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Key Takeaways

= The S&P 500 Index ended 2023 up +26.29%. = |nvestor sentiment about the economy, interest

The S&P Financials Index lagged the broad
index’'s performance at a gain of +12.15%,
with regional banks specifically dragging the
result. Davis Financial Fund outperformed the
S&P Financials Index with a return of +15.52%.

= |n spring 2023, the changing interest rate
environment revealed a handful of banks that
had overreached on duration risk when rates
were low. This prompted fearful customers to

rates and credit improved dramatically toward
the end of the year, driving a recovery in bank
stock prices from their mid-year declines.

We believe that our banks are well-positioned
to withstand an eventual recessionary
environment. Though short-term market
fluctuations are unpredictable, our companies’
valuations are sufficiently low that we think
they should be able to generate strong returns

withdraw deposits and ultimately led to several over the next decade.

bank failures.

The average annual total returns for Davis Financial Fund'’s Class A shares for periods ending December 31,
2023, including a maximum 4.75% sales charge, are: 1year, 10.04%; 5 years, 9.39%; and 10 years, 8.10%.
The performance presented represents past performance and is not a guarantee of future results. Total return
assumes reinvestment of dividends and capital gain distributions. Investment return and principal value will vary
so that, when redeemed, an investor’s shares may be worth more or less than their original cost. For most recent
month-end performance, visit davisfunds.com or call 800-279-0279. Current performance may be lower or
higher than the performance quoted. The total annual operating expense ratio for Class A shares as of the most
recent prospectus was 0.95%. The total annual operating expense ratio may vary in future years. Returns and
expenses for other classes of shares will vary.

This material includes candid statements and observations regarding investment strategies, individual securities, and economic and market conditions;
however, there is no guarantee that these statements, opinions or forecasts will prove to be correct. All fund performance discussed within this material
refers to Class A shares without a sales charge and are as of 12/31/23 unless otherwise noted. This is not a recommendation to buy, sell or hold any
specific security. Past performance is not a guarantee of future results. There is no guarantee that the Fund performance will be positive as equity
markets are volatile and an investor may lose money.
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Bl Strategy

Since its inception in 1991, Davis Financial Fund
(DFF) has invested in durable, well-managed
financial services companies at value prices,
which the fund could hold for the long-term.
Shelby Cullom Davis's quip that financial services
companies can be “growth companies in disguise”
remains a bedrock tenet of our approach. Investors
tend to place low valuations on financial companies
because of their earnings volatility. But many
financial companies generate capital through the
business cycle at an attractive rate, which they
use to pay dividends, buy back stock or otherwise
deploy in ways that generate shareholder value. By
focusing on economic reality rather than investor
sentiment, Davis Financial Fund has compounded
shareholder wealth at 10.97% for nearly 33 years,
outpacing both the S&P 500 Index and the S&P 500
Financials Index. &

Bl Results

The S&P 500 Index ended 2023 up +26.29%, its
performance driven by its seven large technology
holdings, which in aggregate increased +76% and
now sport an $11 trillion market capitalization

and comprise approximately 28% of the index.

In contrast, the equal-weighted S&P 500 Index
increased by only +14%. While it was undoubtedly
a good year for stocks in general, 2023 was also
striking for its level of dispersion in returns.

The S&P Financials Index returned a gain of
+12.15%, well off the pace of the S&P 500 Index
but almost on par with the equal weighted index.

Regional banks were a drag on the S&P Financials
Index result. Banks experienced a dramatic
drawdown in early March, ignited by solvency
concerns at Silicon Valley Bank that led to a

run on its deposits, and ultimately to resolution
by the FDIC. The S&P Financials Index, and
banks in particular, performed well into the end
of the year, clawing back some of the earlier
underperformance versus the broader indices on
an improving outlook for a “soft landing” and the
easing of interest rates in 2024.

Davis Financial Fund outperformed the

S&P Financials Index with a return of +15.52%.
Our biggest contributors to relative performance
were in consumer finance (Capital One Financial,
Rocket Companies and American Express),
Danske Bank and our largest U.S. bank positions
(Wells Fargo and JP Morgan Chase). The fund's
largest relative detractors were from other regional
banks (Bank of America, U.S. Bancorp and PNC
Financial), Julius Baer and Charles Schwab. &

Bl What Happened in Banking?

