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Crystal ball gazing into 2023 AT A GLANCE
Pricesasat 30 DECEMBER 2022

By Greg Smith, Head of Retail at Devon Funds.
DEVON ALPHA FUND

With the page having turned on another year, it is time again to engage in

the tradition of crystal ball gazing, making big picture predictions on devel- $ 2 .O 773
opments and factors that will influence markets and portfolios in the year
ahead.

Before that, a quick recap on the year that was. As was the case with the year

previous, 2022 was anything but dull. Markets largely moved on from Covid, DEVON DIVERSIFIED
and as the year wore on, focussed on the fight against another invisible en- e
emy in the form of inflation, one which was fortified further by the war in $1.4387

Ukraine. The concern over the extent and duration of interest rate tightening
programs by the world’s central banks was a prevalent theme throughout the
year.

Looking back on our top 10 pI‘SdlCthl’lS frqm a”year ago, there were celtta}n— DEVON GLOBAL IMPACT
ly more hits than misses. The “Great Rotation” from growth to value did in- BOND FUND

deed click up a few gears, while a harsh dose of reality did set in for inves- $ 1 37 49
tors in crypto-currencies. The kiwi housing market did indeed weaken more b

than most expected while workers both at home and abroad became more DEVON GLOBAL
pay-packet conscious. The groundswell for a third supermarket operator in SUSTAINABILITXFUND
NZ was not as loud as it could have been, but the prediction that tensions $1.4485

would ratchet higher on the geopolitical front proved to be somewhat of an

. 2 .. . DEVON TRANS-TASMAN FUND
understatement, given Russia’s invasion in the Ukraine.

Markets generally were not resilient, although the kiwi market did hold up $4.4162

better than many counterparts...READ MORE DEVON SUSTAINABILITY FUND
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DEVON ALPHA FUND

FUND OUTLINE

The Alpha Fund invests in a concentrated portfolio of approximately 10 to 15 select
companies predominantly listed on the NZ and Australian share markets.

The Fund does not follow any index, is actively managed and aims to generate capital
growth over the long term. Currency exposure is actively managed.

KEY HOLDINGS

% contact R “JamesHardie

ASSET ALLOCATION

m Health Care
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= Utilities

Industrials

ceanan;  CSIL
ALLOCATION
New Zealand Equities 26.0% Cash 8.8%
Australian Equities 65.2% Total 100.0%
Currency Hedge 0.2%

Since In-
PERFORMANCE 1Mth 3Mth 1Yr 3Yrp.a 5Yr p.a ception
Devon Alpha Fund -4.1% 09% -04% 7.0% 7.1% 8.9%
OCR +5% 0.7% 21% 3.9% 1.5% 1.5% 2.1%

Devon Alpha Fund returns are after all fees and expenses, but before tax which varies by investor.
*The benchmark for Alpha changed to OCR + 5% from 1 September 2022

NET PERFORMANCE
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NOTE: Further information on the Devon Alpha Fund can be found in our Quarterly Fund Updates by visiting
https://devonfunds.co.nz/alpha-fund or by clicking HERE

Devon Funds Management Limited

Level 17, HSBC Tower, 188 Quay Street, Auckland 1010
PO Box 105 609, Auckland 1143

Telephone: 0800 944 049 (free call) or +649 925 3990
enquiries@devonfunds.co.nz

COMMENTARY

The Alpha strategy was weaker in
December, in what proved to be one
of the more challenging months that
the fund has endured over the past
three years. The reason for the de-
cline in its value in December was
that we had positioned the portfolio
in a way which reflected our view
that the valuations across a number
of high-quality cyclical stocks were
beginning to look compelling. This
portfolio structure was not rewarded
during the month, but we are con-
fident that as we progress through
2023 that we will enjoy strong pos-
itive returns from many of these
investments. This includes compa-
nies such as James Hardie, which
despite facing ongoing operational
headwinds due to the challenging
US construction market, is extreme-
ly well positioned to enjoy investor
support as the volatility in the mort-
gage market stabilises and building
activity levels begin a process of re-
covery. Our view also remains that
the opportunity set in Australia will
be more productive than that in New
Zealand over the next 12-months.

