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Important Message
Please note that you can consult investment fund financial reports as well
as the table of returns at any time on our website at www.inalco.com.

If you are receiving the investment fund financial reports in a paper format
and you prefer to consult them on our website, please advise us in the
following manner:

Provide us with your full name (last name and first name), along with your
contract number:

- By email, at customers@inalco.com; or

- By telephone (voice mail), at 418 684-5599 (Quebec City region)
or 1 866 364-5599 (elsewhere).

We will then stop sending you investment fund financial reports.
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Independent Auditor’s Report

To the unitholders of Industrial Alliance Ultraflex Il and Ultraflex R - M Funds,

We have audited the statements of investment portfolio of Industrial Alliance Ultraflex Il and Ultraflex R - M Funds (the “Funds”)
listed in Note 1a) as at December 31, 2010, the statements of net assets as at December 31, 2010 and 2009, the statements
of changes in net assets and the statements of operations for the years then ended and a summary of significant accounting
policies and other explanatory information.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with Canadian
generally accepted accounting principles, and for such internal control as management determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in
accordance with Canadian generally accepted auditing standards. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements.
The procedures selected depend on the auditor's judgment, including the assessment of the risks of material misstatement of
the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity's preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's internal
control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the financial statements present fairly, in all material respects, the investment portfolio of the Funds as at
December 31, 2010, their financial position as at December 31, 2010 and 2009, and the results of their operations and their
changes in net assets for the years then ended in accordance with Canadian generally accepted accounting principles.

Eﬂm&h%\m E g T U

Samson Bélair/Deloitte & Touche s.e.n.c.rl.’

Québec, Québec
March 3, 2011

IChartered Accountant Auditor permit no 18527
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Income Funds

Money Market

Ultraflex Il
Statements of Net Assets Statement of Investment Portfolio
As at December 31 2010 2009 Number  Average Fair
In thousands (except number of units and per unit figures) $ $ As at December 31,2010 of Securities Cost Value
Investments at fair value* 2,807 5,947 In thousands (except number of securities) $ $
NET ASSETS PER UNIT SEGREGATED FUND (100.00%)
Individual annuities 16.90 16.87 Industrial Alliance Money Market Fund 166,130 2,747 2,807
UNITS OUTSTANDING
Individual annuities 166,130 352,539
* Investments, at average cost 2,747 5,809 INDUSTRIAL ALLIANCE MONEY MARKET FUND
Statement of Investment Portfolio
. Face  Average Fair
Statements of Operatlons As at December 31, 2010 Value Cost Value
. In thousands $ $ $
IFr?rthtgispaenr(\josds ended December 31 (Note 1) 2012 2002 MONEY MARKET (100.14%)
REALIZED AND UNREALIZED GAIN (LOSS) ON INVESTMENTS FEDERAL TREASURY BILLS (86.61%)
Realized gain (loss) on sale of investments 84 160 Government of Canada 0.830% 2011-01-06 3,550 3,536 3,536
Change in unrealized gain (loss) of investments (78) (163) government 0]{ Eanaga 82‘;82;0 %81 }8182 },‘5188 ]igj },igﬁ
overnment of Canada .850% -01- , , ,
INCREASE (DECREASE) IN NET ASSETS FROM OPERATIONS 6 (3) Government of Canada 0.860% 3011-01-06 100 100 100
Government of Canada 0.940% 2011-02-03 12,750 12,7123 12,722
. Government of Canada 0.890% 2011-03-03 250 248 249
Statements of Changes in Net Assets Govemmentof Canada ~~ 0.930%  2011-03-03 200 200 199
. Government of Canada 1.030% 2011-03-03 500 497 498
For the periods ended December 31 (Note 1) 2010 2009 Government of Canada 1.040% 2011-03-03 600 597 597
In thousands $ $ Government of Canada 1.060% 2011-03-03 800 796 796
NET ASSETS - BEGINNING OF THE PERIOD 5,947 11,752 Government of Canada 1070%  2011-03-03 300 299 299
Increase (decrease) in net assets from operations 6 3) government Ollz Eanaga }8882;0 %81 }8?83 ) 228 ; g?; ; g?g
overnment of Canada .090% -03- , , ,
ﬁgl;l':’ételéNlT TRANSACTIONS (Note 7) 530 726 Government of Canada 0.970% 2011-03-31 1,150 1,145 1,145
f Government of Canada 0.980% 2011-03-31 600 598 597
Units redeemed (3,676) (6,528)
Government of Canada 1.000% 2011-03-31 5,550 5,524 5,525
INCREASE (DECREASE) IN NET ASSETS FOR THE PERIOD (3,140) (5,805) Government of Canada 1.010% 2011-03-31 1,250 1,243 1,244
NET ASSETS - END OF THE PERIOD 2,807 5,947 Government of Canada 1.020% 2011-03-31 450 448 448
] o ] Government of Canada 1.025% 2011-03-31 1,800 1,792 1,792
The accompanying Notes to the Financial Statements are an integral part of these statements. Government of Canada 1.070% 2011-03-31 500 498 497
Government of Canada 1.040% 2011-04-28 1,700 1,693 1,692
Government of Canada 1.050% 2011-04-28 900 895 896
Government of Canada 1.060% 2011-04-28 40,000 39,804 39,807
Government of Canada 1.100% 2011-05-26 200 199 199
Government of Canada 1.110% 2011-05-26 1,050 1,045 1,045
Government of Canada 1.120% 2011-05-26 73,950 73,571 73,579
Government of Canada 1.130% 2011-05-26 5,650 5619 5,620
Government of Canada 1.140% 2011-05-26 400 398 398
Government of Canada 1.120% 2011-06-23 24,350 24,216 24,211
Government of Canada 1.130% 2011-06-23 2,900 2,883 2,885
191,564 191,575
BANKER'S ACCEPTANCES (9.02%)
Bank of Montreal 1.140% 2011-01-31 10,000 9,974 9,975
National Bank of Canada 1.130% 2011-02-03 10,000 9,974 9,974
19,948 19,949
DEPOSITARY NOTES (4.51%)
Bank of Nova Scotia 1.180% 2011-02-09 10,000 9,971 9,971
TOTAL INVESTMENT PORTFOLIO (100.14%) 221,483 221,495
OTHER NET ASSETS (-0.14%) (306)
TOTAL NET ASSETS (100.00%) 221,189
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Income Funds

Money Market

Ultraflex Il

Discussion of Financial Instrument
Risk Management

As at December 31, 2010 and 2009 (Note 2, Note 3 and Note 4)
(in thousands of dollars)

Investment Objectives

The Money Market Fund (the “Fund”) is invested in units of the Industrial Alliance
Money Market Fund (the “underlying segregated fund”), which is mostly composed
of quality securities with a maximum maturity of one year guaranteed by federal and
provincial governments and some companies.

The objective of the Fund is to maintain excellent capital protection and a high level
of liquidity, while maximizing the total return. The management style focuses on
interest rate forecasts which are based on careful analyses of the economic outlook.

The risks presented below are calculated according to the share of the Fund's Net
Assets compared to the Net Assets of the underlying segregated fund.

Fair Value Measurements

The following tables are a summary of the inputs used, as at December 31, 2010
and 2009, on the Fund's assets carried at fair value. The inputs or methodology
used for valuing securities may not be an indication of the risk associated with
investing in those securities. For more information on valuation inputs, and their
aggregation into the levels, please refer to the Valuation of Investments section in
the accompanying Notes to the Financial Statements.

According to the hierarchy of fair value valuations, cash and bank overdraft are
always valuated according to level 1 parameters and are not part of the following
tables.

Credit Risk

As at December 31, 2010 and 2009, the Fund, through its underlying segregated
fund, had invested in debt instruments with the following credit ratings:

Percentage of Percentage of
Net Assets Net Assets
Debt Instruments* as at December 31,2010 | as at December 31, 2009
by Credit Rating (%) (%)
R1 100.14 99.82

*Excludes other Net Assets
Credit ratings are obtained from DBRS, Standard & Poor’s or Moody's.
Liquidity Risk

As at December 31, 2010 and 2009, the Fund had no significant exposure to
liquidity risk, except as disclosed in Note 4 to the Financial Statements.

Interest Rate Risk

The tables below summarize the Fund's exposure, through its underlying segregated
fund, to interest rate risk by remaining terms to maturity as at December 31, 2010
and 2009. If the prevailing interest rates had been raised or lowered by 1%,
assuming a parallel shift in the yield curve, with all other factors remaining constant,
the Net Assets would have respectively decreased or increased by the amount
presented under “Impact on Net Assets.” The Fund's sensitivity to interest rate
changes was estimated using the weighted average duration of the portfolio. In
practice, actual results may differ from this sensitivity analysis and the difference
could be material.

As at December 31, 2010

Non-
As at December 31, 2010 1-5 6-10 >10 | interest Impact on
<1year | years years years Bearing Total |Net Assets
Assets at Fair Value ($) (9) () (9) () (9)
Level 1 Level 2 Level 3 Total Investments 2,811 - - - 4y 2,807 9
(%) ($) ($) ($)
Equities - - - As at December 31, 2009
Investment funds 2,807 2,807 Non-
Bonds _ _ 1-5 6-10 >10 interest Impact on
- <1year | years years years Bearing Total |NetAssets
Short-term investments - - - - (9) (%) (%) (%) (9) (%) (%)
Derivative financial instruments - - Investments 5,936 - - - 1] 5947 9
Total 2,807 2,807 .
Currency Risk
As at December 31, 2009 As at December 31, 2010 and 2009, the Fund, through its underlying segregated
- fund, had no significant exposure to currency risk.
Assets at Fair Value
Level 1 Level 2 Level 3 Total
($) %) ($) ($)
Equities - - - -
Investment funds 5,947 - - 5,947
Bonds - - - -
Short-term investments - - - -
Derivative financial instruments - - - -
Total 5,947 - - 5,947

There were no significant transfers between the levels during the periods ended
December 31, 2010 and 2009.
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Income Funds

Money Market

Ultraflex Il

Discussion of Financial Instrument
Risk Management (continued)

Other Price Risk

As at December 31, 2010 and 2009, the estimated impact on the Net Assets of the
Fund due to a reasonably possible change in benchmark, with all other variables
held constant, is presented in the tables below. In practice, actual results may differ
from this sensitivity analysis and the difference could be material.

As at December 31, 2010

Change in Exposure to Impact on Impact on
Benchmark Benchmark Net Assets Net Assets
Benchmark (%) (%) (%) ($)
DEX 91 day Thill Index 1.00 100.00 1.00 28
As at December 31, 2009
Change in Exposure to Impact on Impact on
Benchmark Benchmark Net Assets Net Assets
Benchmark (%) (%) (%) ($)
DEX 91 day Thill Index 1.00 100.00 1.00 59
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Income Funds

Short Term Bonds
Ultraflex Il

Statements of Net Assets

As at December 31 2010 2009
In thousands (except number of units and per unit figures) $ $
Investments at fair value* 1,676 1,450
NET ASSETS PER UNIT

Individual annuities 14.89 14.56
UNITS OUTSTANDING

Individual annuities 112,578 99,574
* Investments, at average cost 1,575 1,349
Statements of Operations

For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $
REALIZED AND UNREALIZED GAIN (LOSS) ON INVESTMENTS

Realized gain (loss) on sale of investments 43 14
Change in unrealized gain (loss) of investments - 40
INCREASE (DECREASE) IN NET ASSETS FROM OPERATIONS 43 54
Statements of Changes in Net Assets

For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $
NET ASSETS - BEGINNING OF THE PERIOD 1,450 1,360
Increase (decrease) in net assets from operations 43 54
CAPITAL UNIT TRANSACTIONS (Note 7)

Units issued 849 311
Units redeemed (666) (275)
INCREASE (DECREASE) IN NET ASSETS FOR THE PERIOD 226 90
NET ASSETS - END OF THE PERIOD 1,676 1,450

The accompanying Notes to the Financial Statements are an integral part of these statements.
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Income Funds

Short Term Bonds

Ultraflex II
Statement of Investment Portfolio
Number  Average Fair Face  Average Fair
As at December 31, 2010 of Securities Cost Value As at December 31, 2010 Value Cost Value
In thousands (except number of securities) $ $ In thousands $ $ $
SEGREGATED FUND (100.00%) Canadian Credit Card Trust ~ 5.365% 2013-03-25 1,000 1,062 1,063
Industrial Alliance Short Term Bonds Fund 112578 1,575 1,676 Canadian Imperial Bank
of Commerce 3.050%  2013-06-03 905 905 919
CDP Financial Inc., Floating
Rate 0.893%  2015-07-15 875 875 874
INDUSTRIAL ALLIANCE SHORT TERM BONDS FUND Co-operators Financial ’
; Services Ltd. 5.070%  2012-07-20 1,000 1,000 1,023
Statement of Investment Portfolio Face  Average e Gaz Metropoliain, inc 5400%  2013-04-15 500 500 532
AsatD 1201 Val Val GE Capital Canada
ps et December 31, 2010 e Gt Vel Funding Co. 4375% 20120928 1305 1358 1347
0 Golden Credit Card Trust 5.421% 2019-04-15 805 878 859
CANADIAN BONDS (83.67%) Great-West Life Capital Trust ~ 5.995%  2052-12-31 1,000 1,000 1,059
FEDERAL GOVERNMENT (9.27%) G;\e atﬁ oy Ao 5.890%  2013-12-06 1,890 2,070 2,063
Govenment of Canada 2.000%  2012-09-01 3,015 3,038 3,034 uthority 6070 gte ' 4 '
Govemment of Canada ~~ 2000%  2014-12-01 775 7805 7694  HSBCBank Canada 3.358%  2017-10-04 400 400 392
Government of Canada 3.000% 2015-12-01 4710 4770 4837 HSBC Canada Asset Trust 5.149% 2049-12-29 1,000 1,003 1,029
. : . Husky Energy Inc. 3750%  2015-03-12 1,100 1,099 1,122
15613 15,565 Hydro One Inc. 5000%  2013-11-12 1700 1793 1,821
Laurentian Bank of Canada,
FEDERAL GUARANTEE (21.94%) Lﬁxed - Floéatmkg r}aée ) 3700%  2020-11-02 655 654 644
Canada Housing Trust 4000%  2012-06-15 895 9350 9250 aurentian 3ank o Caiada,
Canada Housing Trust 2750% 20140915 10415 10414 10562 Floating Rate 1:983% 20120630 1000 1000 1,000
Canada Housing Trust 2750% 20141215 7725 7806 7820  LoblawCompanesitd. o 4850% - 2014-0>-08 1720178 1816
Canada Housing Trust 2'750% 2015-12-15 6'130 611 16 6'148 Manulife Financial Capital Trust 6.700% 2051-12-31 1,500 1,397 1,577
Canada Housing Trust : ' ' ' National Bank of Canada 4030%  2015-05-26 510 533 529
F\oating Rate ' 0.479% 2015-03-15 3050 3051 3057 RBC CapitaITrust Il 5.812% 2049-07-29 1,000 944 1,076
- ! ! ! Royal Bank of Canada,
36,737 36837 Fixed - Floating Rate 3.180%  2020-11-02 1,29 1,285 1,264
g
SCORE Trust 4.949%  2017-02-20 1,000 1,000 1,054
PROVINCIALS (24.32%) Scotiabank Capital Trust 6.626% 2052-06-30 1,500 1,488 1,586
Alberta Capital Finance Shoppers Drug Mart Corp. 4.990% 2013-06-03 1,000 999 1,054
Authority 3050%  2015-06-15 12865 1274 1309 SunLifeAssurance of Canada,
Financement-Québec : ' ' ' Fixed - Floating Rate 6.150%  2022-06-30 1,000 1,050 1,049
: ' The Toronto-Dominion Bank
Floating Rate 4767%  2014-12-01 2,565 2,360 2,539 ; . ]
Province of Ontario 4750%  2013-06-02 10375 11118 11035 Tﬁéxffrogggaggr%lﬁfgﬁ Bk 5.382% 20171101 750 750 790
Province of Ontario 3.250% 2014-09-08 6,455 6,650 6,635 - e '
Province of Ontario 4500%  2015-03-08 5570 5951 5985 W@ﬁ‘:i(;rg'g?f'r]”agngg}eCana n 5480%  2020:04-02 1000 1000 1,088
Province of Ontario 3.150%  2015-09-08 1,350 1,388 1,375
Province of Quebec 5250%  2013-10-01 618 675 669 Corp. 6.050%  2012:08-27 200 200 211
Province of Quebec 5.500% 2014-12-01 2,140 2,379 2,375 38,021 38,917
Province of Quebec 4500%  2016-12-01 2,695 2,877 2,899
40,750 40,846 MASTER ASSET VEHICLES (0.00%)
Master Asset Vehicle I,
SUBSIDIZED (4.97% Class A-1, Floating Rate ~ 0.573%  2056-07-15 4 3 3
( )
City of Montreal 5.000%  2017-12-01 1,000 1,005 1,081 TOTAL CANADIAN BONDS 139,257 140,506
City of Sherbrooke 4200%  2013-08-05 500 511 520
Municipal Finance Authority 'S. BONDS (1.44°
of British Columbia 4.800%  2017-12-01 1,000 999 1,083 lcjoskpcfl)z ATESS(1 440//°)
Municipalité de Lac-Beauport ~ 3.100% 2014-12-22 790 779 790 ' (1.44%)
Québec City 4.300% 2012-12-18 750 770 777 Merill Lynch & Co., Inc. 4.500% 2012-01-30 1,415 1,440 1,433
Québec City 2950%  2014-12-16 259 255 258 Morgan Stanley Group,
Université de Montréal 5.050%  2013-11-20 675 721 719 Floating Rate 4.570%  2012-02-23 1,000 997 985
Université de Montréal 5.100% 2014-06-04 500 524 537 TOTAL U.S. BONDS 2,437 2,418
Université du Québec 5.250%  2013-02-06 375 398 3%
Vanier College 5.150%  2014-06-28 1,000 1,063 1,075
Ville de I'Assomption 4300%  2013-12:09 300 315 313 FOREIGN BONDS (0.61%)
Ville de Longueuil 5.100%  2013-11-12 375 402 399 FEDERAL GOVERNMENT (0.61%)
Ville de St-Lambert 4.200% 2013-11-26 375 391 390 De\/e|0pmen‘[ Bank of North
8,133 8,338 Rhine-Westphalia 4100%  2012-12-28 1,000 999 1,034
CORPORATES (23.17%)
Algonquin Credit Card Trust ~ 4.562% 2036-06-15 1,790 1,841 1,846
American Express Canada
Credit Corp., Floating Rate ~ 2.130%  2011-10-05 1,115 1,115 1121
Bank of Montreal 5.180%  2015-06-10 1,500 1,552 1,626
Bank of Montreal 3.490% 2016-06-10 355 355 355
Bank of Nova Scotia,
Fixed - Floating Rate 4990%  2018-03-27 2,165 2,282 2,275
Bell Canada 4850%  2014-06-30 1,015 1,082 1,072
BMO Capital Trust 5.474%  2049-09-29 485 522 519
Caisse centrale Desjardins 3.114% 2014-12-04 730 730 734
Canada Life Capital Trust 6.679% 2012-06-30 500 514 528
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Income Funds

Short Term Bonds
Ultraflex Il

Statement of Investment Portfolio (continued)

Face  Average Fair
As at December 31, 2010 Value Cost Value
In thousands $ $ $
MORTGAGE-BACKED SECURITIES (1.10%)
Column Canada Issuer Corp.,

Series 2006-WEM, Class A-1 4.591% 2022-01-15 756 757 778
Merrill Lynch Financial Assets

Inc., Series 2002-Canada 8,

Class A-1 4.830% 2034-11-12 9 8 8
N-45 First CMBS Issuer Corp.,

Series 2003-2, Class A-2 5.667% 2020-11-15 1,000 1,000 1,062
TOTAL MORTGAGE-BACKED SECURITIES 1,765 1,848
SHORT-TERM INVESTMENTS (13.16%) 22,097 22,096
TOTAL INVESTMENT PORTFOLIO (99.98%) 166,555 167,902
OTHER NET ASSETS (0.02%) 29
TOTAL NET ASSETS (100.00%) 167,931

The accompanying Notes to the Financial Statements are an integral part of these statements.
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Income Funds

Short Term Bonds
Ultraflex Il

Discussion of Financial Instrument
Risk Management

As at December 31, 2010 and 2009 (Note 2, Note 3 and Note 4)
(in thousands of dollars)

Investment Objectives

The Short Term Bonds Fund (the “Fund”) is invested in units of the Industrial Alliance
Short Term Bonds Fund (the “underlying segregated fund”), which is composed of
bonds and other high-quality debt securities from the federal and provincial
governments and from corporations offering good income and capital security
potential.

The objective of the Fund is to provide a reasonably high return by reinvesting the
interest income in the Fund while ensuring capital protection. The Fund is managed
according to a management style primarily based on securities selection and issuers.
The manager also integrates interest rate anticipation in his management process.
The Fund is characterized by short and medium term maturity, which minimizes the
impact of interest rate fluctuations while generating good income.

The risks presented below are calculated according to the share of the Fund's Net
Assets compared to the Net Assets of the underlying segregated fund.

