
 
 

 

Small Capitalization Portfolio 
2nd Quarter, 2021 

 
The Small Capitalization Portfolio Composite was up 2.80%, net of fees, for the quarter versus the 4.29% gain 
for the Russell 2000 Index.1  Year-to-date, the Portfolio Composite was up 16.02%, net of fees, versus the 
Russell 2000 Index up 17.54%.  The Portfolio Composite was ahead of the Russell 2000 Index since inception.2 
 
The second quarter was characterized by continued push and pull between value and growth stocks.  The Small 
Capitalization Portfolio continues to have defensive bias versus the market, and we were able to keep pace with 
the Index until the end of the quarter when growth stocks took the baton, again.  Specifically, the impact to us 
was most felt in our housing-related stocks, which declined this quarter despite a very robust housing market.  
Commodity inflation and lack of available labor have put near-term constraints on an otherwise strong market.  
We “pulled the trigger” on a few new positions, explained below, and have been using some of our ETF 
exposure to fund these investments.   
 
The Portfolio3 
Sales during the quarter included:  
 
Lattice Semiconductor (LSCC):  We liquidated our position in LSCC in April when Lattice was added to the 
S&P Midcap 400 Index.  We had reduced our position numerous times and held onto a smallish positon as long 
as we could, given the growth in the size of the company and its valuation.  At the time of our sale, LSCC had a 
$7.5 billion equity market capitalization, considerably above our $2 billion limit for new purchases.    
 
Cross Country Healthcare (CCRN):  We trimmed our position in Cross Country Healthcare in May.  CCRN 
reported strong first quarter results, and our position grew, approaching our 6% position size limit.  We think the 
market will stay strong for CCRN for the foreseeable future and suspect the company ultimately will be sold.  
CCRN continues to perform well and remains one of our largest positions.   
 
Luminex (LMNX):  We liquidated our position in Luminex in early June.  Early last quarter, management stated 
publicly that it was considering strategic alternatives.  The Board followed through on that statement in mid-
April when they announced the acquisition of the company by DiaSorin, an Italian medical diagnostic company, 
at a take-out price of $37/share.  We have owned LMNX for over a decade and had hoped for a higher take-out 
price, but we have been able to trade the position and carried a relatively large position into the acquisition 
announcement.   
 
Purchases included the following: 
 
Katapult Holdings, Inc. (KPLT):  We initiated a new position in Katapult in April.  KPLT is a financial 
technology company that offers lease-to-purchase options for sub-prime or non-prime customers.  The company 
focuses primarily on durable goods sold online. For example, it offers credit and purchase terms for big ticket 
items such as mattresses, refrigerators, washing machines, and computers to customers who cannot afford to 
make a one-time payment, or for customers that can’t qualify for special financing offers.  KPLT is different 

                                                 
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 GIPS report, contact Investment Management 
of Virginia at (804) 643-1100.  
2 Portfolio inception is 1/1/94.   
3The 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.   



 

 

from traditional lease-to-own providers; they do not charge late fees and try to be very clear about the 
customers’ monthly and total payments.  The company is growing rapidly, is profitable, and has very small 
market share in a multibillion dollar market.   
 
Immersion Corp. (IMMR):  In late April we added to our position in Immersion.  The stock started the year 
strong, and last quarter we used that strength to trim our position.  This quarter, however, the stock declined 
after reporting good (but not great) Q1 results.  Immersion is being temporarily impacted by the global 
semiconductor shortage.  To be clear, demand is not going away, just being pushed out.  We believe the 
intermediate and long-term opportunities for IMMR are intact and used the sell-off as an opportunity to rebuild 
our position.   
 
Babcock & Wilcox Enterprises, Inc. (BW):  We initiated a new position in Babcock & Wilcox in April.  BW is a 
former holding of the Small Capitalization Portfolio, and we still own the spin-off company BWX Technology 
Corp.  We had sold BW a few years ago when the company made some major operational missteps.  Over the 
past few years, the company replaced and upgraded its management team, paid down debt, completed the 
money-losing contracts that plagued it in 2018-2020, streamlined manufacturing operations, and reduced 
product offerings.  The result has been a decline in revenue but an improvement in profitability.  The company 
was negatively impacted by Covid, but it is starting to see a pickup in both new activity and deferred 
maintenance.  BW operates in three segments:  the legacy Thermal segment sells emissions reducing equipment, 
primarily to the coal sector.  BW’s main focus is on its Renewables and Environmental segments, which sell 
carbon capture products into the renewable energy sector (primarily waste-to-energy plants).  BW’s backlog 
continues to grow, and we think its Renewable and Environmental sectors have significant upside potential as 
more companies look to reduce, or completely eliminate, their carbon footprints and greenhouse gas production.   
 
