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DAVY DISCOVERY EQUITY STRATEGY* (NET OF FEES)

(1.18)

2.71

13.33

13.37

13.19

MSCI WORLD SMALL & MID-CAP INDEX (TOTAL RETURN)

(1.02)

2.91

11.73

12.59

12.81

PERFORMANCE

Source: Davy Asset Management (Class A Acc Eur) and Bloomberg as at 28th September 2018.
*On 19th April 2013, the previously proposed changes to the fund strategy were implemented. For more information please contact Davy Asset Management.
The Davy Discovery Equity Fund was launched on 12th December 2014. Investors should note the Davy Discovery Equity Fund (UCITS) is newly established. The past
performance reflects past performance data relating to the Davy Discovery Equity Fund (non-UCITS) which merged with the Davy Discovery Equity Fund (UCITS) (the
“Merger”). Prior to the Merger when the Fund was not authorised as a UCITS, the investment policy, strategy and portfolio composition were largely the same. In the
circumstances, the past performance data included in this document is believed to be an appropriate reference for investors.

FUND OVERVIEW

The investment aim of the Davy Discovery Equity Fund (the ‘Fund’) is to achieve long-term capital growth by investing in shares of small and
medium sized companies on a global basis. These companies demonstrate growth potential and represent attractive investment opportunities.
Investing during the early stage of a company’s life cycle can lead to higher than average investment returns.

FUND PERFORMANCE

The Fund rose by 2.71% over the quarter versus 2.91% for its benchmark, returns were due to Asset Allocation and Stock Selection. Year to date,
the Strategy has risen by 8.97% outperforming its benchmark by 1.20%, in euro terms. The factors assisting performance over the quarter were a
combination of quality and momentum.
The third quarter began with markets focused on President Trump’s trade policy and stalled BREXIT talks. We have started the fourth more
optimistically, as Canada and the US have just agreed to re-work the NAFTA trade agreement and the details show there merely has been tinkering
at the edges rather than a radical overhaul. This should help sentiment in the US and calm nerves over the ongoing US-China and EU-UK disputes.
Smaller companies have risen by 8% year-to-date and a robust 2Q18 earnings season, where c.60% of the stocks in the benchmark beat expectations
and drove the asset classes performance.
The Information Technology Sector was the top performing sector in the Fund for the quarter, with Advanced Micro Devices (AMD) and Cognex
rising sharply. AMD has been one of the Funds top performer’s year-to-date, rising by 107.2% as investors began to fully appreciate the opportunities
for AMD’s CPUs and GPUs in datacentres. This was reflected by increased analyst coverage; a slew of ratings upgrades coupled with significantly
higher price targets. Industry data shows their ‘new’ CPUs are gaining market share relative to Intel, helped by R&D leadership and missteps by Intel
in the roll out of its 7nm and 10nm chips. Cognex rose by 25.9% over the same period. It’s a business with very high barriers to entry; 527+ patents with
416 pending. Its much anticipated 2Q results were strong and it issued positive guidance for 3Q18, which has instilled confidence in the stock. Over the
quarter we have seen sell-side analysts revise their ratings on the stock upwards despite global trade tensions. Although it delayed CAPEX spending
in Asia in the first half of 2018, a strong recovery into year-end is expected as firms which had pushed out spending on new machinery towards year
end need to complete building production lines for their new plants. This is a high-quality stock which is well positioned for a variety of secular trends.
Whilst Playtech has had a challenging year, with two profit warnings due to a significant deterioration of its Asian business, its 1S18 results
unsurprisingly beat expectations given its lowered guidance. On a more positive note its Snaitech acquisition in Italy is performing well with potential
revenue synergies, which are not yet fully appreciated by the market. Our investment case was supported by activist investor (Springowl) who took
a 5% stake in the company mid-quarter, this news was received positively by investors. Springowl has previously been involved in helping companies
in this sector get back on track, as its successful restructuring bwin.party demonstrated. We continue to own the stock as it is high quality, very
attractively valued and is generating free cash flow.

SAMPLE PORTFOLIO TRANSACTIONS

The Fund made two disposals and one purchase over the quarter. Advanced Micro Devices and Republic Services Group were sold while ProtoLabs
Inc. was bought. We invested in Protolabs as it is the world’s fastest manufacturer of custom prototypes and on-demand production parts with
manufacturing facilities in 8+ countries. Its solutions automate traditional manufacturing processes and as a result, plastic and metal parts can be
produced in a fraction of the time. It’s a high-quality business with good growth prospects and an attractive valuation.