PORTFOLIO MANAGER
Slade Robertson

Slade has primary
responsibility for stock
selection and portfolio
construction for the
Alpha, Australian
and Diversified
Income funds. Slade
is also the Managing Director at
Devon and has overall responsibility
for the business. Slade has over
20 years’ industry experience.

DEVON
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FUND OUTLINE

The Australian Fund invests in a select portfolio of companies, which are primarily
Australian listed companies.

The Australian market is much larger than the New Zealand market and offers
exposure to a number of sectors that are not available in New Zealand. The Australian
dollar currency exposure of this Fund is typically unhedged.

KEY HOLDINGS ASSET ALLOCATION

® Financials
™ Materials
Health Care
Communication Services
Consumer Discretionary
Industrials
Cash

BHP @seek
ASQBE CSL

Energy

Real Estate

Consumer Staples
Information Technology

Utilities

ALLOCATION

New Zealand Equities 0.0% Cash 6.2%

Australian Equities 93.8% Total 100.0%
Since In-

PERFORMANCE 1Mth 3Mth 1Yr 3Yrp.a 5Yrp.a ception

Devon Australian Fund -4.1% 1.1% 1.1% 4.8% 4.9% 7.3%

ASX200 Index Gross (NZD) -3.7% 3.2% -01%  6.6% 6.6% 6.8%

Devon Australian Fund returns are after all fees and expenses, but before tax which varies by investor.

NET PERFORMANCE
Based on $10,000 invested at 1 January 2011
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NOTE: Further information on the Devon Australian Fund can be found in our Quarterly Fund Updates by visiting
https://devonfunds.co.nz/australian-fund or by clicking HERE

Devon Funds Management Limited

Level 17, HSBC Tower, 188 Quay Street, Auckland 1010
PO Box 105 609, Auckland 1143

Telephone: 0800 944 049 (free call) or +649 925 3990
enquiries@devonfunds.co.nz

COMMENTARY

The Australian strategy performed
broadly in-line with its benchmark
during the month, although it was a
challenging month for the ASX. The
stocks which enjoyed the most support
included those in the Mining and Re-
sources sectors. Within this portfolio,
we had exposure to Rio Tinto and BHP
which outperformed, returning 6.2%
and 0.2% respectively. This reflected a
growinglevel of optimism that the Chi-
nese government will undertake amore
growth-oriented approach to policy,
which should provide a positive influ-
ence on demand for Australian iron ore
and minerals. Another positive con-
tributor was QBE, whose share price
jumped by 4.4%. Investors recognised
the opportunity for this business, and
the broader general insurance sector,
to lift premiums and to leverage off ris-
ing interest rates. Although the Austra-
lian market struggled in December, we
remain of the view that this economy
and many of its stocks are well posi-
tioned to generate strong positive re-
turns in 2023.

PORTFOLIO MANAGER
Slade Robertson

Slade has primary
responsibility for stock
selection and portfolio
construction for the
Alpha, Australian
and Diversified

Income funds. Slade
is also the Managing Director at
Devon and has overall responsibility
for the business. Slade has over
20 years’ industry experience.

DEVON
FUNDS.
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DEVON DIVERSIFIED INCOME FUND

FUND OUTLINE

The Devon Diversified Income Fund aims to give New Zealanders access to a
diverse and good quality portfolio of high yielding investments. The Fund aims to
generate better-than-bank income rates by investing in a carefully selected portfolio
of government and corporate bonds, cash, listed property, infrastructure, utility
companies, high yielding equities, credit securities and other yielding financial assets.

KEY HOLDINGS

(7;contoct E; R US

ASSET ALLOCATION

W Equities
W Fixed Interest
- Cash
A Auckland & nfratil
Airport
ALLOCATION
New Zealand Equities 17.3% Bonds 55.8%
Australian Equities 9.2% Cash 177%
Since In-

PERFORMANCE 1Mth 3Mth 1Yr 3Yrp.a 5Yrp.a ception
Devon Diversified Income Fund -0.2% 1.6% -14% 0.7% 2.2% 3.0%
OCR+1.5% 0.4% 1.3% 3.8% 2.5% 2.7% 2.9%

Devon Diversified Income Fund returns are after all fees and expenses, but before tax which varies by investor.
Inception date for the Fund is 1 January 2016.

