
 
T D  B AN K  G R O U P  

S C O T I AB AN K  F I N A N C I A L S  S U M M I T  

S E P T E M B E R  7 ,  2 0 1 6  

D I S C L A I M E R  

THE INFORMATION CONTAINED IN THIS TRANSCRIPT IS A TEXTUAL REPRESENTATION OF THE TORONTO-DOMINION 
BANK’S (“TD”) PRESENTATION AT THE SCOTIABANK FINANCIALS SUMMIT AND WHILE EFFORTS ARE MADE TO PROVIDE 
AN ACCURATE TRANSCRIPTION, THERE MAY BE MATERIAL ERRORS, OMISSIONS, OR INACCURACIES IN THE REPORTING 
OF THE SUBSTANCE OF THE CONFERENCE CALL. IN NO WAY DOES TD ASSUME ANY RESPONSIBILITY FOR ANY 
INVESTMENT OR OTHER DECISIONS MADE BASED UPON THE INFORMATION PROVIDED ON TD’S WEB SITE OR IN THIS 
TRANSCRIPT. USERS ARE ADVISED TO REVIEW THE WEBCAST (AVAILABLE AT TD.COM/INVESTOR) ITSELF AND TD’S 
REGULATORY FILINGS BEFORE MAKING ANY INVESTMENT OR OTHER DECISIONS. 
 

F O R W A R D - L O O K I N G  I N F O R M A T I O N  

From time to time, the Bank (as defined in this document) makes written and/or oral forward-looking statements, including in 
this document, in other filings with Canadian regulators or the United States (U.S.) Securities and Exchange Commission 
(SEC), and in other communications. In addition, representatives of the Bank may make forward-looking statements orally to 
analysts, investors, the media and others. All such statements are made pursuant to the “safe harbour” provisions of, and are 
intended to be forward-looking statements under, applicable Canadian and U.S. securities legislation, including the U.S. 
Private Securities Litigation Reform Act of 1995. Forward-looking statements include, but are not limited to, statements made 
in this document, the Management’s Discussion and Analysis (“2015 MD&A”) in the Bank’s 2015 Annual Report under the 
heading “Economic Summary and Outlook”, for each business segment under headings “Business Outlook and Focus for 
2016”, and in other statements regarding the Bank’s objectives and priorities for 2016 and beyond and strategies to achieve 
them, the regulatory environment in which the Bank operates, and the Bank’s anticipated financial performance. Forward-
looking statements are typically identified by words such as “will”, “should”, “believe”, “expect”, “anticipate”, “intend”, “estimate”, 
“plan”, “may”, and “could”. 

By their very nature, these forward-looking statements require the Bank to make assumptions and are subject to inherent risks 
and uncertainties, general and specific. Especially in light of the uncertainty related to the physical, financial, economic, 
political, and regulatory environments, such risks and uncertainties – many of which are beyond the Bank’s control and the 
effects of which can be difficult to predict – may cause actual results to differ materially from the expectations expressed in the 
forward-looking statements. Risk factors that could cause, individually or in the aggregate, such differences include: credit, 
market (including equity, commodity, foreign exchange, and interest rate), liquidity, operational (including technology and 
infrastructure), reputational, insurance, strategic, regulatory, legal, environmental, capital adequacy, and other risks. Examples 
of such risk factors include the general business and economic conditions in the regions in which the Bank operates; the ability 
of the Bank to execute on key priorities, including the successful completion of acquisitions, business retention, and strategic 
plans and to attract, develop and retain key executives; disruptions in or attacks (including cyber-attacks) on the Bank’s 
information technology, internet, network access or other voice or data communications systems or services; the evolution of 
various types of fraud or other criminal behaviour to which the Bank is exposed; the failure of third parties to comply with their 
obligations to the Bank or its affiliates, including relating to the care and control of information; the impact of new and changes 
to, or application of, current laws and regulations, including without limitation tax laws, risk-based capital guidelines and 
liquidity regulatory guidance; the overall difficult litigation environment, including in the U.S.; increased competition, including 
through internet and mobile banking and non-traditional competitors; changes to the Bank’s credit ratings; changes in currency 
and interest rates (including the possibility of negative interest rates); increased funding costs and market volatility due to 
market illiquidity and competition for funding; critical accounting estimates and changes to accounting standards, policies, and 
methods used by the Bank; existing and potential international debt crises; and the occurrence of natural and unnatural 
catastrophic events and claims resulting from such events. The Bank cautions that the preceding list is not exhaustive of all 
possible risk factors and other factors could also adversely affect the Bank’s results. For more detailed information, please  
refer to the “Risk Factors and Management” section of the 2015 MD&A, as may be updated in subsequently filed quarterly 
reports to shareholders and news releases (as applicable) related to any transactions or events discussed under the heading 
“Significant Events” in the relevant MD&A, which applicable releases may be found on www.td.com. All such factors should be 
considered carefully, as well as other uncertainties and potential events, and the inherent uncertainty of forward-looking 
statements, when making decisions with respect to the Bank and the Bank cautions readers not to place undue reliance on the 
Bank’s forward-looking statements. 