Alexander & Baldwin (ALEX):  We added to our position in Alexander & Baldwin in May.  ALEX has 
recovered nicely from the impact of Covid on real estate in Hawaii.   Moreover, due to the strong residential real 
estate market, ALEX has been able to sell its non-core residential holdings faster than expected.  The company 
still needs to dispose of its paving business, but the strengthening economy and potential for an infrastructure 
stimulus package are improving the odds of a sale over the next 12-18 months.  We remain positive on ALEX’s 
real estate holdings and its income generating potential as a pure-play REIT.   
 
Magnite (MGNI):  We added to our position in Magnite in May.  The stock has been more volatile than we 
expected this year.  In early 2021, MGNI announced a large acquisition, and investors were very impressed.  We 
sold into this stock move.  The stock then weakened going into its first quarter earnings report which was solid 
but not spectacular.  We used this weakness to rebuild our position.  MGNI’s acquisition integrations appear to 
be on track, and the long-term prospects of the company have not changed.     
 
 
World Fuel Services (INT):  We initiated a new position in World Fuel Services in June.  INT is an energy 
company that acts as a fuel broker in the global marine, aviation, and land fuel markets.  The company does not 
take commodity ownership/price risk but rather facilitates the fuel purchase transaction.  INT was negatively 
impacted last year as international shipping, international air travel, and cruise ships all curtailed operations, but 
we believe this demand is coming back.  Over the past five years, INT has increased its dividend by 100%, 
reduced its debt by approximately $390mm (and now has a $35mm net cash balance), and repurchased six 
million shares, or 9% of the company.  We think INT remains under the radar from investors and is poised to 
recover nicely as international shipping/travel/leisure continue to recover.   
 
Intrepid Potash (IPI):  We initiated a new position in Intrepid Potash in June.  Intrepid has transformed its 
business and, importantly, its balance sheet, over the past few years.  Intrepid’s primary business is selling 



 

 

potash and other nutrients into the U.S. agriculture markets, but it also has a growing water supply and water 
recycling business for the oil and gas industry.  Due to strong demand and rising commodity prices, IPI has been 
able to raise its potash pricing several times over the past year.  The same supply/demand dynamic in the oil and 
gas industry has created increased opportunities in the water transport and recycling business.  The company is 
now net debt free and can, we believe, produce more free cash flow than Wall Street expects this year.  We also 
suspect that the company has a unique opportunity to monetize its access rights (access to land) in the Delaware 
Basin.  IPI controls access to thousands of acres in the middle of the Delaware Basin, and this play has become 
one of the most valuable exploration and production areas in North America.  IPI’s land is surrounded by some 
of the best financed companies in the oil and gas industry, and these companies may want access to IPI’s 
acreage for the drilling potential and also for the water recycling network (and ESG publicity) available there.  
The potential windfall to IPI is known only to them, but we suspect this opportunity/these land rights may be 
materially undervalued by investors.  In any case, the base business is healthy, the balance sheet is solid, and 
insiders are large owners of the stock and have been consistent buyers through the hard times.  The company’s 
story is not well covered because of the complexity of the business (and management’s current inability to give 
guidance, given the rapid changes in the water business).  We believe management eventually will succeed in 
unlocking the full value of IPI’s assets; their insider purchases suggest they do too.      
 
The Equity Market 
As we write this quarterly letter, the U.S. equity market is hitting record highs. This brings to mind Bill 
Murray’s famous observation in Caddyshack, “So we have that going for us, which is nice”.  But, as in 
Caddyshack, there are rumblings beneath the surface that may change the game.  A few things to keep in mind: 
 

 The stock market is currently trading back and forth between growth and value stocks. When investors 
think the 10-Year U.S. Treasury will be above 2% by year-end, they buy Value stocks (e.g. cyclicals, 
commodity-based companies, or companies with higher leverage); when the 10-Year U.S. Treasury 
yield declines (normally because investors are worried about economic growth), growth stocks prosper. 
Since no one knows where the 10-Year U.S. Treasury yield will be in six months, the stock market is 
wondering where to put all of the liquidity provided by the Federal Reserve.  This adds up, to us, to a 
stock market that may be stalled for a while; some market observers are using the absurd cliché that “the 
easy money has been made”.   Precious few investors talked about the easy money about to be made 
fourteen months ago at the height of the pandemic panic.   