NET PERFORMANCE
Based on $10,000 invested at 1 January 2016

$12,800

$12,300

$11,800

$11,300

$10,800 -

$10,300

800 e L WL ea R EY oS LY sREEYE 8N RS S g
T2 EE8 3582808255385 2823838 28284
A & A~ A = = P

NOTE: Further information on the Devon Diversified Income Fund can be found in our Quarterly Fund Updates by visiting
https://devonfunds.co.nz/diversified-income-fund or by clicking HERE

Devon Funds Management Limited

Level 17, HSBC Tower, 188 Quay Street, Auckland 1010
PO Box 105 609, Auckland 1143

Telephone: 0800 944 049 (free call) or +649 925 3990
enquiries@devonfunds.co.nz

COMMENTARY

Global bond yields rallied during
December, with the interest rate on
the US 10-year Treasury closing the
month at 3.83%. Investors closely
watched the positioning of the US
Federal Reserve at their December
meeting after US core CPI came in
below expectations in November
(rising by only 0.2%). Despite this im-
proving data, Chairman Jerome Pow-
ell raised its benchmark rate by 0.5%.
Although this was their smallest hike
in 7-months, the forecasts included
within their Summary of Economic
Projections indicated there will be an
additional 0.75% of hikes by the end
of 2023. Interestingly in Australia,
the RBA lifted rates by 0.25% (their
eighth consecutive move) but in the
associated minutes of the meeting, it
was apparent that the RBA did actual-
ly consider not raising the cash rate at
all at their latest meeting. The RBNZ
did not have a policy meeting in De-
cember.

PORTFOLIO MANAGER
Slade Robertson
Slade has primary

responsibility for stock
selection and portfolio
construction for the
Alpha, Australian
and Diversified
Income funds. Slade
is also the Managing Director at
Devon and has overall responsibility
for the business. Slade has over
20 years’ industry

experience.
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FUND OUTLINE

The Devon Dividend Yield Fund invests in a carefully selected portfolio of New
Zealand and Australian listed companies.

These stocks are chosen for their attractive dividend yields and growth prospects
with the aim of maintaining the dividend yield and capital value in real terms. The
Australian dollar currency exposure is typically fully hedged.

KEY HOLDINGS ASSET ALLOCATION

® Financials
| Utilities
= Communication Services

= Materials

Real Estate

~ Industrials
EEFBOS
Meridian. .. HEALTHCARE Consumer Discretionary
Consumer Staples
Health Care
Energy
ALLOCATION
New Zealand Equities 62.3% Cash 4.4%
Australian Equities 33.2% Total 100.0%
Currency Hedge 99.8% Yield 6.3%
Since In-
PERFORMANCE 1Mth 3Mth 1Yr 3Yrp.a 5Yrp.a ception
Devon Dividend Yield Fund -0.8% 4.3% 1.1% 2.7% 5.4% 9.8%
50:50 NZX50 & ASX200 -1.9% 6.5% -6.5% 2.7% 6.8% 10.5%
Index Gross

Devon Dividend Yield Fund returns are after all fees and expenses, but before tax which varies by investor.

NET PERFORMANCE

Based on $10,000 invested at 1 January 2011
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NOTE: Further information on the Devon Dividend Yield Fund can be found in our Quarterly Fund Updates by visiting
https://devonfunds.co.nz/dividend-yield-fund or by clicking HERE

Devon Funds Management Limited

Level 17, HSBC Tower, 188 Quay Street, Auckland 1010
PO Box 105 609, Auckland 1143

Telephone: 0800 944 049 (free call) or +649 925 3990
enquiries@devonfunds.co.nz

COMMENTARY

The reopening of the Chinese econ-
omy post-Covid remained the dom-
inant investment theme during the
month, with local equity markets
once again led by commodity stocks.
Our investments in BHP and RIO
significantly outperformed the ASX,
up 0.2% and 6.2% respectively. We
have used these strong stock perfor-
mances to take profits and reduce our
exposure to the sector.

Our investments in the high yielding
and well capitalized banking sector
disappointed, as bond rate volatility
and the possibility of tighter eco-
nomic conditions made some inves-
tors nervous about the longevity of
improving banking profitability.