Fair Value Measurements

The following tables are a summary of the inputs used, as at December 31, 2010
and 2009, on the Fund’s assets carried at fair value. The inputs or methodology
used for valuing securities may not be an indication of the risk associated with
investing in those securities. For more information on valuation inputs, and their
aggregation into the levels, please refer to the Valuation of Investments section in
the accompanying Notes to the Financial Statements.

According to the hierarchy of fair value valuations, cash and bank overdraft are
always valuated according to level 1 parameters and are not part of the following
tables.

Credit Risk

As at December 31, 2010 and 2009, the Fund, through its underlying segregated
fund, had invested in debt instruments with the following credit ratings:

Percentage of Percentage of
Net Assets Net Assets

Debt Instruments* as at December 31,2010 | as at December 31, 2009
by Credit Rating (%) (%)

AAA 37.11 30.26

AA 23.01 21.15

A 21.50 42.13

BBB 3.34 1.83

R1 13.16 3.61

Not rated 1.86 1.03

*Excludes other Net Assets
Credit ratings are obtained from DBRS, Standard & Poor’s or Moody's.
Liquidity Risk

As at December 31, 2010 and 2009, the Fund had no significant exposure to
liquidity risk, except as disclosed in Note 4 to the Financial Statements.

Interest Rate Risk

The tables below summarize the Fund’s exposure, through its underlying segregated
fund, to interest rate risk by remaining terms to maturity as at December 31, 2010
and 2009. If the prevailing interest rates had been raised or lowered by 1%,
assuming a parallel shift in the yield curve, with all other factors remaining constant,
the Net Assets would have respectively decreased or increased by the amount
presented under “Impact on Net Assets.” The Fund’s sensitivity to interest rate
changes was estimated using the weighted average duration of the portfolio. In
practice, actual results may differ from this sensitivity analysis and the difference
could be material.

As at December 31, 2010 As at December 31, 2010
N Non-
Assets at Fair Value 1-5 6-10 >10 interest Impact on
Level 1 Level 2 Level 3 Total <1lyear | years years years | Bearing | Total |NetAssets|
(8) ©) (8) (8) B) ®) B) ®) s ®) ®)
Equities - - - - Investments 232 1,418 26 - - 1,676 42
Investment funds 1,676 - - 1,676
Bonds N N As at December 31, 2009
Short-term investments - _ Non-

— — 1-5 6-10 >10 interest Impact on
Derivative financial instruments - - - - <1year | years years years | Bearing Total |NetAssets|
Total 1,676 - - 1,676 ® $) ® ®) ® $) ®

Investments 133 1,002 281 35 (1) 1,450 50
As at December 31, 2009 .

Currency Risk

Assets at Fair Value . .
Lovel T Lovel 2 Lovel 3 Total fAs Zt 'I1)edcembe_r 32 2010 and 2009, the Fundl, tkhrough its underlying segregated
©) ) ) ©) und, had no significant exposure to currency risk.

Equities - - - -
Investment funds 1,450 - - 1,450
Bonds - -
Short-term investments -
Derivative financial instruments - - - -
Total 1,450 - - 1,450

There were no significant transfers between the levels during the periods ended
December 31, 2010 and 20009.

INDUSTRIAL ALLIANCE SEGREGATED FUNDS — ULTRAFLEX PRODUCTS

Audited Annual Financial Statements

10



Income Funds

Short Term Bonds
Ultraflex Il

Discussion of Financial Instrument
Risk Management (continued)

Other Price Risk

As at December 31, 2010 and 2009, the estimated impact on the Net Assets of the
Fund due to a reasonably possible change in benchmark, with all other variables
held constant, is presented in the tables below. In practice, actual results may differ
from this sensitivity analysis and the difference could be material.

As at December 31, 2010
Change in Exposure to Impact on Impact on
Benchmark Benchmark Net Assets Net Assets
Benchmark (%) (%) (%) (%)
DEX Short Term Bond
Index 3.00 100.00 3.00 50
As at December 31, 2009
Change in Exposure to Impact on Impact on
Benchmark Benchmark Net Assets Net Assets
Benchmark (%) (%) (%) (%)
DEX Short Term Bond
Index 3.00 100.00 3.00 44
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Income Funds

Bond

Ultraflex Il

Statements of Net Assets

As at December 31 2010 2009
In thousands (except number of units and per unit figures) $ $
Investments at fair value* 6,894 7,153
NET ASSETS PER UNIT

Individual annuities 24.77 23.77
UNITS OUTSTANDING

Individual annuities 278,371 300,939
* Investments, at average cost 6,431 6,552
Statements of Operations

For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $
REALIZED AND UNREALIZED GAIN (LOSS) ON INVESTMENTS

Realized gain (loss) on sale of investments 392 607
Change in unrealized gain (loss) of investments (138) (172)
INCREASE (DECREASE) IN NET ASSETS FROM OPERATIONS 254 435
Statements of Changes in Net Assets

For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $
NET ASSETS - BEGINNING OF THE PERIOD 7,153 8,244
Increase (decrease) in net assets from operations 254 435
CAPITAL UNIT TRANSACTIONS (Note 7)

Units issued 4,362 6,286
Units redeemed (4,875) (7,812)
INCREASE (DECREASE) IN NET ASSETS FOR THE PERIOD (259) (1,091)
NET ASSETS - END OF THE PERIOD 6,894 7,153

The accompanying Notes to the Financial Statements are an integral part of these statements.
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Income Funds

Bond

Ultraflex Il
Statement of Investment Portfolio
Number  Average Fair Face  Average Fair
As at December 31, 2010 of Securities Cost Value As at December 31, 2010 Value Cost Value
In thousands (except number of securities) $ $ In thousands $ $ $
SEGREGATED FUND (100.00%) CORPORATES (25.53%)
Industrial Alliance Bonds Fund 278,371 6,431 6,894 407 International Inc. 4.300% 2021-05-26 4,015 4,014 4,002
Algonquin Credit Card Trust ~ 4.562% 2036-06-15 9,940 10,285 10,252
AltaLink, LP 4.872% 2040-11-15 2,260 2,260 2,242
American Express Canada
INDUSTRIAL ALLIANCE BON_DS FUND Credit Corp., Floating Rate ~ 2.130% 2011-10-05 13,240 13,240 13,317
Statement of Investment Portfolio ) Bank of Montreal 3.490% 2016-06-10 3,605 3,605 3,610
Face Average Fair Bank of Nova Scotia 3.030% 2012-06-04 6,555 6,722 6,650
As at December 31, 2010 Value Cost Value Bank of Nova Scotia,
In thousands § § ) Fixed - Floating Rate 4990%  2018-03-27 4,055 4064 4,261
0 Bell Canada 4.850% 2014-06-30 5,275 5,656 5,573
Eé})l\éﬁl,::;(\i'g\z?tull\)nil\2?28774é"’)/ Bell Canada 3.600% 2015-12-02 2,550 2,546 2,554
(27.49%) BMO Capital Trust 5.474% 2049-09-29 4,385 4,532 4,696
Government of Canada 2.000%  2012-09-01 92,265 92,860 92,850 Caisse centrale Desjardins ~ 3.114%  2014-12-04 8,950 8,950 8,994
Government of Canada 2.000% 2014-12-01 68,705 68,093 68,212 Canadian Credit Card Trust 5.365% 2013-03-25 12,820 13,137 13,621
Government of Canada 2.500% 2015-06-01 3,175 3,273 3,201 Canadian |mpe[ia| Bank
Government of Canada 3.000% 2015-12-01 41,340 41,906 42,450 of Commerce 5.000% 2012-09-10 3,195 3,352 3,345
Government of Canada 4.000% 2016-06-01 16,975 17,451 18,231 CDP Financial Inc.,
Government of Canada 4.000% 2017-06-01 81,815 87,524 88,040 Floating Rate 0.893% 2015-07-15 11,745 11,745 11,722
Government of Canada 3.750% 2019-06-01 26,895 27,843 28,350 Cl Financial Corp. 3.300% 2012-12-17 2,960 2,960 2,986
Government of Canada 5.000% 2037-06-01 27,395 34,315 33,977 CIBC Capital Trust 9.976% 2108-06-30 2,865 3,645 3,618
Government of Canada, Enbridge Inc. 5.170% 2016-05-19 2,260 2,258 2,449
Real Return Bond 3.000% 2036-12-01 19,273 26,928 27,326 Enbridge Inc. 4.530% 2020-03-09 8,425 8,424 8,537
400,193 402,637 EnCana Corp. 5.800% 2018-01-18 3,830 4,267 4,262
EPCOR Utilities Inc. 5.800% 2018-01-31 10,095 11,229 11,234
EPCOR Utilities Inc. 5.750% 2039-11-24 2,270 2,267 2,442
FEDERAL GUARANTEE (10.50%) GE Capital Canada Funding Co. 4.375%  2012-09-28 7218 7602 7505
Canada Housing Trust 4.000% 2012-06-15 24,460 25,543 25,280 GE Capital Canada Funding Co. 4.240% 2015-06-08 3,200 3,293 3,289
Canada Housing Trust 3.150% 2014-06-15 10,200 10,621 10,496 Great-West Lifeco Inc. 6.670% 2033-03-21 6,100 6,619 7,052
Canada Housing Trust 2.750% 2014-09-15 18,465 18,233 18,726 Greater Toronto Airports
Canada Housing Trust 2.750% 2014-12-15 44,540 44,979 45,087 Authority 6.470% 2034-02-02 8,185 9,007 9,730
Canada Housing Trust 2.950% 2015-03-15 5,885 5,882 5993 HSBC Bank Canada 3.558% 2017-10-04 4,125 4,125 4,048
Canada Housing Trust 2.750% 2015-12-15 48,035 47,926 48,176 Hydro One Inc. 5.180% 2017-10-18 4,580 5,171 5,036
153,184 153,758 Hydro One Inc. 5.490% 2040-07-16 3,895 3,946 4,239
Intact Financial Corp. 6.400% 2039-11-23 1,500 1,490 1,604
Laurentian Bank of Canada,
PROVINCIALS (29.08%) Fied - Floating Rate 3700%  2020-11-02 6750 6732 6644
Alberta Capital Finance Loblaw Companies Ltd. 5.220% 2020-06-18 4,815 5,132 4,980
Authority 3.050% 2015-06-15 13,395 13,375 13,648 Loblaw Companies Ltd. 6.500% 2029-01-22 11,560 12,000 12,139
Alberta Treasury Branches 4.400% 2012-12-03 5,935 5,901 6,221 Manulife Finance (Delaware),
Financement-Québec 5.250% 2034-06-01 5780 6,016 6,363 LP, Fixed - Floating Rate 5.059% 2041-12-15 6,165 5,095 5149
Financement-Québec, Metro Inc. 4.980% 2015-10-15 5,870 5,805 6,264
Floating Rate 4.767% 2014-12-01 17,525 16,149 17,347 Metro Inc. 5.970% 2035-10-15 3,945 3,943 3,922
Province of British Columbia ~ 4.650% 2018-12-18 9,530 9,858 10,323 Molson Coors Capital
Province of British Columbia ~ 5.700% 2029-06-18 15,270 16,367 18,214 Finance ULC 5.000% 2015-09-22 6,350 6,829 6,711
Province of British Columbia ~ 4.950% 2040-06-18 4,025 4,120 4,468 National Bank of Canada,
Province of Manitoba 4.250% 2018-03-05 5,155 5,110 5,456 Fixed - Floating Rate 4.700% 2020-11-02 5,990 6,062 6,292
Province of Newfoundland 4.500% 2037-04-17 11,570 10,777 11,781 NAV CANADA 5.304% 2019-04-17 3,650 3,986 4,013
Province of Ontario 4.750% 2013-06-02 6,520 6,983 6,934 NBC Capital Trust 7.235% 2049-12-29 4,060 4,060 4,681
Province of Ontario 3.250% 2014-09-08 42,175 42,790 43,350 NBC Capital Trust,
Province of Ontario 4.500% 2015-03-08 56,470 60,072 60,680 Fixed - Floating Rate 5.329% 2056-06-30 1,955 1,955 2,048
Province of Ontario 4.300% 2017-03-08 20,650 22,232 21,978 Rogers Communications Inc. ~ 4.700% 2020-09-29 8,185 8,142 8,033
Province of Ontario 4.400% 2019-06-02 9,935 10,288 10,475 Royal Bank of Canada 3.660% 2017-01-25 17,370 17,364 17,499
Province of Ontario 4.200% 2020-06-02 34,770 34,901 35,853 Royal Bank of Canada,
Province of Ontario 4.700% 2037-06-02 19,389 19,519 20,344 Fixed - Floating Rate 3.180% 2020-11-02 15,515 15,510 15,193
Province of Quebec 5.000% 2015-12-01 11,060 11,521 12,162 Scotiabank Capital Trust Il,
Province of Quebec 4.500% 2016-12-01 25,785 27,245 21,737 Series 2003-1 6.282% 2049-02-28 7,795 8,231 8,420
Province of Quebec 4.500% 2018-12-01 23,610 24,388 25,144 Scotiabank Capital Trust,
Province of Quebec 5.000% 2038-12-01 35,515 38,321 38,608 Fixed - Floating Rate 5.250% 2017-11-01 8,820 9,411 9,273
Province of Quebec, Scotiabank Tier 1 Trust 7.802% 2108-06-30 2,100 2,100 2,411
Real Return Bond 4.500% 2020-12-01 27,570 28,095 28,918 Shaw Communications Inc. ~ 6.500% 2014-06-02 3,210 3,535 3,526
414,028 426,004 Sobeys Inc. 7.160% 2018-02-26 3,850 4,607 4,443
Sun Life Assurance of Canada,
Fixed - Floating Rate 6.150% 2022-06-30 7,790 8,39 8,171
SUBSIDIZED (1.19%) Sun Life Financial Services
Municipal Finance Authority of of Canada Inc.,
British Columbia 4.650% 2016-04-19 11,265 11,501 12,177 Fixed - Floating Rate 4.950% 2036-06-01 3,205 3,325 3,311
Municipal Finance Authority of Suncor Energy Inc. 5.800% 2018-05-22 9,345 9,407 10,386
British Columbia 4.800% 2017-12-01 4,815 4,862 5216 Superior Trust, Floating Rate ~ 1.987% 2016-09-28 218 218 188
16363 17393 7D Capital Trust IV 10.000%  2108-06-30 9780 10,137 12,559
TELUS Corp. 4.950% 2014-05-15 4,350 4,598 4,604
The Toronto-Dominion Bank ~ 4.970% 2104-10-30 3,815 3,823 4,029
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Income Funds

Bond

Ultraflex Il

Statement of Investment Portfolio (continued)

Face  Average Fair
As at December 31, 2010 Value Cost Value
In thousands $ $ $
The Toronto-Dominion Bank,

Fixed - Floating Rate 3.367% 2020-11-02 6,880 6,880 6,796
The Toronto-Dominion Bank,

Fixed - Floating Rate 5.763% 2106-12-18 6,035 6,059 6,570
Thomson Reuters Corp. 6.000% 2016-03-31 7,880 8,931 8,836
TransCanada PipeLines Ltd. 5.050% 2013-08-20 3,800 3,795 4,052

366,479 374,023
MASTER ASSET VEHICLES (0.08%)
Master Asset Vehicle I,

Class A-1, Floating Rate 0.573% 2056-07-15 1,679 1,218 1,222
TOTAL CANADIAN BONDS 1,351,465 1,375,037
U.S. BONDS (0.37%)

CORPORATES (0.37%)

Merrill Lynch & Co., Inc. 4.500% 2012-01-30 5,320 5,415 5,388
SHORT-TERM INVESTMENTS (5.77%) 84,541 84,542
TOTAL INVESTMENT PORTFOLIO (100.01%) 1,441,421 1,464,967
OTHER NET ASSETS (-0.01%) (211)
TOTAL NET ASSETS (100.00%) 1,464,756

The accompanying Notes to the Financial Statements are an integral part of these statements.
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Income Funds

Bond

Ultraflex Il

Discussion of Financial Instrument
Risk Management

As at December 31, 2010 and 2009 (Note 2, Note 3 and Note 4)
(in thousands of dollars)

Investment Objectives

The Bond Fund (the “Fund”) is invested in units of the Industrial Alliance Bonds
Fund (the “underlying segregated fund”), which is composed of quality bond
securities from Canadian governments and corporations.

The Fund aims to maximize the returns from interest income and capital appreciation
through a diversified portfolio. The Fund’s approach in bond management is based
on interest-rate movement forecasts, derived from analyses of macroeconomic
trends. The management of the duration and the yield curve positioning are the
main sources of added value compared to the benchmark. Sector and security
selection also contribute to add value. On occasion, the manager may add securities
denominated in foreign currencies, real return bonds or other special situations likely
to improve the portfolio’s return or to reduce volatility.

The risks presented below are calculated according to the share of the Fund's Net
Assets compared to the Net Assets of the underlying segregated fund.

Fair Value Measurements

The following tables are a summary of the inputs used, as at December 31, 2010
and 2009, on the Fund’s assets carried at fair value. The inputs or methodology
used for valuing securities may not be an indication of the risk associated with
investing in those securities. For more information on valuation inputs, and their
aggregation into the levels, please refer to the Valuation of Investments section in
the accompanying Notes to the Financial Statements.

According to the hierarchy of fair value valuations, cash and bank overdraft are
always valuated according to level 1 parameters and are not part of the following
tables.

As at December 31, 2010

Credit Risk

As at December 31, 2010 and 2009, the Fund, through its underlying segregated
fund, had invested in debt instruments with the following credit ratings:

Percentage of Percentage of
Net Assets Net Assets

Debt Instruments* as at December 31,2010 | as at December 31, 2009
by Credit Rating (%) (%)

AAA 42.96 45.76

AA 23.87 21.86

A 21.96 26.59

BBB 5.45 1.97

R1 5.77 3.24

Not rated - 0.01

*Excludes other Net Assets
Credit ratings are obtained from DBRS, Standard & Poor's or Moody's.
Liquidity Risk

As at December 31, 2010 and 2009, the Fund had no significant exposure to
liquidity risk, except as disclosed in Note 4 to the Financial Statements.

Interest Rate Risk

The tables below summarize the Fund’s exposure, through its underlying segregated
fund, to interest rate risk by remaining terms to maturity as at December 31, 2010
and 2009. If the prevailing interest rates had been raised or lowered by 1%,
assuming a parallel shift in the yield curve, with all other factors remaining constant,
the Net Assets would have respectively decreased or increased by the amount
presented under “Impact on Net Assets.” The Fund's sensitivity to interest rate
changes was estimated using the weighted average duration of the portfolio. In
practice, actual results may differ from this sensitivity analysis and the difference
could be material.

As at December 31, 2010

There were no significant transfers between the levels during the periods ended
December 31, 2010 and 20009.

INDUSTRIAL ALLIANCE SEGREGATED FUNDS — ULTRAFLEX PRODUCTS

Assets at Fair Value Non-
1-5 6-10 >10 interest Impact on
Level 1 Level 2 Level 3 Total <1year | years years years | Bearing | Total |NetAssets|
) (8) (8) (8) ®) ) ®) ) ®) s) ®)
Equities - - Investments 461 3,672| 1,698 1,064 (1) 6,894 386
Investment funds 6,894 6,894
Bonds N N As at December 31, 2009
Short-term investments - - - - _ Non-

o T 1-5 6-10 >10 interest Impact on
Derivative financial instruments - - <1year | years years years | Bearing Total |Net Assets
Total 6,894 6,894 ®) ® ®) O] ®) O] ®)

Investments 232| 3,594| 1,237| 2,050 401 7,153 478
As at December 31, 2009 .

Currency Risk

Assets at Fair Value . .
Tovel T Lovel 2 Lovel 3 - %As gt Eegembgr 3; 2010 and 2009, the Fundl, Lhrough its underlying segregated
) ) ©) ) und, had no significant exposure to currency risk.

Equities - - - -
Investment funds 7,153 - - 7,153
Bonds - -
Short-term investments - - - -
Derivative financial instruments - - - -
Total 7,153 - - 7,153
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Income Funds

Bond

Ultraflex Il

Discussion of Financial Instrument
Risk Management (continued)

Other Price Risk

As at December 31, 2010 and 2009, the estimated impact on the Net Assets of the
Fund due to a reasonably possible change in benchmark, with all other variables
held constant, is presented in the tables below. In practice, actual results may differ

from this sensitivity analysis and the difference could be material.

