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Recent market performance has been dominated by a small group of mega-cap artificial intelligence-driven
stocks, increasing concentration risks. As rate cuts begin to take effect, combining small- and
mid-capitalization companies (SMID), supported by the advanced quantitative platform at TD Asset
Management Inc. (TDAM, we, our), can offer a disciplined approach to diversification and help navigate an
increasingly concentrated equity market.

Artificial Intelligence (Al) Driven Benefits Favour SMID and Highly Scalable Companies

Firms in the middle of the market can face more complex adjustment challenges than those at the top. The
U.S. Federal Reserve (the "Fed") has been cutting rates since 2024 and is expected to continue in 2026. As the
effects of rate cuts work their way through the economy—typically with a lag of several months—conditions
generally become more supportive for the more economically sensitive small- and mid-cap stocks. As shown
in Chart 1 below, SMID returns experienced an upward inflection following the rate-cutting cycles in 2000 to
2003, 2007 to 2008 and 2019 to 2020, with gains emerging almost immediately after the end of each cycle.
As a result, we would expect to see SMID returns accelerate once the U.S. approaches the end of the current
rate-cutting cycle.

Chart 1: Fed Funds Rate and SMID Rolling 1-year Returns
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Source: TD Asset Management Inc., Bloomberg L.P. As of January 31, 2026.
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The TD Quantitative Advantage

The Quantitative Equities Team at TDAM (the "Team") employs a broad and deep research framework. Rather
than relying on a narrow set of inputs, the models begin with hundreds of factors, allowing the Team to capture
a wide range of drivers across fundamentals, market behaviour, and company-specific information. In
addition, TDAM uses both traditional linear alpha models and a recently introduced Al-based, non-linear alpha
model. This Al model is designed to identify interactions between factors—for example, where certain factor
relationships may be relevant for one subset of stocks but not another—allowing the model to adapt to
different market environments and company characteristics within the SMID universe.

The quantitative approach is style-agnostic, incorporating signals across growth, value, quality,
momentum, and other factors. As a result, the models are not constrained by any single investment style
and can instead respond to where the compelling opportunities emerge.

Proprietary Natural Language Processing (NLP) Models for Earnings Analysis

These insights are translated into measurable factors that complement traditional financial data, expanding
the information set available to the alpha models. Our quantitative process can quickly analyze thousands of
earnings calls, converting unstructured insights into actionable factor signals. Our alpha models are designed
to identify which factors are most relevant to stock returns. For example, the drivers of performance in small-
and mid-cap stocks may differ from those in large-cap stocks, and the models dynamically adapt to these
differences. This level of granularity is a potential advantage over more static approaches.

Reducing Mega-Cap Concentration Risk with a Disciplined SMID Framework

From a risk-based quantitative perspective, concentration matters as much as returns. Within the large-cap
universe, the Team highlights that a small number of mega-cap stocks now account for a disproportionate
share of index volatility, increasing instability in large-cap benchmarks. In contrast, SMID universes, exhibit
significantly lower stock-specific risk concentration, as seen in Chart 2 below, a characteristic that
quantitative models identify as increasingly valuable in today’s market structure. With the S&P 500 Index
representing approximately 80% of total U.S. market capitalization, allocation to the small- and mid-cap
equities serve two key purposes: first, it can reduce the concentration risk inherent in large-cap portfolios; and
second, it enhances diversification by adding exposure to companies whose return drivers differ from those
of large- and mega-cap stocks. The style-agnostic TD Q U.S. Small-Mid-Cap Equity ETF (TQSM) - an award-
winning', quantitative strategy - can provide instant diversification and efficient access to both the small- and
mid-cap segments of the U.S. equity market in a single fund.

Chart 2: Concentration of S&P 500 Index versus 50% S&P MidCap 400 Index and 50% S&P SmallCap 600
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Price/Earnings Ratio

SMID Valuations Are Attractive, Especially Compared to Large Cap Stocks

Largely due to elevated valuations in the Information Technology sector, the overall large-cap market is
trading at approximately 25x earnings, which is near the top of its 10-year price-to-earnings (P/E) range and
roughly 5 turns above its long-term average. By contrast, small- and mid-cap stocks are trading at more
moderate valuations of approximately 17x and 19x earnings, respectively. In our view, these more reasonable
valuations, combined with economic conditions can become increasingly supportive as the Fed continues to
lower rates, create an attractive backdrop for small- and mid-cap equities.

Chart 3: 10-year P/E Range by Capitalization
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Source: TD Asset Management Inc., FactSet Research Systems. As of December 31, 2025.

In a market dominated by a handful of mega-cap stocks, SMID equities—accessed
through a sophisticated quantitative framework— can offer meaningful diversification,
more compelling valuations, and renewed upside potential as rate cuts begin to benefit
the broader economy.
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For further information,
please contact your investment professional.