Our exposure to the NZ electricity
generation sector performed well,
with all our investments exceeding
the NZX50 index. Meridian (+7%)
and Contact (+2.9%) were our best
performers. Contact Energy’s sus-
tainability credentials were globally
acknowledged by its inclusion in the
Dow Jones Asia Pacific Sustainabil-
ity Index. This index is the longest
running and most prestigious global
benchmark for corporate sustain-
ability.

PORTFOLIO MANAGER

Mark Brown

Mark has primary
responsibility for
stock selection and
portfolio construction
for the Dividend Yield
Fund and the New
Zealand Equity fund. Mark is also
responsible for overseeing the overall
research and investment process at
Devon.

DEVON
FUNDS.
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DEVON TRANS-TASMAN FUND

FUND OUTLINE

The Trans-Tasman Fund provides a broad and actively managed exposure to the

New Zealand and Australian equity markets.

This Fund invests in a select portfolio of well researched companies, which are primarily
New Zealand and Australian listed companies. The Australian dollar currency exposure

is typically unhedged.
KEY HOLDINGS ASSET ALLOCATION
m Health Care
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AN REIC N B Financials
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'."..,-.. N Ew C R E ST = Consumer Discretionary
MINING LIMITED Consumer Staples
ResMed Cash
Energy
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ALLOCATION
New Zealand Equities 43.6% Cash 2.6%
Australian Equities 53.8% Total 100.0%
Incep-
PERFORMANCE 1 Mth 3 Mth 1Yr 3Yrp.a 5Yrp.a tion
Devon Trans-Tasman Fund -2.4% 1.9% -1.5% 4.6% 6.8% 8.3%
50:50 NZX50 Gross &
ASX200 Index Unhedged -2.2% 34% -6.0% 3.3% 6.5% 9.0%
Devon Trans Tasman Fund returns are after all fees and expenses, but before tax which varies by investor.
NET PERFORMANCE
Based on $10,000 invested at 1 January 2011
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NOTE: Further information on the Devon Trans-Tasman Fund can be found in our Quarterly Fund Updates by visiting

https://devonfunds.co.nz/trans-tasman-fund or by clicking HERE

Devon Funds Management Limited

Level 17, HSBC Tower, 188 Quay Street, Auckland 1010
PO Box 105 609, Auckland 1143

Telephone: 0800 944 049 (free call) or +649 925 3990
enquiries@devonfunds.co.nz

COMMENTARY

The Trans-Tasman strategy performed
broadly in line with its underlying
benchmark during the month. This
capped off a very strong year of rela-
tive performance for the portfolio in a
challenging market environment. Key
contributors over the month includ-
ed overweights in Rio Tinto, QBE and
Contact Energy and an underweight
position in Ryman, while key detrac-
tors included Sky City, Goodman
Group and ResMed.

Telstra traded flat over the month,
but we continue to expect strong out-
performance ahead over 2023. On the
earnings front, we see potential for
earnings to be towards the top end of
guidance due to a recent competitor
data breach (Optus), a weaker A$ ben-
efiting Digicel earnings and potentially
an improved roaming result given the
strong recovery in travel. The larger
medium-term catalyst is the poten-
tial sell-down of their infrastructure
assets. The long-term contracts, pre-
dictable cashflows and growth projects
liken their InfraCo assets to recent
telecommunication asset transactions,
which achieved high multiples.

PORTFOLIO MANAGER
Tama Willis

After a long period in

international invest-

ment markets,

returned to NZ after a

very successful career in

London and Singapore
to join Devon’s investment team. Tama
holds co-responsibility for Devon’s
Trans- Tasman Funds. Tama is widely
regarded as a leading expert on
resource and mining stocks.

Tama

DEVON
FUNDS.
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COMMENTARY
DEVON SUSTAINABILITY FUND
Top positive contributors during De-

cember were EBOS (+7.2%), A2 Milk

FUND OUTLINE (+11.0%) and Meridian (+7.1%). The
The Devon Sustainability Fund invests in a select portfolio of well researched New detractors to performance included
Zealand and Australian listed companies. Ryman (-184%), Nine Entertain-
The Fund looks to invest in companies that score highly on overall environmental, social ?ilg 2;312'4%) and Goodman Group
and corporate governance performance. The Fund also employs an ethical screen which

will prohibit investment into certain companies and sectors. Healthcare company EBOS outper-

formed as investors sought out qual-

ASSET ALLOCATION ity, defensive names as we head into

KEY HOLDINGS 2023. The healthcare company has
continued to prove its resilience in