As at December 31, 2010

Change in Exposure to Impact on Impact on
Benchmark Benchmark Net Assets Net Assets
Benchmark (%) (%) (%) ($)
DEX Universe Bond
Index 3.00 100.00 3.00 207
As at December 31, 2009
Change in Exposure to Impact on Impact on
Benchmark Benchmark Net Assets Net Assets
Benchmark (%) (%) (%) ($)
DEX Universe Bond
Index 3.00 100.00 3.00 215
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Income Funds

Bond - series 2
Ultraflex Il

Statements of Net Assets

As at December 31 2010 2009
In thousands (except number of units and per unit figures) $ $
Investments at fair value* 2,497 3,068
NET ASSETS PER UNIT

Individual annuities 16.48 15.81
UNITS OUTSTANDING

Individual annuities 151,547 194,085
* Investments, at average cost 2,008 2,564
Statements of Operations

For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $
REALIZED AND UNREALIZED GAIN (LOSS) ON INVESTMENTS

Realized gain (loss) on sale of investments 129 88
Change in unrealized gain (loss) of investments (15) 38
INCREASE (DECREASE) IN NET ASSETS FROM OPERATIONS 114 126
Statements of Changes in Net Assets

For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $
NET ASSETS - BEGINNING OF THE PERIOD 3,068 3,272
Increase (decrease) in net assets from operations 114 126
CAPITAL UNIT TRANSACTIONS (Note 7)

Units issued 65 271
Units redeemed (750) (601)
INCREASE (DECREASE) IN NET ASSETS FOR THE PERIOD (571) (204)
NET ASSETS - END OF THE PERIOD 2,497 3,068

The accompanying Notes to the Financial Statements are an integral part of these statements.
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Income Funds

Bond - series 2

Ultraflex Il
Statement of Investment Portfolio
Number  Average Fair Face  Average Fair
As at December 31, 2010 of Securities Cost Value As at December 31, 2010 Value Cost Value
In thousands (except number of securities) $ $ In thousands $ $ $
SEGREGATED FUND (100.00%) CORPORATES (41.89%)
Industrial Alliance Bonds - series 2 Fund 151,547 2,008 2,497 407 International Inc. 4.650% 2012-01-20 910 938 936
407 International Inc. 4.300% 2021-05-26 6,310 6,184 6,289
407 International Inc. 5.960% 2035-12-03 4,200 4,722 4,837
R 407 International Inc. 5.750% 2036-02-14 4,400 4,480 4,601
INDUSTRIAL ALLIANCE BON_DS SERIES 2 FUND Aéroports de Montréal 5.170% 2035-09-17 2,300 2,266 2,326
Statement of Investment Portfolio ) Bank of Montreal 4.960% 2011-07-14 3,310 3,371 3,370
Face Average Fair Bank of Montreal 5.180% 2015-06-10 4,960 5,365 5,378
As at December 31, 2010 Value Cost Value Bank of Montreal 3490%  2016-06-10 4,320 4,320 4,327
In thousands $ $ § Bank of Montreal 6.020%  2018-05-02 2,460 2,773 2,795
[ Bank of Montreal,
EE/-})IEQEI!AN\?E?RNII\)II?EI\S$4129 fo) Fixed - Floating Rate 6.170% 2023-03-28 5,740 6,431 6,480
GO (10.52%) Bank of Nova Scotia 3.030% 2012-06-04 4,100 4,161 4,159
Government of Canada 2.000% 2016-06-01 5,540 5,365 5,388 Bank of Nova Scotia 3.340% 2015-03-25 8,590 8,659 8,683
Government of Canada 3.750% 2019-06-01 21,800 22,800 22,979 Bank of Nova Scotia,
Government of Canada 3.250% 2021-06-01 9,600 9,513 9,623 Fixed - Floating Rate 4.990% 2018-03-27 8,140 8,551 8,553
Government of Canada 5.000% 2037-06-01 23,120 28,021 28,675 Bank of Nova Scotia,
65,699 66,665 Fixed - Floating Rate 4.940% 2019-04-15 2,000 2,116 2,119
Bell Aliant Regional
H 1 0
FEDERAL GUARANTEE (22.17%) Becll(JK}irl;rL]Jtrlchsgi%r:]sz;lLP 4.720% 2011-09-26 1,458 1,489 1,487
Canada Housing Trust 4.550% 2012-12-15 9,440 9,947 9,932 Communications, LP 6.170% 2037-02-26 2,080 1,946 1,989
Canada Housing Trust 3.600% 2013-06-15 14,110 14,667 14,660 Bell Canada 3.600% 2015-12-02 3,000 2,986 3,005
Canada Housing Trust 3.550% 2013-09-15 15,660 16,279 16,273 Bell Canada 5.000% 2017-02-15 3,200 3,343 3,371
Canada Housing Trust 3.150% 2014-06-15 10,150 10,433 10,444 Broadway Credit Card Trust ~ 5.234% 2014-06-17 2,970 3,024 3,017
Canada Housing Trust 2.750% 2014-09-15 16,160 16,334 16,388 Broadway Credit Card Trust ~ 4.804% 2017-03-17 4,500 4,768 4,771
Canada Housing Trust 2950%  2015-03-15 9370 9,519 9,542 Brookfield Power Corp. 5.250%  2018-11-05 2,500 2,512 2,540
Canada Housing Trust 2.450% 2015-12-15 19,340 19,054 19,130 Canadian Imperial Bank of
Canada Housing Trust 4.100% 2018-12-15 3,460 3,642 3,671 Commerce 5.000% 2012-09-10 6,000 6,289 6,282
Canada Housing Trust, Canadian Imperial Bank of
Floating Rate 3.202% 2013-06-15 25,870 25,827 25,832 Commerce 3.050% 2013-06-03 2,370 2,405 2,406
Canada Mortgage & Canadian Imperial Bank of
Housing Corp. 4.300% 2015-04-01 3,200 3,422 3,428 Commerce 3.100% 2015-03-02 3,870 3,865 3,880
Export Development Canada ~ 5.800% 2012-12-03 4,450 4,794 4,781 Canadian Imperial Bank of
Export Development Canada ~ 5.100% 2014-06-02 1,230 1,343 1,343 Commerce, Fixed - Floating
Export Development Canada ~ 4.300% 2016-06-01 4,720 5,061 5,077 Rate 3.150% 2020-11-02 2,940 2,851 2,878
140,322 140,501 CU Inc. 5.896% 2034-11-20 3,250 3,613 3,693
Eagle Credit Card Trust 4.441% 2014-03-17 8,500 8,565 8,549
Enbridge Inc. 4.530% 2020-03-09 4,880 4,897 4,945
PROVINCIALS (17.66%) Fortis Inc. 6510%  2039-07-04 3660 419 4310
Ontario Strategic Infrastructure FortisBC Inc. 5.480% 2014-11-28 3,160 3,447 3,450
Financing Authority 4.700% 2037-06-01 1,850 1,758 1,811 GE Capital Canada
Province of British Columbia ~ 7.500% 2014-06-09 4320 5,057 5,054 Funding Co. 5.680% 2019-09-10 5,180 5,479 5,545
Province of British Columbia ~ 4.650% 2018-12-18 5,230 5,610 5,666 Genesis Trust 4.245% 2011-09-15 4,790 4,884 4,874
Province of British Columbia ~ 4.700% 2037-06-18 15,400 15,826 16,330 Gloucester Credit Card Trust ~ 4.445% 2011-03-15 2,300 2,315 2,311
Province of Manitoba 5.500% 2018-11-15 5,500 6,193 6,253 Golden Credit Card Trust 5.106% 2017-04-15 3,000 3,036 3,029
Province of New Brunswick 4.700% 2016-07-21 2,850 3,085 3,099 Great-West Lifeco Inc. 5.998% 2039-11-16 2,100 2,210 2,266
Province of New Brunswick ~ 4.800% 2039-09-26 1,900 1,950 2,014 Greater Toronto Airports
Province of Newfoundland 4.650% 2040-10-17 2,000 2,032 2,101 Authority 7.100% 2031-06-04 4,470 5,480 5,603
Province of Nova Scotia 4.700% 2015-01-14 2,950 3,186 3,191 HSBC Financial Corp., Ltd. 4.800% 2011-04-13 3,700 3,735 3,728
Province of Nova Scotia 4.150% 2019-11-25 3,650 3,719 3,768 Husky Energy Inc. 3.750% 2015-03-12 1,050 1,068 1,071
Province of Nova Scotia 4.500% 2037-06-01 3,400 3322 3,428 Husky Energy Inc. 5.000% 2020-03-12 2,040 2,062 2,080
Province of Ontario 4.400% 2019-06-02 8,460 8,808 8,920 Hydro One Inc. 3.130% 2014-11-19 4,800 4,854 4,865
Province of Ontario 4.200% 2020-06-02 6,810 6,918 7,022 Hydro One Inc. 4.400% 2020-06-01 6,510 6,622 6,691
Province of Quebec 5.000% 2015-12-01 50 54 55 Hydro One Inc. 6.930% 2032-06-01 2,450 3,032 3,097
Province of Quebec 4.500% 2016-12-01 7,240 7,748 7,788 Laurentian Bank of Canada,
Province of Quebec 6.250% 2032-06-01 2,600 3,168 3,258 Fixed - Floating Rate 3.700% 2020-11-02 1,460 1,422 1,437
Province of Quebec 5.000% 2041-12-01 4,670 4,963 5,133 Laurentian Bank of Canada,
Province of Quebec, Floating Rate 1.583% 2012-06-30 4,200 4,200 4,200
Real Return Bond 4.500% 2020-12-01 12,170 12,577 12,765 Manulife Finance (Delaware),
Province of Saskatchewan 3.900% 2020-07-28 2,700 2,713 2,754 LP, Fixed - Floating Rate 4.448% 2026-12-15 3,490 3,441 3,496
Province of Saskatchewan 6.300% 2032-02-13 4,500 5,609 5,751 Manulife Finance (Delaware),
Province of Saskatchewan 4.750% 2040-06-01 5,290 5,542 5727 LP, Fixed - Floating Rate 5.059% 2041-12-15 1,690 1,355 1,411
109,838 111,888 Manulife Financial Capital
Trust Il 7.405% 2108-12-31 2,500 2,673 2,731
Master Credit Card Trust 4.444% 2011-11-21 10,060 10,317 10,297
SUBSIDIZED (1.92%) Master Credit Card Trust 5297%  2012-08-21 2500 2631 2625
City of Toronto 4.950% 2018-06-27 4,640 4,961 5,009 National Bank of Canada 4.030% 2015-05-26 3,100 3,207 3,216
Municipal Finance Authority National Bank of Canada,
of British Columbia 4.650% 2016-04-19 6,630 7,138 1,167 Fixed - Floating Rate 5.550% 2018-11-15 2,610 2,800 2,803
12,099 12176 RBC Subordinated Notes Trust,
: : Fixed - Floating Rate 4.580% 2017-04-30 3,940 4,066 4,061
RioCan Real Estate Investment
Trust 5.230% 2013-03-11 2,800 2,907 2,909
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Income Funds

Bond - series 2
Ultraflex Il

Statement of Investment Portfolio (continued)

Face  Average Fair
As at December 31, 2010 Value Cost Value
In thousands $ $ $
Rogers Communications Inc. ~ 5.800% 2016-05-26 3,000 3,272 3,287
Royal Bank of Canada 5.060% 2013-07-17 3,310 3,528 3,525
Royal Bank of Canada 3.270% 2014-11-10 7,420 7,525 7,542
Royal Bank of Canada 3.660% 2017-01-25 4,800 4,797 4,836
Royal Bank of Canada,

Fixed - Floating Rate 5.450% 2018-11-04 2,200 2,359 2,358
Royal Bank of Canada,

Fixed - Floating Rate 3.180% 2020-11-02 5,580 5,427 5,464
Sobeys Inc. 6.640% 2040-06-07 1,960 1,967 2,012
Sun Life Assurance of Canada,

Fixed - Floating Rate 6.150% 2022-06-30 4,600 4,833 4,825
TELUS Corp. 5.050% 2019-12-04 2,820 2,828 2,873
The Consumers’ Waterheater

Operating Trust 5.250% 2013-03-15 1,310 1,321 1,321
The Toronto-Dominion Bank  4.854% 2013-02-13 3,390 3,575 3,571
The Toronto-Dominion Bank,

Fixed - Floating Rate 5.828% 2023-07-09 3,930 4,334 4,373
The Toronto-Dominion Bank,

Fixed - Floating Rate 4.779% 2105-12-14 4,040 4,185 4,201
Wells Fargo Financial

Canada Corp. 3.970% 2014-11-03 3,720 3,794 3,806
Westcoast Energy Inc. 4.570% 2020-07-02 1,660 1,668 1,682

263,748 265,448
MASTER ASSET VEHICLES (0.13%)
Master Asset Vehicle I,

Class A-1, Floating Rate 0.573% 2056-07-15 1,187 968 864
TOTAL CANADIAN BONDS 592,674 597,542
SHORT-TERM INVESTMENTS (5.60%) 35,458 35,459
TOTAL INVESTMENT PORTFOLIO (99.89%) 628,132 633,001
OTHER NET ASSETS (0.11%) 692
TOTAL NET ASSETS (100.00%) 633,693

The accompanying Notes to the Financial Statements are an integral part of these statements.
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Income Funds

Bond - series 2
Ultraflex Il

Discussion of Financial Instrument
Risk Management

As at December 31, 2010 and 2009 (Note 2, Note 3 and Note 4)
(in thousands of dollars)

Investment Objectives

The Bond - series 2 Fund (the “Fund”) is invested in units of the Industrial Alliance
Bonds - series 2 Fund (the “underlying segregated fund”), which is managed by
Industrial Alliance Investment Management inc.

The manager of the Fund invests in good quality bonds and excellent quality
corporate issues that provide added return. Management of the Fund is primarily
based on a fundamental analysis starting from determining the duration of the
portfolio, the yield curve positioning, sector allocation and securities selection. Value
added is generated from different sources with the investment style being a
combination of interest rate anticipation, close monitoring of the average return to
maturity of the portfolio and analysis of the credit risk of companies. The manager
uses a model that he developed to establish the target duration of the portfolio. He
may occasionally add securities denominated in foreign currencies or real return
bonds or benefit from other special situations that can contribute to the portfolio
return or reduce volatility.

The risks presented below are calculated according to the share of the Fund's Net
Assets compared to the Net Assets of the underlying segregated fund.

INDUSTRIAL ALLIANCE SEGREGATED FUNDS — ULTRAFLEX PRODUCTS

Fair Value Measurements

The following tables are a summary of the inputs used, as at December 31, 2010
and 2009, on the Fund’s assets carried at fair value. The inputs or methodology
used for valuing securities may not be an indication of the risk associated with
investing in those securities. For more information on valuation inputs, and their
aggregation into the levels, please refer to the Valuation of Investments section in
the accompanying Notes to the Financial Statements.

According to the hierarchy of fair value valuations, cash and bank overdraft are
always valuated according to level 1 parameters and are not part of the following
tables.

As at December 31, 2010

Assets at Fair Value
Level 1 Level 2 Level 3 Total
($) (%) ($) (%)
Equities - - - -
Investment funds 2,497 - - 2,497
Bonds - - - -
Short-term investments - - - -
Derivative financial instruments - - - -
Total 2,497 - - 2,497
As at December 31, 2009
Assets at Fair Value
Level 1 Level 2 Level 3 Total
($) (%) ($) (%)
Equities - - -
Investment funds 3,068 - - 3,068
Bonds - -
Short-term investments - - - -
Derivative financial instruments - - - -
Total 3,068 - - 3,068

There were no significant transfers between the levels during the periods ended
December 31, 2010 and 20009.
Credit Risk

As at December 31, 2010 and 2009, the Fund, through its underlying fund, had
invested in debt instruments with the following credit ratings:

Percentage of Percentage of
Net Assets Net Assets

Debt Instruments* as at December 31,2010 | as at December 31, 2009
by Credit Rating (%) (%)

AAA 41.24 43.16

AA 27.55 26.57

A 20.92 18.12

BBB 4.58 4.90

R1 5.60 5.94

*Excludes other Net Assets

Credit ratings are obtained from DBRS, Standard & Poor’s or Moody's.
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Income Funds

Bond - series 2
Ultraflex Il

Discussion of Financial Instrument
Risk Management (continued)

Liquidity Risk

As at December 31, 2010 and 2009, the Fund had no significant exposure to
liquidity risk, except as disclosed in Note 4 to the Financial Statements.

Interest Rate Risk

The tables below summarize the Fund's exposure, through its underlying fund, to
interest rate risk by remaining terms to maturity as at December 31, 2010 and 2009.
If the prevailing interest rates had been raised or lowered by 1%, assuming a parallel
shift in the yield curve, with all other factors remaining constant, the Net Assets
would have respectively decreased or increased by the amount presented under
“Impact on Net Assets.” The Fund's sensitivity to interest rate changes was estimated
using the weighted average duration of the portfolio. In practice, actual results may
differ from this sensitivity analysis and the difference could be material.

As at December 31, 2010

Non-
1-5 6-10 >10 interest Impact on
<1year | years years years Bearing Total |Net Assets
() ($) () ($) () ($)
Investments 300 1,182 515 498 2| 2,497 142
As at December 31, 2009
Non-
1-5 6-10 >10 interest Impact on
<1year | years years years Bearing Total |Net Assets
() ($) () ($) () ($)
Investments 210 1,413 570 839 36| 3,068 179

Currency Risk

As at December 31, 2010 and 2009, the Fund, through its underlying fund, had no
significant exposure to currency risk.

Other Price Risk

As at December 31, 2010 and 2009, the estimated impact on the Net Assets of the
Fund due to a reasonably possible change in benchmark, with all other variables
held constant, is presented in the tables below. In practice, actual results may differ
from this sensitivity analysis and the difference could be material.

As at December 31, 2010

Change in Exposure to Impact on Impact on
Benchmark Benchmark Net Assets Net Assets
Benchmark (%) (%) (%) ($)
DEX Universe Bond
Index 3.00 100.00 3.00 75
As at December 31, 2009
Change in Exposure to Impact on Impact on
Benchmark Benchmark Net Assets Net Assets
Benchmark (%) (%) (%) ($)
DEX Universe Bond
Index 3.00 100.00 3.00 92
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Diversified Funds

Diversified Security
Ultraflex II

Statements of Net Assets

As at December 31 2010 2009
In thousands (except number of units and per unit figures) $ $

Investments at fair value* 2,333 2,285

NET ASSETS PER UNIT

Individual annuities 17.16 16.34
UNITS OUTSTANDING

Individual annuities 135,984 139,833

* Investments, at average cost 1,979 1,934
Statements of Operations

For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $

REALIZED AND UNREALIZED GAIN (LOSS) ON INVESTMENTS

Realized gain (loss) on sale of investments 122 41

Change in unrealized gain (loss) of investments 3 255
INCREASE (DECREASE) IN NET ASSETS FROM OPERATIONS 125 296
Statements of Changes in Net Assets

For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $
NET ASSETS - BEGINNING OF THE PERIOD 2,285 2,357
Increase (decrease) in net assets from operations 125 296
CAPITAL UNIT TRANSACTIONS (Note 7)

Units issued 833 35
Units redeemed (910 (403)
INCREASE (DECREASE) IN NET ASSETS FOR THE PERIOD 48 (72)
NET ASSETS - END OF THE PERIOD 2,333 2,285

The accompanying Notes to the Financial Statements are an integral part of these statements.
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Diversified Funds

