
 

 

Opportunity Portfolio 
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The Opportunity Portfolio Composite was down 18.73%, net of fees, for the quarter.  The S&P 500 Index 
was down 19.60%, and the S&P 1500 Index was down 20.57%.1  The Opportunity Portfolio benefitted from 
strong relative performance in several healthcare positions and also from the lowest energy sector exposure 
in the history of this investment strategy.  On the other hand, our sizable position in the Dow Jones Industrial 
Average ETF (DIA) underperformed the S&P 500 Index (SPX) due to the substantial Boeing (BA) position 
in DIA and also DIA’s relatively low technology weighting versus the SPX.  We are sticking with DIA for 
now, given the overall high quality of the companies in the Dow Jones Industrial Average (and with hopes 
for a rebound in Boeing).    
 
The Portfolio2 
The Opportunity Portfolio was active in the quarter; we trimmed a few stocks and purchased three new 
positions – one new ETF and two high-quality, large cap international companies.  We also liquidated 
Iberiabank (IBKC) in early January.  IBKC was attractively valued but had been a relative underperformer 
versus the benchmark, so we decided to move on.  In mid-January, we trimmed our position in Quidel 
(QDEL) after the stock benefitted from a worse than expected flu season.  QDEL sells medical diagnostic 
equipment and turns out to be an important player in the race to delineate the scope of the Coronavirus.  In 
late January, we trimmed T. Rowe Price (TROW).  TROW had a good quarter, and the stock was up with the 
market (which appeared to us to be slightly ebullient at the time).  We purchased the Invesco S&P MidCap 
Low Volatility ETF (XMLV).  XMLV holds the 80 stocks with the lowest volatility in the S&P MidCap 400 
Index and is primarily comprised of REITs and Utilities – two sectors where we have lacked exposure.   
 
In early February, we added to our position in Oaktree Specialty Lending Corp. (OCSL).  OCSL was 
relatively small in the Opportunity Portfolio, and we wanted to increase our exposure to this high-quality, 
conservatively managed, business development company.  Our timing was not ideal, but after speaking with 
management in mid-March, we feel very comfortable with OCSL’s underlying portfolio and dividend.  In 
mid-February, we trimmed our position in Luminex (LMNX).  Like Quidel, LMNX sells medical diagnostic 
testing equipment and has technology that can help identify the Coronavirus.  
 
We used these proceeds to initiate a new position in Alibaba Group Holding (BABA).  Alibaba is a Chinese 
technology company that is most often compared to Amazon due to its dominant position in the Chinese e-
commerce market (approximately 60% market share).  BABA also has a growing cloud/web services 
business similar to Amazon Web Services (albeit currently on a much smaller scale).  BABA’s other assets 
include a growing media/entertainment division and exposure to the dynamic online payments market 
through its 33% ownership in Ant Financial.  We like BABA over AMZN on account of its growth prospects 
and valuation.  The Chinese e-commerce market, which could become the largest in the world, is still 
developing, and BABA’s cloud/web services business is positioned to exploit the adoption of 5G by the 
Chinese consumer.  BABA’s core e-commerce business is still just 1/3 the size of AMZN’s, while its cloud 
business is just 1/10 the size.  Moreover, BABA has the balance sheet to fund its growth.  While AMZN has 

                                                 
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 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. 



 

 

moved into a net debt position in the past three years, BABA currently has $34 billion of cash on its balance 
sheet and $20 billion of debt.  It generates about $24 billion of free cash flow per year and may realize 
another $50-$70 billion in cash if Ant Financial goes public.  BABA trades at a discount to AMZN on nearly 
every metric.   
 
In early March, we initiated a new position in Hilton Hotels Corp (HLT).  We were early to this position and 
have suffered a quick loss.  HLT is one of the world’s largest and most diversified hotel operators.  Since its 
IPO in 2013, HLT has migrated to a largely franchise-based model which has significantly strengthened the 
balance sheet while improving operating returns.  In the past two years, HLT has produced about $1.2 billion 
of free cash flow per year.  That will obviously change this year due to the Coronavirus, but we think the 
business will rebound once the virus subsides.  HLT owns the best performing brands in the industry, has a 
resilient fee-based business, and has relatively modest capital requirements.   
 
Lastly, in late March, we trimmed our position in QDEL, again.  Given QDEL’s diagnostic testing 
technology, the company is a direct beneficiary of demand for Coronavirus testing in the U.S.   
 