 Federal Reserve Chair Jerome Powell believes that the currently high levels of year-over-year inflation 
are transitory, and we are inclined to believe him.  But, if he is wrong and the Fed has to tighten interest 
rates more quickly than the market expects, stocks likely will react badly.  Currently, the Federal 
Reserve Open Market committee is indicating two rate increases in 2023, but the Committee is almost 
evenly divided between 2022 and 2023, so the first rate increase could easily jump into late 2022.4 

 U.S. economic growth rates are probably peaking, the rate of increase in the money supply is probably 
going to subside, year-over-year earnings comparables are going to get tougher, and retail investors may 
be extrapolating the extraordinary returns of the past year.  These factors are, at a minimum, hurdles for 
the current bull market to clear over the next year.   
 

But, let’s remember that the equity market floats on a sea of liquidity, and the Federal Reserve has made clear it 
wants to keep the cash flowing to avoid deflation.  This is positive for stocks.  The recent downdraft in the 10-
Year U.S. Treasury yield to below 1.5% indicates, to us, that the Fed is right to fear deflation.  It also reminds us 
that, despite the risk of sounding like Chicken Little, we should still expect equity returns to be constrained over 
the next five to ten years.  We don’t see much value in fixed income at current levels, and the oddly calm fixed 

                                                 
4 “Here’s why the market may be wrong about the Federal Reserve and interest rates”, CNBC, 6/22/2021.  Covering research from Bank of America credit 
strategist Hans Mikkelsen  



 

 

income markets are likely to see more volatility over the next twelve months.5  Equities, including small 
capitalization stocks, also offer a reasonable hedge against the risk of unexpected inflation.6  As mentioned 
above, we do not fear inflation as much as deflation, but it is comforting to remember that equity ownership can 
moderate the risk to our purchasing power posed by inflation.7  As usual, in the face of uncertainty about 
inflation and government fiscal policy, and with the market trading at a relatively full valuation, we like owning 
attractive equities within the parameters of a long-term investment plan.8 

 

                                                 
5 Schwab “2021 Mid Year Outlook: Fixed Income”, Kathy Jones, 6/9/2021. 
6 “Why JP Morgan Believes Small and Midcap Stock Returns will “Dwarf’ Most Other Assets for Decades to Come”, Barron’s Magazine, Jack Denton, 
3/18/2021 
7 NB:  When disgraced, former talk show hosts hawk specific gold bullion brokers on CNBC, we suspect the risk from inflation is probably fully priced in.   
8 “There Are No Bad Assets…. Just Bad Prices”, The Asset Allocation Team at GMO, 6/8/2021.   



INVESTMENT MANAGEMENT OF VIRGINIA, LLC
SMALL CAPITALIZATION PORTFOLIO COMPOSITE
ACCOMPANYING NOTES

Benchmark
Total Return Total Return Benchmark Composite 3 Yr. Russell 2000 Composite Composite Assets Strategy Assets Model Assets Non-Fee Paying Percentage of Total Firm Assets

Gross NetB Russell 2000 St. Dev. GrossC 3 Yr. St. Dev.C Number of Dispersion GrossC End of Period End of PeriodD End of PeriodD Composite Assets Non-Fee Paying End of Period
YearA

(Percent) (Percent) (Percent) (Percent) (Percent) Accounts (Percent) (Millions) (Millions) (Millions) End of Period (MM) Composite Assets (Millions)
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 34.32 33.61 19.96 24.59 25.27 17 0.65 31.64 72.28 0.80 1.97 6.22% 528.62

     *2021 16.31 16.02 17.54 N/A N/A 17 N/A 36.52 82.80 0.00 2.36 6.46% 593.00
* 2021 performance returns are for the period ending 6/30/21.

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 GIPS Report

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.  Policies for valuing investments, calculating performance, and preparing GIPS reports are 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 GIPS report.  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 GIPS report 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.  GIPS® is a registered trademark of CFA 
Institute.  CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained herein.   Investment Management of Virginia, LLC has been independently verified for the periods January 1, 1993 
through March 31, 2021.  A firm that claims compliance with the GIPS standards must establish policies and procedures for complying with all the applicable requirements of the GIPS standards.  Verification provides assurance on whether the firm's 
policies and procedures related to composite and pooled fund maintenance, as well as the calculation, presentation, and distribution of performance, have been designed in compliance with the GIPS standards and have been implemented on a firm-wide 
basis.  The Small Capitalization Portfolio composite has had a performance examination for the periods January 1, 1994 through March 31, 2021.  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, 2021, the firm provides models to programs managing a total of approximately $0.25 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 


