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The Select Equity Income Portfolio Composite was up 1.49%, net of fees, for the quarter.  This result 

was slightly behind the S&P 500 Index’s increase of 1.70% and ahead of the Russell 3000 Value 

Index’s increase of 1.23%.
1
  The Select Equity Income Portfolio Composite remains behind these 

indices year-to-date.
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Over the past two quarters, we have begun using more ETFs in the Select portfolio.  Our strategy of 

buying high-quality, dividend paying stocks, including small and mid-capitalization companies, has 

not kept up with the broad market over the past three years.  Some of that underperformance is due to 

the primacy of high growth technology stocks over the past five years, but computerized trading has 

probably also hurt our ability to find mispriced stocks.  Our fundamental goal is to provide high 

quality, dividend-paying equity exposure, and the performance of the indices is a secondary 

consideration.  If exchange traded funds can provide similar quality and characteristics, we will use 

them, especially in relatively efficiently priced areas of the market, like large capitalization stocks. Our 

analysis of our returns confirms this thesis: our large capitalization picks, when taken together, have 

had a lower success rate than our small and mid-capitalization positions, though neither have, in 

general, been able to keep up with the incredible success of high momentum, large capitalization 

technology stocks.   

 

So, we are in the process of gradually switching some of our large capitalization exposure into 

exchange traded funds where the risk-to-reward comparison appears to lean that way.  As mentioned 

above, the basic theory is that large capitalization stocks are priced fairly efficiently, so it is difficult to 

gain an advantage over the market in these stocks.   With this in mind, we have been building a 

position in DIA, an exchange traded fund that represents the Dow Jones Industrial Average (DJIA).  

We like DIA for a variety of reasons, but, basically, it holds high quality companies, including leading 

technology companies, pays a reasonable dividend, and is very liquid.  The DIA could be swapped for 

different exposure, including other dividend-paying equity ETFs, if market conditions changed 

dramatically.   

 

The Portfolio
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In the third quarter, we added to the Dow Jones Industrial Average SPDR (DIA) while reducing our 

positions in individual stocks that seemed less attractive.  The Dow is a traditional proxy for the U.S. 

equity market, and most of us consider the Dow Jones Industrial Average a good and simple indicator 

of the U.S. equity market’s movements.  Many professionals do not use the Dow Jones Industrial 

Average because the Index’s price is calculated in an odd way, and it is comprised of only thirty 

                                                 
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
 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. 



companies.  We believe this index is attractive for a variety of reasons.  Importantly, the Dow 

generally includes the bluest of blue chip stocks; nearly all of which pay dividends and are worldwide 

leaders in their markets.  The Index is incredibly liquid (trades very easily), has normally out-

performed the S&P 500 Index during bear markets, and has slightly better long-term performance than 

the S&P 500 Index on a total return basis (including dividends).  We consider this position very high 

quality equity which keeps us invested and perhaps better prepared for a rocky market (or possible 

recession).  In addition, this switch should reduce some of the relative performance risk in the portfolio 

while also allowing us to maintain our exposure to promising small and mid-capitalization stocks.   

 

During the quarter, we sold Fastenal (FAST), Albemarle (ALB), Huntington Bancshares (HBAN), and 

Timken (TKR).  We also reduced our position in Gentex (GNTX).  Fastenal has been a good stock, but 

we are wary of a manufacturing slowdown in the United States.  FAST is trading at a premium to its 

historical valuation, and we felt the risk-to-reward was no longer attractive.  Albemarle’s stock has 

been a disappointment.  While the company has met our operational expectations, the stock has been 

hurt by the rapid decline in lithium prices.  During the last quarter, the company announced it would 

delay the development of new lithium capacity in Australia, indicating to us that the market remains 

oversupplied.  In addition, the company’s Bromine business, which is focused on China, has been hurt 

by the manufacturing slowdown in that country.  We sold HBAN because it is a relatively low-growth 

bank which seems unlikely to keep up with the market.  TKR is a dynamic industrial company focused 

on the transportation and railway sector.  Unfortunately, rail traffic is down dramatically year-over-

year and could be a leading indicator of a slowing U.S. economy, which would be difficult for Timken.  

Finally, we sold a partial position in GNTX, which has defied the worldwide auto slowdown by 

continuing to report strong results.  We are impressed by the company’s execution, but we want to 

carry a smaller position.       

 

The Market 

The equity market didn’t go far in the 3
rd

 quarter, but it did show some inclination to look beyond the 

“safe” trades (utilities, consumer staples, and, in general, the largest capitalization technology 

companies) that have dominated the market since trade tensions with China heated up in May.  In early 

September, right when the flight to safety reached a crescendo and the U.S. Government interest rate 

yield curve momentarily inverted, the market reversed and rotated hard into value stocks, cyclicals, 

energy, and oil.  This rotation trailed off pretty quickly, and it is difficult, as usual, to determine if the 

rotation will continue.  But, it was a welcome sign to many investors who are nervous about any asset 

class that looks like “a sure thing”.  Current conventional wisdom appears to believe (and price into 

stocks) that the odds of a recession in the U.S. in the next few years are higher than normal and that 

additional economic shocks could push the U.S. into recession.  We have seen or heard this general 

thesis from a variety of experienced market watchers including Pimco, Capital Economics, and Tony 

Dwyer at Canaccord.  Howard Marks, the highly respected Chairman of Oaktree, described his outlook 

as “scared to be invested, scared not to be invested”.  Part of the problem is that no one really knows 

when a recession might start, and the last few years of an economic expansion are normally very good 

for the stock market.  Moreover, there are some signs that the weakness in August was an overreaction 

and that world economic indicators are gradually turning more positive.
4
  We generally do not advise 

clients to try to time the market in advance of a recession because that strategy is highly unlikely to 

work, but it is prudent to understand that the U.S. economy may have less resiliency than usual right 

                                                 
4 “Global Morning Summary”, Canaccord Genuity, Tony Dwyer, Oct. 1, 2019 



now.  Economic weakness in China and Europe, our trade conflict (war?) with China, and political 

tumult/gridlock in the U.S. are a few of the obvious sources of potential trouble.  On the other hand, 

one near certainty is that President Trump and Republicans in Washington DC will do almost anything 

to prevent a U.S. recession before the next election, so that determination may offset some of the issues 

mentioned above, at least over the next twelve months.   

 



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 13.26 12.75 20.55 17.47 N/A N/A N/A 27 N/A 42.71 3.04 7.11% 478.67

* 2019 performance returns are for the period ending 9/30/19.

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 June 30, 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 June 30, 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 September 30, 2019, the firm provides models to programs managing a total of approximately $14.06 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 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.  Net performance returns have been calculated by reducing gross performance returns by the 

actual investment management fees charged.  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.  The information contained in this material is based on 

data we have obtained from third party sources.  While this information has been obtained from sources we believe to be reliable, we do not guarantee, nor are we responsible for, the accuracy, completeness, or timeliness of the information provided in this presentation. 

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.  