Diversified Security

Ultraflex Il
Statement of Investment Portfolio
Number  Average Fair Number  Average Fair
As at December 31, 2010 of Securities Cost Value As at December 31, 2010 of Securities Cost Value
In thousands (except number of securities) $ $ In thousands (except number of securities) $ $
SEGREGATED FUND (100.00%) CONSUMER DISCRETIONARY (1.36%)
Industrial Alliance Diversified Security Fund 135,984 1,979 2,333 Canadian Tire Corporation Ltd., Class A, NV 11,600 659 791
Gildan Activewear Inc. 11,000 284 311
Magna International Inc., Class A, SV 32,900 981 1,703
INDUSTRIAL ALLIANCE DIVERSIFIED SECURITY FUND RONA Inc. 26,600 324 376
. Thomson Reuters Corp. 17,700 692 657
Statement of Investment Portfolio
. 2,940 3,838
Number  Average Fair
As at December 31, 2010 of Securities Cost Value
In thousands (except number of securities) $ $ CONSUMER STAPLES (0.11%)
CANADIAN EQUITIES (24.67%) Loblaw Companies Ltd. 7,900 313 318
ENERGY (6.96%)
ARC Energy Trust 16,400 408 a7 FINANCIALS (6.65%)
Birchdliff Energy Ltd. 69,700 506 664 AGF Management Ltd., Class B, NV 37,800 627 737
Cameco Corp. 33,100 935 1,332 Bank of Montreal 24,500 972 1,407
Canadian Natural Resources Ltd. 67,200 1,729 2,975 Bank of Nova Scotia 57,100 1,931 3,256
Canadian Oil Sands Trust 33,600 874 889 Brookfield Properties Corp. 20,200 306 353
Cenovus Energy Inc. 56,682 1,590 1,877 Canadian Imperial Bank of Commerce 28,000 1,720 2,190
Crew Energy Inc. 18,700 358 357 Manulife Financial Corp. 72,800 1,498 1,245
EnCana Corp. 53,482 1,203 1,553 National Bank of Canada 12,300 557 841
Ensign Energy Services Inc. 27,500 435 413 Power Corporation of Canada, SV 35,600 806 983
Husky Energy Inc. 25,600 792 679 Royal Bank of Canada 71,400 2,724 3,727
Imperial Oil Ltd. 15,000 667 608 Sun Life Financial Services of Canada Inc. 27,300 719 820
Nexen Inc. 58,300 1,339 1,328 The Toronto-Dominion Bank 44,100 2,251 3,267
PetroBakken Energy Ltd. 17,800 390 387 14,111 18,826
Precision Drilling Corp. 48,000 290 460
Progress Energy Resources Corp. 27,600 302 351
Suncor Energy Inc. 95,504 3,098 3,646 INFORMATION TECHNOLOGY (0.84%)
Talisman Energy Inc. 74,300 1172 1,643 CGI Group Inc., Class A, SV 15,000 170 258
Uranium One Inc. 27,900 146 133 Open Text Corp. 6,400 209 292
16,234 19,712 Research In Motion Ltd. 24,300 1,286 1,411
Sierra Wireless 28,400 394 422
MATERIALS (6.25%) 209 238
Agnico-Eagle Mines Ltd. 8,200 495 627
Agrium |ncg_ 15,000 657 1372 TELECOMMUNICATION SERVICES (0.33%)
Barrick Gold Corp. 50,015 2,044 2,652 BCE Inc. 18,500 467 653
Consolidated Thompson Iron Mines Ltd. 11,900 94 168 TELUS Corp. 6,100 221 278
Eldorado Gold Corp. 23,300 306 431 688 931
First Quantum Minerals Ltd. 3,700 266 399
Gammon Gold Inc. 13,800 144 11 TOTAL CANADIAN EQUITIES 52,919 69,856
Goldcorp Inc. 33,500 1,299 1,534
HudBay Minerals Inc. 34,900 284 626 U.S. EQUITIES - INVESTMENT FUND (2.02%)
IAMGold Corp. 16,800 265 298 Industrial Alliance U.S. Equity Fund 656,158 5,350 5,725
In_met Mining Corp. 10,000 584 772
s SO o300 108 1362 FOREIGN EQUITIES - INVESTMENT FUND (5.77%)
T N ' Industrial Alliance International Equity Fund 252,064 2,777 3,301
North American Palladium Ltd. 10,700 69 74 MB Global Equity Fund 360,465 1758 1352
Potash Corporation of Saskatchewan Inc. 18,500 1,960 2,854 T |°t a Mquty Tun © Fund. Series 1 976,619 9'530 8691
Quadra FNX Mining Ltd. 80,041 1,046 1338 empleton Master Irust rund, Series i g :
Sherritt International Corp. 69,600 547 586 TOTAL FOREIGN EQUITIES - INVESTMENT FUND 17,065 16,344
Teck Resources Ltd., Class B, SV 25,556 778 1,575
Thompson Creek Metals Co., Inc. 36,700 345 535 Face  Average Fair
Yamana Gold Inc. 27,700 316 353 Value Cost Value
12,802 17,69 $ $ $
CANADIAN BONDS (57.78%)
INDUSTRIALS (2.17%) FEDERAL GOVERNMENT (14.60%)
Bombardier Inc., Class B, SV 81,400 382 407 Government of Canada 2.000% 2012-09-01 15,600 15,661 15,699
Canadian National Railway Co. 37,400 1,334 2,477 Government of Canada 2.000% 2014-12-01 1,720 1,715 1,707
Canadian Pacific Railway Co. 18,000 732 1,163 Government of Canada 2.500% 2015-06-01 375 386 378
Finning International Inc. 31,800 597 859 Government of Canada 3.000% 2015-12-01 2,535 2,567 2,603
Russel Metals Inc. 31,600 388 723 Government of Canada 4.000% 2016-06-01 865 923 929
SNC-Lavalin Group Inc. 8,800 339 523 Government of Canada 4.000% 2017-06-01 8,180 8,745 8,803
3,772 6,152 Government of Canada 3.750% 2019-06-01 5,140 5317 5418
Government of Canada 5.000% 2037-06-01 2,070 2,549 2,567
Government of Canada,
Real Return Bond 3.000% 2036-12-01 2,302 3,217 3,264
41,080 41,368
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Diversified Funds

Diversified Security

Ultraflex II
Statement of Investment Portfolio (continued)
Face  Average Fair Face  Average Fair
As at December 31, 2010 Value Cost Value As at December 31, 2010 Value Cost Value
In thousands $ $ $ In thousands $ $ $
FEDERAL GUARANTEE (8.78%) GIE C?ipitalCcanada 4.240% 2015-06-08 380 391 391
Canada Housing Trust 4000%  2012-06-15 4360 4556 4507 GreatWes Lfeco Inc 6670% 20330321 1315 1420 1,520
Canada Housing Trust 3.150% 2014-06-15 1,175 1,223 1,209 Greater Toronto Air olr‘[s ’ ! ! !
Canada Housing Trust 2.750% 2014-09-15 990 982 1,004 Authorit P 6.470% 2034-02-02 890 979 1058
Canada Housing Trust 2.750% 2014-12-15 7,540 7,679 7,632 HSBC Ban¥< Canada 3'558"/0 2017-10-04 490 490 181
Canada Housing Trust 2.950% 2015-03-15 1,195 1,195 1,217 Hvdro One Inc 5'180"/0 2017-10-18 540 609 504
Canada Housing Trust 2.750% 2015-12-15 7,820 7,802 7,843 Hydro One Inc. 5'4900/0 2040-07-16 55 533 571
Canada Housing Trust, INyG Bank of Canada e
Floating Rate 0479%  2015-03-13 1445 1445 1449 Fixed - Floating Rate 4300%  2016-12:05 765 764 725
24882 24,861 Intact Financial Corp. 6.400%  2039-11-23 180 179 193
Laurentian Bank of Canada,
PROVINCIALS (16.83Y Fixed - Floating Rate 3.700% 2020-11-02 805 803 793
Alberta Capital F'( %) Loblaw Companies Ltd. 6.500% 2029-01-22 1,285 1,334 1,350
nahoiy o 3050%  2015:06-15 1440 1438 1467 Monulfe Finance (Delaware)
utnortty AR o ' ; ‘ LP, Fixed - Floating Rate ~ 5.059%  2041-12-15 730 603 610
Alberta Treasury Branches 4.400% 2012-12-03 915 910 959 Metro Inc 4.980% 2015-10-15 1215 1190 129
F!nancement»ngﬁbec 5.250% 2034-06-01 1,000 1,041 1,101 Metro Inc: 5:970% 2035-10-15 '680 1684 '676
Flpﬁ)gcnen”g]egguwec' 4767% 20141201 2170 2001 2,48 Molson Coors Capita
. -12- , , , : 0 -09-
Province of British Columbia ~ 4.650%  2018-12-18 2185 2330 2367 N;T:ngéﬁ of Canada 5000% - 2015-09-22 740 [ 782
Province of British Columbia ~ 5.700% 2029-06-18 1,150 1,298 1,371 Fixed - Floating Rate 4.700% 2020-11-02 710 732 745
Province of British Columbia ~ 5.400% 2035-06-18 1,075 1,178 1,251 NAV CANADA 9 5.304% 2019-04-17 430 470 473
Province of Newfoundland 4.500% 2037-04-17 555 540 565 NBC Asset Trust 7.447% 2049-12-29 585 585 683
Province of Ontario 3.250% 2014-09-08 4,220 4,271 4,337 NBC Capital Trust 7'235% 2049-12-29 370 370 17
Province of Ontario 4.500% 2015-03-08 5,270 5,649 5,663 NBC Cagita\ Trust '
Province of Ontario 4.300% 2017-03-08 3,775 4,067 4,018 Fixed - Floatin 'Rate 5.329% 2056-06-30 390 390 408
Province of Ontario 4.400% 2019-06-02 2,215 2,281 2,335 RBC Capital Trusgt 6'821 % 2049-04-29 590 590 680
! ! . el .
Province of Ontario 4.200% - 2020-06:02 313 3B 388 pogers Communications Inc. 4.700%  2020-09-29 90 %5 952
Province of Ontario 4.700% 2037-06-02 1,560 1,585 1,637 Roval Bank of Canada 3.660% 2017-01-25 1875 1875 1889
Province of Quebec 5.000% 2015-12-01 2,495 2,651 2,744 Ro;al Bank of Canada ’ ! ! !
Province of Quebec 4500%  2016-12-01 3005 3186 3232 Fixed - Floating Rate 3.180%  2020-11-02 150 150 1,557
Province of Quebec 4.500% 2018-12-01 2,520 2,595 2,684 Scotiabank Capital Trust I ' ! ! !
Province of Quebec 5.000% 2038-12-01 3,295 3,554 3,582 Series 2003-1 ! 6.282% 2049-02-28 1285 1358 1388
Province of Quebec, : " ’ ! ! !
! Scotiabank Tier 1 Trust 7.802% 2108-06-30 220 220 253
Real Retum Bond 4500% 20201201 2840  28% 2919 gpay Communications . 6500%  2014-06-02 380 419 418
46,628 47,673 Sobeys Inc. 7.160%  2018-02-26 445 532 514
Sun Life Assurance of Canada,
SUBSIDIZED (1.40%) Fixed - Floating Rate 6.150% 2022-06-30 1,420 1,530 1,489
A ) Sun Life Financial Services of
Municipal Finance Authority of Canada Inc, Fixed - Floating
British Columbia 4.650% 2016-04-19 1,780 1,817 1,924 Rate ! 4.950% 2036-06-01 380 394 393
Municipal Finance Authority of Suncor Ener 2000
i - gy Inc. 5.800% 2018-05-22 1,085 1,077 1,206
M%fn'fggaﬁ‘;'lﬁgfc'g thorty of 4800%  2017-12:01 1070 1088 1,159 Superior Trust, Floating Rate ~ 1.987% 20160928 218 217 188
" " TD Capital Trust 11l 7.243% 2049-12-29 730 730 856
British Columbia 4875%  2019-06-03 820 872 886 D Capital Trust IV 10.000%  2108-06-30 1100 1,000 1,412
3,777 3,969 TELUS Corp. 4.950% 2014-05-15 515 544 545
0 The Toronto-Dominion Bank,
CORPORATES (16.01%) Fixed - Floating Rate 3.367% 2020-11-02 820 820 810
407 International Inc. 4.300% 2021-05-26 465 464 464 The Toronto-Dominion Bank
AIgor]quin Credit Card Trust 4.562% 2036-06-15 1,075 1,115 1,108 Fixed - FIoating Rate ' 5.763% 2106-12-18 550 552 599
Altalink, LP 4872% 20401115 265 265 263 Thomson Reuters Corp. 6.000%  2016-03-31 940 1,065 1,054
American Express Canada
Credit Corp,, Floating Rate ~ 2.130%  2011-10-05 145 1425 1434 44,235 45340
Bank of Montreal 3.490% 2016-06-10 425 425 426
Bank of Nova Scotia 3.030% 2012-06-04 715 733 725 MASTER ASSET VEHICLES (0.16%)
Bank of Nova Scotia .
] ; ' Master Asset Vehicle I,
Fixed - Floating Rate 4.990%  2018-03-27 410 436 430 ClassA-1, Floating Rate ~~ 0.573%  2056-07-15 610 442 444
Bell Canada 4.850% 2014-06-30 635 680 671 .
Bell Canada 3600%  2015-12-02 305 305 306 TOTAL CANADIAN BONDS 161,044 163,655
BMO Capital Trust 5.474% 2049-09-29 770 796 824
Caisse centrale Desjardins 3.114% 2014-12-04 970 970 974 U.S. BONDS (0.19%)
Canadian Credit Card Trust 5.365% 2013-03-25 1,655 1,784 1,758 CORPORATES (0.19%)
Canadian Imperial Bank of )
a&%sgmrg;}erla oo 5.000% 2012-09-10 375 393 393 Merrill Lynch & Co., Inc. 4.500% 2012-01-30 525 535 532
CDP Finandial Inc.,
F\Qaﬁng_ Rate 0.893% 2015-07-15 455 455 454 SHORT-TERM INVESTMENTS (9.76%) 27,629 27,630
E:BFéngmil lCTorp-t ggggz) %%ééé;é 3(2)2 gég gég TOTAL INVESTMENT PORTFOLIO (100.19%) 264,542 283,742
apital frus E o -U0- N
Enbridge Inc 5170%  2016-05-19 265 265 g OTHERNETASSETS [0.19%) (526)
Enbridge Inc. 4530%  2020-03-09 915 915 927 TOTAL NET ASSETS (100.00%) 283,216
0 -01-
EEEaOr]RaLJCt(\JI{tF:es Inc. 228802 %8}281 ;? 1/121(5)2 13% 1391? The accompanying Notes to the Financial Statements are an integral part of these statements.
EPCOR Utilities Inc. 5.750% 2039-11-24 225 225 242
GE Capital Canada
Funding Co. 4.375% 2012-09-28 1,080 1,128 1,15
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Diversified Funds

Diversified Security
Ultraflex II

Discussion of Financial Instrument
Risk Management

As at December 31, 2010 and 2009 (Note 2, Note 3 and Note 4)
(in thousands of dollars)

Investment Objectives

The Diversified Security Fund (the “Fund”) is invested in units of the Industrial
Alliance Diversified Security Fund (the “underlying segregated fund”), which is
invested in underlying funds as well as direct holdings of securities.

The objective of the Fund is to generate a regular long-term return while maintaining
a balance between security and capital growth. The Fund's strategy is based on
active and prudent management of investments through careful diversification of the
asset classes (equities and fixed-income securities).

The risks presented below are calculated according to the share of the Fund's Net
Assets compared to the Net Assets of the underlying segregated fund.

Fair Value Measurements

The following tables are a summary of the inputs used, as at December 31, 2010
and 2009, on the Fund’s assets carried at fair value. The inputs or methodology
used for valuing securities may not be an indication of the risk associated with
investing in those securities. For more information on valuation inputs, and their
aggregation into the levels, please refer to the Valuation of Investments section in
the accompanying Notes to the Financial Statements.

According to the hierarchy of fair value valuations, cash and bank overdraft are
always valuated according to level 1 parameters and are not part of the following
tables.

As at December 31, 2010
Assets at Fair Value
Level 1 Level 2 Level 3 Total
($) ($) (%) ($)

Equities - - - -
Investment funds 2,333 - - 2,333
Bonds - -
Short-term investments -

Derivative financial instruments - - - -
Total 2,333 - - 2,333
As at December 31, 2009

Assets at Fair Value
Level 1 Level 2 Level 3 Total
($) ($) (%) ($)

Equities - - - -
Investment funds 2,285 - - 2,285
Bonds -

Short-term investments -

Derivative financial instruments - - - -
Total 2,285 - - 2,285

There were no significant transfers between the levels during the periods ended

December 31, 2010 and 2009.

INDUSTRIAL ALLIANCE SEGREGATED FUNDS — ULTRAFLEX PRODUCTS

Credit Risk

As at December 31, 2010 and 2009, the Fund, through the direct holdings and the
underlying funds of its underlying segregated fund, had invested in debt instruments
with the following credit ratings:

Percentage of Percentage of
Net Assets Net Assets

Debt Instruments* as at December 31,2010 | as at December 31, 2009
by Credit Rating (%) (%)

AAA 26.81 27.52

AA 13.87 13.65

A 13.67 18.62

BBB 3.62 1.75

R1 9.76 8.45

Not rated - 0.05

*Excludes other Net Assets
Credit ratings are obtained from DBRS, Standard & Poor’s or Moody's.
Liquidity Risk

As at December 31, 2010 and 2009, the Fund had no significant exposure to
liquidity risk, except as disclosed in Note 4 to the Financial Statements.

Interest Rate Risk

The tables below summarize the Fund'’s exposure, through the direct holdings and
the underlying funds of its underlying segregated fund, to interest rate risk by
remaining terms to maturity as at December 31, 2010 and 2009. If the prevailing
interest rates had been raised or lowered by 1%, assuming a parallel shift in the
yield curve, with all other factors remaining constant, the Net Assets would have
respectively decreased or increased by the amount presented under “Impact on Net
Assets.” The Fund's sensitivity to interest rate changes was estimated using the
weighted average duration of the portfolio. In practice, actual results may differ
from this sensitivity analysis and the difference could be material.

As at December 31, 2010

Non-
1-5 6-10 >10 interest Impact on
<1year | years years years Bearing Total |NetAssets
() ($) %) ($) %) ($) %)
Investments 247 752 388 195 751 2,333 77
As at December 31, 2009
Non-
1-5 6-10 >10 interest Impact on
<1year | years years years Bearing Total |NetAssets
%) ($) %) ($) %) ($) %)
Investments 193 701 278 428 685 2,285 96
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Diversified Funds

Diversified Security
Ultraflex II

Discussion of Financial Instrument
Risk Management (continued)

Currency Risk

The tables below summarize the Fund's exposure, through the direct holdings and
the underlying funds of its underlying segregated fund, to currency risk and the
impact on Net Assets as at December 31, 2010 and 2009, if the Canadian dollar had
strengthened or weakened by 5% in relation to all foreign currencies, with all other

Other Price Risk

As at December 31, 2010 and 2009, the estimated impact on the Net Assets of the
Fund due to a reasonably possible change in benchmark, with all other variables
held constant, is presented in the tables below. In practice, actual results may differ
from this sensitivity analysis and the difference could be material.

As at December 31, 2010

L . . R s Change in Exposure to Impact on Impact on
factors remaining constant. In practice, actual results may differ from this sensitivity Benchmark | Benchmark | NetAssets | Net Assets
analysis and the difference could be material. Benchmark (%) (%) (%) ($)

DEX 91 day Thill Index 1.00 10.00 0.10 2
As at December 31, 2010 DEX Universe Bond
Financial Currency Total Percentage of Impact on Index - 3.00 65.00 1.95 45
Instruments Contracts Exposure Net Assets Net Assets S&P/TSX Composite
Currency %) %) %) (%) ($) Index 10.00 20.00 2.00 47
AUD 1 . 1 0.05 . MSCI - World Index
CHF 3 : 8 032 : (Can. $) (net ret.) 10.00 5.00 0.50 12
EUR 32 - 32 1.37 2 As at December 31, 2009
GBP 19 - 19 0.83 1 Change in Exposure to Impact on Impact on
HKD 3 - 3 0.15 - Benchmark Benchmark Net Assets Net Assets
Benchmark (%) (%) (%) ($)
:(PR\(/V 1; 1§ 8?? 1 DEX 91 _day Thill Index 1.00 10.00 0.10 2
DEX Universe Bond
NOK 2 - 2 0.09 - Index 3.00 65.00 1.95 45
SEK 1 - 1 0.06 - S&P/TSX Composite
SGD 2 B ) 0.10 B Index 10.00 20.00 2.00 46
Wb L - ! 0.05 - (r\g? $;/\é22td rleq(.j)ex 10.00 5.00 0.50 1
usD 92 - 92 3.92 5
As at December 31, 2009
Financial Currency Total Percentage of Impact on
Instruments Contracts Exposure Net Assets Net Assets
Currency %) $) $) (%) $)
AUD 2 - 2 0.07 -
BRL 2 - 2 0.07 -
CHF 9 - 9 0.40 -
DKK 5 - 5 0.21 -
EUR 30 - 30 1.31 1
GBP 16 - 16 0.70 1
HKD 3 - 3 0.15 -
ILS 3 - 3 0.12 -
JPY 6 - 6 0.27 -
KRW 5 - 5 0.22 -
NOK 1 - 1 0.06 -
SEK 4 - 4 0.16 -
SGD 2 - 2 0.09 -
TWD 1 - 1 0.06 -
usD 85 - 85 3.70 4

See Note 4 to the Financial Statements for currency symbols.
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Diversified Funds

Diversified
Ultraflex Il

Statements of Net Assets

As at December 31 2010 2009
In thousands (except number of units and per unit figures) $ $
Investments at fair value* 2,588 2,933
NET ASSETS PER UNIT

Individual annuities 31.41 29.44
UNITS OUTSTANDING

Individual annuities 82,415 99,604
* Investments, at average cost 2,208 2,664
Statements of Operations

For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $
REALIZED AND UNREALIZED GAIN (LOSS) ON INVESTMENTS

Realized gain (loss) on sale of investments 53 9
Change in unrealized gain (loss) of investments M1 472
INCREASE (DECREASE) IN NET ASSETS FROM OPERATIONS 164 481
Statements of Changes in Net Assets

For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $
NET ASSETS - BEGINNING OF THE PERIOD 2,933 2,845
Increase (decrease) in net assets from operations 164 481
CAPITAL UNIT TRANSACTIONS (Note 7)

Units issued 81 24
Units redeemed (590) (417)
INCREASE (DECREASE) IN NET ASSETS FOR THE PERIOD (345) 88
NET ASSETS - END OF THE PERIOD 2,588 2,933

The accompanying Notes to the Financial Statements are an integral part of these statements.
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Diversified Funds