We took the opportunity to exit Republic Services Group having made a 100%+ return since mid-2014. It’s now trading at a premium to its history
and is beginning to face pricing headwinds which makes us cautious. In the case of AMD, it has been the top performing stock in the Fund in 2018,
rising an astonishing 228%. Over this period, its market capitalisation grew to over €26.5bn from €8.9bn, helped by rapidly falling leverage with
cashflow and earnings turning sharply positive as the market began to appreciate the value of its new products.
The markets have been surprisingly robust despite the rapidly evolving political environment, which can cause them to gyrate. As investors, we
realise we can’t forecast these events with any accuracy which is why we focus on finding high quality businesses to invest in. We expect corporate
earnings in the coming quarter to once again be strong as the positive effects of lower corporate taxes, falling unemployment and a tight jobs
market propel equities. Importantly, smaller companies aren’t overvalued as they’re trading broadly in-line with their 10-year median.

CALENDAR YEAR PERFORMANCE

2017 (%)

2016 (%)

2015 (%)

2014 (%)

2013 (%)

Davy Discovery Equity Strategy (Net of fees)

14.2

10.0

MSCI World Small and Mid-Cap Index (Total Return)

8.4

13.7

13.5

14.7

20.9

11.7

18.6

24.9

Advanced Micro Devices

(9.3)

Cognex Corp

92.9

295.1

7.5

(31.0)

61.3

89.6

(17.9)

8.3

107.6

Playtech Plc

7.4

6.9

23.8

(0.1)

78.0

Source: Davy Asset Management (Class A Acc Eur) and Bloomberg as at 28th September 2018. Performance is quoted in local currency unless otherwise stated.

Warning: Past performance is not a reliable guide to future performance.
Warning: Neither past experience nor the current situation are necessarily accurate guides to the future growth in value or rate of return
of the Fund. The value of the investment can reduce as well as increase and, therefore, the return on the investment will also be variable.
Changes in exchange rates may have an adverse effect on the value price or income of the product.
This report does not constitute an offer for the purchase or sale of any financial instrument, trading strategy, product or service. No one
receiving this report should treat any of its contents as constituting advice or a personal recommendation. It does not take into account the
investment objectives or financial situation of any particular person. All investments involve a degree of risk. Equities may involve a high degree
of risk and may not be suitable for all investors. Government bonds and cash deposits, although considered the safest assets, are not devoid of
risk (e.g. inflation risk, credit risk, currency risk, etc.). There are different reasons why an investor would choose to invest in a particular asset
class and each investor must consider the inherent risks therein based on his/her own personal circumstances. The value of these investments
can rise as well as fall. There is no guarantee that the investments discussed will achieve results comparable to those achieved in the past or
that capital will be returned to investors. Neither past experience nor the current situation are necessarily accurate guides to the future.
MSCI Inc. (MSCI). Without prior written permission of MSCI, this information and any other MSCI intellectual property may not be reproduced,
disseminated or used to create any financial products, including any indices. This information is provided on an ‘as is’ basis. The user assumes
the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or related to, computing or compiling the
information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose
with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party
involved in, or related to, computing or compiling the information have any liability for any damages of any kind. MSCI and the MSCI indexes are
services marks of MSCI and its affiliates.

Davy Asset Management Limited, trading as Davy Asset Management, is regulated by the Central Bank of Ireland. In the UK, Davy Asset Management is
authorised by the Central Bank of Ireland and authorised and subject to limited regulation by the Financial Conduct Authority. Details about the extent of our
authorisation and regulation by the Financial Conduct Authority are available from us on request.

No part of this document is to be reproduced without our written permission. This document has been prepared and issued by Davy Asset Management on the
basis of publicly available information, internally developed data and other sources believed to be reliable. The information contained herein does not purport to
be comprehensive and is strictly for information purposes only. It does not constitute an offer or an invitation to invest. No party should treat any of the contents
herein as advice in relation to any investment While all reasonable care has been given to the preparation of this information, no warranties or representation
expressed or implied are given or liability accepted by Davy Asset Management or its affiliates or any directors or employees in relation to the accuracy fairness
or completeness of the information contained herein. Any opinion expressed (including estimates and forecasts) may be subject to change without notice. We or
any of our connected or affiliated companies or their employees may have a position in, or may have provided within the last twelve months, significant advice or
investment services in relation to any of the securities or related investments referred to in this document.
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The Davy Discovery Equity Fund is a sub-fund of Davy Funds plc, an open-ended umbrella investment company with variable capital and segregated liability
between sub-funds incorporated with limited liability under the Companies Acts 2014, authorised by the Central Bank of Ireland as a UCITS pursuant to the
Regulations. Davy Funds plc is authorised by the Central Bank of Ireland as an Undertaking for Collective Investment in Transferrable Securities (UCITS). The
Prospectus, Supplement and Key Investor Document for the fund are available in English from Davy, Davy House, 49 Dawson Street, Dublin 2, Ireland or http://
www.davyassetmanagement.com/funds/davy-ucits/important-information.html. Investors should be aware that some of the Directors of the Company (Davy
Funds plc) are also employed by the Investment Manager, Promoter and Distributor. Further information in relation to the management of potential conflicts of
interest is available upon request.