Material economic assumptions underlying the forward-looking statements contained in this document are set out in the 2015 
MD&A under the headings “Economic Summary and Outlook”, and for each business segment, “Business Outlook and Focus 
for 2016”, each as may be updated in subsequently filed quarterly reports to shareholders. 

Any forward-looking statements contained in this document represent the views of management only as of the date hereof and 
are presented for the purpose of assisting the Bank’s shareholders and analysts in understanding the Bank’s financial position, 
objectives and priorities and anticipated financial performance as at and for the periods ended on the dates presented, and 
may not be appropriate for other purposes. The Bank does not undertake to update any forward-looking statements, whether 
written or oral, that may be made from time to time by or on its behalf, except as required under applicable securities 
legislation.
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Sumit Malhotra – Scotia Capital – Analyst  

 
We will keep things moving along with the last presentation before we break for lunch. And we're very 
happy to be joined by Mr. Bharat Masrani, Group President and Chief Executive Officer of the TD Bank 
Group. Bharat was appointed CEO in November 2014, having joined TD back in 1987. 

 

Bharat Masrani – TD – Group President and CEO  

 
Sumit, how are you? 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
Good to see you. 

 

Bharat Masrani – TD – Group President and CEO  

 
Nice digs I would say. 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
Yes, the house that Brian built. 

 

Bharat Masrani – TD – Group President and CEO  

 
First time I came here, it's better than the Ritz. 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
Let's get into a topic that I kind of started with all of your counterparts this morning and I want to hear your 
thoughts as well. Sitting here in, what looks like it's going to be another record year of earnings for the 
sector, although it did necessarily feel like that at the beginning of the year. Once again, we've seen a pretty 
good level of resilience from not only TD, but your peers as well. So the way I've kind of phrased this is the 
crisis was officially a number of years ago, but subsequently it feels like we spent a lot of time thinking 
about what can go wrong. And maybe as a result of that, we've underappreciated or underestimated certain 
parts of the business, particularly in Canada and especially with TD.  
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But I'd be interested in hearing, maybe, what some of those factors are that you think have underpinned 
that resilience for the Group, and for your Bank in particular. 

 

Bharat Masrani – TD – Group President and CEO  

 
I think, firstly, on a macro basis for the industry, I mean, we have a market where most of the players have 
good scales, some have better scale than others, but for the most part there is good scale for the players in 
the market. We have regulatory system that is principles-based and works over the long haul. And frankly 
we have a culture, generally, in the country that understands probably risk more so than we might have 
seen in other parts of the world. And that has played an important role for banks generally in Canada.  

 

I'd say TD, for us in particular, staying with the culture theme, we've found that to be a powerful force within 
the Bank. We look at our history, even prior to the crisis, we were one of the few banks that decided to get 
out of structured products and that turned out to be a good decision. Although at the time it wasn't as 
popular. But we were one of the few banks that did not partake in asset-backed commercial paper and this 
is all to do with the Bank's culture, because I think – this probably applies to all the banks, but with TD I can 
talk more confidently – that as a bank we take our role very seriously in a sense that although it may be the 
fashionable thing to do, or it may be allowed under a particular regulation, that doesn't mean is the right 
thing to do for the Bank or for our customers. And if that's what we think, then we won't do such an activity. 
So I think that plays an important role.  

 

Our business mix is important. You know that, you write about it. As to what exposures we have, and what 
industries – I think that plays an important role of risk management. It has been a key differentiator for TD 
over many years. I think that plays an important role. 