Banks, globally and broadly defined—including
trust banks and wealth-management firms taking
on-balance-sheet client deposits but little credit
risk—make up slightly more than 70% of Davis
Financial Fund. We continue to think many investors
remain leery of financial stocks (and banks in
particular) with memories of the 2008-09 financial
crisis still vivid. This appears to have been the case
in 2023, as for much of the year the market prices
for banks were weighed down by concerns over
interest rates, credit and regulation.

Fig. 1: Davis Financial Fund Annualized Returns, as of December 31, 2023

1 Year
Davis Financial Fund Class A 15.52%
Davis Financial Fund Class Y 15.79
S&P 500 Financials Index 12.15
S&P 500 Index 26.29

Inception
5 Year 10 Year 20 Year 5/1/91
10.46% 8.63% 7.02% 10.97%
10.70 8.86 7.21 —
11.96 10.04 4.77 9.18
15.68 12.03 9.69 10.23
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Banks had been under-earning for years owing to the
low level of interest rates. With rates at zero, they
were unable to earn a spread on their customers’
deposits. This situation dramatically changed as the
U.S. Federal Reserve began increasing short-term
interest rates in spring 2022, now standing at 5.25%
at the lower bound. Most banks have experienced a
significant increase in net interest income as their
floating-rate assets repriced immediately, while
their deposit funding costs only moved at 30-40%
of the change in short-term interest rates. Indeed,
the aggregate net interest income of our largest
U.S. bank holdings* has increased +48%, and most
of this has dropped to the bottom line.

The shock of rapidly rising interest rates revealed
that some banks were not so well-positioned to
benefit—in particular Silicon Valley Bank, First
Republic Bank and Signature Bank, all of which
failed and had to be resolved by the FDIC (and
none of which we owned). This represented an
incredible mismanagement of duration matching
between their assets and liabilities. These banks
took on considerable duration risk when rates were
low (presumably to prop up interest income and
earnings), and they seemingly misunderstood the
stickiness of their deposit franchises. As we wrote
in our mid-year letter, all banks will experience
mark-to-market losses on their fixed-rate assets
in a rising rate environment, but their customer

deposit balances are also worth considerably more
given that the rate paid on them is far less than the
going market rate of interest. The key is to strike
the right balance, acknowledging that the duration
of deposits is behavioral, not contractual. As an
indication of just how much of an outlier the failed
banks were compared to most others, this group saw
their net interest income peak as early as mid-2022,
and by the end of that year were experiencing an
accelerated decline in interest income. (See Figure 2.)

These bank failures did have knock-on effects

onto banks in general (including those we own),
both from a market- and (to a lesser degree)
intrinsic-value perspective. At its trough in early
May when contagion fears remained high, the S&P
Banks Select Industry Index was down =29% from
the end of 2022. While those fears did abate, the
experience has changed some market participants’
perspective about the value of deposit franchises,
and arguably has resulted in higher deposit funding
costs than had been anticipated. That said, U.S.
banks continue to pay out on their deposits at

well below the market rate of interest, which drives
highly attractive returns to their deposit-gathering
activities. (See Figure 3.)

On credit, bank stock prices were discounting two
sources of potential aggravation: 1) idiosyncratic
losses in commercial office real estate (CORE), and

Fig. 2: Interest Income of DFF Top U.S. Banks vs. Failed Banks?
Q4 2021-Q3 2023
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1. Includes JPMorgan Chase, Bank of America, Wells Fargo, Capital One Financial, U.S. Bancorp, PNC Financial, Fifth Third Bank and BNY Mellon.

2. Source: Company filings and DSA analysis.
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Fig. 3: Average Deposit Costs of Selected U.S. Banks for the Quarter Ended 9/30/233

JPM WEC BAC USB PNC BK
Total Cost of Deposits 1.82% 1.37% 1.55% 2.00% 1.68% 2.90%
Spread to Fed Funds (bp) 344 389 371 326 358 236

2) broader losses attributable to “normalization”
and a slowing economy. In commercial office real
estate, banks are only beginning to see rising
defaults and delinquencies, as their tenants continue
to pay rent on their long-term leases that have yet to
expire. But banks have been proactive about placing
these loans on nonperforming status in advance

of experiencing actual delinquencies, and about
reserving for the related expected credit losses. At
our U.S. banks with nontrivial commercial office
real estate exposure,* the aggregate allowance for
credit losses on all commercial real estate (CRE)
increased by $2.4 billion through the first nine
months of 2023. The vast majority of these losses is
attributable to commercial office (and is equivalent
to approximately 4.4% of commercial office loans
outstanding). The average ratio of allowances-to-
loans for CORE (for those who disclose it) now
stands at approximately 10%. While management
estimates can of course be wrong, they are required
to set their allowances to cover all expected credit
losses over the life of each loan—which is to say,
from an accounting perspective, that the eventual
fallout from the dramatic changes taking place in
commercial office real estate should (in theory)

already be “over.”

