


Meritage American Equity Portfolio

On December 31, 2010, the net asset of the Meritage American Equity Portfolio was about $5.92 million compared to $3.49 million 
on December 31, 2009. The year-over-year increase in the net asset value (69.37%) is attributable to the proceeds from the net sales, 
amplified by the positive market’s trend.

After a tepid start to the year, U.S. equities gained some ground in February, March and April as investors’ appetite for risk returned 
following generally good earnings reports and encouraging economic news. However, during May and June, concerns of an economic 
slowdown in China and fears of a financial contagion stemming from European sovereign debt issues resurfaced and led to increased 
risk aversion, flight to quality assets and reduced equity exposure. The situation was further exacerbated by a strong U.S. dollar, 
weaker commodity prices and the Deepwater Gulf of Mexico incident, which compounded the fallout on the Energy Sector. Into the 
second half, investors in U.S. equities renewed their hope that much of the economic and political uncertainty has been dispelled, as 
policy makers began hinting at extending existing stimuli programs. Optimism began spreading in July, as Federal Reserve officials 
signalled willingness to inject additional liquidity into the financial markets with the aim of keeping interest rates low and stimulating 
economic growth, promises that were followed in November by an announcement to that effect. Later in December, Congress voted 
to extend all of the much-debated Bush era tax cuts, a development that eliminated an apprehended drag on the economy from fiscal 
policy in 2011. 

Amid this environment, the S&P 500 Index rose in five of the last six months to end 2010 with an overall gain of 15.06% (in U.S. 
dollars) that lifted it back above the 2008 high from which it declined following the Lehman Brothers debacle. Nine out of the ten 
sectors had positive gains during the year, with Health Care being the only segment to finish in the red. Overall, economically sensitive 
stocks led the way upward, with Consumer Discretionary and Industrials issues gaining more than 20% each. The other big winners 
were the Materials and Energy sectors, whose fortunes were boosted by strong commodity prices that rallied sharply in the latter part 
of the year, on improved demand fundamentals. Elsewhere, Telecom stocks recorded an advance of nearly 12%, on the introduction 
of new equipment such as the Apple “iPad”, while in the technology space, overall gains were more muted. In the Financial Services 
area, individual company results were mixed. However, the overall sector managed to eke out a gain close to 6%, on improved 
profitability, especially amongst large regional banks.

Under these circumstances, the portfolio posted a return (8.69%) in line with its benchmark, the S&P 500 Index (CA$) (9.21%). The 
small cap fund in the portfolio, CI American Small Companies Fund, representing 10.48% of the portfolio as of December 31, 2010, 
recorded the best performance among the underlying funds in the portfolio, with a return of 15.09%. RBC O’Shaughnessy U.S. Value 
Fund, representing 30.43% of the portfolio as of December 31, 2010, was also a top contributor to the total performance of the 
portfolio by posting a return of 14.47% for the period. For their part, the Fidelity American Disciplined Equity Fund and the McLean 
Budden American Equity Fund returned 8.72% and 3.08%, respectively. 

During the period, the small cap stocks continued to outperform large cap stock but the CI American Small Companies Fund lagged 
the Russell 2000 Index (CA$) as a result of conservative security selection and sector allocations. Security selection was strong in 
Telecommunication services, Financials, Consumer Staples, Utilities and Industrials sectors but was not enough to offset the relative 
performance in the other sectors, which were for the most part conservatively invested. 

McLean Budden American Equity Fund’s underperformance relative to its benchmark, the S&P 500 (CA$) resulted mostly from stock 
selection in Information Technology (Microsoft, Hewlett Packard), Energy (Transocean, Ultra) and Financials (Bank of America). Several 
company-specific events affected the portfolio’s overall performance during the period, most notably Transcocean’s direct involvement 
in the oil spill disaster in the Gulf of Mexico.

Recent Developments  
The portfolio managers of the underlying funds continue to see more promising fundamental signs of improvement across the sectors 
that should support equities. The equity markets continue to struggle to find a clear direction. Despite the market’s positive 
performance, the period under review was marked by several periods of higher levels of volatility, falling investor sentiment and 
general risk aversion. While some managers believe that opportunities remain for continued positive equity performance, they see an 
increased risk in this thesis, given the increased influence of macro factors in recent years, although they believe that a return to more 
normalized economic and market conditions is re-establishing the importance of company-specific factors.