 

And lastly and most importantly are our 80,000 TD bankers around the world. We run a large, complex bank 
and it's important that culturally, from a values perspective, that every one of those bankers is doing the 
right thing for the Bank and our customers. And that has played well because you see the headlines from 
the rest of the world that sometimes those basic things get missed and they can cost a lot to the 
shareholders. So, a lot of good reasons why Canadian banks have done pretty well and TD has done 
particularly well – because of those characteristics. 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
Good. Thank you for that opening and I want to touch on some of those themes in the next part. This 
conference always comes right after, or hot on the heels if you will, of Q3 earnings season so a lot of points 
are topical. I thought it was interesting a couple of Thursday's ago, when two banks reported, one in the 
morning where all the questions on the call were about how fast they were growing their mortgage book. 
And then later that afternoon we had TD and the questions were why is your growth in Canada all of a 
sudden so slow. There are a few pieces to that, but I want to start specifically with mortgages.  

 

You touched on a couple of interesting things from TD's history – avoided subprime, avoided ABCP, 
avoided structured credit. When I look at mortgage balances in Canada, pretty flat over the last 6 months, I 
thought these guys have a great track record of risk. Maybe there's something they don't like and they are 
avoiding that risk again, which wasn't necessarily the answer we got on the call. Would be interested in your 
take on that, in particular. 
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Bharat Masrani – TD – Group President and CEO  

 
I think these growth numbers can sometimes not tell the whole story. For TD, we have sizable market share 
and when our year-over-year growth may seem a little different than some of our competitors, I think it's 
also important to notice what base you're counting the growth from. We feel happy with how we're growing 
our book and on what basis. You talk about – I think the implication is are we pulling back from our growth. 
We've have had a consistent underwriting stance over many years, especially over the last 4 or 5 years. But 
we have, what I would call, the diligence around our underwriting has probably become more strict then we 
might have had a few of years ago, and what do I mean by that. 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
That's right. Just to be clear, this is domestic, residential real estate. 

 

Bharat Masrani – TD – Group President and CEO  

 
That's what we are talking about. 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
Perfect, okay. 

 

Bharat Masrani – TD – Group President and CEO  

 
Would we be more diligent in the type of appraisals we would demand or accept? Would we be more 
focused on income verification, for example? Would we track our exceptions to policy when we approve 
certain types of mortgages? Are we more diligent about what kinds of exceptions are getting done within 
our system? All those may have some implication on our rate of growth, but that has been consistent over a 
few years, and I wouldn't want that to come across that TD is consciously pulling back to a great extent.  

 

I think you would expect from TD to do the prudent thing, and that's what we're doing when some of these 
prices have gone up the way they have. And that's not just the last one year – they would happen over few 
years. And so that's what we do as bankers, we manage those issues. So, I feel comfortable as how we're 
growing. We've always shown that our Canadian business is a very important business to us and it provides 
fantastic returns to our shareholders. And it continues to be a growth story for us, but sometimes, year-over-
year, may seem like not what people are expecting. But we don't worry about that. We worry about our 
ongoing franchise-building activities that are going on in the market. 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
Good. And I'm going to get to that business more holistically. And I think you're right. There can be things 
like seasonality, and I know, in particular, I asked a question like; hey, the last six months' balances are 
very flat. Maybe that changes in Q4 as some of the summer volumes coming through. But it doesn't sound 
like there are some pockets of risk that you've completely stepped back from the market because there is 
things you don't like, is that fair? 
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Bharat Masrani – TD – Group President and CEO  

 

No, we haven't stepped back from the market. We are doing what I just outlined. 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
Perfect. 

 

Bharat Masrani – TD – Group President and CEO  

 
And that applies to all the markets that we are in. 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
Okay, so then, let's just look at the segment as a whole because, as TD has always said, when it comes to 
market share, the real market share that matters is market share of revenue and market share of earnings. 
So last couple of quarters, revenue growth in Canadian P&C has been much lower than we've been 
accustomed to the past and below market, the way we are looking at it.  

 

One of the key factors when comparing versus peers has been net interest margin compression. Now 
you've added some capabilities in the credit card side, if we go back to the Aeroplan deal, so some higher-
yielding assets have come in. You've also got the biggest deposit portfolio, which would suffer some 
compression. I don't want to answer the question for you so I will stop talking and say, when you guys slice 
the numbers, why is it that your NIM performance in Canada has been worse than that of peers? 

 

Bharat Masrani – TD – Group President and CEO  

 
As you know Sumit, and I know you've talked to our folks quite a lot. We manage our treasury in a particular 
fashion, which is not unusual. We tractor our, what I would call, non-rate sensitive deposits. And that 
particular strategy helped us two years ago, when we were outperforming from a margin perspective 
because that's what you would expect from that strategy. As rates have remained low, and in fact they've 
dropped even more, as these tractors get reset at such a rate environment, you would expect compression, 
because that's how this is supposed to work. If rates had stabilized a year and a half ago than you would 
have not seen this phenomena play out, but so it was fully expected, from my perspective. That's what we 
should have expected.  