Looking more broadly at credit, losses have been
“normalizing” this year, albeit from a very low
base. It would be abnormal if this didn't occur.
The largest U.S. bank holdings in DFF experienced
charge-offs at an annualized rate of 0.51% through
the first nine months of 2023, nearly double the
pace of 2021-2022, but still modestly below the
pre-COVID-19 years. We try to avoid making
forecasts about macroeconomic variables, but
we've always assumed that our companies would
need to live through a recession at some point
during our holding period. When that day comes—
whether some time next year or further in the
future—it is quite plausible that charge-off rates
will rise above this pre-COVID trend level for a
period of time. After all it's a cyclical business.
What is more important is how well prepared the
companies are to get through it.

Beyond the quality of a loan’s initial underwriting—
which can vary enormously between and

within institutions based on terms, conditions,
appraisals, collateral, recourse and the like—

Fig. 4: U.S. Banks Aggregate Charge-Off Rate®

2016 2017 2018 2019

2020 2021 2022

2023 ytd
(9/30/23)

3. Source: Company Filings. 4. This subgroup includes Wells Fargo (office CRE equal to 2.3% of total loans), Bank of America (1.7%), U.S. Bancorp (1.9%)
and PNC Financial (2.7%). 5. Source: Company filings and DSA analysis. Aggregate includes: COF, JPM, WFC, USB, BAC, PNC, FITB, and BK.
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banks have three lines of defense in a deteriorating
credit environment: 1) their allowances for loan
losses that have already been booked—which, as
discussed above with respect to CORE, should
already reflect lifetime expected credit losses;
2) their pre-provision earnings, which can absorb
credit losses as they materialize and 3) their
capital—which today is approximately twice the
level it was before the financial crisis of 2008.
One way to assess this question is to look at the
Federal Reserve's own bank stress tests. These
same eight banks are modeled to generate pre-
tax losses over the 2.25 year forecast period
equivalent to 10% of their initial equity capital.®
That is in a “severely adverse” scenario that
contemplates unemployment rising to 10% and
a —40% decline in all commercial real estate
values, resulting in annualized credit losses of
2.9% over the forecast period. Obviously, this

is not an outcome that bank investors would be
pleased about, but it would seem to be far from
fatal. In a more “typical” recession, by definition
their credit losses would be far less painful.

On regulation, during the past summer the Federal
Reserve in conjunction with various other bank
regulators published its proposed changes to the
capital rules. While it had been anticipated for
quite some time, the consensus among investors
was that the proposals were more onerous than
expected. The regulators estimated that, as
proposed, the required level of common equity
capital would increase by +16% in aggregate.” This
is not an “across the board" figure however. By our
reading, the impacts on capital are the greatest
to a company’s investment-banking activities
and its size (generally). For most regional banks
the impact on required capital would likely be a

modest mid-single-digit percentage increase only.

The impact on intrinsic value of the proposed

capital rules is less clear. To be sure, all else being
equal, banks' return on equity (ROE) will decline
point-for-point with the increase in capital, which
ought likewise to depress intrinsic value. Banks
will respond to the new set of incentives however,
in some cases passing on their higher capital
cost to their customers where they can, and in
other cases withdrawing from marginal business
(freeing up the capital currently attributed to it).
Still, it seems probable to us that banks wouldn't
be able to fully offset the impact of the proposed
rules, and that ROE would compress relative to
prior expectations; but they also would be less
leveraged, so arguably less risky. Whether that
will result in the market ascribing higher earnings
multiples to banks remains to be seen. It has long
been our view that banks today deserve a higher
earnings multiple than they did prior to 2008 when
they carried far less capital, but admittedly the
newly proposed rules are rather onerous to certain
lines of business.