Diversified
Ultraflex Il
Statement of Investment Portfolio
Number  Average Fair Number  Average Fair
As at December 31, 2010 of Securities Cost Value As at December 31, 2010 of Securities Cost Value
In thousands (except number of securities) $ $ In thousands (except number of securities) $ $
SEGREGATED FUND (100.00%)
Industrial Alliance Diversified Fund 82,415 2,208 2,588 RONAInc. 147,200 1768 2,079
Shaw Communications Inc., Class B, NV 90,400 1,643 1,925
Thomson Reuters Corp. 182,600 7,348 6,782
INDUSTRIAL ALLIANCE DIVERSIFIED FUND 2531 30025
Statement of Investment Portfolio wumber  Average - CONSUMER STAPLES (0.30%)
As at December 31, 2010 of Securities Cost Value Loblaw Companies Ltd. 47,100 1,822 1,897
In thousands (except number of securities) $ $ Shoppers Drug Mart Corp. 82,300 3,627 3,251
CANADIAN EQUITIES (40.31%) M9 5148
ENERGY (11.21%) ,
ARC Energy Trust 91,100 2,268 2,315 FINANCIALS (10.89%)
Birchcliff Energy Ltd. 526,800 2,731 5,020 AGF Management Ltd., Class B, NV 244,300 4,651 4,759
Cameco Corp. 276,400 7’537 1 1’125 Bank of Montreal ) 286,290 10,422 16,442
Canadian Natural Resources Ltd. 688700 13,182 30,489 Bank of Nova Scotia 485800 13612 27,705
Canadian Oil Sands Trust 367,700 11492 9722 Ef%zﬂe'dlf’mpefﬁ'? CEfpf- ; %g?;gg “31?[212 wgégg
Cenovus Energy Inc. 538,152 13,151 17,829 anadian Imperial bank or Lommerce ! ) \
Crescent Point Energy Corp. 87,900 2,733 3,883 Manulife Financial Corp. 729,600 12,461 12,476
Crew Energy Inc. 103.500 1983 1974 MI Developments Inc., Class A, SV 500 1" 14
EnCana Corp. 504 552 9534 14653 National Bank of Canada 144,000 6,080 9,847
Ensign Energy Services Inc. 264’400 3'775 3'971 Power Corporation of Canada, SV 306,700 4,870 8,468
Husky Energy Inc. 231400 7164 6132 Royal Bank of Canada 778,850 26,158 40,655
Imperial Oif Ltd. 99,800 5013 4044 Sun Life Financial Services of Canada Inc. 293,900 8,891 8,823
Nexen Inc. 547:500 12‘,669 12:477 The Toronto-Dominion Bank 459,100 21,340 34,020
PetroBakken Energy Ltd. 98,800 2,212 2,144 126,167 187,014
Precision Drilling Corp. 294,400 1,762 2,827
Progress Energy Resources Corp. 362,000 4,169 4,597 0
Suncor Energy Inc. 993,068 28,115 37,915 INFORMATION TECHNOLOGY (1.35%)
Talisman Energy Inc. 755900 12,104 16,713 Cal Group Inc, Class A, SV 121,600 1314 2,088
Uranium One Inc. 158,100 823 753 Open Text Corp. 117,700 3,089 5,368
Vermilion Energy Inc. 84,500 2,780 3,902 R.esearch. In Motion Ltd. 226,200 12,318 13,135
145,197 192,485 Sierra Wireless 175,000 2,704 2,599
19,425 23,190
MATERIALS (10.70%) 0
Agnico-Eagle Mines Ltd. 127,500 7115 9747 TELECOMMUNICATION SERVICES (0.95%)
Agrium Inc. 203,200 6,803 18,593 BCE Inc. 332,130 8691 11,734
Barrick Gold Corp. 488569 17,652 25,909 TELUS Corp. 102,520 4,140 4,662
Consolidated Thompson Iron Mines Ltd. 66,100 500 930 12,831 16,396
Eldorado Gold Carp. 238,700 3,600 4414 TOTAL CANADIAN EQUITIES 484,718 692,338
First Quantum Minerals Ltd. 40,300 2,736 4,344
Gammon Gold Inc. 117,300 1,242 952
Goldcorp Inc. 411255 13,769 18,832 U.S. EQUITIES - INVESTMENT FUND (4.47%)
HudBay Minerals Inc. 453,300 6,122 8,141 Industrial Alliance U.S. Equity Fund 8,803,884 74,548 76,813
IAMGold Corp. 91,800 1,430 1,625
Inmet Mining Corp. 114400 6772 8832 FOREIGN EQUITIES - INVESTMENT FUND (12.94%)
mﬁ; g;'&f;fp- ?;2288 g%g ZS;‘? Industrial Alliance International Equity Fund 350373 37,414 46,09
-0rp- ) [ ' ' MB Global Equity Fund 4,858,767 67,364 58,658
North American Palladium Ltd. 30,500 198 209 Templeton International Stock Trust Fund 53,660 835 834
Potagh CF?&OI\VAQUW OLftéaSkatChewa” Inc. lgiggg 12%? 2;;5? Templeton Master Trust Fund, Series 1 13,105,308 133,197 116,637
Sﬁjm‘t? AR Con. 0000 s casa TOTAL FOREIGN EQUITIES - INVESTMENT FUND 238,810 222,225
Teck Resources Ltd., Class B, SV 303,247 8,052 18,686 )
Thompson Creek Metals Co., Inc. 381,700 4,345 5,565 Face  Average Fair
Yamana Gold Inc. 152,000 1,764 1,936 Value Cost Value
124,976 183,749
CANADIAN BONDS (37.15%)
INDUSTRIALS (3.16%) FEDERAL GOVERNMENT (6.71%)
Bombardier Inc., Class B, SV 452,800 2,131 2,264 Government of Canada 2.000% 2012-09-01 25,225 25,355 25,385
Canadian National Railway Co. 365,780 7,797 24,233 Government of Canada 2.000% 2014-12-01 14,485 14,387 14,381
Canadian Pacific Railway Co. 125,950 4,562 8,137 Government of Canada 2.500% 2015-06-01 820 845 827
Finning International Inc. 323,000 6,984 8,727 Government of Canada 3.000% 2015-12-01 10,645 10,720 10,930
Russel Metals Inc. 138,500 1,550 3,168 Government of Canada 2.000% 2016-06-01 7,840 1,762 7,625
SNC-Lavalin Group Inc. 131,300 5,118 7,802 Government of Canada 4.000% 2016-06-01 7,930 8,320 8,517
28142 54331 Government of Canada 4.000% 2017-06-01 15,275 16,361 16,437
: . Government of Canada 3.750% 2019-06-01 9,590 10,050 10,109
Government of Canada 3.250% 2021-06-01 3,260 3,257 3,268
CONSUMER DISCRETIONARY (1.75%) Government of Canada 5.000% 2037-06-01 8,790 10,845 10,902
Canadian Tire Corporation Ltd., Class A, NV 115,100 5,194 7,847 Government of Canada,
Gildan Activewear Inc. 67,100 1,693 1,900 Real Return Bond 3.000% 2036-12-01 4,861 6,781 6,892
Magna International Inc., Class A, SV 183,400 4,885 9,492 114,683 115,273
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Diversified Funds

Diversified
Ultraflex Il
Statement of Investment Portfolio (continued)
Face  Average Fair Face  Average Fair
As at December 31, 2010 Value Cost Value As at December 31, 2010 Value Cost Value
In thousands $ In thousands $
FEDERAL GUARANTEE (7.27%) CORPORATES (13.79%)
Canada Housing Trust 4.000% 2012-06-15 6,875 7,179 7,105 407 International Inc. 4.300% 2021-05-26 3,445 3,398 3,433
Canada Housing Trust 4.550% 2012-12-15 5,330 5,543 5,608 407 International Inc. 5.960% 2035-12-03 100 114 115
Canada Housing Trust 3.600% 2013-06-15 400 415 416 407 International Inc. 5.750% 2036-02-14 2,890 2,859 3,022
Canada Housing Trust 3.550% 2013-09-15 6,390 6,536 6,641 Algonquin Credit Card Trust ~ 4.562% 2036-06-15 2,800 2,897 2,888
Canada Housing Trust 3.150% 2014-06-15 12,850 12,879 13,222 Altalink, LP 4.872% 2040-11-15 570 570 565
Canada Housing Trust 2.750% 2014-09-15 10,410 10,364 10,557 American Express Canada
Canada Housing Trust 2.750% 2014-12-15 12,760 12,873 12,917 Credit Corp., Floating Rate ~ 2.130% 2011-10-05 4,105 4,105 4,129
Canada Housing Trust 2.950% 2015-03-15 13,910 13,918 14,165 Bank of Montreal 4.960% 2011-07-14 2,640 2,639 2,687
Canada Housing Trust 2.450% 2015-12-15 15,370 15,218 15,204 Bank of Montreal 3.490% 2016-06-10 2,520 2,520 2,524
Canada Housing Trust 2.750% 2015-12-15 11,690 11,664 11,724 Bank of Montreal 6.020% 2018-05-02 1,880 2,115 2,136
Canada Housing Trust, Bank of Montreal,
Floating Rate 3.202% 2013-06-15 12,780 12,757 12,760 Fixed - Floating Rate 6.170% 2023-03-28 3,900 3,899 4,402
Canada Housing Trust, Bank of Nova Scotia 5.040% 2013-04-08 3,400 3,421 3,599
Floating Rate 0.479% 2015-03-15 3,420 3,421 3,428 Bank of Nova Scotia 3.340% 2015-03-25 4,660 4,660 4,711
Canada Mortgage & Housing Bank of Nova Scotia,
Corp. 4.300% 2015-04-01 100 107 107 Fixed - Floating Rate 4.990% 2018-03-27 4,930 4,933 5,180
Export Development Canada ~ 5.800% 2012-12-03 980 1,071 1,053 Bell Aliant Regional
Export Development Canada ~ 5.100% 2014-06-02 4,100 4,400 4,476 Communications, LP 4.720% 2011-09-26 1,086 1,087 1,108
Export Development Canada ~ 4.300% 2016-06-01 5,120 5211 5,507 Bell Aliant Regional
123,556 124,890 Communications, LP 6.170% 2037-02-26 2,290 2,288 2,190
Bell Canada 4.850% 2014-06-30 1,365 1,463 1,442
Bell Canada 3.600% 2015-12-02 645 644 646
PROVINCIALS (8.80%) Bell Canada 5.000%  2017-02-15 2,050 2,149 2,160
Alberta Capital Finance Broadway Credit Card Trust ~ 4.804% 2017-03-17 7,510 7,572 7,963
Authority 3.050% 2015-06-15 4,170 4,164 4,249 Brookfield Power Corp. 5.250% 2018-11-05 2,930 2,930 2,977
Alberta Treasury Branches 4.400% 2012-12-03 2,890 2,873 3,029 Caisse centrale Desjardins 3.114% 2014-12-04 2,245 2,245 2,256
Financement-Québec 5.250% 2034-06-01 1,215 1,265 1,337 Canadian Credit Card Trust 5.365% 2013-03-25 3,340 3,408 3,548
Financement-Québec, Canadian Imperial Bank of
Floating Rate 4.767% 2014-12-01 4,355 4,016 4,311 Commerce 5.000% 2012-09-10 4,300 4,563 4,502
Ontario Strategic Infrastructure Canadian Imperial Bank of
Financing Authority 4.700% 2037-06-01 1,950 1,946 1,908 Commerce 3.050% 2013-06-03 1,620 1,620 1,645
Province of British Columbia ~ 4.650% 2018-12-18 4,595 4,814 4,978 Canadian Imperial Bank of
Province of British Columbia ~ 5.700% 2029-06-18 3,765 4,191 4,491 Commerce 3.100% 2015-03-02 2,410 2,406 2,417
Province of British Columbia ~ 4.700% 2037-06-18 3,250 3,530 3,447 Canadian Imperial Bank of
Province of British Columbia ~ 4.950% 2040-06-18 35 38 39 Commerce, Fixed - Floating
Province of Manitoba 5.500% 2018-11-15 2,090 2,235 2,376 Rate 3.150% 2020-11-02 2,240 2,236 2,193
Province of New Brunswick ~ 4.700% 2016-07-21 2,700 2,753 2,936 CDP Finandial Inc.,
Province of New Brunswick ~ 4.800% 2039-09-26 1,230 1,168 1,303 Floating Rate 0.893% 2015-07-15 3,225 3,225 3,218
Province of Newfoundland 4.500% 2037-04-17 1,825 1,710 1,859 (I Financial Corp. 3.300% 2012-12-17 905 905 913
Province of Newfoundland 4.650% 2040-10-17 4,520 4,255 4,748 CIBC Capital Trust 9.976% 2108-06-30 920 1,170 1,162
Province of Nova Scotia 4.150% 2019-11-25 1,000 992 1,033 Enbridge Inc. 5.170% 2016-05-19 705 704 764
Province of Nova Scotia 4.500% 2037-06-01 3,250 3,246 3,277 Enbridge Inc. 4.530% 2020-03-09 5,510 5,476 5,584
Province of Ontario 4.750% 2013-06-02 1,890 2,025 2,011 EnCana Corp. 5.800% 2018-01-18 960 1,070 1,068
Province of Ontario 3.250% 2014-09-08 10,740 10,901 11,039 EPCOR Utilities Inc. 5.800% 2018-01-31 2,555 2,842 2,844
Province of Ontario 4.500% 2015-03-08 13,435 14,206 14,436 EPCOR Utilities Inc. 5.750% 2039-11-24 575 575 618
Province of Ontario 4.400% 2019-06-02 5,255 5,508 5,540 Fortis Inc. 6.510% 2039-07-04 1,822 2,154 2,146
Province of Ontario 4.200% 2020-06-02 7,600 7,629 1,837 FortisBC Inc. 5.480% 2014-11-28 2,900 2,923 3,165
Province of Ontario 4.700% 2037-06-02 4,920 4,965 5,162 GE Capital Canada
Province of Quebec 5.000% 2015-12-01 4,450 4,752 4,893 Funding Co. 4.375% 2012-09-28 2,605 2,721 2,690
Province of Quebec 4.500% 2016-12-01 7,250 7,487 7,799 GE Capital Canada
Province of Quebec 4.500% 2018-12-01 5,655 5,892 6,022 Funding Co. 4.240% 2015-06-08 795 818 817
Province of Quebec 6.250% 2032-06-01 3,000 3,354 3,759 GE Capital Canada
Province of Quebec 5.000% 2038-12-01 7,195 8,456 8,474 Funding Co. 5.680% 2019-09-10 3,210 3,211 3,436
Province of Quebec 5.000% 2041-12-01 2,890 3,003 3,176 Genesis Trust 4.245% 2011-09-15 590 590 600
Province of Quebec, Gloucester Credit Card Trust ~ 4.445% 2011-03-15 2,600 2,601 2,614
Real Return Bond 4.500% 2020-12-01 15,600 15,783 16,362 Golden Credit Card Trust 5.106% 2017-04-15 2,500 2,500 2,523
Province of Saskatchewan 6.300% 2032-02-13 4,790 5,875 6,122 Great-West Lifeco Inc. 6.670% 2033-03-21 1,555 1,671 1,798
Province of Saskatchewan 4.750% 2040-06-01 2,890 2,938 3,129 Greater Toronto Airports
145,970 151,082 Authority 7.100% 2031-06-04 2,130 2,198 2,670
Greater Toronto Airports
Authority 6.470% 2034-02-02 2,395 2,667 2,847
SUBSIDIZED (0.50%) HSBC Bank Canada 3558%  2017-10-04 1,065 1,065 1,045
City of Toronto 4.950% 2018-06-27 2,520 2,512 2,720 HSBC Financial Corp., Ltd. 4.800% 2011-04-13 2,500 2,433 2,519
Municipal Finance Authority of Husky Energy Inc. 3.750% 2015-03-12 670 670 683
British Columbia 4.650% 2016-04-19 2,690 2,753 2,908 Husky Energy Inc. 5.000% 2020-03-12 1,280 1,276 1,304
Municipalité de Lac-Beauport ~ 3.100% 2014-12-22 950 936 950 Hydro One Inc. 3.130% 2014-11-19 3,130 3,144 3,173
Ville de Gatineau 3.000% 2014-12-02 2,000 1,965 2,000 Hydro One Inc. 5.180% 2017-10-18 1,165 1,315 1,281
3166 8578 Hydro One Inc. 4400%  2020-06-01 4070 4079 4,184
- : Hydro One Inc. 5.490% 2040-07-16 990 1,003 1,078
Intact Financial Corp. 6.400% 2039-11-23 375 372 401
Laurentian Bank of Canada,
Fixed - Floating Rate 3.700% 2020-11-02 2,490 2,483 2,451
Loblaw Companies Ltd. 5.220% 2020-06-18 2,035 2,170 2,105
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Statement of Investment Portfolio (continued)
Face  Average Fair Face  Average Fair
As at December 31, 2010 Value Cost Value As at December 31, 2010 Value Cost Value
In thousands $ $ $ In thousands $ $ $
Loblavlfoompan'\e(s Lt‘d. ) 6.500% 2029-01-22 2,875 2,985 3,019 U.S. BONDS (0.09%)
Manulife Finance (Delaware), o
P Fixed - Floating Rate ~ 4.448%  2026-12-15 4350 4347 4357 CORPORATES (0.09%)
Manulife Finance (Delaware), Merrill Lynch & Co., Inc. 4.500% 2012-01-30 1,460 1,486 1,479
LP, Fixed - Floating Rate 5.059% 2041-12-15 3,440 3,175 2,874
Manulife Financial Capital y SHORT-TERM INVESTMENTS (4.93%) 84,544 84,545
Trust Il 7.405% 2108-12-31 1,600 1,600 1,748 0
Master Credit Card Trust 5.297% 2012-08-21 1,960 1,960 2,058 :;?:?; :\JI\E\T"/EASS?EV;ISENOT m/RTFOLIO (99.89%) 1,308,823 1'7151';3;
Metro Inc. 4.980% 2015-10-15 1,825 1,817 1,947 (0.11%) .
Metro Inc. 5.970%  2035-10-15 1,115 1,112 1,108 TOTAL NET ASSETS (100.00%) 1,717,434
Molson Coors Capital ) o .
Finance ULC 5.000% 2015-09-22 1,630 1753 1,723 The accompanying Notes to the Financial Statements are an integral part of these statements.
National Bank of Canada,
Fixed - Floating Rate 5.550% 2018-11-15 4,220 4,219 4,531
National Bank of Canada,
Fixed - Floating Rate 4.700% 2020-11-02 1,615 1,59 1,696
NAV CANADA 5.304% 2019-04-17 910 994 1,000
NBC Capital Trust 7.235% 2049-12-29 1,210 1,210 1,395
RBC Subordinated Notes Trust,
Fixed - Floating Rate 4.580% 2017-04-30 1,770 1,753 1,825
RioCan Real Estate Investment
Trust 5.230% 2013-03-11 3,300 3,300 3,429
Rogers Communications Inc. ~ 5.800% 2016-05-26 1,860 1,856 2,038
Rogers Communications Inc. ~ 4.700% 2020-09-29 2,110 2,098 2,070
Royal Bank of Canada 5.060% 2013-07-17 2,640 2,640 2,812
Royal Bank of Canada 3.270% 2014-11-10 2,170 2,170 2,206
Royal Bank of Canada 3.660% 2017-01-25 8,305 8,303 8,366
Royal Bank of Canada,
Fixed - Floating Rate 3.180% 2020-11-02 5,680 5,678 5,563
Scotiabank Capital Trust II,
Series 2003-1 6.282% 2049-02-28 2,240 2,388 2,419
Scotiabank Capital Trust,
Fixed - Floating Rate 5.250% 2017-11-01 1,440 1,536 1,514
Scotiabank Tier 1 Trust 7.802% 2108-06-30 645 645 741
Shaw Communications Inc. 6.500% 2014-06-02 795 876 874
Sobeys Inc. 7.160% 2018-02-26 970 1,161 1,119
Sobeys Inc. 6.640% 2040-06-07 680 679 698
Sun Life Assurance of Canada,
Fixed - Floating Rate 6.150% 2022-06-30 8,320 8917 8,728
Sun Life Financial Services of
Canada Inc.,
Fixed - Floating Rate 4.950% 2036-06-01 790 820 816
Suncor Energy Inc. 5.800% 2018-05-22 2,295 2,296 2,551
Superior Trust, Floating Rate ~ 1.987% 2016-09-28 1,893 1,893 1,633
TD Capital Trust IV 10.000% 2108-06-30 2,610 2,610 3,351
TELUS Corp. 5.050% 2019-12-04 1,860 1,850 1,895
The Consumers' Waterheater
Operating Trust 5.250% 2013-03-15 810 810 817
The Toronto-Dominion Bank ~ 4.970% 2104-10-30 1,745 1,749 1,843
The Toronto-Dominion Bank,
Fixed - Floating Rate 3.367% 2020-11-02 1,775 1,775 1,753
The Toronto-Dominion Bank,
Fixed - Floating Rate 5.828% 2023-07-09 1,000 1,000 1,113
The Toronto-Dominion Bank,
Fixed - Floating Rate 4.779% 2105-12-14 4,510 4,516 4,689
The Toronto-Dominion Bank,
Fixed - Floating Rate 5.763% 2106-12-18 1,780 1,787 1,938
Thomson Reuters Corp. 6.000% 2016-03-31 1,990 2,255 2,232
TransCanada PipeLines Ltd. 5.050% 2013-08-20 1,585 1,582 1,689
Wells Fargo Financial Canada
Corp. 3.970% 2014-11-03 2,490 2,490 2,547
230,971 236,864
MASTER ASSET VEHICLES (0.08%)
Master Asset Vehicle I,
Class A-1, Floating Rate 0.573% 2056-07-15 1,890 1,371 1,375
TOTAL CANADIAN BONDS 624,717 638,062
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Discussion of Financial Instrument
Risk Management

As at December 31, 2010 and 2009 (Note 2, Note 3 and Note 4)
(in thousands of dollars)

Investment Objectives

The Diversified Fund (the "Fund”) is invested in units of the Industrial Alliance
Diversified Fund (the “underlying segregated fund"), which is invested in underlying
funds as well as direct holdings of securities.

The investment strategy of the Fund focuses primarily on a judicious allocation of
Canadian and international equities and fixed income securities to meet the Fund’s
long-term return objective. Active management is designed to target the ideal
combination of capital growth and security based on trends in the economy and the
financial markets.

The risks presented below are calculated according to the share of the Fund's Net
Assets compared to the Net Assets of the underlying segregated fund.