Flows into equity mutual funds turned positive during December for the first time in many months. Some portfolio managers believe 
this is likely to become a trend in 2011 as investors seek higher return alternatives to cash and bonds. In combination with the 
significant amounts of corporate cash being used for share repurchases, this should produce a positive tone for the markets as we 
enter 2011. 
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Global leading economic indicators continue to show strength. Global growth, however, is not expected to be uniform as divergent 
fiscal and monetary policies are being pursued by different countries. We clearly expect countries with tightening fiscal policies such 
as the UK, Greece, Ireland and Spain to have much slower and event negative GDP growth. While it is yet to be seen whether U.S. 
monetary stimulus will boost not only the financial markets but eventually the real economy, both fiscal and monetary policies of the 
U.S. are some of the most stimulative in the world. On the other hand, emerging economies, most particularly Brazil, China and India 
are raising rates and constraining lending in order to tackle the inflationary pressures that rapid growth and easy monetary policy has 
wrought. While growth will still be strongest in the emerging markets, it will be lower than 2010’s heady pace and emerging market 
currencies will continue to face upward pressure.

Some portfolio managers continue to favour exposure to the emerging markets through investment in strong U.S. companies with 
growing global exposure. Although ongoing demand from these regions will continue to exert pressure on commodity prices, they 
believe many commodities and stocks in the materials sector have speculatively priced in that expectation.

Future Accounting Standards  
In February 2008, the Canadian Accounting Standards Board (“AcSB”) confirmed that all publicly accountable enterprises would be 
required to report under International Financial Reporting Standards (“IFRS”) as published by the International Accounting Standards 
Board (“IASB”) for fiscal years beginning on or after January 1, 2011. However, in January 2011, the AcSB approved a deferral of the 
effective date of entry in force of IFRS from January 1, 2011 to January 1, 2013 for investment companies that are currently applying 
Accounting Guideline AcG-18, “Investment Companies”.

The deferral of the transition date to IFRS has been put in place to ensure that investment companies will not have to modify  
their actual accounting treatment for entities in which they have control while the IASB is completing the standard about  
investment companies.

Consequently, the Funds will publish their first audited financial statements in accordance with IFRS for the year ended  
December 31, 2013 and will present comparative figures in accordance with IFRS for the year ended December 31, 2012, including 
an opening balance sheet as at January 1, 2012.

A project had been set up to prepare the Funds for the transition to IFRS and the project was at its implementation phase. At this  
point, with actual standards in place, management does not expect that the transition to IFRS will have a significant impact on  
net assets or net asset value per unit/share. Rather, it expects that this transition will impact the presentation and disclosure of 
financial statements.

Given the deferral of the effective transition date to IFRS, management is closely monitoring the evolution of the standards and  
is adjusting its project consequently. In the periods preceding the first fiscal year in which IFRS will be adopted, the impacts of  
transitioning to IFRS on the financial statements of the Funds will be disclosed as they become known.
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Related Party Transactions 
National Bank of Canada (the “Bank”) and its affiliated companies’ roles and responsibilities related to the Portfolio are as follows: 

Manager
As described in the Management Fees section, the Portfolio pays annual management fees to National Bank Securities Inc. (the 
“Manager”) in consideration for management services. The management fees cover mainly the Manager’s costs of managing the 
Portfolio’s investments. The Manager is an indirect wholly-owned subsidiary of National Bank of Canada (the “Bank”). 

The Portfolio reimbursed in part the Manager for operating expenses incurred in administering the Portfolio, including trustee, record-
keeping, custodial, legal, audit, investor servicing, and securityholder reporting fees.

Portfolio Advisor
The Manager has appointed National Bank Trust (“NBT”), an indirect wholly-owned subsidiary of the Bank, as the portfolio advisor for the 
Portfolio. A flat fee is payable annually to NBT for its management services.

Trustee, Custodian and Registrar 
Natcan Trust Company (“NTC”), an indirect wholly-owned subsidiary of the Bank, is the Portfolio’s trustee. In this capacity, it is the 
legal owner of the Portfolio’s investments. 