The Market 
In our last quarterly letter, we said, “In general, we suspect optimism is currently high in the equity market, 
and that can set the stage for fear-inducing volatility”.  We had no idea how right we were (we also said we 
thought small capitalization securities could outperform large capitalization stocks; which has turned out to 
be totally wrong, so far).  The first quarter of 2020 witnessed one of the most abrupt market declines in 
history and continuing volatility seems likely as the Coronavirus spreads across the country.  In any case, one 
of the main lessons we can take away from the last six weeks is the true unpredictability of the future.  That 
lesson is important to consider as we look forward.  Conventional wisdom, and an examination of the history 
of the U.S. Equity market, is pretty clear about what should be done in times like these; long term investors 
(two to three-year investment horizon, minimum) should not sell and might buy stock if feasible.  The chart 
below reviews 1, 3, and 5-year returns from the worst ten days in the market since 1980.  Since the market’s 
peak on February 19th, 2020, we have had at least three days that would make this list (3/9/20:  -7.8%, 
3/12/20:  -9.6%, 3/16/20:  -10.9%).3 
 
10 Worst Single-Day Percent Declines for US Stocks 1980 – 20194 

Date Cause 

  Annualized (%) 

One-Day 
Fall (%) 

Return 
After 1 
Year 

Return 
After 3 
Years  

Return 
After 5 
Years 

1.  10/19/1987 Black Monday -20.47 23.19 11.59 13.03 

2. 10/15/2008 Global Financial Crisis -9.03 20.79 10.50 13.34 

3.  12/1/2008 Global Financial Crisis -8.93 35.85 15.11 17.22 

4.  9/29/2008 Global Financial Crisis -8.79 -4.14 1.60 8.87 

5.  10/26/1987 Black Monday 2.0 -8.28 23.59 10.20 12.92 

                                                 
3 Yahoo Finance 

4 Data sources: Morningstar, Ned Davis Research, and Hartford Funds, 3/20. Data shown is for the S&P 500 Price Index as of 12/31/19 and does not 
include the reinvestment of dividend payments. Indices are unmanaged and not available for direct investment. List does not include single-day 
declines in 2020 in order to provide returns from the ensuing 1-, 3-, and 5-year periods. 



 

 

6.  10/9/2008 Global Financial Crisis -7.62 17.76 8.30 12.73 

7.  10/27/1997 Asian Financial Crisis -6.87 21.48 16.30 0.47 

8.  8/31/1998 Russia Defaults on Loans -6.80 37.93 5.80 1.04 

9.  1/8/1988 
Brady Commission Releases Report 
on Causes of Black Monday 

-6.77 15.19 8.92 12.00 

10.  11/19/2008 Global Financial Crisis -6.71 45.05 17.35 18.81 

 

This generally bullish thesis has been supported recently by many of the most successful investors in the 
market including Carl Icahn, Seth Klarman, Bill Miller, and Warren Buffett.5  This is in spite of the fact that 
we are most likely in a recession, self-imposed or otherwise, and no one knows for sure when the recovery 
will begin.  Moreover, many experienced market observers expect a “re-test” of the most recent bottom in the 
stock market.  A re-test sounds relatively innocuous, theoretically, but it will be a nerve wracking experience 
if it comes to fruition as this may entail a 10% to 15% correction (or more) from the market’s level at the end 
of the quarter.   

Howard Marks described our opinion and approach as well as anyone can in his March 27th memo: 

 “The bottom” is reached the day before the recovery begins. Thus, it’s absolutely impossible to know 
when the bottom has been reached … ever.  Oaktree explicitly rejects the notion of waiting for the 
bottom; we buy when we can access value cheap.  

 Even though there’s no way to say the bottom is at hand, the conditions that make bargains available 
certainly are materializing.  

 Given the price drops and selling we’ve seen so far, I believe this is a good time to invest, although 
of course it may prove not (to) have been the best time.  

 No one can argue that you should spend all your money today …. but equally, no one can argue that 
you shouldn’t spend any.  

 The more you want to garner potential gains and don’t mind mark-to-market losses, the more you 
should invest here.  On the other hand, the more you care about protecting against interim 
markdowns and are able to live with missing opportunities for profit, the less you should invest.   

 But, is there really an argument for not investing at all?  In my opinion, the fact that we are not 
necessarily at “the bottom” isn’t such an argument. 6   

 

Odds are this may be a good time for long-term investors not to liquidate equity holdings.  But, as we stated 
above, the future is truly unpredictable, and we will probably emerge from this downturn into a world 
economy with more trading constraints and more government debt (due to the unprecedented recovery 
package recently signed into law).  Bottom line, we believe equities look attractive for long-term investors.  
But, we also want to reiterate our assumption, mentioned in previous letters, that we all should be prepared 
for relatively low, long-term equity returns.   

 

                                                 
5 “Mr. Potter is Buying”, Saut Strategy, Jeffrey Saut, p. 1, March 30, 2020 
6 “Latest Update”, Howard Mark, Oaktree Capital Management, 3/27/2020. 



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)

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

2019 20.04 19.45 30.90 31.49 19.06 12.11 11.93 69 1.40 87.91 119.48 0.87 6.12 6.96% 509.85

     *2020 -18.62 -18.73 -20.57 -19.60 N/A N/A N/A 69 N/A 69.34 94.53 0.42 4.77 6.88% 404.23

* 2020 performance returns are for the period ending 03/31/20.

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.  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 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.  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.  

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 December 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 Opportunity Portfolio composite has been examined for the periods March 31, 1999 through December 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 March 31, 2020, the firm provides models to programs managing a total of approximately $4.57 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 

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.