Fair Value Measurements

The following tables are a summary of the inputs used, as at December 31, 2010
and 2009, on the Fund's assets carried at fair value. The inputs or methodology
used for valuing securities may not be an indication of the risk associated with
investing in those securities. For more information on valuation inputs, and their
aggregation into the levels, please refer to the Valuation of Investments section in
the accompanying Notes to the Financial Statements.

According to the hierarchy of fair value valuations, cash and bank overdraft are
always valuated according to level 1 parameters and are not part of the following
tables.

Credit Risk

As at December 31, 2010 and 2009, the Fund, through the direct holdings and the
underlying funds of its underlying segregated fund, had invested in debt instruments
with the following credit ratings:

Percentage of Percentage of
Net Assets Net Assets

Debt Instruments* as at December 31,2010 | as at December 31, 2009
by Credit Rating (%) (%)

AAA 16.18 19.95

AA 9.39 9.66

A 9.16 9.84

BBB 2.39 1.64

R1 4,93 3.52

Not rated 0.12 0.20

*Excludes other Net Assets
Credit ratings are obtained from DBRS, Standard & Poor’s or Moody's.
Liquidity Risk

As at December 31, 2010 and 2009, the Fund had no significant exposure to
liquidity risk, except as disclosed in Note 4 to the Financial Statements.

Interest Rate Risk

The tables below summarize the Fund'’s exposure, through the direct holdings and
the underlying funds of its underlying segregated fund, to interest rate risk by
remaining terms to maturity as at December 31, 2010 and 2009. If the prevailing
interest rates had been raised or lowered by 1%, assuming a parallel shift in the
yield curve, with all other factors remaining constant, the Net Assets would have
respectively decreased or increased by the amount presented under “Impact on Net

As at December 31, 2010 Assets.” The Fund's sensitivity to interest rate changes was estimated using the
weighted average duration of the portfolio. In practice, actual results may differ
Assets at Fair Value from this sensitivity analysis and the difference could be material.
Level 1 Level 2 Level 3 Total
— ) ) ) ) As at December 31, 2010
Equities - - - -
Non-
Investment funds 2,588 - - 2,588 15 6-10 510 | interest Impact on
Bonds - - <1year | years years years Bearing Total |Net Assets|
hortterm Tvestments - ® | ®) ® | ©® ® | ©®
— Investments 155 578 203 159 1,493 2,588 55
Derivative financial instruments - - - -
Total 2,588 - - 2,588 As at December 31, 2009
Non-
As at December 31, 2009 1-5 6-10 >10 interest Impact on
<1year | years years years Bearing Total |Net Assets|
Assets at Fair Value %) (9) %) %) (%) %) %)
Level 1 Level 2 Level 3 Total
) ©) ) %) Investments 103 687 204 3200 1,619 2,933 77
Equities - - - -
Investment funds 2,933 - - 2,933
Bonds - -
Short-term investments -
Derivative financial instruments - - - -
Total 2,933 - - 2,933

There were no significant transfers between the levels during the periods ended

December 31, 2010 and 2009.
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Discussion of Financial Instrument Other Price Risk
Risk Management (continued) As at December 31, 2010 and 2009, the estimated impact on the Net Assets of the
. Fund due to a reasonably possible change in benchmark, with all other variables
Currency Risk held constant, is presented in the tables below. In practice, actual results may differ

The tables below summarize the Fund's exposure, through the direct holdings and ~ from this sensitivity analysis and the difference could be material.
the underlying funds of its underlying segregated fund, to currency risk and the

impact on Net Assets as at December 31, 2010 and 2009, if the Canadian dollar had As at December 31, 2010

strengthened or weakened by 5% in relation to all foreign currencies, with all other

L . . . o Change in Exposure to Impact on Impact on
factors remaining constant. In practice, actual results may differ from this sensitivity Benchmark | Benchmark | NetAssets | Net Assets
analysis and the difference could be material. Benchmark (%) (%) (%) ($)

DEX 91 day Thill Index 1.00 5.00 0.05 1
As at December 31, 2010 DEX Universe Bond
Financial Currency Total Percentage of Impact on Index - 3.00 50.00 1.50 39
Instruments Contracts Exposure Net Assets Net Assets S&P/TSX Composite
Currency () ($) ($) (%) ($) Index 10.00 35.00 3.50 91
AUD 3 . 3 0.12 . MSCI - World Index
CHF 19 a 19 073 1 (Can. $) (net ret.) 10.00 10.00 1.00 26
EUR 80 - 80 3.08 4 As at December 31, 2009
GBP 48 - 48 1.86 2 Change in Exposure to Impact on Impact on
HKD 9 - 9 0.33 - Benchmark Benchmark Net Assets Net Assets
Benchmark (%) (%) (%) ($)
:ER : 1 88; DEX 91 day Thill Index 1.00 5.00 0.05 1
DEX Universe Bond
JPY 31 - 31 1.18 2 Index 3.00 50.00 1.50 44
KRW 6 - 6 0.24 - S&P/TSX Composite
MXN 1 B 1 0.03 B Index 10.00 35.00 3.50 103
NOK ° - ° 0.20 - (l\gﬁl $;/\£22td rleT.j)ex 10.00 10.00 1.00 29
SEK 4 - 4 0.14 -
SGD 6 - 6 0.23 -
TWD 3 - 3 0.12 -
usb 225 - 225 8.70 "
As at December 31, 2009
Financial Currency Total Percentage of Impact on
Instruments Contracts Exposure Net Assets Net Assets
Currency (%) $) $) (%) $)
AUD 5 - 5 0.15 -
BRL 4 - 4 0.15 -
CHF 25 1 26 0.89 1
CNY 1 - 1 0.04 -
DKK 14 - 14 0.48 1
EUR 81 - 81 2.76 4
GBP 44 - 44 1.49 2
HKD 9 - 9 0.32 -
ILS 8 - 8 0.26 -
JPY 17 - 17 0.57 1
KRW 14 - 14 0.48 1
NOK 4 - 4 0.13 -
PHP 1 - 1 0.04 -
RUB 1 - 1 0.05 -
SEK 10 - 10 0.35 1
SGD 6 - 6 0.20 -
TWD 4 - 4 0.14 -
usb 236 (1 235 8.00 12
See Note 4 to the Financial Statements for currency symbols.
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Diversified Funds

Diversified Opportunity
Ultraflex Il

Statements of Net Assets

As at December 31 2010 2009
In thousands (except number of units and per unit figures) $ $

Investments at fair value* 2,335 2,548
NET ASSETS PER UNIT

Individual annuities 19.90 18.48
UNITS OUTSTANDING

Individual annuities 117,352 137,862

* Investments, at average cost 1,850 2,158
Statements of Operations

For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $

REALIZED AND UNREALIZED GAIN (LOSS) ON INVESTMENTS

Realized gain (loss) on sale of investments 76 20
Change in unrealized gain (loss) of investments 95 530
INCREASE (DECREASE) IN NET ASSETS FROM OPERATIONS 171 550
Statements of Changes in Net Assets

For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $
NET ASSETS - BEGINNING OF THE PERIOD 2,548 2,343
Increase (decrease) in net assets from operations 171 550
CAPITAL UNIT TRANSACTIONS (Note 7)

Units issued 58 31

Units redeemed (442) (376)
INCREASE (DECREASE) IN NET ASSETS FOR THE PERIOD (213) 205
NET ASSETS - END OF THE PERIOD 2,335 2,548

The accompanying Notes to the Financial Statements are an integral part of these statements.
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Diversified Funds

Diversified Opportunity

Ultraflex Il
Statement of Investment Portfolio
Number  Average Fair Number  Average Fair
As at December 31, 2010 of Securities Cost Value As at December 31, 2010 of Securities Cost Value
In thousands (except number of securities) $ $ In thousands (except number of securities) $ $
SEGREGATED FUND (100.00%)
Industrial Alliance Diversified Opportunity Fund 117,352 1,850 2,335 CONSUMER STAPLES (0.27%)
Loblaw Companies Ltd. 14,800 578 596
INDUSTRIAL ALLIANCE DIVERSIFIED OPPORTUNITY FUND FINANCIALS (15.49%)
Statement of Investment Portfolio AGF Management Ltd., Class B, NV 69,300 1,284 1,350
Number Average Fair Bank of Montreal 65,000 2,475 3,733
As at December 31, 2010 of Securities Cost Value Bank of Nova Scotia 88,800 2,618 5,065
In thousands (except number of securities) $ $ Brooljield Propertlies CErpf. 35,700 536 623
0 Canadian Imperial Bank of Commerce 49,300 2,965 3,856
CANADIAN EQUITIES (55'65 /°) Manulife Financial Corp. 141,000 2,675 2,411
ENERGY (15.30%) National Bank of Canada 21,600 745 1477
ARC Energy Trust 29,200 727 742 Power Corporation of Canada, SV 53,900 875 1,488
Birchdliff Energy Ltd. 100,000 522 953 Royal Bank of Canada 125,300 4,069 6,541
Cameco Corp. 59,000 1,766 2,375 Sun Life Financial Services of Canada Inc. 68,500 1,746 2,056
Canadian Natural Resources Ltd. 115,500 2,401 5113 The Toronto-Dominion Bank 77,400 3,687 5,736
Canadian Oil Sands Trust 60,000 1,629 1,586 23,675 34,336
Cenovus Energy Inc. 94,514 2,481 3,132
Crew Energy Inc. 37,000 706 706
EnCana Corp. 31014 1876 2643  INFORMATION TECHNOLOGY (2.08%)
Ensign Energy Services Inc. 47,400 891 712 CGl Group Inc., Class A, SV 36,700 391 630
Husky Energy Inc. 39,000 1,272 1,033 Open Text Corp. 15,000 466 684
Imperial Oil Ltd. 28,000 1,349 1,135 Research In Motion Ltd. 43,400 2,326 2,520
Nexen Inc. 88,100 2,302 2,007 Sierra Wireless 52,700 830 783
PetroBakken Energy Ltd. 31,900 713 693 4013 4617
Precision Drilling Corp. 87,200 500 837
Progress Energy Resources Corp. 47,800 505 607
Suncor Energy Inc. 169,356 5,544 6,466 TELECOMMUNICATION SERVICES (0.85%)
Talisman Energy Inc. 133,100 2,175 2,943 BCE Inc. 37,907 947 1,339
Uranium One Inc. 49,500 258 235 TELUS Corp. 11,800 414 537
27,617 33,918 1,361 1,876
TOTAL CANADIAN EQUITIES 88,902 123,355
MATERIALS (14.24%)
Agnico-Eagle Mines Ltd. 14,500 851 1,109 U.S. EQUITIES - INVESTMENT FUND (5.15%)
Agrium Inc. 28,100 1,095 2,571 Industrial Alliance U.S. Equity Fund 1,307,285 10,894 11,406
Barrick Gold Corp. 89,019 3,321 4721
Consolidated Thompson Iron Mines Ltd. 21,200 160 298 : 0,
Eldorado Gold Carp. 43800 50 810 FORE.IGN.EQUITIESA INVE_STMENT FUND (15.12%)

- - Industrial Alliance International Equity Fund 526,862 5,623 6,898
First Quantum Minerals Ltd. 6,400 465 690 MB Global Eauity Fund 732536 10519 8’844
Gammon Gold Inc. 28,400 302 B0 Jleton Mester Tust Fund, Series 199,690 21969 17,770
Goldcorp Inc. 64,500 2,467 2,954 P ! ] ! !
HudBay Minerals Inc. 61,800 392 1,110 TOTAL FOREIGN EQUITIES - INVESTMENT FUND 38,111 33,512
IAMGold Corp. 29,700 464 525
Inmet Mining Corp. 17,200 1,021 1,328 Face  Average Fair
Kinross Gold Corp. 100,200 1,846 1,890 Value Cost Value
Methanex Corp. 20,500 492 618 $ $ $
North American Palladium Ltd. 18,900 122 130 0
Potash Corporation of Saskatchewan Inc. 33,000 3,073 5,092 CANADIAN BONDS (20.13%)

Quadra FNX Mining Ltd. 136,417 1,835 2,280 FEDERAL GOVERNMENT (2.14%)
Sherritt International Corp. 118,600 1,027 998 Government of Canada 2.000% 2016-06-01 1,510 1,495 1,469
Teck Resources Ltd., Class B, SV 42,913 1,204 2,645 Government of Canada 3.750% 2019-06-01 380 408 400
Thompson Creek Metals Co., Inc. 64,700 653 943 Government of Canada 3.250% 2021-06-01 1,270 1,269 1,273
Yamana Gold Inc. 48,900 565 623 Government of Canada 5.000% 2037-06-01 1,300 1,617 1,613
21,897 31,565 4,789 4,755
INDUSTRIALS (4.44%) FEDERAL GUARANTEE (5.11%)
Bombardier Inc, Class B, SV 145,600 679 728 Canada Housing Trust 4.550%  2012-12-15 930 986 978
Canadian National Railway Co. 57,400 1,155 3,803 Canada Housing Trust 3.550% 2013-09-15 1,960 2,018 2,037
Canadian Pacific Railway Co. 27,600 814 1,783 Canada Housing Trust 3.150% 2014-06-15 650 650 669
Finning International Inc. 52,400 1,053 1,415 Canada Housing Trust 2.950% 2015-03-15 1,410 1,411 1,436
Russel Metals Inc. 54,400 593 1,245 Canada Housing Trust 2.450% 2015-12-15 1,070 1,067 1,058
SNC-Lavalin Group Inc. 14,600 495 867 Canada Housing Trust,
4,789 9,841 Floating Rate 3.202% 2013-06-15 1,970 1,966 1,967
Export Development Canada ~ 5.800% 2012-12-03 1,060 1,160 1,139
Export Development Canada ~ 5.100% 2014-06-02 500 536 546
CONSUMER DISCRETIONARY (2.98%) Export Development Canada 4.300%  2016-06-01 1390 1415 1495
Canadian Tire Corporation Ltd., Class A, NV 19,800 1,179 1,350 11209 11325
Gildan Activewear Inc. 21,600 549 612 - :
Magna International Inc., Class A, SV 56,000 1,478 2,898
RONA Inc. 41,600 438 587
Thomson Reuters Corp. 31,200 1,278 1,159
4,972 6,606
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Diversified Funds

Diversified Opportunity

Ultraflex II

Statement of Investment Portfolio (continued)

Face  Average Fair Face  Average Fair
As at December 31, 2010 Value Cost Value As at December 31, 2010 Value Cost Value
In thousands $ $ $ In thousands $ $ $
PROVINCIALS (2.64%) National Bank of Canada,
Ontari . Fixed - Floating Rate 5.550% 2018-11-15 390 390 419

ntario Strategic Infrastructure RBC Subordinated Notes Trust
Financing Authority 4.700% 2037-06-01 400 400 391 At ' o AL
; : o Fixed - Floating Rate 4.580% 2017-04-30 310 310 320
Province of Manitoba 5.500% 2018-11-15 680 725 173 RioCan Real Estate Investment
Province of New Brunswick ~ 4.800%  2039-09-26 290 275 308 o-an .
. K Trust 5.230% 2013-03-11 400 400 416
Province of Newfoundland 4.650% 2040-10-17 520 486 546 R I o
Province of Nova Scotia 4.150% 2019-11-25 790 287 300 ogers Communications Inc. ~ 5.800% 2016-05-26 500 499 547
0
Provi : o Royal Bank of Canada 5.060% 2013-07-17 430 430 458

rovince of Nova Scotia 4.500% 2037-06-01 520 519 525 o
Provi ; o Royal Bank of Canada 3.270% 2014-11-10 540 540 549

rovince of Ontario 4.400% 2019-06-02 700 753 738 Roval Bank of Canada 3.660% 2017-01-25 470 470 474
Province o; QueEec 6.250% 2032-06-01 470 525 589 Ro;al Bank of Canada e
Province of Quebec, Lo At ' o 11

Real Retur Bond 4500%  2020-12:01 500 499 54 Fied. Floating Rate e e e =
Province of Saskatchewan 6.300% 2032-02-13 300 368 383 Sun Lyife Assurance of Canada, ’

. K ,
Province of Saskatchewan 4.750% 2040-06-01 710 722 768 Fixed - Floating Rate 6.150% 2022-06-30 300 321 315
5,559 5,845 Superior Trust, Floating Rate ~ 1.987%  2016-09-28 544 544 469
TELUS Corp. 5.050% 2019-12-04 280 278 285
SUBSIDIZED (0.42%) Thg ConsumFrS' e 5250%  2013-03-15 110 110 110

) ) perating Trust .250% -03-

aﬁyn%;g‘rt;?;gnce aithoriy 4.950% 2018-06-27 420 419 453 The Toronto-Dominion Bank,
T - i 0 -12-
of Biitsh Columbia 4650%  2016-04-19 440 15 476 W@ﬁsiar;'ga;i'n”agngi}%anada A779% - 21051214 %0 %1108
871 929 Corp. 3.970% 2014-11-03 380 380 389
21,062 21,557
CORPORATES (9.72%)
407 International Inc. 4300%  2021-05-26 480 472 478 MASTER ASSET VEHICLES (0.10%)
407k|ntfernat\'0na|‘ Inc. 5.750% 2036-02-14 540 534 565 Master Asset Vehicle Il
Bank of Montrea 4.960% 2011-07-14 430 430 437 o n 0
Bank of Montreal 3490% 2016-06-10 400 400 401 Class A-1, Floating Rate 0.573% 2056-07-15 302 219 219
Bank of Montreal 6.020%  2018-05-02 310 349 35 TOTAL CANADIAN BONDS 43,709 44,630
Bank of Montreal,

Fixed - Floating Rate 6.170% 2023-03-28 1,080 1,080 1,219 SHORT-TERM INVESTMENTS (3.85%) 8,529 8,529
Bank of Nova Scotia 5.040%  2013-04-08 600 604 636 TOTAL INVESTMENT PORTFOLIO (99.90%) 190,145 221,432
Bank of Nova Scot!a 3.340% 2015-03-25 690 690 697 OTHER NET ASSETS (0.10%) 226
Bank of Nova Scotia,

Fixed - Floating Rate 4990%  2018-03-27 200 200 210 TOTAL NET ASSETS (100.00%) 221,658
B(Elgﬁr\r:mtn ifig%lgg s l P 4.720% 2011-09-26 178 178 182 The accompanying Notes to the Financial Statements are an integral part of these statements.

Bell Aliant Regional

Communications, LP 6.170% 2037-02-26 380 380 363
Bell Canada 5.000% 2017-02-15 310 325 326
Broadway Credit Card Trust ~ 4.804% 2017-03-17 200 201 212
Brookfield Power Corp. 5.250% 2018-11-05 450 449 457
Canadian Imperial Bank of

Commerce 5.000% 2012-09-10 700 741 733
Canadian Imperial Bank of

Commerce 3.050% 2013-06-03 240 239 243
Canadian Imperial Bank of

Commerce 3.100% 2015-03-02 360 359 361
Canadian Imperial Bank of

Commerce,

Fixed - Floating Rate 3.150% 2020-11-02 400 399 392
Enbridge Inc. 4.530% 2020-03-09 460 455 466
Fortis Inc. 6.510% 2039-07-04 280 331 330
FortisBC Inc. 5.480% 2014-11-28 500 500 546
GE Capital Canada

Funding Co. 5.680% 2019-09-10 520 520 557
Gloucester Credit Card Trust ~ 4.445% 2011-03-15 600 600 604
Golden Credit Card Trust 5.106% 2017-04-15 500 500 505
HSBC Financial Corp., Ltd. 4.800% 2011-04-13 690 671 695
Husky Energy Inc. 3.750% 2015-03-12 100 100 102
Husky Energy Inc. 5.000% 2020-03-12 190 189 194
Hydro One Inc. 3.130% 2014-11-19 470 472 476
Hydro One Inc. 4.400% 2020-06-01 620 622 637
Laurentian Bank of Canada,

Fixed - Floating Rate 3.700% 2020-11-02 110 109 108
Manulife Finance (Delaware),

LP, Fixed - Floating Rate 4.448% 2026-12-15 700 700 701
Manulife Finance (Delaware),

LP, Fixed - Floating Rate 5.059% 2041-12-15 320 320 268
Manulife Financial Capital

Trust Il 7.405% 2108-12-31 230 230 251
Master Credit Card Trust 5.297% 2012-08-21 320 320 336
National Bank of Canada 4.030% 2015-05-26 270 270 281
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Diversified Funds

Diversified Opportunity
Ultraflex Il

Discussion of Financial Instrument
Risk Management

As at December 31, 2010 and 2009 (Note 2, Note 3 and Note 4)
(in thousands of dollars)

Investment Objectives

The Diversified Opportunity Fund (the “Fund”) is invested in units of the Industrial
Alliance Diversified Opportunity Fund (the “underlying segregated fund”), which is
invested in underlying funds as well as direct holdings of securities.

The objective of the Fund is to maximize long-term returns while minimizing risks
through a careful allocation of Canadian and international equities and fixed-income
securities. The advisor typically favours equities over fixed-income securities, but has
above-average flexibility in terms of asset allocation in order to position the Fund
in a beneficial situation given trends in the economy and financial markets.

The risks presented below are calculated according to the share of the Fund's Net
Assets compared to the Net Assets of the underlying segregated fund.

Fair Value Measurements

The following tables are a summary of the inputs used, as at December 31, 2010
and 2009, on the Fund’s assets carried at fair value. The inputs or methodology
used for valuing securities may not be an indication of the risk associated with
investing in those securities. For more information on valuation inputs, and their
aggregation into the levels, please refer to the Valuation of Investments section in
the accompanying Notes to the Financial Statements.