 

Secondly, as part of our retail bank, a key part of our franchise is our chequing and savings business, which 
is a huge part of our business. And those are the deposits that are, after doing a lot of analysis, are what we 
would call non-rate sensitive. And those are the ones we would tractor. And so they are NII positive, 
because we are still making money on it, but they have a depressing effect on the margin. So, I think you're 
seeing that play out as well. And sometimes those issues get forgotten. Over time, I would expect 
everybody to revert to the mean, because most of us run it that way. And timing might be off here or there. 
But I also would note that on an absolute basis, TD still has the highest margin business in the sector. And 
so I think this year-over-year volatility sometimes gets overplayed. 

 



 6  

Sumit Malhotra – Scotia Capital – Analyst  

 
So last one on Canada before we move on. It wasn't that long ago, I think is just about a year ago since you 
have the Investor Day for your aggregate Canadian business.  The target we were provided was in line with 
the 7% to 10% you talk about at the top of house – 7% to 10% growth. Is that truly a medium-term objective 
and there a few reasons why it's going to be difficult to be in that range in the 2016 and 2017 period, would 
be one.  

 

Number two and I'd be remiss if I didn't ask this. I think TD put the JD Power survey into a lot of our heads 
as a talking point for the sector. So, after a long period of time being at the top of the heap, obviously it was 
a Number 2 finish this year. What if anything do we take from that on the outside, especially when looking at 
the business, not having as strong growth as it's had in the past? Can I combine those things or is it too 
much of a talking point? 

 

Bharat Masrani – TD – Group President and CEO  

 
No, I don't think – you shouldn't combine the two for sure. But, let's start with the first one.  

 

I thought our Investor Day was terrific. I think it gave a good insight on what comprised Canadian Retail – 
our Personal Banking business in Canada, our Business Banking business, our Wealth Management 
business, as well as our Insurance business. I think that's how we had set it up. And it was terrific. The 
response from our shareholders was terrific. And then, we did say that we have a medium-term earnings 
growth target. And you're right – it is a medium-term target. Now, I always find when we say medium-term, 
yeah, it is medium-term, but is it this particular year or this particular quarter, what does that mean? 

 

Well, it is medium-term and where it would fall within the medium-term would depend on what the economic 
conditions are. Last, when we had that call, there was some talk about what economic growth might be in 
Canada? What kind of rate increases you might expect? And if those get delayed, obviously, your medium-
term gets stretched out. So I think that's the best way to look at it. Yes, of course, we strive to grow as much 
as we can. I think the target we set out there is a realistic target, and I think it is an achievable target. From 
a timing perspective, there are certain things that will have to play in a particular manner, for us to say this 
is going to happen now, versus two quarters from now, or a year from now, or year-and-a-half of two years. 
So, I think that is a better way to provide context as to what that entails.  

 

I think that with respect to J.D. Power, yes we won it 10 years in a row and when you win something 10 
years in a row you certainly have a target. And the good news for us is that in every category, we actually 
improved year-over-year. There are lots of categories that J.D. Power measures, and the other headline 
that comes out, is that the J.D. Power scores are out of 1000. And I think the top 4 or 5 banks in Canada 
are within 12 points of each other. So there is a more of a clustering thing. And I think that's important to 
note. But listen, is it a disappointment? Absolutely, it is. It's nice to win it for the 11

th
 year in a row. So we'll 

work hard to make sure that we get there. But it is important also to make sure people understand that 
Ipsos also runs a survey as well and happy to report that 12th year in a row, TD won that. Now that doesn't 
mean that others are not catching up because, again, the lead we have is narrowing, and that is to be 
expected when you're leading something, everybody is targeting you, and banks are doing well, generally. 

 

So it is an important part of our DNA, not to win awards, but how we are executing against the strategies 
we've built out. And if that means we win awards, that's terrific. I feel happy as well, we are executing, but 
other pockets where we can work harder, and there are, and we are working harder in those areas. 
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Sumit Malhotra – Scotia Capital – Analyst  

 
Moving north to south from Canada to the U.S. – but a quick pit stop to talk holistically about expenses. 
2015, the Bank took over $700 million in restructuring charges. And you certainly communicated to us what 
areas of the business we should begin to see that improvement. Market has obviously been focused on and 
rewarding efficiency improvements from the banks, and you deliver that from an operating leverage 
perspective. So, a couple of questions come up, I believe, the aggregate communication is something like 
$600 million in run rate savings we should expect from TD. Are you in a position to talk about where exactly 
we are on that path to $600 million and whether a lot of that has made its way to the bottom line or has 
been offset in other areas of investment spend?  

