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Management Discussion of Fund Performance

Investment Objectives and Strategies

The Meritage Canadian Equity Portfolio seeks to generate long-term capital
appreciation by investing primarily in a diversified mix of Canadian equity mutual
funds. The target weight for this Portfolio is 100% of its net assets in Canadian
equity. This weighting may be reviewed and adjusted based on the economic
context and the state of the markets.

The Portfolio may invest up to all its assets in underlying funds managed by third
parties. Depending on the state of the markets, underlying funds may be added or
removed, and the percentage of securities held in an underlying fund may change,
as can the position held in cash, stocks or money market funds. The Portfolio may
also place up to 30% of its net assets in foreign equity funds and may invest
directly in Canadian and foreign equities and fixed-income securities.

Risks

The Portfolio was exposed to an increase in equity market volatility throughout
the year, as prices gyrated in both directions, in reaction to local as well as global
events that included three interest rate increases by the Bank of Canada, a
wavering U.S. economy and a European Sovereign debt crisis.

The risks of investing in the Portfolio remain as described in the prospectus. The
overall risk level of the Portfolio has not changed materially. It suits investors who
are prepared to tolerate an average level of risk and have an investment horizon
of at least five years.

Results of Operations

For the year ended December 31, 2010, the Advisor Series units of the Meritage
Canadian Equity Portfolio returned 14.90% compared to 17.61% for the Portfolio’s
benchmark, the S&P/TSX Composite Index (CA$). Unlike the index, the Portfolio’s
return is calculated net of fees and expenses. Please see the Past Performance
section for returns of the F Series. Returns of the F Series may differ from the Advisor
Series mainly because of fees and expenses.

On December 31, 2010, the net asset of the Meritage Canadian Equity Portfolio was
about $43.92 million compared to $27.99 million on December 31, 2009. The year-
over-year increase in the net asset value (56.88%) is attributable to the proceeds
from the net sales, amplified by the positive market trend.

Canadian equity prices surged during the second half of the year to end 2010
sharply on the upside, while a general increase in appetite for risk, higher
commodity prices and better than expected household spending pushed the
performance of mid and small cap stocks past that of their larger peers.
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Fuelled by increased conviction that the global economy is past its nadir and optimism that robust corporate profitability will lead to
increased employment, the S&P/TSX Composite moved higher on broad strength across most categories that landed nine out of the
ten sectors into positive territory. In this respect, Health Care led all sectors with an increase of more than 50%. Placing second atop
the gainers list, the Materials sector rose in tandem with commodity prices. Gold and silver prices jumped by 29.52% and 83.21%
respectively over the period, on renewed optimism that demand from emerging countries will again increase in 2011. Similar
expectations pushed oil prices higher by 17.08%, to the benefit of the entire Energy sector.

Other notable gainers during the quarter included the Consumer Discretionary and Industrials sectors, which benefited from
resurgence in demand for cyclical stocks during the fourth quarter. Stocks within the two sectors reacted positively to a renewed
commitment by the U.S. Federal Reserve to continue injecting liquidity into the financial system through the second quarter of 2011,
as well as an agreement by the U.S. government to extend all of the Bush-era tax cuts for another two years. Elsewhere, the Financial
Services sector gained 10.48%. However individual stock performances were mixed. In general, banks rose (for the exception of Royal
Bank) as a result of improved profitability, while insurers fell on capitalization concerns. Alternatively, the one sector to end the year
in the red was Technology, which shed 11.61% of value, mainly due to the 18.25% decline of Research in Motion (“RIM”), whose
share price declined on worries over increased competition from Apple that continued to nibble at its market leading position.

Under these circumstances, the Portfolio recorded a return lower than the return of its benchmark, the S&P/TSX Composite Index. The
Mackenzie Saxon Small Cap Fund, representing 10.6% of the portfolio as of December 31, 2010, was the top performer among the
underlying funds of the Portfolio with a return of 23.29% for the year 2010. The other three underlying funds posted the following
results: Fidelity Canadian Disciplined Equity Fund (17.8%), Beutel Goodman Canadian Equity Fund (15,5 %) and Dynamic Fund of
Canada (14.7 %). The TD Canadian Blue Chip Fund was a large contributor to the Portfolio’s underperformance, with a return of 0.83%
for the period from January 1%, 2010 to September 30, 2010. This Fund had a significant underweight position in the Materials sector,
which returned excellent numbers in 2010. The TD Canadian Blue Chip Fund was replaced by the Dynamic Value Fund of Canada, on
September 30, 2010, further to announcements of changes in the portfolio management responsabilities in the fund.