According to the hierarchy of fair value valuations, cash and bank overdraft are
always valuated according to level 1 parameters and are not part of the following
tables.

As at December 31, 2010

Credit Risk

As at December 31, 2010 and 2009, the Fund, through the direct holdings and the
underlying funds of its underlying segregated fund, had invested in debt instruments
with the following credit ratings:

Percentage of Percentage of
Net Assets Net Assets

Debt Instruments* as at December 31,2010 | as at December 31, 2009
by Credit Rating (%) (%)

AAA 8.46 12.06

AA 5.51 5.52

A 4.66 4.43

BBB 1.50 1.78

R1 3.85 4.77

Not rated - 0.01

*Excludes other Net Assets
Credit ratings are obtained from DBRS, Standard & Poor's or Moody's.
Liquidity Risk

As at December 31, 2010 and 2009, the Fund had no significant exposure to
liquidity risk, except as disclosed in Note 4 to the Financial Statements.

Interest Rate Risk

The tables below summarize the Fund's exposure, through the direct holdings and
the underlying funds of its underlying segregated fund, to interest rate risk by
remaining terms to maturity as at December 31, 2010 and 2009. If the prevailing
interest rates had been raised or lowered by 1%, assuming a parallel shift in the
yield curve, with all other factors remaining constant, the Net Assets would have
respectively decreased or increased by the amount presented under “Impact on Net
Assets.” The Fund's sensitivity to interest rate changes was estimated using the
weighted average duration of the portfolio. In practice, actual results may differ

There were no significant transfers between the levels during the periods ended
December 31, 2010 and 2009.

INDUSTRIAL ALLIANCE SEGREGATED FUNDS — ULTRAFLEX PRODUCTS

Assets at Fair Value from this sensitivity analysis and the difference could be material.
Level 1 Level 2 Level 3 Total
— ) ) ) ) As at December 31, 2010
Equities - - - -
Investment funds 2,335 2,335 15 | 610 | »10 on- Impact on
Bonds - - - - <1year | years years years | Bearing Total |NetAssets
Short-term investments - - - i (9) ($) (%) (O] (%) () ($)
— Investments 119 264 91 90| 1,771 2335 27
Derivative financial instruments - -
Total 2,335 2,335 As at December 31, 2009
Non-
As at December 31, 2009 1-5 6-10 >10 interest Impact on
<1year | years years years | Bearing Total |Net Assets
Assets at Fair Value $) $) $) ($) $) %) %)
Level 1 Level 2 Level 3 Total
©) 9 ©) %) Investments 130 297 162 139 1,820] 2,548 36
Equities - .
Investment funds 2,548 2,548
Bonds - -
Short-term investments - - - -
Derivative financial instruments - -
Total 2,548 2,548
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Diversified Funds

Diversified Opportunity
Ultraflex Il

Discussion of Financial Instrument
Risk Management (continued)

Currency Risk

The tables below summarize the Fund's exposure, through the direct holdings and
the underlying funds of its underlying segregated fund, to currency risk and the
impact on Net Assets as at December 31, 2010 and 2009, if the Canadian dollar had
strengthened or weakened by 5% in relation to all foreign currencies, with all other

Other Price Risk

As at December 31, 2010 and 2009, the estimated impact on the Net Assets of the
Fund due to a reasonably possible change in benchmark, with all other variables
held constant, is presented in the tables below. In practice, actual results may differ
from this sensitivity analysis and the difference could be material.

As at December 31, 2010

L . R . o Change in Exposure to Impact on Impact on
factors remaining constant. In practice, actual results may differ from this sensitivity Benchmark | Benchmark | NetAssets | Net Assets
analysis and the difference could be material. Benchmark (%) (%) (%) ($)

DEX 91 day Thill Index 1.00 5.00 0.05 1
As at December 31, 2010 DEX Universe Bond
Financial Currency Total Percentage of Impact on Index - 3.00 30.00 0.90 21
Instruments Contracts Exposure Net Assets Net Assets S&P/TSX Composite
Currency ($) ($) ($) (%) (©)] Index 10.00 50.00 5.00 117
AUD 3 - 3 0.13 - MSCI - World Index
CHF 20 N 20 0.85 1 (Can. $) (net ret.) 10.00 15.00 1.50 35
EUR 84 - 84 3.60 As at December 31, 2009
GBP 51 - 51 2.17 3 Change in Exposure to Impact on Impact on
HKD 9 - 9 0.38 Benchmark Benchmark Net Assets Net Assets
Benchmark (%) (%) (%) (%)
:fSR 1 - 1 882 - DEX 91 _day Thill Index 1.00 5.00 0.05 1
DEX Universe Bond
JPY 32 - 32 137 2 Index 3.00 30.00 0.90 23
KRW 6 6 0.28 S&P/TSX Composite
MXN 1 1 0.04 Index 10.00 50.00 5.00 127
NOK > > 0.23 ('\gil $¥¥22‘?r23ex 10.00 15.00 1.50 38
SEK 4 4 0.17
SGD 6 6 0.27
TWD 3 3 0.14 -
usb 236 - 236 10.10 12
As at December 31, 2009
Financial Currency Total Percentage of Impact on

Instruments Contracts Exposure Net Assets Net Assets
Currency $) ($) ($) (%) $)

AUD 4 - 4 0.18
BRL 4 - 4 0.18 -
CHF 25 1 26 1.00 1
CNY 1 - 1 0.04 -
DKK 13 - 13 0.52 1
EUR 84 - 84 3.28 4
GBP 45 45 1.76 2
HKD 9 9 0.37
ILS 7 7 0.29
JPY 17 17 0.67 1
KRW 14 14 0.54 1
NOK 4 4 0.16
PHP 1 1 0.05
RUB 1 1 0.05
SEK 10 10 0.41 1
SGD 6 6 0.24
TWD 4 - 4 0.16 -
usb 236 (1 235 9.24 12

See Note 4 to the Financial Statements for currency symbols.
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Diversified Funds

Fidelity Canadian Asset Allocation

Ultraflex Il
Statements of Net Assets Statement of Investment Portfolio
As at December 31 2010 2009 Number  Average Fair
In thousands (except number of units and per unit figures) $ $ As at December 31,2010 of Securities Cost Value
Investments at fair value* 3,904 4,344 In thousands (except number of securities) $ $
NET ASSETS PER UNIT SEGREGATED FUND (100.00%)
Individual annuities 16.11 14.84 Industrial Alliance Fidelity Canadian Asset Allocation Fund 242,339 2,684 3,904
UNITS OUTSTANDING
Individual annuities 242,339 292,770
* Investments, at average cost 2,684 3,211 INDUSTRIAL ALLIANCE FIDELITY CANADIAN ASSET ALLOCATION FUND
Statement of Investment Portfolio
. Number  Average Fair
Statements of Operatlons As at December 31, 2010 of Securities Cost Value
. In thousands (except number of securities) $ $
IFr?rthtgisgenr(\josds ended December 31 (Note 1) 2012 2002 INVESTMENT FUND (99.910/0) .
REALIZED AND UNREALIZED GAIN (LOSS) ON INVESTMENTS z'ﬂﬂ';chTaEn;&'i';lcsésmlé’;a;'sonﬁgﬂ; Series 0 18,448,501 4329 3;8 4822 '(133
Realized gain (loss) on sale of investments 230 134 . (0.42%) ! r
Change in unrealized gain (loss) of investments 87 il TOTAL INVESTMENT PORTFOLIO (100.33%) 441,910 484,131
INCREASE (DECREASE) IN NET ASSETS FROM OPERATIONS 317 905 OTHER NET ASSETS (-0.33%) (1,587)
TOTAL NET ASSETS (100.00%) 482,544
Statements of Changes in Net Assets
For the periods ended December 31 (Note 1) 2010 2009 FIDELITY CANADIAN ASSET ALLOCATION FUND
In thousands $ $ Top 25 Holdings of the Underlying Fund
NET ASSETS - BEGINNING OF THE PERIOD 4,344 4,065 )
Increase (decrease) in net assets from operations 317 905 As at December 31. 2010 o Sé\lctrrri]g:sr AverCaogsi or t{gl?g
ﬁg’:ggt;é”” TRANSACTIONS (Note 7) 17 5 In thousands (exce;;t number of securities) $
Units redeemed (904) (682) Canadian Natural Resources Ltd. 9,040,900 287,618 2.89%
The Toronto-Dominion Bank 5379,300 322,324 2.88%
INCREASE (DECREASE) IN NET ASSETS FOR THE PERIOD (440) 279 suncor Energy Inc. 10123212 349,820 2.79%
NET ASSETS - END OF THE PERIOD 3,904 4,344 Teck Resources Ltd., Class B, SV 5,727,740 132,300 2.55%
Th o N e Financial ) / fh Bank of Nova Scotia 6,188,600 316,029 2.55%
e accompanying otes to the Financial Statements are an /megra parto these statements. Canadian Imperial Bank Of Commerce 4,088,270 281,317 231%
Yamana Gold Inc. 23,227,434 267974 2.14%
Barrick Gold Corp. 5,397,500 232,992 2.07%
Potash Corporation of Saskatchewan Inc. 1,834,200 145,358 2.04%
BCE Inc. 7,275,900 220,770 1.85%
Goldcorp Inc. 4,867,300 187,258 1.61%
Canadian Pacific Railway Co. 3,222,080 195,249 1.50%
Rogers Communications Inc., Class B, NV 5,579,490 160,686 1.39%
Brookfield Asset Management Inc. 5,026,550 173,597 1.20%
Bank of Montreal, Class A 2,855,700 173,144 1.18%
Talisman Energy Inc. 7,386,520 96,752 1.18%
Agnico-Eagle Mines Ltd. 2,113,300 160,099 1.17%
Enbridge Inc. 2,849,600 129,545 1.16%
Agrium Inc. 1,674,100 94,537 1.10%
EnCana Corp. 5,261,090 138,219 1.10%
Research In Motion Ltd. 2,363,820 94,999 0.99%
Cenovus Energy Inc. 4,067,890 107,109 0.98%
Bombardier Inc., Class B, SV 26,557,760 128,292 0.96%
Manulife Financial Corp. 7,559,270 200,685 0.93%
TransCanada Corp. 3,002,400 104,337 0.82%
4,701,010 41.34%
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Diversified Funds

Fidelity Canadian Asset Allocation
Ultraflex II

Discussion of Financial Instrument
Risk Management

As at December 31, 2010 and 2009 (Note 2, Note 3 and Note 4)
(in thousands of dollars)

Investment Objectives

The Fidelity Canadian Asset Allocation Fund (the “Fund”) is invested in units of the
Industrial Alliance Fidelity Canadian Asset Allocation Fund (the “underlying
segregated fund”), which is invested in units of Fidelity Canadian Asset Allocation
Fund (the "underlying fund"), which is managed by Fidelity Investments.

The Fund aims to achieve high investment returns by investing in equity securities,
fixed-income securities and money market instruments. The Fund invests primarily
in Canadian securities.

The risks presented below are calculated according to the share of the Fund's Net
Assets compared to the Net Assets of the underlying segregated fund.

Fair Value Measurements

The following tables are a summary of the inputs used, as at December 31, 2010
and 2009, on the Fund’s assets carried at fair value. The inputs or methodology
used for valuing securities may not be an indication of the risk associated with
investing in those securities. For more information on valuation inputs, and their
aggregation into the levels, please refer to the Valuation of Investments section in
the accompanying Notes to the Financial Statements.

According to the hierarchy of fair value valuations, cash and bank overdraft are
always valuated according to level 1 parameters and are not part of the following
tables.

As at December 31, 2010

Credit Risk

As at December 31, 2010 and 2009, the Fund, through its underlying fund, had
invested in debt instruments with the following credit ratings:

Percentage of Percentage of
Net Assets Net Assets

Debt Instruments* as at December 31,2010 | as at December 31, 2009
by Credit Rating (%) (%)
AAA 8.69 7.41
AA 5.07 5.64
A 6.73 7.31
BBB 3.47 3.76
BB 1.49 1.41
B 2.55 2.12
CCC 0.92 1.34
R1 0.42
Not rated 0.85 2.03

*Excludes other Net Assets

Credit ratings are obtained from DBRS, Standard & Poor's or Moody's.

Liquidity Risk

As at December 31, 2010 and 2009, the Fund had no significant exposure to
liquidity risk, except as disclosed in Note 4 to the Financial Statements.

Interest Rate Risk

The tables below summarize the Fund's exposure, through its underlying fund, to
interest rate risk by remaining terms to maturity as at December 31, 2010 and 2009.
If the prevailing interest rates had been raised or lowered by 1%, assuming a parallel
shift in the yield curve, with all other factors remaining constant, the Net Assets

There were no significant transfers between the levels during the periods ended

December 31, 2010 and 20009.

INDUSTRIAL ALLIANCE SEGREGATED FUNDS — ULTRAFLEX PRODUCTS

Assets at Fair Value would have respectively decreased or increased by the amount presented under
Level 1 Level 2 Level 3 Total “Impact on Net Assets.” The Fund's sensitivity to interest rate changes was estimated
) ) ) ) using the weighted average duration of the portfolio. In practice, actual results may
Equities _ _ _ _ differ from this sensitivity analysis and the difference could be material.
Investment funds 3,904 - - 3,904
Bonds - B As at December 31, 2010
= i - - - _ Non-
ShO.rt t(.?l’m .mveSFme.mS 1-5 6-10 >10 | interest Impact on
Derivative financial instruments - - - - <1year | years years years Bearing Total |Net Assets
Total 3904 _ _ 3904 () (03] ) ) () )
Investments 56 500 245 377| 2,726| 3,904 98
As at December 31, 2009
As at December 31, 2009
Assets at Fair Value Non-
Level 1 Level 2 Level 3 Total 1-5 6-10 >10 interest Impact on
($) ($) () 8 <1year | years years years | Bearing | Total |NetAssets|
Equities - - (%) ) ) ) (%) )
Investment funds 4344 _ _ 4344 Investments 66 852 208 159| 3,059| 4,344 108
Bonds - - - -
Short-term investments - - - -
Derivative financial instruments - - - -
Total 4,344 - - 4,344
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Discussion of Financial Instrument Other Price Risk

Risk Management (continued) As at December 31, 2010 and 2009, the estimated impact on the Net Assets of the
Fund due to a reasonably possible change in benchmark, with all other variables
held constant, is presented in the tables below. In practice, actual results may differ
The tables below summarize the Fund's exposure, through its underlying fund, to ~ from this sensitivity analysis and the difference could be material.

currency risk and the impact on Net Assets as at December 31, 2010 and 2009, if

the Canadian dollar had strengthened or weakened by 5% in relation to all foreign As at December 31, 2010

currencies, with all other factors remaining constant. In practice, actual results may

Currency Risk

differ from this sensitivity analysis and the difference could be material. Bceh:c';,?:;ﬂ( E,;’g:,ﬁ::,z:f ,I\Ef chts:t'; ,I\,";f Zii:t'l
Benchmark (%) (%) (%) ($)
As at December 31, 2010 DEX 91 day Thill Index 1.00 5.00 0.05 2
P— DEX Universe Bond
Financial Currency Total Percentage of Impact on
Instruments Contracts Exposure Net Assets Net Assets Index 3.00 30.00 0.90 35
Currency ($) O] ®) (%) %) S&P/TSX Capped
BRL 4 - 4 0.09 - Composite Index 10.00 65.00 6.50 254
CHF 21 - 21 0.54 ! As at December 31, 2009
EUR 45 - 45 115 2 Change in Exposure to Impact on Impact on
GBP 4 - 4 0.09 - Benchmark | Benchmark | NetAssets Net Assets
JPY 162 - 162 4.16 8 Be“"‘g‘a:‘ i (4) > ) = (%()) . 6) .
DEX 91 day Thill Index 1. 5. .05
usb 818 - 818 20.94 41
DEX Universe Bond
As at December 31, 2009 Index 3.00 30.00 0.90 39
Financial c Total Percentage of | Impact SGPITSX Capped
Inanciai urrency ota ercentage o mpact on H
Instruments Contracts Exposure Net Assets Net Assets Comp05|te Index 10.00 65.00 6.50 282
Currency $) $) $) (%) $)
BRL 6 6 0.13
GBP 4 4 0.09
INR 2 - 2 0.05 -
usb 664 - 664 15.29 33
See Note 4 to the Financial Statements for currency symbols.
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Statements of Net Assets

As at December 31 2010 2009
In thousands (except number of units and per unit figures) $ $
Investments at fair value* 3,730 3,945
NET ASSETS PER UNIT

Individual annuities 19.66 17.28
UNITS OUTSTANDING

Individual annuities 189,758 228,366
* Investments, at average cost 2,767 3,292
Statements of Operations

For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $
REALIZED AND UNREALIZED GAIN (LOSS) ON INVESTMENTS

Realized gain (loss) on sale of investments 171 (26)
Change in unrealized gain (loss) of investments 310 1,188
INCREASE (DECREASE) IN NET ASSETS FROM OPERATIONS 481 1,162
Statements of Changes in Net Assets

For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $
NET ASSETS - BEGINNING OF THE PERIOD 3,945 3,496
Increase (decrease) in net assets from operations 481 1,162
CAPITAL UNIT TRANSACTIONS (Note 7)

Units issued 232 105
Units redeemed (928) (818)
INCREASE (DECREASE) IN NET ASSETS FOR THE PERIOD (215) 449
NET ASSETS - END OF THE PERIOD 3,730 3,945