Toward the end of the year, market sentiment

on all of these fronts seems to have improved.
Readings of inflation in the U.S. have trended down,
which might give the Federal Reserve cover to start
lowering short-term interest rates in 2024, and
perhaps permit the economy to make the rarely
seen “soft landing.” Long-term Treasury yields have
also come in meaningfully—e.g., the ten-year bond
yield at 3.9% is approximately 110 basis points lower
from its peak in mid-October—which will ease the
pressure on bank balance sheets from unrealized
securities losses. There are some hints that the
proposed capital rule changes may be scaled back.
Stock prices have responded favorably, with the
S&P Financials Index up +17% and the S&P Banks
Select Industry Index up +31% since the end

of October.

6. Source: Federal Reserve and DSA analysis. Banks included in aggregate are Capital One Financial, JP Morgan Chase, Wells Fargo, U.S. Bancorp, Bank
of America, PNC Financial, Fifth Third Bank and BNY Mellon. Pre-tax loss figure excludes modeled losses for trading and counterparty losses (but does
include “operating losses,” which aren't necessarily correlated to credit). 7. Source: Federal Reserve.
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Despite the strong absolute returns generated

by Davis Financial Fund in 2023, we continue to
view our holdings, particularly our bank positions,
as quite attractively valued—a conviction we
supported during the year by allocating additional
fund capital to them. Our eight largest U.S. bank
holdings are valued in aggregate at 1.5x tangible
book value. These companies are expected to
earn a 14% ROE in 2023.2 Admittedly, these
banks probably “over-earned” modestly this year
as credit has yet to normalize fully and average
interest spreads were wide. But we believe this
group should be able to earn a mid-teens ROE
on average and over time. &

Bl Conclusion

We remain consistent in our approach to allocating
capital in our portfolio. We look for companies
with durable competitive advantages coupled with
competent and honest managements that are
priced at a discount to their intrinsic value. We
invest presuming that we will own our companies
through business cycles. We do not attempt to
build a portfolio around a particular speculative
forecast—by trying to predict where interest rates
or the economy will go, for example. Rather, we
strive to construct a portfolio that will perform

WATCH NOW

Topics

well over the long term across a range of economic
outcomes. As such, our portfolio is diversified across
leading franchises earning above-average returns

on capital in banking, payments, custody, wealth
management and property and casualty insurance.

Investors' worst fears regarding potential future
recession and mismanagement of interest rate
risk seem to have abated as we exited the year.
We don't pretend to know the future direction
of macroeconomic variables, and would still
consider a recession in the next year or two

as quite plausible. However, we believe that
banks—especially the banks in our portfolio—
are well-positioned to withstand a recessionary
environment, if and when that should that occur.
And, despite the recovery in stock prices in the
last months of 2023, we believe our companies’
valuations remain low enough to generate strong
returns over the next decade.

We remain excited by the investment prospects
for the companies in Davis Financial Fund. Nothing
provides a stronger indication of that than the fact
that the Davis family and colleagues have more
than $80 million invested in the fund alongside
our clients.” We are grateful for the trust you have
placed in us. W

= Why you make most of your money in a bear market

= Viewing volatility as a cost of admission to building wealth

= Saving like a pessimist, but investing like an optimist

8. Source: company filings, DSA analysis, Bloomberg. 9. As of 12/31/23.
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Davis

FUNDS

This material is authorized for use by existing shareholders. A current Davis
Financial Fund prospectus must accompany or precede this material if it is
distributed to prospective shareholders. You should carefully consider the
Fund's investment objective, risks, charges, and expenses before investing.
Read the prospectus carefully before you invest or send money.

This material includes candid statements and observations regarding
investment strategies, individual securities, and economic and market
conditions; however, there is no guarantee that these statements, opinions
or forecasts will prove to be correct. These comments may also include
the expression of opinions that are speculative in nature and should not
be relied on as statements of fact.

Davis Advisors is committed to communicating with our investment
partners as candidly as possible because we believe our investors benefit
from understanding our investment philosophy and approach. Our views
and opinions include “forward-looking statements” which may or may
not be accurate over the long term. Forward-looking statements can

be identified by words like “believe,” “expect,” “anticipate,” or similar
expressions. You should not place undue reliance on forward-looking
statements, which are current as of the date of this material. We disclaim
any obligation to update or alter any forward-looking statements, whether
as a result of new information, future events, or otherwise. While we
believe we have a reasonable basis for our appraisals and we have
confidence in our opinions, actual results may differ materially from
those we anticipate.

