extreme pricing differential.   

 Lastly, Driehaus Capital Management published a chart in mid-June showing the Misery Index 

(percentage change in 12-month core inflation plus the unemployment rate) at a 50-year low.  

They believe this indicates U.S. consumers are, by this measure, in their best position since 

1966.
9
   

 

Investors are nervous and under-invested.  Talk of recession is still prevalent, but the market is near an 

all-time high.  Interest rates are low, and the Fed appears accommodative.  The U.S. and China appear 

to have come to some kind of trade détente (but the fundamental differences are unlikely to get 

resolved).  So, within the context of assuming we are in a low-return decade (which is totally wrong 

this year), the near-term prospects for equities look reasonable.  Investment dicta are a dime a dozen, 

but “don’t fight the Fed” is usually good advice.   

 

“If you can trust yourself when all men doubt you, but make allowance for their doubting too”.  This 

line from Rudyard Kipling’s poem “If” is a pretty accurate description of our feelings regarding active 

and passive investing.  We believe in the potential of active stock picking, but the data are not 

supportive (ours recently and results for the entire active management industry, in general).  So, we are 

going to “make allowance” for that dynamic and offer passive investing alternatives to IMVA clients 

who want them.  Specifically, we want to offer customized accounts which could consist of exchange 

traded funds (ETFs)
10

 or a mix of individual securities and exchange traded funds, including funds 

screened for environmental, social and governance issues (ESG).  Please let us know if you would like 

to learn more about this alternative to our current portfolios.   

 

                                                 
6
 Bloomberg’s Chart of the Day, David Wilson, 5/23/19. Discusses David Halloran/Greenwood Capital’s research into the 

ratio of SPX vs. Russell 2000 performance.   
7
 Bloomberg’s Chart of the Day, David Wilson, 5/29/19. Discusses Tobias Levokovich’s research for Citigroup.   

8
 Bloomberg’s Chart of the Day, David Wilson, 4/8/19.  Discussed Dubravko Lakos-Bujas’ research for JP Morgan.   

9
 Bloomberg’s Chart of the Day, David Wilson, 6/17/19.  Discussed Yoav Sharon’s work at Driehaus Capital Management.   

10
 An exchange traded fund is normally a single security that represents an index or basket of securities.   



INVESTMENT MANAGEMENT OF VIRGINIA, LLC

SELECT EQUITY INCOME PORTFOLIO COMPOSITE

ACCOMPANYING NOTES

Benchmark

Benchmark Benchmark Russell 3000

Total Return Total Return Benchmark Russell 3000 Composite S&P 500 Value Composite Composite Assets Non-Fee Paying Percentage of Total Firm Assets

Gross Net
B

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

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

2009 27.76 26.94 26.46 19.76 N/A N/A N/A 15 2.63 11.90 2.61 21.93% 335.79

2010 16.77 16.10 15.06 16.23 N/A N/A N/A 13 1.47 12.87 3.02 23.43% 427.21

2011 3.54 2.95 2.11 -0.10 18.12 18.70 21.04 14 0.47 13.83 2.84 20.53% 409.51

2012 9.80 9.18 16.00 17.55 14.49 15.09 15.81 15 0.48 22.87 3.05 13.35% 526.95

2013 32.98 32.18 32.39 32.69 11.44 11.94 12.90 16 0.53 29.04 3.96 13.64% 697.44

2014 10.28 9.55 13.69 12.70 9.60 8.98 9.36 16 0.36 30.57 4.30 14.06% 549.17

2015 -4.18 -4.75 1.38 -4.13 10.60 10.48 10.74 25 0.33 38.79 3.85 9.92% 437.32

2016 25.78 24.98 11.96 18.40 10.93 10.59 10.97 27 0.79 45.35 3.07 6.78% 484.18

2017 7.78 7.11 21.83 13.19 10.55 9.92 10.33 27 1.05 46.07 3.30 7.16% 491.22

2018 -6.37 -6.93 -4.38 -8.58 12.11 10.80 11.06 28 0.55 39.90 2.81 7.04% 448.68

     *2019 11.42 11.10 18.54 16.05 N/A N/A N/A 28 N/A 43.43 3.07 7.06% 489.50

* 2019 performance returns are for the period ending 6/30/19.

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 March 31, 2019.  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 March 31, 2019.  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 June 30, 2019, the firm provides models to programs managing a total of approximately $14.02 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 and to the Russell 3000 Value 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.  The Russell 3000 Value Index is based on 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 3000 Value Index is a market capitalization weighted equity index and is calculated based on a total return basis with 

dividends reinvested.  It measures how U.S. stocks in the equity value segment perform and includes stocks from the Russell 3000 Index with lower price-to-book ratios and lower expected growth rates.  The Russell 3000 Value Index was added as a benchmark in September 

2018.  Performance has been linked in the same manner as the Select Equity Income Portfolio Composite.  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.  