The Beutel Goodman Canadian Equity Fund slightly underperformed versus its benchmark due almost entirely to a significant
underweight in Materials and to a lesser extent, an overweight in Consumer Staples and Financials. Stock selection was very strong
over the period with Magna and Quebecor Inc. leading the way. Other notable investments included Finning, CNR, CP Railway and
Telus also added value. The sector effect overall was negative over the period but security selection was strong and offset most of the
negative effect.

In the small cap portion of the portfolio, the Mackenzie Saxon Small Cap Fund underperformed the S&P/TSX Small Cap Index by a
large margin. The Fund was significantly underweight the Materials sector during the period and this sector was the most significant
contributor to the benchmark return by a wide margin. Also, the Fund had little exposure to gold exploration companies, which
performed strongly and represented a significant weight in the benchmark.

Dynamic Value Fund of Canada’s overweight exposure to materials and to gold in particular has been a significant positive contributor to
performance, particularly in the second half of 2010. On the other hand, its underweight exposure to the Financials services sector
detracted from performance in the first half of the year. The Fund slightly underperformed the S&P/TSX Composite Index during the period
due to underperformance of a few key names and as a result of overweight exposure to the diversified metals and mining sub-sector.

The Fidelity Canadian Disciplined Equity Fund is sector neutral with security selection driving incremental returns. During the period,
this fund slightly outperformed its benchmark, the S&P/TSX Composite Index due primarily to security selection in energy and
consumer discretionary sectors, particularly stocks in oil and gas exploration and production and media industry groups.

Recent Developments

Following the portfolio manager change of the TD Canadian Blue Chip Equity Fund, the fund was replaced by the Dynamic Value Fund
of Canada on September 30, 2010.

While increased economic confidence is justified, the portfolio managers of some of the underlying funds continue to be concerned
that some commodity-related areas of the market may be getting ahead of fundamentals. Similar to 2008, speculative risk in these
markets is clearly increasing. Given the improving economic outlook, they expect that the perception of risk around the insurers will
continue to wane, allowing their positive operating results to be better reflected in valuations. With respect to the banks, valuations
remain attractive relative to their high capital levels and potential for dividend increases. Recent earnings shortfalls in capital markets
activity that affected some banks are also likely to improve.

Some portfolio managers expect that administered interest rates in both Canada and the U.S. will likey remain relatively low thoughout
the first half of 2011 and equity markets will be supported by round two of quantitative easing implemented in the first half of this
year. The fallout from the European sovereign crisis is expected to overhang capital markets. They also remain bullish on the Canadian
market and commodities in particular. Their funds are well positioned to benefit from strength in commodities that may result from
increased demand from emerging markets.

Meritage Canadian Equity Portfolio



Small cap stocks have significantly outperformed large cap stocks since early 2009 as an improving economy and credit cycle has
developed. As a result, while small cap valuations remain attractive in general, the portfolio managers of some underlying funds are
finding fewer attractively valued candidates relative to the past few quarters. They anticipate above average levels of merger and
acquisition activity during the next several quarters as company management teams gain confidence in the outlook for the economy.

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 five years.

Advisor Series

The Fund’s Net Asset Value per Unit®

2010 2009 2008 2007 2006
(95 days)

Net Assets, beginning of year $ 9.60 $ 7.35 $ 10.65 $ 10.64 $ 10.00
Increase (decrease) from operations
Total revenue $ 0.08 $ 0.12 $ 0.11 $ o0.11 $ 0.13
Total expenses $ (0.26) $ (0.21) $ (0.24) $ (0.29) $ (0.07)
Realized gains (losses) $ 0.20 $ (0.03) $ (1.14) $ 0.94 $ 0.74
Unrealized gains (losses) $ 1.98 $ 2.49 $ (2.03) $ (0.53) $ 0.10
Transaction costs on purchase and sale investments $ - $ - $ - $ - $ -
Total increase (decrease) from operations” $ 2.00 $ 237 $ (3.30) $ 0.23 $ 0.90
Distributions:
From income (excluding dividends) $ - $ - $ - $ - $ -
From dividends $ - $ - $ - $ - $ 0.03
From capital gains $ - $ - $ - $ 0.43 $ 033
Return of capital $ - $ - $ - $ - $ -
Total annual distributions” $ - $ - $ - $ 0.43 $ 0.36
Net Assets as at December 31 of years shown $11.03 $ 9.60 $ 735 $ 10.65 $ 10.64

@ This information is derived from the Fund’s audited annual financial statements and unaudited interim financial statements.