 

And number two, is maybe the bigger question, are restructuring charges now going to be a fact of life for 
TD? In other words, when you get to the end of this year and some of those benefits have run out, it's just 
become an annual exercise or something that you feel you've taken care of early in your tenure? 

 

Bharat Masrani – TD – Group President and CEO  

 
Firstly, on the guidance we provided when we took the charges that this will mean $600 million of savings 
by 2017. So I can tell you we are on track. I think we've given specific numbers for each fiscal year. And so, 
we are on track with that and feel happy about that that. It makes sense.  

 

At the time, I was also quite categoric that we will continue as TD has traditionally done to invest for the 
future. That is part of our secret sauce. That's what has made the bank that we are. And we were not going 
to stop investing for the future. So we have invested and we continue to come out with offerings that are 
resonating with our customers. You can see that in our performance. We are, for example, the largest 
digital bank in Canada. And this takes investments, this takes offerings, this takes platforms to be able to do 
that. And so, I feel great that you know we are making the right investments at the pace at which you know 
these are coming on stream. It is good as well. So I think we are on track as to what we had laid out. I'm 
happy with the Bank's expense performance from core basis versus what the investments are. And feel that 
we are on the right track and meeting what are changing customer expectations are in the market. So those 
are the two. You threw a third one in there… 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
Just whether restructuring charges become an ongoing exercise for the Bank in order to continue to make 
these investments, while at the same time ensuring the expense base is appropriately sized. 

 

Bharat Masrani – TD – Group President and CEO  

 
I'm so glad that the restructuring that we talked about last year has been completed. And you know, we are 
now benefiting from it. It was the right call and all that. And as a bank, you'd expect us not to say we will we 
never ever have a restructuring charge – never is a long time. But have we finished through this phase? 
The answer is yes. 

 

And happy with where we are, and I don't think this is a routine thing that TD takes in the normal course. 
When we do that there is good reason to do it. And there is a particular purpose that it would serve. But this 
part of our restructure is complete. And I don't anticipate anything stemming from that in the imminent 
future. 
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Sumit Malhotra – Scotia Capital – Analyst  

 
So your ability to generate ongoing efficiency improvements, or positive operating leverage, however you 
want to measure it, is not dependent on the benefits of restructuring charges. 

 

Bharat Masrani – TD – Group President and CEO  

 
We always strive to generate positive operating leverage. And again, I was glad that we did. Some of our 
segments delivered more so than others. And that's a great story for the Bank. But we're not as fixated that 
you know every 90 days. This is going to be the number. If the right investment opportunities were to 
present themselves, then as our shareholders you would expect us to look at those seriously, and where 
appropriate, make those investments. 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
One of those segments that has looked very good from the operating leverage perspective, has been the 
U.S. That hasn't always been the case. There has been obviously, much more of a competitive market for 
top line growth there then has always been the case in Canada. But your numbers in the U.S. – almost 
across the board – revenue growth has been solid, expenses well controlled, and credit in-line. I will leave 
interest rates aside, because who knows what's going on there. 

 

Bharat Masrani – TD – Group President and CEO  

 
It would help. 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
We will believe it when we see it. In your relationship with your customers, at least initially, well, I think it's 
fair to say, that the mix of the bank in the U.S. loan book is about half corporate. Sorry, half commercial, half 
consumer. There was a period of time post the crisis when you benefited very handsomely from the refi 
boom, whereas as of late, the growth has been more on the commercial side.  

 

Has there been targeted shift on the part of TD to focus more on commercial borrowers? Or have you just 
have been caught up with some of the deleveraging that all U.S. consumers or have we been seeing that 
the numbers for a while now? 

 

Bharat Masrani – TD – Group President and CEO  

 
I think first, the overarching point is that we had always maintained that we have a very young franchise. 
We are located on the eastern seaboard, which is very attractive. We have a scale position now in the U.S. 
– we have just under 1,300 stores down there; we've got close to 9 million customers. So we certainly have 
the scale. We are a top 10 bank within the United States, not counting the rest of TD. So, we have a 
positioning, we have a brand, that in my view is second to none and that is now resonating. And when you 
have a young franchise, you keep on working at it. Then you going to have more customers come to the 
Bank, because we are in those markets and we have a particular positioning. And you're able to deepen 
those relationships. And all of those are tracking as you would have expected and that, when you came to 
some of our Investors Days that we had a few years ago, and we said, this is how this will play out.  
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Now, the timing may be off because of the macro environment or interest rates or certain slowness, 
because of some parts of the economy may not have performed as expected. But overall, I feel very happy 
as with the progress we've made there.  