Health C: . .
o the current environment due to its

= ~ . Industrials
==E BOS Communication Services diversified business. Its Healthcare
m Utilitie: e e
HEALTHCARE Spark- I division represents 80% of compa-
® Consumer Staples ny earnings whilst Animal Care is
® Real Estat 3
woan responsible for 20%. Woolworths
B Consumer Discretionary announced during the month that
W Materials . . .
Tl u Energy it had acquired competitor pet care
® Information Technology company Petspiration. This demon-

strates the importance of EBOS’s
ALLOCATION Animal Care division which is ex-

New Zealand Equities 50.3% Cash 3.0% pected to grow by high-single digits
over the medium-term. EBOS’s Ani-

Australian Equiti 46.6% Total 100.0% . . e
ustratan Bquities 2 o 7 mal Care business is well positioned
Since In- to take advantage of the boom in pet
PERFORMANCE 1Mth 3Mth 1Yrpa 2Yrp.a ception ownership as well as increased spe'nd
on pets which has accelerated during
Devon Sustainability Fund -2.3% 2.7% -6.3% 1.8% 6.7% COVID. Despite having performed
50:50 NZX50 Portfolio Index & well, EBOS’s valuation still remains
ASX200 Index %1%  54%  -66%  10% 6.5% attractive, with its defensive earn-
ings profile.
Devon Sustainability Fund returns are after all fees and expenses, but before tax which varies by investor.
NET PERFORMANCE
Based on $10,000 invested at 31 August 2020
$13,500
PORTFOLIO MANAGER
12500 Victoria Harris
$11,500 . —— -
Victoria has primary
$10,500 o1 7
responsibility for
60500 stock selection and
portfolio construction
$8,500 for the Australian and
Sustainability funds.
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years’ experience in the industry across

a broad range of markets, including

NOTE: Further information on the Devon Sustainability Fund can be found in our Quarterly Fund Updates by visiting E SG
https://devonfunds.co.nz/devon-sustainability-fundor by clicking HERE

Devon Funds Management Limited DEVON
Level 17, HSBC Tower, 188 Quay Street, Auckland 1010

PO Box 105 609, Auckland 1143 F U N D S
Telephone: 0800 944 049 (free call) or +649 925 3990 L4
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DEVON SUSTAINABILITY FUND

CARBOlgOINTENSITY -PORTFOLIO VS BENCHMARK
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I Sustainability Fund

PORTFOLIO CARBON EMISSIONS BY KEY SECTORS

Portfolio carbon emission
by sector

- Primary Benchmark

Portfolio value by sector

W Industrials W Industrials

@ Utilities W Utilities

B Consumer staples W Consumer staples
Others Others

The industrials, utilities and consumer staples sectors make up 94.3% of the portfolio by value,
but they account for 42.6% of the carbon emissions in the portfolio.

The materials, utilities, and health care sectors make up 36.2% of the portfolio by value, but they account for 84.4% of the
carbon emissions in the portfolio.

ESG PORTFOLIO SUMMARY

MSCIESG MSCIESG
Ratings Quality score
Portfolio
Portfolio 7.36 Sustainability Fund
Primary Benchmark
Benchmark 6.78 50:50 composite S&P/NZX50 Portfolio Index & S&P/ASX200G Index

PERFORMANCE 1Mth 3Mth 6Mth 1Yr

Since Inception

ESG relative performance 8.6% 137%  144% 122% 6.5%

*ESG Relative Performance is the MSCI ESG Score of the Devon Sustainability fund compared to the MSCI ESG Score of the Benchmark

PORTFOLIO HOLDING’S DISCLOSURE SUMMARY

% of holding companies doing ESG reporting 95.2%
% of companies reporting to TCFD standards 69.0%
% of companies with a modern slavery statement 69.0%
% of companies with carbon emission reduction targets 73.8%

CLIMATE CHANGE RISK BY PORTFOLIO HOLDINGS

mHigh EMedium Low

Devon Funds Management Limited

Level 17, HSBC Tower, 188 Quay Street, Auckland 1010
PO Box 105 609, Auckland 1143