@ 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.

O Distributions were paid in cash or reinvested in additional units of the Fund, or both.

Ratios and Supplemental Data

2010 2009 2008 2007 2006

(95 days)

Total net asset value (000’s)” $ 43,101 $ 27,258 $12,123 $ 16,517 $5,242

Number of units outstanding® 3,907,644 2,839,919 1,650,303 1,550,174 492,804
Management expense ratio® 2.62 % 2.61 % 2.58 % 2.61 % 2.61 %

Management expense ratio before waivers

or absorptions 2.65 % 2.83 % 2.88 % 3.07 % 3.46 %
Trading expense ratio” - % - % - % - % - %
Portfolio turnover rate® 45.40 % 18.27 % 41.01 % 7.23 % 0.20 %

Net asset value per unit $ 11.03 $ 9.60 $ 7.35 $ 10.65 $ 10.64

@ This information is provided as at December 31 of years shown.

@ 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.

©) 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.

® 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®

2010 2009 2008 2007 2006
(95 days)

Net Assets, beginning of year $ 10.00 $ 7.55 $ 10.81 $ 10.66 $ 10.00
Increase (decrease) from operations
Total revenue $ 0.07 $ 0.13 $ 0.12 $ 0.09 $ 0.09
Total expenses $ (0.14) $ (0.23) $ (0.25) $ (0.14) $ (0.03)
Realized gains (losses) $ 0.20 $ (0.03) $ (1.20) $ 0.59 $ 0.83
Unrealized gains (losses) $ 1.87 $ 2.69 $ (2.16) $ (0.33) $ 0.11
Transaction costs on purchase and sale investments $ - $ - $ - $ - $ -
Total increase from operations” $ 2.00 $ 2.56 $ 3.49 $ 0.21 $ 1.00
Distributions:
From income (excluding dividends) $ - $ - $ - $ - $ -
From dividends $ - $ - $ - $ - $ 0.05
From capital gains $ - $ - $ - $ 0.44 $ 0.34
Return of capital $ - $ - $ - $ - $ -
Total annual distributions” $ - $ - $ - $ 0.44 $ 0.39
Net Assets as at December 31 of years shown $ 11.64 $ 10.00 $ 7.55 $ 10.81 $ 10.66

@ This information is derived from the Fund’s audited annual financial statements and unaudited interim financial statements.

@ 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.

O Distributions were paid in cash or reinvested in additional units of the Fund, or both.

Ratios and Supplemental Data

2010 2009 2008 2007 2006
(95 days)

Total net asset value (000’s)® $ 826 $731 $ 390 $ 416 $152
Number of units outstanding®” 70,936 73,109 51,569 38,440 14,271
Management expense ratio® 1.30 % 1.30 % 1.27 % 1.28 % 1.25 %
Management expense ratio before waivers

or absorptions 1.31 % 1.52 % 1.56 % 1.74 % 1.93 %
Trading expense ratio” - % - % - % - % - %
Portfolio turnover rate® 45.40 % 18.27 % 41.01 % 7.23 % 0.20 %
Net asset value per unit $ 11.64 $ 10.00 $ 7.55 $ 10.81 $ 10.66

@ This information is provided as at December 31 of years shown.

@ 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.

©) 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.

® 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 Otherst
Front end 55.56% 44.44%
Back end 22.22% 77.78%
Advisor Series* 2.25%
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 Canadian 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/TSX Composite 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 Canadian Equity Portfolio Since inception 3 years 1 year
Advisor Series* 4.10% 1.18% 14.90%
F Series* 5.47% 2.50% 16.40%
S&P/TSX Composite Index (CA$) 6.19% 2.09% 17.61%

* Inception date: September 25, 2006.

The S&P/TSX Composite Index is composed of over 300 Canadian stocks and is designed to represent the Canadian
equity market.
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Summary of Investment Portfolio

Portfolio Top Holdings Asset Mix

% of Net % of Net

Asset Value Asset Value

Fidelity Canadian Disciplined Equity Fund ..................... 30.3 Canadian Equity Funds. ... oiee i 100.1

Dynamic Value FundofCanada . ..., 29.8 Cash & Other ASsetS. .. vvu et e eans -0.1
Beutel Goodman Canadian Equity FundClass 1................. 29.4
Mackenzie Saxon SmallCapFund . ............iiii.... 10.6
Cash and Other Assets. ....ovune it e i i eanns -0.1
100.0
NetAssetValue.........coviiiiniinnen... $43,927,261

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.

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.
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