 

I think your point on the mix, is there a conscious shift that's going on? I think the refi business on the 
mortgage side was particularly attractive to TD. And for customers to come to TD, the reason was the 
following. When you put these banks together, recreated the franchise that we would be proud of, with the 
branding and the offerings and the culture that we needed – that meant that we didn't have all the offerings 
available for our customers and we build the mortgage business at that time. So, what happened? We have 
existing customers at the time, who have their chequing relationships with us and they said, alright, I have 
my mortgage elsewhere and I am refi-ing because rates are so low. Why would I not come to TD? And we 
saw that business really thrive for us. Today, as you rightly point out, where rates have been, there is some 
refi activity but not as big. So now it's more purchase money. So, folks who want to buy a new home – that's 
a longer sales cycle, it takes a particular sales force and we are building all that. Over time, I think that 
growth will come as well. But it's more market driven as to what the mix we are seeing here, given our own 
positioning.  

 

Then in the commercial side, it's been terrific. We had talked about building out certain capabilities from 
Maine to Florida, a part of that was what would call middle-market lending because we had these customer 
relationships but we didn't have the products, so TD Securities plays an important role there as well. I think 
our healthcare business has been terrific for the Bank in the United States. We have a deep franchise in 
that. I think on Pharmaceuticals, that's been a big business for us. So, the commercial side has been 
growing very well for us in the areas that we wanted to grow. So overall, I mean what's not to like? We had 
13% loan growth year-over-year. And it's the reverse of Canada, when you start with a big base, the 
percentages become small. Here the percentages look big, so that's why we run the business mix that we 
do. 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
And just want to kind of tie this in before I move to another topic. I've noticed that your branch count in the 
U.S., I think is down close to 5% from its high points. This is why you and I have talked about in the past 
that for a long time and especially, going back to the Commerce Bancorp – branch was a key distribution 
point for U.S. regional banks. And it's something that I think part and parcel of these restructurings, you're 
essentially telling us, you know what, this is not necessarily the full capability we need to have. Have you 
seen any change in customer behavior or TD's relationship with their customers in the U.S. as some of that 
branch-centric model starts to get scaled back? 

 

Bharat Masrani – TD – Group President and CEO  

 
I think firstly, on just the numbers, part of what I would call optimization is to be expected. When we put 
banks together, there were certain geographies we were in that were no longer growing or we're seeing 
population reduce. And as a bank of our type, what you'd expect from us is that we would adapt to that. And 
we've had situations where some of the acquisitions we went through, there might have four or five 
locations in a particular community where one brand new location would make more sense. And you would 
consolidate the four or five into that location. And as we are optimizing our U.S. platform, to some extent, 
the same applies in Canada, we're seeing terrific retention rates when we optimize and when we 
consolidate a couple of stores into one.  

 

The other phenomena that is playing out is that we are still opening stores. The optimization accounts for 
about 85 locations that we've shut down over the last couple of years. But the same time, we opened 40 
new ones in markets that we find particularly attractive like New York City and the like. So I think there is a 
whole optimization story that sometimes, maybe, we should do a better job in explaining how we manage 
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our distribution. But without a doubt, the role of mobile banking, other channels, is not immaterial, especially 
for transaction. We are not seeing as much movement, in what I'd call sales types of calls or sales types of 
visits, to a store. But we see some basic transactions migrate out, which you would expect and we would 
want it to. For example, in our ATMs, we have image-enabled, where you can put multiple cheques in, and 
you get a print back, etc. When we put that feature in, basic cheque depositing activity, to some extent, 
migrated to the channel from a store. And so, what we did with that was to use that capacity more for sales, 
what we call, FSRs, rather than just service folks, and then, sell more product, mortgages or whatever the 
case might be. So I think that is the repositioning going on.  