NTC also acts as the Portfolio’s custodian, registrar and transfer agent. The Manager pays NTC for its services as custodian based on 
the assets held by the Portfolio. In addition, a flat fee per transaction is paid to NTC. With respect to the registrar and transfer agent 
services for the Portfolio, a fixed annual amount is paid to NTC by the Manager. 

NTC also has responsibility for valuation of the Portfolio and the Portfolio’s accounting and records. NTC is paid for these functions by 
the Manager.  

Brokerage Fees
NBT carries out the Portfolio transactions in the underlying funds through National Bank Direct Brokerage Inc. (“NBDB”), a  
wholly-owned subsidiary of the Bank. Each month, the Manager pays a flat fee for each transaction carried out in the underlying  
fund securities. 

Dealer Compensation 
Fund units are also offered by National Bank Direct Brokerage Inc., CABN Investments Inc. National Bank Financial Inc. and other  
affiliated entities. Each month, brokers receive a commission representing a percentage of the average daily value of the securities held 
by their clients. 
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Financial Highlights 
The following tables show key financial information about the Portfolio and are intended to help you understand the Portfolio’s 
financial performance over the past four years. 

Advisor Series  

The Fund’s Net Asset Value per Unit(1)

	         2010 2009 2008 2007 
(95 days)

Net Assets, beginning of year  $ 6.79 $ 5.98 $ 8.97 $ 10.00

Increase (decrease) from operations

Total revenue $ 0.09 $ 0.12 $ 0.11 $ 0.17

Total expenses $ (0.24) $ (0.15) $ (0.18) $ (0.06)

Realized gains (losses) $ (0.08) $ (0.34) $ (0.69) $ 0.72 

Unrealized gains (losses) $ 0.86 $ 1.26 $ (2.41) $ (1.12)

Transaction costs on purchase and sale investments $ — $ — $ — $ —

Total increase (decrease) from operations(2) $ 0.63 $ 0.90 $ (3.17) $ (0.29)

Distributions:

From income (excluding dividends) $ — $ — $ — $ 0.07

From dividends $ — $ — $ — $ —

From capital gains $ — $ — $ — $ 0.65

Return of capital $ — $ — $ — $ —

Total annual distributions(3) $ — $ — $ — $ 0.72

Net Assets as at December 31 of years shown   $ 7.38 $ 6.79 $ 5.98 $ 8.97

(1) �This information is derived from the Fund’s audited annual financial statements and unaudited interim financial statements. 
(2) �Net assets and distributions are based on the actual number of units outstanding at the relevant time. The increase or decrease from operations is based on the weighted  

average number of units outstanding over the financial period.
(3) �Distributions were paid in cash or reinvested in additional units of the Fund, or both.

Ratios and Supplemental Data

	 2010 2009 2008 2007 
(95 days)

Total net asset value (000’s)(1) $ 5,894 $ 3,456 $ 2,468 $ 2,232

Number of units outstanding(1)
798,446 508,688 412,555 248,889

Management expense ratio(2) 2.63 % 2.60 % 2.40 % 2.42 %

Management expense ratio before waivers 
	 or absorptions 3.45 % 2.84 % 2.73 % 2.85 %

Trading expense ratio(3) — % — % — % — %

Portfolio turnover rate(4) 18.44 % 17.43 % 41.29 % — %

Net asset value per unit $ 7.38 $ 6.79 $ 5.98 $ 8.97

(1) This information is provided as at December 31 of years shown.
(2) �Management expense ratio is based on total expenses for the period indicated (excluding commissions and other portfolio transaction costs) and is expressed as an annualized 

percentage of the daily average net asset value during the period.
(3) �The trading expense ratio represents total commissions and other portfolio transaction costs expressed as an annualized percentage of daily average net asset value during  

the period.
(4) �The Fund’s portfolio’s turnover rate indicates how actively the Fund’s portfolio advisor manages its portfolio investments. A portfolio turnover rate of 100% is equivalent to the 

Fund buying and selling all of the securities in its portfolio once in the course of the period. The higher a Fund’s portfolio turnover rate in a year, the greater the trading costs 
payable by the Fund in the period, and the greater the chance of an investor receiving taxable capital gains in the period. There is not necessarily a relationship between a high 
turnover rate and the performance of a fund.
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Financial Highlights 
 

F Series 

The Fund’s Net Asset Value per Unit(1)

