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Part Two:

In Part | of our two-part series on China, we discussed the attractive near-term opportunity to
invest in Chinese equities. This was based on the absolute and relative price declines in 2018,
a valuation discount that suggests sentiment and expectations are low, and the expected
effect of fiscal and monetary stimulus on the economy and the stock market. Furthermore, we
discussed the rising middle-class consumer as a long-term secular growth story.

In Part Il, we discuss how to invest in China using an active management approach and detail
the investment approach of the TD Greystone China Income & Growth Fund.

An active approach should work better in China:

Over the past two decades, the investment industry
has undergone drastic changes. Sizable assets have
shifted away from actively managed funds and
toward passively managed index funds and ETFs.
The underperformance of active managers relative
to the index in some developed equity markets has
been partly attributed to greater market efficiency.
This increase in market efficiency is a product of
heightened competition as more skilled managers
enter the market, while those managers who lack the
skills to compete and add value exit the industry.

In a July 2013 research paper titled “Alpha and the
Paradox of Skill”, Michael J. Mauboussin discussed
how alpha opportunities are more abundant in
markets where individual investors outnumber
institutional investors. He also noted that the
likelihood of earning excess returns diminishes
over time as the number of competitors in a given
market increases. Other studies have come to
similar conclusions.



The Chinese A-share market is heavily skewed toward
individual investors, which has historically benefitted
institutional investors. While the number of professional
money managers in China has grown over the last
decade, they are still only about 16% of the trading as of
2017 (see Chart 1).

Chart1— China A-share market participants
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While the introduction of MSCI China A-shares into
the MSCI Emerging Market and the MSCI ACWI Index
beginning in 2018 may, over time, result in more
skilled managers looking to extract alpha from the
Chinese equity market, for now, the majority of market
participants in the China A-share market remain
individuals. We see this as an opportunity for skilled
money managers.

TD Greystone China Income &

Growth Fund:

A brief history: TD Asset Management (“TDAM”) has
been investing in the China A-share market since
January 2015. Our official entry into China was in 2010
when we opened an office in Beijing. We assembled
our investment team over the next year, customized a
quantitative model for stock screening in the A-share
market, and established a team-based decision
making framework before a paper portfolio was
launched in 2012.

By the end of 2014, we obtained our Qualified Foreign
Institutional Investor (“QFI1”) license and quota, which
granted us direct and broad access to the Chinese
A-share market and allowed us to launch our own
China A-share fund. Given the higher volatility in
Chinese A-shares, we chose to follow an income and
growth strategy. This strategy focuses on long-term
capital preservation and accretion, and has been
successfully implemented in Canada, the U.S. and
EAFE portfolios at TDAM.
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The resulting TD Greystone China Income & Growth
Fund is an actively managed, broadly diversified equity
portfolio that seeks to generate dividend income
superior to that generally available in the Chinese
domestic equity market and seeks to provide long-term
capital appreciation.

Impressive relative returns since inception: Our
historical returns as at December 31, 2018 are shown
relative to the CSI 300 Index (see Chart 2).

Chart 2: .
Performance (%) Annualized

Since
Dec 31,2018 Q4-18 1Yr 2Yrs 3Yrs 4Yrs Jan-15
TD Greystone
China Income 71 147 16.0 85 153 58
& Growth Fund
CSI1 300 (Net) 73 212 1.3 7.3 -06 -0.6
Difference 02 65 173 158 159 15.9

This figure shows the performance of the TD Greystone China
Income & GrowthFund in C$. Includes cash. Gross of investment
management fees. May be subject to rounding. International funds
and CSI 300 benchmark performance is net of foreign dividend
withholding taxes.

Chart 3 highlights the superior risk-adjusted returns of
the TD Greystone China Income & Growth Fund relative
to the CSI 300 Index, as well as the peer group. We
have conviction in the market opportunity in China and
in our investment process. As shown below, we have
added significant value over a full market cycle relative
to other managers and the index.