 

I think overall our approach is to build out our platforms that are omni-channel capable. What that means is 
that our customers will deal with us the way they want to, but they'll get a seamless experience right 
through the Bank's channels. So whether, they start an application in a store in the U.S., and they continue 
that interaction in the evening with the contact centre by calling somebody. And in the middle of the night 
that person can't sleep, they want to go on their tablet and want to continue that application – it'd be a 
seamless experience, whereas that is not common for many institutions. And so I think, we think that that's 
an opportunity for us. So that's how we're looking at our distribution, it's more of an omni-channel approach. 
And we have the as good or better offerings in each of these channels as our competitors of both sides of 
the border. 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
Okay, thank you for that. I've got two more I want to get to. And we'll tread a fire through those ones. I'm 
going to start with capital.  

 

Basically, since the bank started reported under Basel III in 2013, TD had consistently been at the lower 
end of the group. Last couple of quarters, we've seen more pronounced uptick in your capital position and 
your now with the peer group at around 10.5%. So first off, what are you thinking is the appropriate level 
that you want to manage the capital ratio to? We've heard a lot about how Canadian banks look low versus 
global peers, although you could argue the business model and profitability speak to some of that. So let 
me start on. That one would be number one. What's a level that you're managing to?  

 

And number two, maybe it's somewhat simplistic, but I'll just say it, under your tenure, TD hasn't been 
nearly as acquisitive as was previously in the case. Maybe, you've got the infrastructure in place you don't 
need to be. But if you could remind us, what's on your wish list as CEO from a capital deployment 
perspective and what are the parts of the businesses that you would look to add scale to via acquisition if 
the price was right? 

 

Bharat Masrani – TD – Group President and CEO  

 
Yes, firstly on capital, I'm very happy with the levels we are at. Frankly, I was happy with where we were 
previously, notwithstanding some of the commentary at the time. But I think the capital has to have some 
relationship with your balance sheet, the risk, and the volatility you are carrying in your businesses and I 
feel that we are appropriately capitalized.  

 

With respect to – and I think what you have seen over the past, as you have outlined, is the Bank's ability to 
organically generate capital. Now, some of it was thanks to getting the advanced approaches, etc, etc. That 
was helpful. But general the Bank's capability to organically generate capital is a good thing and we will 
continue to do that. 
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With respect to capital deployment and I find your point about my tenure and that maybe we have been on 
the quiet side – people ask me that, and I say well, when we did all the things in the U.S. I think I remember 
I was the guy heading it up, but you know that's a minor point. I signed off on a lot of deals at the time.  

 

But on capital deployment, again, our approach on that has been very clear. We will use capital to support 
our organic growth strategy. So if you look at when we are growing our loan book in the U.S. 13%, year-
over-year, it takes capital, and deploying a lot of capital. We've been growing our credit card book, and 
specifically in credit cards as is to what it takes, because you are still maturing the portfolio, especially if it's 
an acquired portfolio. So we have been using our capital appropriately there.  

 

I have also said that we will use our capital when we think there is a capability gap in our offerings and if we 
think there's an opportunity to accelerate some of the capabilities we're building organically, then we will 
take advantage of that. And Epoch is a good example of that, where we thought that hey, this is a terrific 
opportunity for the Bank to enhance our offerings in U.S. and global equities, it provides us with a new 
platform, etc.  

 

Thirdly I have talked about, you know, if there are other acquisitions that may pop up, especially in Canada 
– we will look at any acquisition in Canada very seriously, because there are not many that ever available. 
And then, the next one would be U.S. We have a balance sheet there that is conducive to acquisitions, 
especially on the asset side and we've been very aggressive in deploying it, especially in a credit card 
space. We find that very attractive, if the Bank has a particular capability that can be leveraged there. The 
partnership deals we have, have been terrific through this – these are terrific partners, the quality of the 
portfolios, how they perform – so, very happy with that. And we would also look at tuck-ins in the Southeast 
of the U.S., if they are available.  

 

So this is how we go through our hierarchy on our capital deployment. And that's how we look at it. So, if 
any one of these filters were to be triggered, we would certainly be interested and look at it seriously, and if 
it meets our framework we will pursue. 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
Just to put a finer point on the last one, especially as it relates to the U.S. I feel like you're, and to your 
credit, the script hasn't changed that much. It's been credit cards or areas where you can fill in that deposit 
gap and then perhaps to Southeast. Now, this is maybe more specific, but let me ask it. Are branch-based 
acquisitions still of interest to the Bank, given everything we just talked about technology wise? It seems like 
recently there's been a few more such transactions in the market. There was a Florida transaction that 
happened not too long ago. Are those type of deals with a branch footprint still of interest to you?  

 

And then relatedly, how happy you've been with your two credit card partnerships? Obviously, 
economically, it's better to have your deposits invested there as opposed to securities, but the economics 
aren't nearly what it would be if it was your own credit cards that you were originating. Are those deals still 
something that you would pursue if more were available? 