"o

Objective and Risks. The investment objective of Davis Financial Fund

is long-term growth of capital. There can be no assurance that the Fund
will achieve its objective. Some important risks of an investment in

the Fund are: stock market risk: stock markets have periods of rising
prices and periods of falling prices, including sharp declines; common
stock risk: an adverse event may have a negative impact on a company
and could result in a decline in the price of its common stock; financial
services risk: investing a significant portion of assets in the financial
services sector may cause the Fund to be more sensitive to problems
affecting financial companies; credit risk: the issuer of a fixed income
security (potentially even the U.S. Government) may be unable to make
timely payments of interest and principal; interest rate sensitivity risk:
interest rates may have a powerful influence on the earnings of financial
institutions; focused portfolio risk: investing in a limited number of
companies causes changes in the value of a single security to have a more
significant effect on the value of the Fund's total portfolio; headline risk:
the Fund may invest in a company when the company becomes the center
of controversy. The company's stock may never recover or may become
worthless; foreign country risk: foreign companies may be subject to
greater risk as foreign economies may not be as strong or diversified. As
of 12/31/23, the Fund had approximately 19.6% of net assets invested

in foreign companies; large-capitalization companies risk: companies
with $10 billion or more in market capitalization generally experience
slower rates of growth in earnings per share than do mid- and small-
capitalization companies; manager risk: poor security selection may cause
the Fund to underperform relevant benchmarks; depositary receipts risk:
depositary receipts involve higher expenses and may trade at a discount
(or premium) to the underlying security and may be less liquid than the

underlying securities listed on an exchange; fees and expenses risk:

the Fund may not earn enough through income and capital appreciation
to offset the operating expenses of the Fund; foreign currency risk:

the change in value of a foreign currency against the U.S. dollar will result
in a change in the U.S. dollar value of securities denominated in that foreign
currency; emerging market risk: securities of issuers in emerging and
developing markets may present risks not found in more mature markets;
and mid- and small-capitalization companies risk: companies with less
than $10 billion in market capitalization typically have more limited product
lines, markets and financial resources than larger companies, and may
trade less frequently and in more limited volume. See the prospectus for
a complete description of the principal risks.

The information provided in this material should not be considered

a recommendation to buy, sell or hold any particular security. As of
12/31/23, the top ten holdings of Davis Financial Fund were: Capital One
Financial, 10.75%; Wells Fargo, 8.39%; JPMorgan Chase, 7.20%; Bank of
New York Mellon, 6.12%; Fifth Third Bancorp, 5.84%; Berkshire Hathaway,
5.52%; U.S. Bancorp, 5.50%; Markel Group, 5.24%; Chubb, 5.11%; and
PNC Financial Services, 5.07%.

Davis Funds has adopted a Portfolio Holdings Disclosure policy

that governs the release of non-public portfolio holding information.
This policy is described in the Statement of Additional Information.
Holding percentages are subject to change. Visit davisfunds.com or call
800-279-0279 for the most current public portfolio holdings information.

The Global Industry Classification Standard (GICS®) is the exclusive
intellectual property of MSCI Inc. (MSCI) and S&P Global (“"S&P"). Neither
MSCI, S&P, their affiliates, nor any of their third party providers ("GICS
Parties”) makes any representations or warranties, express or implied,
with respect to GICS or the results to be obtained by the use thereof,

and expressly disclaim all warranties, including warranties of accuracy,
completeness, merchantability and fitness for a particular purpose. The
GICS Parties shall not have any liability for any direct, indirect, special,
punitive, consequential or any other damages (including lost profits) even
if notified of such damages.

We gather our index data from a combination of reputable sources,
including, but not limited to, Lipper, Wilshire, and index websites.

The S&P 500 Index is an unmanaged index of 500 selected common
stocks, most of which are listed on the New York Stock Exchange. The
index is adjusted for dividends, weighted towards stocks with large market
capitalizations and represents approximately two-thirds of the total
market value of all domestic common stocks. The S&P 500 Financials is

a capitalization-weighted index that tracks the companies in the financial
sector as a subset of the S&P 500 Index. Investments cannot be made
directly in an index.

The S&P Banks Select Industry Index comprises stocks in the S&P

Total Market Index that are classified in the GICS Asset Management &
Custody Banks, Diversified Banks, Regional Banks, Diversified Financial
Services and Commercial & Residential Mortgage Finance sub-industries.

After 4/30/24, this material must be accompanied by a supplement
containing performance data for the most recent quarter end.

Davis Distributors, LLC
2949 East Elvira Road, Suite 101, Tucson, AZ 85756
800-279-0279, davisfunds.com
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