TD Asset Management | For Institutional Clients Only

As of June 30, 2017

INVESTMENT SOLUTIONS

Liquidity Management Solutions
Making Your Cash Work Harder
During the last several years, there has been a steady rise in corporate cash balances. In 2016, the S&P (ex-fnancials)
cash and short-term investment balance hit record levels of USD 1.5 trillion, the largest cash total in more than 10 years1.
Against this backdrop, the importance of liquidity and cash management has become more essential than ever before
for organizations to successfully meet their day-to-day operations, invest in proftable business opportunities and to fnance
product and geographic expansion.

Opportunity Costs of Overnight Deposits
When managing cash, organizations are tasked with balancing capital preservation, maintaining liquidity and generating
appropriate returns on investments. Solutions for these goals typically include money market funds and bank overnight
deposit strategies, which are easily accessible and plentiful. However, in a low rate environment, overnight deposits
earn minimal returns and can create a signifcant opportunity cost. For example, as of May 2017, cash invested in a
government money market mutual fund had a yield of 0.54%2. The opportunity cost of maintaining all cash balances in
overnight investments was approximately 0.74% when using the 2 year on the run treasury yield3 as a proxy for the yield
in a potential liquidity management solution. By using a broader managed liquidity management solution, investors can
capture the liquidity premium with a portion of their cash by investing further out on the yield curve.

Segmenting Cash to Optimize Liquidity
In our view, cash forecasting is the cornerstone of effective liquidity management and is used to identify a frm’s
short, medium, and long-term cash requirements. With that, many organizations have realized the importance of cash
segmentation to help classify cash needed for different activities. Through forecasting liquidity needs and segmenting cash
into the three below segments, companies identify cash that can be managed to provide additional yield:

• Core/Reserve cash: refers to cash for short-term use
(usually during the next 6-12 maturities). Core cash
should focus on liquidity and can be invested in
slightly longer term instruments.
• Strategic cash: refers to cash that is not required
for short-term use and can be managed to provide
additional yield (usually anywhere from 1 to 5 year
maturities). Strategic cash should focus on generating
additional yield.

Cash segmenting for a potential boost in yield

Yield

• Operating cash: refers to cash required for day-to-day
operations. Operating cash investments should focus
on capital preservation and daily liquidity.

Operating Cash
(Deposits, Money
Market Funds)

Daily

Core/Reserve Cash
(T-Bills, CP,
Term Deposits)

6-12 months

Strategic Cash
(SMAs 1-3yrs
or 1-5yrs)

>12 months

For illustrative purposes only.

Source: TDAM.

Overnight Returns vs. Liquidity Management Solutions
Companies who segment their cash are able to develop an investment strategy for each segment based on their
investment objectives and risk appetite. Essentially, instead of holding all cash in money market funds or overnight accounts,
segmented cash can be allocated to appropriate investments, offering a total solution designed to meet each frm’s unique
objectives and goals, with the intent to ensure cash works harder to earn a higher yield in the process. To illustrate,
below is a graph depicting the growth of $10 million from 1992 to 2017 invested in an overnight account, represented
by the Bank of America Merrill Lynch (BofAML) 0-3 month US T-Bill Index, vs. a typical liquidity solution, represented by
a blended index comprised of 40% BofAML 0-3 Month US T-Bill Index for operating cash, 20% BofAML 3-6 Month US
T-Bill Index for core/reserve cash, and 40% BofAML 1-3 Year US Corporate Government Index for strategic cash4.

Growth of $10 Million: Blended BofAML Index vs. T-bill Index

For illustrative purposes only.