"The TD Q U.S. Small-Mid-Cap Equity ETF (TQSM) was awarded the FundGrade A+™ Award in the U.S. Small/Mid Cap Equity category for the period ending
December 31, 2015 out of a total of 47 funds. The FundGrade A+™ Awards is used with permission from Fundata Canada Inc., all rights reserved. The annual
FundGrade A+™ Awards are presented by Fundata Canada Inc. to recognize the "best of the best" among Canadian investment funds. The FundGrade A+ calculation
is supplemental to the monthly FundGrade™ ratings and is calculated at the end of each calendar year.The FundGrade rating system evaluates funds based on their
risk-adjusted performance, measured by Sharpe Ratio, Sortino Ratio, and Information Ratio. The score for each ratio is calculated individually, covering all time periods
from 2 to 10 years. The scores are then weighted equally in calculating a monthly FundGrade rating, which is subject to change every month. Funds with the highest
10% receive a grade of A, the next 20% a grade of B, the middle 40% a grade of C, the next 20% a grade of D, and the lowest 10% a grade of E. Eligible funds must
have received a FundGrade rating every month in the previous year to be considered for the annual FundGrade A+ Awards. The FundGrade A+ Award uses a GPA-
style calculation, where each monthly FundGrade rating from "A" to "E" receives a score from 4 to 0, respectively. A fund's average score for the year determines its
GPA. Any fund with a GPA of 3.5 or greater is awarded a FundGrade A+ Award. For more information, see www.FundGradeAwards.com.

The information contained herein has been provided by TD Asset Management Inc. and is for information purposes only. The information has been drawn from sources
believed to be reliable. Graphs and charts are used for illustrative purposes only and do not reflect future values or future performance of any investment. The information
does not provide financial, legal, tax or investment advice. Particular investment, tax, or trading strategies should be evaluated relative to each individual's objectives
and risk tolerance. Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the fund
facts and prospectus, which contain detailed investment information, before investing. The indicated rates of return are the historical annual compounded total returns
for the period indicated including changes in unit value and reinvestment of all distributions and do not take into account sales, redemption, distribution or optional
charges or income taxes payable by any unitholder that would have reduced returns. Mutual funds are not guaranteed or insured, their values change frequently and
past performance may not be repeated. Mutual fund strategies and current holdings are subject to change. The TD Mutual Funds/Products (the “Funds/Products”) have
been developed solely by TD Asset Management Inc. The Funds/Products are not in any way connected to or sponsored, endorsed, sold or promoted by the London
Stock Exchange Group plc and its group undertakings (collectively, the “LSE Group”). FTSE Russell is a trading name of certain of the LSE Group companies. All rights
in the FTSE Russell Index/Indices referred to in this document/publication (the “Index/Indices”) vest in the relevant LSE Group company which owns the Index/Indices.
"FTSE®’ is a trademark of the relevant LSE Group company and is used by any other LSE Group company under license. The LSE Group does not accept any liability
whatsoever to any person arising out of (a) the use of, reliance on or any error in the Index or (b) investment in or operation of the Funds/Products. The LSE Group
makes no claim, prediction, warranty or representation either as to the results to be obtained from the Funds/Products or the suitability of the Index for the purpose to
which it is being put by TD Asset Management Inc. Certain information contained herein (the “Information”) is sourced from/copyright of MSCI Inc, MSCI ESG Research
LLC, or their affiliates (“MSCI"), or information providers (together the “MSCI Parties”) and may have been used to calculate scores, signals, or other indicators. The
Information is for internal use only and may not be reproduced or disseminated in whole or part without prior written permission. No MSCI Party warrants or guarantees
the originality, accuracy and/or completeness of the Information and each expressly disclaims all express or implied warranties. No MSCI Party shall have any liability
for any errors or omissions in connection with any Information herein, or any liability for any direct, indirect, special, punitive, consequential or any other damages
(including lost profits) even if notified of the possibility of such damages. Investment strategies and current holdings are subject to change. Index returns are shown for
comparative purposes only. Indexes are unmanaged and their returns include reinvestment of dividends, if applicable, but do not include any sales charges or fees as
such costs would lower performance. It is not possible to invest directly in an index. Certain statements in this document may contain forward-looking statements
(“FLS”) that are predictive in nature and may include words such as “expects”, “anticipates”, “intends”, “believes”, “estimates” and similar forward-looking expressions
or negative versions thereof. FLS are based on current expectations and projections about future general economic, political and relevant market factors, such as
interest and foreign exchange rates, equity and capital markets, the general business environment, assuming no changes to tax or other laws or government regulation
or catastrophic events. Expectations and projections about future events are inherently subject to risks and uncertainties, which may be unforeseeable. Such
expectations and projections may be incorrect in the future. FLS are not guarantees of future performance. Actual events could differ materially from those expressed
or implied in any FLS. A number of important factors including those factors set out above can contribute to these digressions. You should avoid placing any reliance
on FLS. TD Asset Management Inc. is a wholly owned subsidiary of The Toronto-Dominion Bank. ®The TD logo and other TD trademarks are the property of The
Toronto-Dominion Bank or its subsidiaries.
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