	         2010 2009 2008 2007 
(95 days)

Net Assets, beginning of year  $ 6.95 $ 6.04 $ 8.94 $ 10.00

Increase (decrease) from operations

Total revenue $ 0.08 $ 0.06 $ 0.07 $ 0.15 

Total expenses $ (0.15) $ (0.08) $ (0.11) $ (0.03)

Realized gains (losses) $ (0.11) $ 0.03 $ (0.42) $ 0.62 

Unrealized gains (losses) $ 0.77 $ 0.94 $ (1.45) $ (0.96)

Transaction costs on purchase and sale investments $ — $ — $ — $ —

Total increase (decrease) from operations(2) $ 0.59 $ 0.95 $ (1.91) $ (0.22)

Distributions:

From income (excluding dividends) $ — $ — $ — $ 0.05 

From dividends $ — $ — $ — $ —

From capital gains $ — $ — $ — $ 0.73 

Return of capital $ — $ — $ — $ —

Total annual distributions(3) $ — $ — $ — $ 0.78 

Net Assets as at December 31 of years shown   $ 7.65 $ 6.95 $ 6.04 $ 8.94 

(1) �This information is derived from the Fund’s audited annual financial statements and unaudited interim financial statements. 
(2) �Net assets and distributions are based on the actual number of units outstanding at the relevant time. The increase or decrease from operations is based on the weighted  

average number of units outstanding over the financial period.
(3) �Distributions were paid in cash or reinvested in additional units of the Fund, or both.

Ratios and Supplemental Data

	 2010 2009 2008 2007 
(95 days)

Total net asset value (000’s)(1) $ 24 $ 39 $ 120 $ 63

Number of units outstanding(1)
3,163 5,673 19,893 7,015

Management expense ratio(2) 1.30 % 1.28 % 1.09 % 1.08 %

Management expense ratio before waivers 
	 or absorptions 1.67 % 1.52 % 1.41 % 1.43 %

Trading expense ratio(3) — % — % — % — %

Portfolio turnover rate(4) 18.44 % 17.43 % 41.29 % — %

Net asset value per unit $ 7.65 $ 6.95 $ 6.04 $ 8.94

(1) This information is provided as at December 31 of years shown.
(2) �Management expense ratio is based on total expenses for the period indicated (excluding commissions and other portfolio transaction costs) and is expressed as an annualized 

percentage of the daily average net asset value during the period.
(3) �The trading expense ratio represents total commissions and other portfolio transaction costs expressed as an annualized percentage of daily average net asset value during  

the period.
(4) �The Fund’s portfolio’s turnover rate indicates how actively the Fund’s portfolio advisor manages its portfolio investments. A portfolio turnover rate of 100% is equivalent to the 

Fund buying and selling all of the securities in its portfolio once in the course of the period. The higher a Fund’s portfolio turnover rate in a year, the greater the trading costs 
payable by the Fund in the period, and the greater the chance of an investor receiving taxable capital gains in the period. There is not necessarily a relationship between a high 
turnover rate and the performance of a fund.
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Management Fees 
The Portfolio pays annual management fees to the Manager in consideration for management, portfolio advisory and administrative 
services and facilities required by the Portfolio in its day-to-day operations. A portion of the management fees paid by the Portfolio 
covers trailer and sales commissions paid to dealers. 

As the Portfolio invests in underlying funds, the fees and expenses payable in connection with the management of the  
underlying funds are in addition to those payable by the Portfolio. However, the Manager makes sure that the Portfolio does not 
pay any management (or operating) fees that, to a reasonable person, would duplicate a fee payable by the underlying fund for the  
same service. 

The management fees are calculated as a fixed percentage of the Portfolio’s daily net asset value, are accrued on a daily basis and 
are paid monthly. The Portfolio is required to pay applicable taxes on the management fees. 

The breakdown of the main services received in consideration for the management fees, as a percentage of the management fees 
collected from the Portfolio, is as follows: 

Series Management fees Distribution Others†

 Advisor Series*

Front end

2.25%

55.56% 44.44%

Back end 22.22% 77.78%

Low - Load 1 to 3 years 22.22% 77.78%

Low - Load 4 years plus 44.44% 55.56%

F Series 1.00% 0.00% 100.00%

(*) �Excluding sales commissions paid on the Advisor Series with low load and back end fees.
(†) �Includes all costs related to management, investment advisory services, general administration and profit.