Source: Data from Bank of America Merrill Lynch Index System on Bloomberg. As of March 31, 2017.
All information is based on historical data.
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The graph clearly demonstrates that a segmented liquidity solution would have generated higher returns when compared
to cash that was invested in the 0-3 month T-bill index and underscores the value of a thoughtfully constructed total
liquidity solution. The liquidity premium is partially represented by the advantage in total return of the liquidity solution over
the T-bill; the rest is attributed to credit risk.
It is worth noting that during the selected time period, many rate change regimes occurred. Accordingly, results show that
on a monthly basis, negative total return periods are infrequent and not prolonged. In fact, there have only been fve
negative total return quarters during the entire specifed time period with the maximum drawdown being only -0.32%
during the second quarter of 2004. During that time the 2 year on the run treasury yield climbed 124 basis points from
1.58% to 2.82%. Moreover, there have been no annual negative years and only one period of three consecutive months
with negative total returns. This occurred in the fourth quarter of 2015 producing a negative quarterly return of 13bps5.

Tailored Solutions to Meet your Needs
Separately Managed Accounts (SMAs) are used to help customize solutions so they are appropriate for a company’s liquidity
needs, risk parameters, and asset size. TD Asset Management can assist in the development of a sound liquidity strategy
designed to address an organization’s quality, maturity and yield objectives.
TD Asset Management’s Liquidity Management Solutions are designed with your needs in mind. We understand that for
organizations, managing day-to-day and future cash requirements is a fne balance that requires a solution where capital
preservation, liquidity and yield are top considerations.
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The BofA Merrill Lynch 0-3 Month US Treasury Bill Index is a subset of The BofA Merrill Lynch US Treasury Bill Index including all securities with a remaining term to fnal maturity less
than 3 months. Inception date: Jun 30, 1992
The BofA Merrill Lynch 3-6 Month US Treasury Bill Index is a subset of The BofA Merrill Lynch US Treasury Bill Index including all securities with a remaining term to fnal maturity greater
than or equal to 3 months and less than 6 months.Inception date: Jun 30, 1992
The BofA Merrill Lynch 1-3 Year US Corporate & Government Index is a subset of The BofA Merrill Lynch US Corporate & Government Index including all securities with a remaining term
to fnal maturity less than 3 years. Inception date: Jun 30, 1986
It is not possible to invest directly in the index. Investors pursuing a strategy similar to an index may experience higher or lower returns and will bear the cost of fees and expense that
will reduce returns.
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TD Asset Management (“TDAM”) operates through TD Asset Management Inc. in Canada and through TDAM USA Inc. in the United States. Both are wholly-owned subsidiaries of The
Toronto-Dominion Bank.
TDAM USA Inc. is a Delaware corporation registered as an investment adviser with the U.S. Securities and Exchange Commission (“SEC”). In providing investment management services
and advice, TDAM USA Inc. has available to it, and draws on, the personnel, resources and experience of TD Asset Management Inc. TD Asset Management Inc. is not registered in the
United States as an investment adviser with the SEC and does not offer its services within the United States.
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 contained in this document has been provided by TDAM. Past performance is not indicative of future returns. TDAM USA Inc., TD
Asset Management Inc., The Toronto-Dominion Bank and its affliates and related entities are not liable for any errors or omissions in the information or for any loss or damage suffered.
All opinions and views constitute judgments as of the date of writing without regard to the date on which the reader may receive or access the information, and are subject to change at
any time without notice and with no obligation to update.
Graphs and charts are used for illustrative purposes only and do not refect future values or future performance of any fund. The information contained herein does not provide fnancial,
legal, tax or investment advice. Particular investment or trading strategies should be evaluated relative to each individual’s objectives and risk tolerance. TDAM, The Toronto-Dominion
Bank and its affliates and related entities are not liable for any errors or omissions in the information or for any loss or damage suffered. Investing entails risks, including possible loss of
some or all of the investor’s principal.
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.
The information provided herein is confdential and may not be distributed to others without the prior written consent of TDAM. It is not possible to invest directly in an index. Investors
pursuing a strategy similar to an index may experience higher or lower returns and will bear the cost of fees and expense that will reduce returns. Past performance is not a guarantee or
indicative of future results. These materials do not constitute an offer to sell securities or a solicitation of an offer to buy securities.
TD Bank Group means The Toronto-Dominion Bank and its affliates, who provide deposit, investment, loan, securities, trust, insurance and other products or services.
All trademarks are the property of their respective owners.
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