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The Small Capitalization Portfolio Composite was down 18.88%, net of fees, for the quarter.  That was 

a rough quarter, but the Portfolio Composite was materially ahead of the 30.61% loss for the Russell 

2000 Index.1  In our last quarterly letter, we said that being up nearly 15% for the year (2019) is 

normally a nice return, except when the Russell 2000 Index is up over 25%.  We are gratified to have 

reversed that differential in the 1st Quarter, but this is a tough way to do it!  The Small Capitalization 

Composite is now ahead of the Russell 2000 Index over the past one and three year periods, as well as 

since inception.2   

 

Over the past several quarters, we have refined the portfolio by adding a few select ETFs for broader 

market exposure and modestly consolidated our holdings into our highest quality names (our opinion).  

This shift started to show promise in the second half of 2019 but really helped in the past month as the 

market collapsed.  Companies with little or no debt and/or defensible backlogs of business have held 

up better than companies with leverage and more sensitive demand profiles (e.g. Energy and Consumer 

Discretionary).  In addition, the Portfolio benefited from owning three heath care companies that may 

be part of the solution to the Covid-19 pandemic.   

 

The Portfolio3 

We were more active than usual this quarter on account of the market volatility.  In addition to 

trimming and adding to existing positions, we liquidated four stocks and initiated five new positions – 

two of which we’ve owned in the past.  Overall, we tried to use the market’s volatility to buy or add to 

some of our best ideas.   

 

In January, we liquidated our position in TriMas Corp. (TRS) and invested the proceeds into the 

Russell 2000 Index ETF (IWM).  During our holding period, TRS had kept pace with the Russell 2000 

Index, but we had concerns about future upside potential since the company’s turnaround appears 

complete.  We also liquidated our position in Park City Group (PCYG).  PCYG is a small company 

with a lot of growth potential, but the revenue and earnings growth constantly seemed to slip out a 

couple of quarters.  We trimmed Luminex (LMNX) and OneSpan (OSPN) and reinvested the proceeds 

into a new ETF – the ProShares Russell 2000 Dividend Growers ETF (SMDV).  SMDV holds small 

capitalization companies that have increased their dividend in each of the past ten years, so it is an 

efficient way to get exposure to high quality, dividend paying companies.  Next, we trimmed our 

position in KVH Industries (KVHI).  KVHI is a long-term holding of the Small Capitalization 

Portfolio, but it has generally underperformed.  We used strength in the stock at the beginning of the 

                                                 
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 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. 



 

 

year to reduce our position a bit.  Finally, we liquidated Iberiabank (IBKC).  Iberiabank is merging 

with First Horizon Bank (FHN) and will be too large for the Small Capitalization Portfolio.   

 

In early February, we initiated a new position in Cubic Corp. (CUB).  Cubic sells its software and 

communications products to global transit systems and to the defense industry.  Cubic’s best-known 

products are the Oyster Card, used on the Tube system in London, and the Top Gun computer 

simulation/training program used by the U.S. Navy.  We like CUB because its customers are long-term 

and loyal, and it has been building backlog with new and existing transit customers (Melbourne, 

Chicago, and NYC are all increasing their use of CUB).  Total backlog of $3.5 billion gives the 

company good visibility into future earnings.  

 

In late February, when the market started to decline on Coronavirus fears, we increased our positions 

in Bottomline Technologies (EPAY), Hain Celestial Group (HAIN) and American Woodmark Corp. 

(AMWD).  Our thought process was (and is) to high-grade the portfolio into the highest quality and/or 

most consistent companies we own.   

 

In early March, we trimmed our position in LMNX, again.  LMNX is a medical diagnostic equipment 

manufacturer and is seeing increased demand for its technology and products due to the Coronavirus; 

this attention has taken the stock closer to its fair value.  We used the proceeds to initiate a new 

position in Inogen, Inc. (INGN).   Inogen manufactures and sells portable oxygen concentrators and 

has been on our screen for years.  We did not buy the stock a few years ago when it first came public 

but have used the recent weakness to establish a position.  INGN’s growth rate has slowed, but we 

think the long-term potential is substantial.  The overall demand for oxygen is increasing with an aging 

U.S. population, and home health providers still predominantly use large, unwieldy oxygen tanks.  

Portable concentrators are safer and less cumbersome, and we think concentrators will continue to take 

market share.  INGN has high insider ownership, $200mm of cash on the balance sheet, no debt, and 

produces consistent free cash flow.  We added to our position in Alexander & Baldwin (ALEX).  

ALEX is a commercial real estate investment trust (REIT) in Hawaii; the company concentrates on 

grocery store-anchored properties in residential areas.  The stock was hit hard in March and was 

trading below what we believe to be liquidation value.  Given the long-term, steady nature of ALEX’s 

leases, we believe earnings and cash flow will be relatively immune from Corona-related disruptions.  

Further, we believe the dividend (currently over a 6% yield) is safe.  Insiders have also been buying the 

stock around current levels.  We liquidated Kemet Corp (KEM) to fund the purchase of ALEX and 

INGN.  Last November, KEM announced that it would be acquired for cash, so the stock had held up 

well through this downturn.   

 

Finally, in late March, we trimmed our position in Quidel (QDEL) and initiated new positions in MDC 

Holdings (MDC) and Crocs Inc. (CROX).  Quidel, like LMNX, is a medical diagnostic company, and 

demand for its technology and products has increased due to the Coronavirus.  The stock had become 

our largest position as a result.  We used these proceeds to buy two Consumer Discretionary stocks that 

had declined significantly on coronavirus fears.  We have owned CROX before as a turnaround story 

but purchased it too early (and liquidated at a loss).  Over the past few years, the management team has 

cut costs and improved the company’s online presence.  Given the lower operating costs from a 

smaller physical footprint, coupled with overall strong demand, we believe CROX is well positioned 

and is selling at a very attractive price.  MDC is a homebuilder predominantly located in Colorado and 



 

 

on the West Coast.  MDC has a strong balance sheet, a conservative management team, and a 

consistent and attractive dividend.   

 

The Equity 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%).4 

 

10 Worst Single-Day Percent Declines for US Stocks 1980 – 20195 

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 

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 

 

                                                 
4 Yahoo Finance 

5 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. 



 

 

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.6  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. 7   

 

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.   

 

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



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)

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 15.33 14.74 25.53 19.16 15.71 19 0.76 24.57 58.41 9.01 1.54 6.25% 509.85

     *2020 -18.77 -18.88 -30.61 N/A N/A 17 N/A 19.25 45.49 0.51 1.20 6.22% 404.23

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

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

1994 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 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, 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.

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 