Chart 3 — TD Greystone China Income &
Growth Fund 1- year information ratio
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Our investment process ensures disciplined investing:
Our approach is growth-oriented, as we believe a
company’s stock reacts positively to growth in earnings
and cash flow. We also believe that indicators of
sustainable earnings growth appear at the company

level before they are recognized in the company’s stock
price. As a result, we seek out companies that have
demonstrated superior earnings growth, positive business
momentum, and sustainable profitability while ensuring
we do not overpay for these growth characteristics.

We expect to have lower volatility than the index:

Our income and growth strategy seeks mature
companies with high dividend yields. A key distinction is
that we place our emphasis on predictable profitability
and rising earnings that support the income stream,
and often capital appreciation as well. With our focus
on income, we expect to realize lower price-return
volatility than the benchmark.

We believe that blending both quantitative screening
and qualitative fundamental research improves the
decision making:

Screening helps us find and focus on the best ideas
within the China A-shares universe without bias,

while fundamental analysis helps us develop sound
investment theses through company, industry and peer
analysis. Our fundamental research team includes
professionals in our Hong Kong and Regina offices who
collectively have more than 56 years of investment
experience. Our qualitative fundamental analysis
process looks to identify the drivers and sustainability
of a company’s business momentum, analyze its
competitive advantages, and validate our earnings-
growth assumptions. In Chart 4, we show that the
outcome of this investment process is a portfolio with
favorable characteristics relative to the index.

Chart 4 — TD Greystone China Income & Growth Fund portfolio characteristics
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China Income & Growth fund
exposure to key sectors and
themes:

While sector allocation in the TD Greystone China
Income & Growth Fund is a residual of the bottom-up
investment process, we have an overweight exposure
to the rising middle-class consumer as shown in Chart
5. Key underweights remain the more commoditized
sectors (i.e. Materials, Energy, and Financials) where
there are fewer opportunities that meet our criteria.
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Chart5 — TD Greystone China Income &
Growth Fund positioning by sector
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In Chart 6, we highlight some of the holdings in the TD Greystone China Income & Growth Fund that involve
exposure to the rising middle-class.

Chart 6: TD Greystone China Income & Growth
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Source: TD Asset Management.

Conclusion

In this two-part series, we discussed how the Chinese
equity market is attractive today, given fiscal and
monetary policy drivers, and also over the long-term,
given the rising middle-class. The TD Greystone
China Income & Growth Fund has an impressive track

to the growth opportunities inside China linked to
these themes. We believe that active management in
the Chinese equity market should add value over a
passive approach, and that our income and growth
approach should provide lower volatility of returns

record relative to the index and provides exposure relative to the index. m

Contact us to find out how TDAM can bring new thinking to
your most important challenges.
1-888-834-6339 | inst.info@tdam.com | tdaminstitutional.com

Numbers may not add due to rounding. The statements contained herein are based on material believed to be reliable. Where such statements are based
in whole or in part on information provided by third parties, they are not guaranteed to be accurate or complete. The information does not provide individual
financial, legal, tax or investment advice and is for information purposes only. Graphs and charts are used for illustrative purposes only and do not reflect
future values or changes. Past performance is not indicative of future returns All products contain risk. Important information about the pooled fund trusts is
contained in their offering circular, which we encourage you to read before investing. Please obtain a copy. The indicated rates of return are the historical
annual compounded total returns of the funds including changes in unit value and reinvestment of all distributions. Yields, investment returns and unit
values will fluctuate for all funds. All performance data represent past returns and are not necessarily indicative of future performance. Pooled Fund units
are not deposits as defined by the Canada Deposit Insurance Corporation or any other government deposit insurer and are not guaranteed by The Toronto-
Dominion Bank. Investment strategies and current holdings are subject to change. TD Pooled Fund Trusts are managed by TD Asset Management Inc.
TD Asset Management Inc. claims compliance with the Global investment Performance Standards (GIPS®) and has prepared and presented this report
in compliance with the GIPS standards. TD Asset Management Inc. has been independently verified for the periods 01/01/2010 to 12/31/2018. The
verification report(s) is/are available upon request. 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. Verification does not ensure the accuracy of any specific composite presentation. TD Asset Management Inc. is a wholly-owned
subsidiary of The Toronto-Dominion Bank. All trademarks are the property of their respective owners. ® The TD logo and other trade-marks are the property
of The Toronto-Dominion Bank.
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