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The Small Capitalization Portfolio Composite was down 3.18%, net of fees, for the quarter.  The 

Russell 2000 Index was up 2.10%.
1
  The Small Capitalization Portfolio Composite is substantially 

behind the Russell 2000 Index for the year-to-date but remains ahead of that index since inception.
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 Small 

Capitalization Portfolio positioning and strategy.  We don’t relish playing the “idiot”, but we are also 

afraid of trendy stocks.  We are looking to buy and hold a relatively small group of attractively priced 

companies with “good to great” long-term potential.  This concentration and time horizon creates 

opportunity but also volatility.  This quarter, the underperformance versus the benchmark was due to 

eight stocks in the portfolio.  Of those, six underperformed due to what we believe are short-term, 

transitory issues, and we continue to like those stocks.  Our thesis changed on the other two, and we 

liquidated those positions.  We discuss these changes below and are confident in the current quality 

and potential of the portfolio.  

 

The Portfolio
4
 

During the quarter, we used the market downturn to “high-grade” the portfolio.  We added to names 

that have the best near and long-term potential and liquidated or reduced exposure to stocks that drove 

the majority of the underperformance in the quarter.   

 

In May, we bought a new position in Kemet Corporation (KEM).  Kemet primarily produces 

capacitors, which are small components used on electrical circuits to store energy.  Capacitors were 

historically a low-growth, low-margin business, and, as a result, the industry experienced years of 

underinvestment.  In recent years, with the emergence of electric vehicles, 5G, Internet of Things, 

cloud computing and ever-increasing smart phone capabilities, the demand for capacitors has doubled.  

As a point of reference, an iPhone 6 from 2015 has 730 capacitors; the newest iPhone X has 1,000 

capacitors.  A Tesla has 10,000 capacitors.  The supply/demand imbalance favors KEM; in fact, a 

customer paid KEM to build a new manufacturing facility and also guaranteed multi-year volume and 

price commitments.  As a result, earnings are nearly doubling from 2018-2021.  Concurrently, KEM 

has been steadily reducing debt and will have a net cash balance by year-end.  Given the growth 

prospects and improving balance sheet, we think KEM is significantly undervalued. 

 

                                                 
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.  
2
 Inception of the portfolio is 1/1/94. 

3 “Hedge Fund Manager Willing to Play Idiot Shuns Trendy Stocks”, Bloomberg Markets, 6/13/19  
4 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. 



 

 

We added to existing positions in Luminex (LMNX), Briggs & Stratton (BGG), McDermott (MDR), 

Green Dot (GDOT), Oaktree Specialty Lending (OCSL), Allied Motion (AMOT) and Helios 

Technologies (HLIO).   

 

We had trimmed LMNX earlier this year over concerns that 2019 would be a transition year for 

growth.  We are more confident today that growth can accelerate beginning later this year and, 

consequently, rebuilt the position in April when the healthcare sector was on sale.  We initially 

purchased BGG in Q1 and filled out the position after the company reported earnings in late April.  

BGG is cutting costs and is well-positioned to resume revenue and earnings growth later this year.  The 

company has a solid balance sheet, good growth prospects, and a dividend currently yielding 5%+.  

McDermott is having a decent year, despite the cost overruns from CBI, a business it acquired in 2018, 

and we believe MDR’s future in engineering and construction for the energy sector looks increasingly 

promising.  The company reported a book-to-bill ratio of 3x in the most recent quarter ($6.7B in new 

contracts), and it has continued to announce meaningful contract wins over the past two months.  

GDOT is a long-term holding that has underperformed this year.  In April, GDOT reported solid Q1 

results but announced a surprise $60mm investment to support future growth initiatives.  The stock 

was weak on the news, and we added to our position.  GDOT is a leader in the pre-paid credit card 

industry, is buying back stock, and trades at a very attractive valuation.  OCSL is a business 

development company that continues to produce slow but steady results.  Its Net Asset Value (NAV) 

increased for the 5
th

 consecutive quarter to $6.55/share.  OCSL has an impressive track record of 

growth, a 7% dividend yield, and is trading at 0.8x NAV.  We like the risk profile and total return 

potential.   We added to our position in Allied Motion Technologies at the end of May on market 

weakness.  AMOT manufactures motion control products (think automobile seat controls) and has 

impressed investors with their ability to make attractive acquisitions.  After a disappointing Q4, 

AMOT reported solid Q1 results with record orders.  We continue to believe AMOT is a unique, well-

run company with excellent long-term growth prospects.  Lastly, we added to our position in Helios 

Technologies in late May on market weakness.  HLIO is an industrial company that is similar to 

AMOT in that it has a strong market position, a high-quality management team, and good long-term 

growth prospects. 

 

During the quarter, we trimmed positions in Bottomline Technologies (EPAY) and American 

Woodmark (AMWD).  We trimmed EPAY after it reported quarterly results in early May.  EPAY had 

grown into one of our largest positions, and while the quarterly results and outlook were both good, we 

don’t think the current numbers are strong enough to support a significant overweight in the stock.  

EPAY remains a compelling long-term holding, and we want to buy more of the stock when revenue 

growth and margins seem poised to reaccelerate.  We trimmed AMWD in late May after it reported 

quarterly earnings.  Similar to EPAY, AMWD had grown into a large holding and had priced in much 

of its near-term upside.   

 

Finally, we liquidated positions in Advanced Drainage Systems (WMS), Stamps.com (STMP), 

Tailored Brands (TLRD) and AMC Entertainment (AMC).  We liquidated WMS in late May as it 

reached our target price.   We liquidated STMP after it reported another weak quarter and reduced 

guidance.  After analyzing the business and speaking with management, we realized the turnaround 

may take longer than we are willing to wait.  We liquidated TLRD as it reached our stop-loss limit.  

We like what the new CEO is doing at the company but are worried about recent results and the 



 

 

company’s balance sheet.  Lastly, we liquidated our position in AMC.  AMC has been producing 

steady top-line growth, as expected, but has been unable to turn that into earnings growth. 

 

The Equity 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.
5
   

 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”
6
.  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.
7
  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.
8
   

 

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.   

 

                                                 
5
 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.   
6 Bloomberg’s Chart of the Day, David Wilson, 5/29/19. Discusses Tobias Levokovich’s research for Citigroup.   
7 Bloomberg’s Chart of the Day, David Wilson, 4/8/19.  Discussed Dubravko Lakos-Bujas’ research for JP Morgan.   
8
 Bloomberg’s Chart of the Day, David Wilson, 6/17/19.  Discussed Yoav Sharon’s work at Driehaus Capital Management.   



 

 

“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, as a 

firm, 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 might 

consist of several exchange traded funds (ETFs)
9
 or a mix of individual securities and exchange traded 

funds.  Regarding the Small Capitalization Portfolio, we intend to consider using the Russell 2000 

Index (IWM) in place of excess cash.  Replacing cash with the IWM 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 IWM in place of 

excess cash will allow us to keep the portfolio invested while waiting for better opportunities to invest 

in individual positions. 

                                                 
9
 An exchange traded fund is normally a single security that represents an index or basket of securities.   



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)

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 -8.56 -9.05 -11.01 17.31 15.79 25 0.46 24.91 54.44 7.73 1.68 6.75% 448.68

     *2019 6.56 6.28 16.98 N/A N/A 21 N/A 24.15 56.91 8.77 1.54 6.36% 489.50

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

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 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 Small Capitalization Portfolio composite has been examined for the periods January 1, 1994 

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 IMVA 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 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 