Past Performance 
The returns of each Portfolio or series of a Portfolio presented below are calculated as of December 31 of each year. They assume 
the reinvestment of all distributions and do not take into account sales, redemption charges, distributions, or optional charges that 
would have reduced returns. Past performance of a Portfolio or series of a Portfolio does not necessarily indicate how it will perform 
in the future.

Annual Returns
The following bar chart shows the Portfolio’s annual performance in each of the years shown and illustrates how the Portfolio’s  
performance has changed from year to year. It shows in percentage terms how an investment made on January 1 would have increased 
or decreased by December 31 for each year.
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Annual Compounded Performance
The following table shows the Meritage American Equity Portfolio annual compound total return for the indicated period ended on 
December 31, 2010. The annual compound total return is also compared to the S&P 500 Index (CA$) calculated on the same  
compound basis. A discussion of the Fund’s relative performance in comparison to the index (or indices) can be found in the Results 
of Operations Section of this report. 

Meritage American Equity Portfolio Since inception 3 years 1 year

Advisor Series* -6.70% -6.30% 8.69%

F Series* -5.48% -5.06% 10.07%

S&P 500 Index (CA$) -5.03% -2.74% 9.21%

* Inception date: October 2, 2007.

The S&P 500 Total Return Index is an index of 500 stocks weighted by capitalization and representing all major U.S. industries. It is 
a broad measure of the stock performance of the largest U.S. companies.
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Summary of Investment Portfolio

Portfolio Top Holdings 
		  % of Net 
		  Asset Value
RBC O’Shaughnessy U.S. Value Fund . . . . . . . . . . . . . . . . . . . . . . . . .                         30.4
Fidelity American Disciplined Equity Fund . . . . . . . . . . . . . . . . . . . . .                     30.2
McLean Budden American Equity Fund  . . . . . . . . . . . . . . . . . . . . . . .                       29.1
CI American Small Companies Fund . . . . . . . . . . . . . . . . . . . . . . . . . .                          10.5
Cash and Other Assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                     -0.2

	 100.0
============================================================

Net Asset Value  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                              $5,918,433

The Summary of Investment Portfolio may change due to ongoing portfolio transactions of the Portfolio. A quarterly update is available. 
For more information, please contact us at infomeritage@nbc.ca, call toll-free at 1-866-603-3601, or contact your financial advisor.

The prospectus and other information on the underlying investment funds are available on the Internet at www.sedar.com.

Asset Mix
		   % of Net 
		  Asset Value
American Equity Funds  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                   100.2
Cash & Other Assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                       -0.2

Note on forward-looking statements 

This report may contain forward-looking statements concerning the Fund, its future performance, its strategies or prospects or about future events or circumstances. Such forward-looking statements 
include, among others, statements with respect to our beliefs, plans, expectations, estimates and intentions.  The use of the expressions “foresee,” “intend,” “anticipate,” “estimate,” “assume,” 
“believe” and “expect” and other similar terms and expressions indicate forward-looking statements.

By their very nature, forward-looking statements imply the use of assumptions and necessarily involve inherent risks and uncertainties. Consequently, there is a significant risk that the explicit 
or implicit forecasts contained in these forward-looking statements might not materialize or that they may not prove to be accurate in the future. A number of factors could cause future results, 
conditions or events to differ materially from the objectives, expectations, estimates or intentions expressed in such forward-looking statements. Such differences might be caused by several  
factors, including changes in Canadian and worldwide economic and financial conditions (in particular interest and exchange rates and the prices of other financial instruments), market trends,  
new regulatory provisions, competition, changes in technology and the potential impact of conflicts and other international events.

The foregoing list of factors is not exhaustive. Before making any investment decision, investors and others relying on our forward-looking statements should carefully consider the foregoing factors 
and other factors. We caution readers not to rely unduly on these forward-looking statements. We assume no obligation to update forward-looking statements in the light of new information, future 
events or other circumstances unless applicable legislation so provides.

“Meritage Portfolios®” and the Meritage Portfolio logo are registered trademarks of National Bank of Canada, used under licence by National Bank Securities Inc.