 

Bharat Masrani – TD – Group President and CEO  

 
Yes. So, on the first part, the short answer is yes. I talked about omni-channel, where branches and the 
physical locations are quite important. And I think, the opportunity there is that when you have a bank that is 
-- or a specific organization that might be branch centric – we see that as an opportunity, as to how we can 
provide more omni-channel and deepen the relationship, etc. So, I won't say that just because it is a 
branch-based bank that it would not be of interest. I think what would be more important for us would be, 
does it fit strategically? Does it fit from a culture of perspective, from a risk appetite perspective? Is it going 
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to be enhancing, or is it going to detract from what are doing? And frankly, does it make financial sense? 
We have a franchise in the U.S., now, where we are not compelled do a transaction. We have sufficient 
scale. There was a time when, we used to come down a lot and we used to talk about this, but we did not 
have sufficient scale. So it was absolutely necessary for us to build up that scale. So now we're not running 
around looking for deals because we don't have to. We did that in 2004, 2005 – our turn, that was our turn 
to do that. 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
You've got your footprint. 

 

Bharat Masrani – TD – Group President and CEO  

 
We do. And so it would have to make sense strategically, culturally, from a risk perspective and financially. 
And if you were to meet that, we would certainly be interested and we'd pursue it very, very vigorously. I 
think on the credit cards side, listen, our partnership deals work remarkably well for us. We have great 
partners. We are looking at how we can enhance these partnerships even more. And your point about, if it 
is your own credit cards, yes, they would be better economics, but on the other hand they'll be more risk 
that comes with it – here, risk is shared. And secondly, probably does not give us as much cross-sell 
opportunity because these are partnerships deals and not exclusive to TD. But in itself as an asset class it 
is attractive. There are always opportunities to cross-sell especially within your own footprint and we look at 
those opportunities, but overall these are great deals that we would continue to pursue if the right ones 
were available. 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
Last one and then we break for lunch. Haven't asked a question around the Wholesale all day and it is 
maybe …  

 

Bharat Masrani – TD – Group President and CEO  

 
You like the numbers? 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
… Somewhat strange, I ask it to the bank that has the lowest reliance on that business. But that's one of the 
things you communicated when you came in that, maybe this is an area where we've been too risk averse, 
especially given your very strong credit culture and obviously I think most of us here in the room got to know 
you as the Chief Risk Officer of the Bank. So has the ability to use the corporate loan book opened some 
new doors for you on the capital market side? And is the business on both sides of the borders, where you 
feel the TD is still under-penetrated? 

 

Bharat Masrani – TD – Group President and CEO  

 
I think to say that TD led with its capital and loan book to build the Wholesale business would not be 
accurate. In fact… 
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Sumit Malhotra – Scotia Capital – Analyst  

 
No, I'm not saying that as much as I'm saying, could you use more of it?  

 

Bharat Masrani – TD – Group President and CEO  

 
Well, we have been where it's appropriate. In fact I'm pleasantly surprised that as a bank, our exposure to 
oil and gas appears to be relatively low. And on the flip side of that is that we have a very thriving and very 
growing and attractive in investment banking business in Calgary, so I don't think those go hand in hand 
every time. My message to our wholesale bankers has been, to Bob Dorrance, who many of you know – as 
you know, as long as you're building franchise businesses, we have no interest in going back to the days 
when we were really focused on proprietary businesses. We need to be in the franchise business. Meeting 
our risk appetite and the risk appetite is not just talking about a specific limit or the like. Risk appetite 
means, do you understand the risk and can you manage it – principal one. Principal two, are you doing 
some permanent damage to our brand that we are going to regret. And thirdly, are you betting the Bank and 
the rest of it has to support you in a bad situation. If the answer to any one of them is unacceptable, then we 
have no interest in growing it. 

 

And the last point, after I said risk appetite, franchise businesses, is over a cycle, give us 15% returns. And 
then if Bob can do that, and he has been trying, and I think successfully, let him grow. I say God speed, 
Bob. Grow as much as you want, because it is an attractive part of the market. And I think we have 
opportunities, given the overall size, scale of the Bank and its earnings power. And so that's what we've 
been doing and I'm glad to see progress in that. 

 

Sumit Malhotra – Scotia Capital – Analyst  

 
Good to see. And good to see you. Thank you for your time. 

 

Bharat Masrani – TD – Group President and CEO  

 
Thank you very much. 