Telephone: 0800 944 049 (free call) or +649 925 3990
enquiries@devonfunds.co.nz

STEWARDSHIP

As we wrap up 2022, we thought we
would touch on some key stewardship
and ESG themes. Firstly, at Devon last
year we engaged with many companies
around emissions reduction targets.
This was the dominant focus for corpo-
rates as the 2030 gatepost for necessary
reductions fast approaches. Companies
such as Cleanaway and CSL made signif-
icant progress by setting more specific
targets around sustainability. Secondly,
the Great Resignation in 2022 has led
to a number of CEO/CFO changes and
board turnover which accelerated in the
second half of 2022. This cast a partic-
ular focus on governance and executive
diversity. Appropriate incentive struc-
turing was another outcome here with
many companies moving towards incor-
porating non-financial KPIs in short-
term plans. Finally we also saw a number
of major cyber security and data breach-
es occur during the year, a trend which
unfortunately is gathering momentum.

PORTFOLIO MANAGER

Victoria Harris

Victoria has primary
responsibility for stock
selection and portfolio
construction for the
Australian and
Sustainability = funds.
Victoria has over 10
years’ experience in the industry across a
broad range of markets, including ESG.

DEVON
FUNDS.
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DEVON GLOBALIMPACT BOND FUND

DURATION . . . :

e The Fund invests into the Wellington Global Impact Bond Fund, managed by Wellington Management.
Sector et [Er i T T Wellington Management is one of the world’s leading investment management firms with over
Cash & Cash Equivalents  -0.00 - oo US$1 trillion in assets under management worldwide across a broad range of asset classes. They
US Govemment 078 tes 028 have been providing innovative investment solutions to clients for more than 85 years. Wellington
Z:?Eacke - :z? 22? ﬁ:z Management seeks to understand the world’s social and environmental problems and to identify
Morigage Backed 124 078 nss  and invest primarily in debt issued by companies and organisations that they believe are addressing
Commercial Morgage 0.10 0.04 007 theseneedsin adifferentiated way through their core products, services and projects. The Wellington
?"iroﬁ . e #® 2% Global Impact Bond Fund aims to improve access to, and the quality of, basic life essentials, reduce

py csr o2 \nequality and mitigate the effects of climate change.
CREDIT RATING They seek to identify securities which it believes fall into three primary impact categories: life
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Mot Rated 0.67 0.31 0.35
0000 100.00 Environment: alternative energy, resource efficiency and resource stewardship.

"Duration & Credit Rating as at 30 December 2022

DEVON GLOBAL SUSTAINABILITY FUND

The Fund invests into the Wellington Global Stewards Fund, managed by Wellington Management. Wellington Management is one of
the world’s leading investment management firms with over US$1 trillion in assets under management worldwide across a broad range
of asset classes. They have been providing innovative investment solutions to clients for more than 85 years. Wellington Management
seeks to invest in companies globally, that generate high return on capital relative to their peers, and whose management teams and
boards display exemplary stewardship to sustain those returns over time. Wellington define stewardship as how companies balance the
interests of all stakeholders (customers, employees, communities and the supply chain) in the pursuit of profits and how they incorporate
material environmental, social and governance (ESG) risks and opportunities in their corporate strategy. The underlying Wellington
Fund differentiates itself by:

Long-term horizon - the intention is to hold stocks for over 10 years. The beliefis the longer the holding period, the greater the potential
performance benefits from superior stewardship.

Highly selective - typically 35-45 stocks, only relying on their own internal ESG research.

Active engagement - holding those in charge of investee companies to account and encouraging companies to commit to net zero
carbon emissions by 2050 in alignment with the Paris Agreement.
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*Benchmark performance figure is indicative only and will be "Key Holdings as at 30 December 2022

finalised in the mid month report

Please note that monthly reports will be produced for the Devon Global Impact Bond Fund and Devon Global Sustainability Fund later this month. These
reports will include data on top holdings, performance, asset allocation, and fund commentaries. These reports will be sent out separately from those for
Devon’s other retail funds each month and will be available on the Devon Funds website.

Devon Funds Management Limited DEVON
Level 17, HSBC Tower, 188 Quay Street, Auckland 1010

PO Box 105 609, Auckland 1143 F U N D S °

Telephone: 0800 944 049 (free call) or +649 925 3990
enquiries@devonfunds.co.nz