The accompanying Notes to the Financial Statements are an integral part of these statements.
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Statement of Investment Portfolio
Number  Average Fair Number  Average Fair
As at December 31, 2010 of Securities Cost Value As at December 31,2010 of Securities Cost Value
In thousands (except number of securities) $ $ In thousands (except number of securities) $ $
SEGREGATED FUND (100.00%) Macarthur Minerals Ltd. 15,000 40 46
Industrial Alliance Diversified Income Fund 189,758 2,767 3,730 Methanex Corp. 14,600 361 440
New Hana Copper Mining Ltd. 26,800 15 33
Osisko Mining Corp. 41,400 495 599
Potash Corporation of Saskatchewan Inc. 20,200 2,692 3,117
INDUSTRIAL ALLIANCE DIVERSIFIED INCOME FUND Quadra FN)E Mining Ltd. 28100 374 470
Stat tofl tment Portfoli Queenston Mining Inc. 43,500 240 256
atement of Investment Fortiolio Number  Average e Sino-Forest Corp. 25,800 420 600
As at December 31,2010 of Securities Cost Value Teck Resources Ltd., Class B, SV 26,201 861 1614
In thousands (except number of securities) $ $ Yamana Gold Inc. 45,700 560 282
CANADIAN EQUITIES (75.08%) 18813 24,009
ENERGY (24.37%) 0
Angle Energy Inc. 55,700 408 459 INDUSTRIALS (6.61%)
ARC Energy Trust 128200 299 3258 Badger Income Fund 25,000 290 474
Baytex Energy Trust 76,500 1612 3564 Bird Construction Income Fund 32,700 873 1,203
Bonavista Energy Trust 109,100 3319 3,138 Black Diamond Group Ltd. 43,500 311 935
Cameco Corp. 23,700 642 954 Bombqrdler \ﬂ‘C., Class. B, SV 115,600 493 578
Canadian Natural Resources Ltd. 61,700 2,043 2,731 Canadian National Railway Co. 27,000 1,543 1,789
Canadian Oil Sands Trust 115200 3040 3,046 Canadian Pacific Railway Co. 13,600 798 878
Canyon Services Group Inc. 40,000 133 433 Cargojet Income Fund 48,600 182 408
Cenovus Energy Inc. 43,200 1,219 1,431 Churchill Corp., Class A 20,400 367 370
Crescent Point Energy Corp. 15,300 597 676 GENIVAR Income Fund 37,200 676 1124
Crew Energy Inc. 24,100 285 459 IBI Income Fund ) 74,400 1,003 1,001
Emerge OIf & Gas Inc. 112700 47 405 Rocky Mountain Dealerships Inc. 46,200 410 a1
Enbridge Inc 181500 871 1040 SNC-Lavalin GI’OUP Inc. 9,100 429 541
EnCana COT[I) 36,400 1179 1'057 TransForce Inc. 45,200 292 567
Enerplus Resources Fund . T T Vicwest Income Fund 52,000 393 787
Fort Chicago Energy Partners LP, Class A 40,000 428 476 8,060 11,066
GasFrac Energy Services Inc. 68,100 426 621
F#;E%i”é?%é“ B o o CONSUMER DISCRETIONARY (2.08%)
Inter Pipeline Fund, Class A 83,000 698 1,237 Astral Media Inc., Class A, NV 12,800 39 537
Keyera Facilities Income Fund 4 _ 1 Canadian Tire Corporation Ltd., Class A, NV 6,900 372 470
NAL Ol & Gas Trust 35,000 49 45 Dollarama Inc. 21,000 598 604
Nexen Inc. 35900 944 819 Magna International Inc., Class A, SV 19,300 559 999
NuVista Energy Ltd. 47:100 502 435 Martinrea International Inc. 31,500 217 281
Parex Resources Inc. 39,700 263 342 Quebecor Inc, Class B 15,700 536 590
Penn West Energy Trust 107,000 3,073 2,548 2,677 3,481
Phoenix Technology Income Fund 9,300 74 123
Precision Drilling Corp. 43,000 371 413 o
Progress Energy Resources Corp. 23,800 284 302 CONSUMER STAPLES (0.26%)
Southern Pacific Resource Corp. 198,500 266 330 Empire Co. Ltd., Class A, NV 7,800 387 433
Suncor Energy Inc. 68,524 2,341 2,616
Talisman Energy Inc. 69,600 1,279 1,539 FINANCIALS (19.45%)
TransCanada Corp. 32,400 1,161 1,229
Veriion Enery 62300 1967 2877 s Gioup Income fund 6100 65 800
Vero Eneray Inc ' 78'800 ’395 ’450 Artis Real Estate Investment Trust 35,000 329 463
gync. : Bank of Montreal 29,300 1,584 1,683
35089 40,788 Bank of Nova Scotia 56,500 2,701 3,222
Boardwalk Real Estate Investment Trust 19,000 475 782
MATERIALS (14.34%) Brookfield Asset Management Inc., Class A, LV 27,200 699 902
. ) Calloway Real Estate Investment Trust 40,800 716 953
ﬁgﬂlﬁ"fsg‘e Mines Ltd. 12288 g?g 1 ;Z(Z) Canadian Apartment Properties Real Estate Investment Trust 23,000 363 394
Algderon Re.source Cor 91'500 198 '282 Canadian Imperial Bank of Commerce 26,100 1,756 2,041
Baia Mining Cor P- 371'900 390 a3 Canadian Real Estate Investment Trust 23,400 533 726
P Gl o 61500 2329 3577 Canadian Western Bank 28,400 709 806
Belo Sun Miningpéorp 368100 "188 34 Cominar Real Estate Investment Trust 69,500 892 1,447
Cline Mining Corp ' 102400 291 s Equitable Group Inc. 15,800 341 394
Dalradian Resourcés Inc 89/700 197 193 H&R Real Estate Investment Trust 65,200 1,028 1,266
Denison Mines Cor ' 83'000 282 2% LaurenltianABank. of Canada 7,900 342 380
Dundee Precious Metals Inc 32300 167 EP)) Manuiffe Finandial Corp. 18400 2542 204
Eldorado Gold Cor : 36'900 585 682 National Bank of Canada 17,820 1,069 1,219
Equinox Minerals L’id 60'500 331 370 Power Corporation of Canada, SV 23,900 662 660
; A ' Power Financial Corp. 18,600 558 570
Egrsttrg;ag;ug: m‘jnerals Ltd. 12?88 g;g ggi Primaris Retail Real Estate Investment Trust 28,000 354 547
Gold Ipc ' 49'100 1989 2248 RioCan Real Estate Investment Trust 75,800 1,185 1,663
Han;mg i 87200 bt b Royal Bank of Canada 78,700 4,003 4,109
HudBa Mingerals' Inc 13'700 213 206 Sun Life Financial Services of Canada Inc. 39,600 1,112 1,188
IAMGoyld Cor : 30‘100 560 533 The Great-West Life Assurance Co. 25,800 685 681
Inmet Miningptorp 8'500 539 656 The Toronto-Dominion Bank 49,100 3,173 3,639
Kinross Gold Corp. 60,701 1,106 1,145 28486 32,559
Kinross Gold Corp., Warrants, September 2014 891 - 4
Labrador Iron Ore Royalty Corp. 19,000 573 1,271
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Statement of Investment Portfolio (continued)
Number  Average Fair Face  Average Fair
As at December 31, 2010 of Securities Cost Value As at December 31, 2010 Value Cost Value
In thousands (except number of securities) $ $ In thousands $ $ $
INFORMATION TECHNOLOGY (2.24%) FEDERAL GUARANTEE (0.92%)
CGI Group Inc., Class A, SV 22,700 265 389 Canada Housing Trust 4.000% 2012-06-15 320 333 330
MacDonald, Dettwiler and Associates Ltd. 8,800 271 445 Canada Housing Trust 3.150% 2014-06-15 145 151 150
Open Text Corp. 9,800 376 447 Canada Housing Trust 2.750% 2014-09-15 150 149 152
Research In Motion Ltd. 35,100 2,142 2,039 Canada Housing Trust 2.750% 2014-12-15 335 340 339
Softchoice Corp. 55,200 435 425 Canada Housing Trust 2.950% 2015-03-15 190 190 194
3489 3745 Canada Housing Trust 2.750% 2015-12-15 255 254 255
: - Canada Housing Trust,
Floating Rate 0.479% 2015-03-15 125 125 125
TELECOMMUNICATION SERVICES (1.97%) 152 1545
BCE Inc. 42,200 1,279 1,491 ; :
Rogers Communications Inc., Class B, NV 32,200 1,222 1,111
TELUS Corp. 15,200 552 691 PROVINCIALS (3.11%)
3053 3293 Alberta Capital Finance
- - Authority 3.050% 2015-06-15 130 130 133
Financement-Québec,
UTILITIES (0.74%) Floating Rate 4767%  2014-12-01 145 134 144
Boralex Inc., Class A 43,000 373 348 Province of British Columbia ~ 4.650% 2018-12-18 305 325 330
Brookfield Renewable Power Fund 43,000 695 887 Province of British Columbia  5.700% 2029-06-18 295 334 352
Just Energy Income Fund 1 - - Province of Newfoundland ~ 4.500% 2037-04-17 85 85 86
1068 1235 Province of Ontario 4.750% 2013-06-02 80 86 85
: - Province of Ontario 3.250% 2014-09-08 315 317 324
Province of Ontario 4.500% 2015-03-08 680 731 730
OTHERS (3.02%) Province of Ontario 4300%  2017-03-08 420 450 447
iShares CDN S&P/TSX 60 Index Fund 222,300 4,159 4271 Province of Ontario 4.400% 2019-06-02 215 221 221
SCITI Trust 59,900 852 791 Province of Ontario 4.200% 2020-06-02 295 296 304
o e gmogme o men LW W
rovince of Quebec .500% -12-
TOTAL CANADIAN EQUITIES 106,133 125,671 Province of Quebec 4500%  2018-12-01 525 533 560
Province of Quebec 5.000% 2038-12-01 385 420 418
U.S. EQUITIES (0.24%) Province of Quebec,
ENERGY (0.24%) Real Return Bond 4500%  2020-12-01 590 601 619
Gran Tierra Energy Inc. 51,100 331 408 5097 5199
U.S. EQUITIES - INVESTMENT FUND (1.53%) SUBSIDIZED (0.10%)
Industrial Alliance U.S. Equity Fund 293,357 2,335 2,560 Municipal Finance Authority of
British Columbia 4.875% 2019-06-03 70 75 76
Ville de Saint-Jean-
FOREIGN EQUITIES (0.28%) sur-Richelieu 3100%  2014-12-22 % 93 %
ENERGY (0.28%) 168 7
Paladin Energy Ltd. 93,000 349 466
. CORPORATES (2.60%)
FOREIGN EQUITIES - INVESTMENT FUND (4.48%) 407 International Inc. 4300% 20210526 40 40 40
Industrial Alliance International Equlty Fund 117,565 1,430 1,539 AltaLink LP 4.872% 2040-11-15 25 25 25
MB Global Equity Fund 163,664 1,956 1,976 America;] Express Canada '
Templeton Master Trust Fund, Series 1 447,893 3,995 3,986 Credit Corp., Floating Rate 2.130% 2011-10-05 130 130 131
TOTAL FOREIGN EQUITIES - INVESTMENT FUND 7,381 7,501 Bank of Montreal 3.490% 2016-06-10 40 40 40
Bank of Nova Scotia 3.030% 2012-06-04 55 56 55
Face A\/erage Fair Bank of Nova Scotia,
Value Cost Value Fixed - Floating Rate 4.990% 2018-03-27 140 149 147
BeH Canaga 4.850% 2014-06-30 95 101 101
Bell Canada 3.600% 2015-12-02 25 25 25
CANADIAN BONDS (9.98%) Caisse centrale Desjardins ~~ 3.114%  2014-12-04 90 90 %0
FEDERAL GOVERNMENT (3.17%) Canadian Credit Card Trust ~ 5.365% 2013-03-25 160 166 170
Government of Canada 2.000%  2012-09-01 1,050 1,057 1,057 Canadian Imperial Bank of
Government of Canada 2.000%  2014-12-01 875 875 869 Commerce 5.000%  2012-09-10 35 37 37
Government of Canada 2500%  2015-06-01 30 31 30 CDP Financial Inc,
Government of Canada 3.000% 2015-12-01 570 578 585 Floating Rate 0.893% 2015-07-15 90 90 90
Government of Canada 4.000%  2016-06-01 785 818 843 Cl Financial Corp. 3300%  2012-12-17 30 30 30
Government of Canada 4.000%  2017-06-01 865 902 931 CIBC Capital Trust 9.976%  2108-06-30 20 25 25
Government of Canada 3.750%  2019-06-01 210 215 21 Enbridge Inc. 5.170%  2016-05-19 25 25 2]
Government of Canada 5.000%  2037-06-01 380 467 472 Enbridge Inc. 4530%  2020-03-09 85 85 86
Government of Canada, EnCana COfp. 5.800% 2018-01-18 45 50 50
Real Return Bond 3.000% 2036-12-01 205 286 291 EPCOR Utilities Inc. 5.800% 2018-01-31 110 122 122
5949 5799 EPCOR Utilities Inc. 5.750% 2039-11-24 20 20 21
: : GE Capital Canada
Funding Co. 4.375% 2012-09-28 125 129 129
GE Capital Canada
Funding Co. 4.240% 2015-06-08 40 4 41
Greater Toronto Airports
Authority 6.470% 2034-02-02 70 82 83
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Statement of Investment Portfolio (continued)

Face  Average Fair
As at December 31, 2010 Value Cost Value
In thousands $ $ $
HSBC Bank Canada 3.558% 2017-10-04 40 40 40
Hydro One Inc. 5.180% 2017-10-18 50 57 55
Hydro One Inc. 5.490% 2040-07-16 45 49 49
Intact Financial Corp. 6.400% 2039-11-23 20 20 22
Laurentian Bank of Canada,

Fixed - Floating Rate 3.700% 2020-11-02 70 70 69
Loblaw Companies Ltd. 5.220% 2020-06-18 50 53 51
Loblaw Companies Ltd. 6.500% 2029-01-22 130 135 136
Manulife Finance (Delaware),

LP, Fixed - Floating Rate 5.059% 2041-12-15 75 62 63
Metro Inc. 4.980% 2015-10-15 100 99 107
Metro Inc. 5.970% 2035-10-15 65 65 65
Molson Coors Capital

Finance ULC 5.000% 2015-09-22 70 76 74
National Bank of Canada,

Fixed - Floating Rate 4.700% 2020-11-02 60 63 63
NAV CANADA 5.304% 2019-04-17 45 49 50
NBC Asset Trust 7.447% 2049-12-29 135 155 159
NBC Capital Trust 7.235% 2049-12-29 80 91 92
Rogers Communications Inc. ~ 4.700% 2020-09-29 85 85 84
Royal Bank of Canada 3.660% 2017-01-25 125 125 126
Royal Bank of Canada,

Fixed - Floating Rate 3.180% 2020-11-02 140 140 137
Scotiabank Tier 1 Trust 7.802% 2108-06-30 140 166 161
Shaw Communications Inc. ~ 6.500% 2014-06-02 35 39 38
Sobeys Inc. 7.160% 2018-02-26 45 54 52
Sun Life Assurance of Canada,

Fixed - Floating Rate 6.150% 2022-06-30 140 147 147
Sun Life Financial Services of

Canada Inc.,

Fixed - Floating Rate 4.950% 2036-06-01 35 36 36
Suncor Energy Inc. 5.800% 2018-05-22 135 140 150
TD Capital Trust IIl 7.243% 2049-12-29 130 149 152
TD Capital Trust IV 10.000% 2108-06-30 65 65 83
TELUS Corp. 4.950% 2014-05-15 50 52 53
The Toronto-Dominion Bank,

Fixed - Floating Rate 3.367% 2020-11-02 70 70 69
The Toronto-Dominion Bank,

Fixed - Floating Rate 5.763% 2106-12-18 180 198 19
Thomson Reuters Corp. 6.000% 2016-03-31 85 9% 95
TransCanada PipeLines Ltd. ~ 5.050% 2013-08-20 100 106 107

4,310 4,346
MASTER ASSET VEHICLES (0.08%)
Master Asset Vehicle I,

Class A-1, Floating Rate 0.573% 2056-07-15 196 142 143
TOTAL CANADIAN BONDS 16,508 16,703
U.S. BONDS (0.03%)

CORPORATES (0.03%)

Merrill Lynch & Co., Inc. 4.500% 2012-01-30 50 51 50
SHORT-TERM INVESTMENTS (7.60%) 12,719 12,719
TOTAL INVESTMENT PORTFOLIO (99.22%) 145,807 166,078
OTHER NET ASSETS (0.78%) 1,299
TOTAL NET ASSETS (100.00%) 167,377

The accompanying Notes to the Financial Statements are an integral part of these statements.
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Discussion of Financial Instrument
Risk Management

As at December 31, 2010 and 2009 (Note 2, Note 3 and Note 4)
(in thousands of dollars)

Investment Objectives

The Diversified Income Fund (the “Fund”) is invested in units of the Industrial
Alliance Diversified Income Fund (the “underlying segregated fund”), which is
mostly invested in a diversified portfolio composed of income trust units as well as
underlying funds.

The objective of the Fund is to generate moderate long-term capital growth. Security
selection follows a bottom-up approach that emphasizes asset quality, preservation
of invested capital, return from distributions and potential growth of the companies
in which the Fund is invested. Careful attention is also paid to ensuring
diversification among the various economic sectors.

The risks presented below are calculated according to the share of the Fund's Net
Assets compared to the Net Assets of the underlying segregated fund.

Fair Value Measurements

The following tables are a summary of the inputs used, as at December 31, 2010
and 2009, on the Fund's assets carried at fair value. The inputs or methodology
used for valuing securities may not be an indication of the risk associated with
investing in those securities. For more information on valuation inputs, and their
aggregation into the levels, please refer to the Valuation of Investments section in
the accompanying Notes to the Financial Statements.

According to the hierarchy of fair value valuations, cash and bank overdraft are
always valuated according to level 1 parameters and are not part of the following
tables.

As at December 31, 2010

Credit Risk

As at December 31, 2010 and 2009, the Fund, through the direct holdings and the
underlying funds of its underlying segregated fund, had invested in debt instruments
with the following credit ratings:

Percentage of Percentage of
Net Assets Net Assets

Debt Instruments* as at December 31, 2010 | as at December 31, 2009
by Credit Rating (%) (%)

AAA 437 5.21

AA 2.50 3.11

A 242 3.46

BBB 0.66 0.71

R1 7.60 7.76

Not rated 0.06 0.12

*Excludes other Net Assets
Credit ratings are obtained from DBRS, Standard & Poor's or Moody's.
Liquidity Risk

As at December 31, 2010 and 2009, the Fund had no significant exposure to
liquidity risk, except as disclosed in Note 4 to the Financial Statements.

Interest Rate Risk

The tables below summarize the Fund's exposure, through the direct holdings and
the underlying funds of its underlying segregated fund, to interest rate risk by
remaining terms to maturity as at December 31, 2010 and 2009. If the prevailing
interest rates had been raised or lowered by 1%, assuming a parallel shift in the
yield curve, with all other factors remaining constant, the Net Assets would have
respectively decreased or increased by the amount presented under “Impact on Net
Assets.” The Fund's sensitivity to interest rate changes was estimated using the
weighted average duration of the portfolio. In practice, actual results may differ
from this sensitivity analysis and the difference could be material.

There were no significant transfers between the levels during the periods ended
December 31, 2010 and 2009.

INDUSTRIAL ALLIANCE SEGREGATED FUNDS — ULTRAFLEX PRODUCTS

Assets at Fair Value
Level 1 Level 2 Level 3 Total As at December 31, 2010
($) ($) ($) (%)
iti - - - - Non-
Equities 15 6-10 >10 | interest Impact on
Investment funds 3,730 3,730 <1year | years years years | Bearing | Total |NetAssets
Bonds _ - (9) ($) (9) () (9) ($) (9)
Short-term nvestments N N N N Investments 288 193 123 55| 3,071 3,730 23
Derivative financial instruments - - - - As at December 31, 2009
Total 3,730 3,730 Non-
1-5 6-10 >10 interest Impact on
As at December 31, 2009 <1year | years | years | years | Bearing | Total |NetAssets
(9) () (9) () (9) ($) (9)
Assets at Fair Value Investments 306|252 108 137 3,142| 3,945 35
Level 1 Level 2 Level 3 Total
($) (%) ($) ($)

Equities - -

Investment funds 3,945 3,945

Bonds - -

Short-term investments - - - -

Derivative financial instruments - - - -

Total 3,945 3,945
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Discussion of Financial Instrument
Risk Management (continued)

Currency Risk

The tables below summarize the Fund's exposure, through the direct holdings and
the underlying funds of its underlying segregated fund, to currency risk and the
impact on Net Assets as at December 31, 2010 and 2009, if the Canadian dollar had
strengthened or weakened by 5% in relation to all foreign currencies, with all other

Other Price Risk

As at December 31, 2010 and 2009, the estimated impact on the Net Assets of the
Fund due to a reasonably possible change in benchmark, with all other variables
held constant, is presented in the tables below. In practice, actual results may differ
from this sensitivity analysis and the difference could be material.

As at December 31, 2010

L . R . o Change in Exposure to Impact on Impact on
factors remaining constant. In practice, actual results may differ from this sensitivity Benchmark | Benchmark | NetAssets | Net Assets
analysis and the difference could be material. Benchmark (%) (%) (%) ($)

DEX 91 day Thill Index 1.00 10.00 0.10 4
As at December 31, 2010 DEX Universe Bond
Financial Currency Total Percentage of Impact on Index - 3.00 15.00 0.45 17
Instruments Contracts Exposure Net Assets Net Assets S&P/TSX Composite
Currency ($) () ($) (%) () Index 10.00 60.00 6.00 224
AUD 1 - 1 0.04 MSCI - World Index
N (Can. $) (net ret.) 10.00 5.00 0.50 19
T N A A
Income Trusts 10.00 10.00 1.00 37
GBP 24 24 0.64 1
HKD 4 4 011 As at December 31, 2009
JPY 15 15 0.41 1 Change in Exposure to Impact on Impact on
Benchmark Benchmark Net Assets Net Assets
KRW 3 3 0.08 Benchmark (%) (%) (%) ($)
NOK 3 3 0.07 DEX 91 day Thill Index 1.00 10.00 0.10 4
SEK 2 2 0.05 DEX Universe Bond
SGD 3 3 0.08 Index 3.00 15.00 0.45 18
WD 2 2 0.04 ISng({jF;/JSX composte 10.00 60.00 6.00 237
UsD 12 12 3.00 6 MSCI - World Index
As ot December 31, 2009 S i Tt | 100011000 T To0| 39
Financial Currency Total Percentage of Impact on
Instruments Contracts Exposure Net Assets Net Assets
Currency ($) %) %) (%) ($)
AUD 2 2 0.06
BRL 2 0.06
CHF 13 - 13 0.33 1
CNY 1 1 0.01
DKK 7 7 0.17
EUR 43 43 1.09 2
GBP 23 23 0.59 1
HKD 5 5 0.12
ILS 4 4 0.10
JPY 9 9 0.22
KRW 7 7 0.18
NOK 2 2 0.05
PHP 1 1 0.02
RUB 1 1 0.02
SEK 5 5 0.14
SGD 3 3 0.08
TWD 2 2 0.05
usb 121 121 3.07 6

See Note 4 to the Financial Statements for currency symbols.
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Statements of Net Assets

As at December 31 2010 2009
In thousands (except number of units and per unit figures) $ $
Investments at fair value* 11,533 14,287
NET ASSETS PER UNIT

Individual annuities 33.02 29.44
UNITS OUTSTANDING

Individual annuities 349,286 485,279
* Investments, at average cost 8,212 11,075
Statements of Operations

For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $
REALIZED AND UNREALIZED GAIN (LOSS) ON INVESTMENTS

Realized gain (loss) on sale of investments 1,215 432
Change in unrealized gain (loss) of investments 109 2,900
INCREASE (DECREASE) IN NET ASSETS FROM OPERATIONS 1,324 3,332
Statements of Changes in Net Assets

For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $
NET ASSETS - BEGINNING OF THE PERIOD 14,287 12,484
Increase (decrease) in net assets from operations 1,324 3,332
CAPITAL UNIT TRANSACTIONS (Note 7)

Units issued 1,228 1,646
Units redeemed (5,306) (3,175)
INCREASE (DECREASE) IN NET ASSETS FOR THE PERIOD (2,754) 1,803
NET ASSETS - END OF THE PERIOD 11,533 14,287

The accompanying Notes to the Financial Statements are an integral part of these statements.
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Dividend

Ultraflex Il
Statement of Investment Portfolio
Number  Average Fair Number  Average Fair
As at December 31, 2010 of Securities Cost Value As at December 31, 2010 of Securities Cost Value
In thousands (except number of securities) $ $ In thousands (except number of securities) $ $
SEGREGATED FUND (100.00%) UTILITIES (4.56%)
Industrial Alliance Dividends Fund 349,286 8,212 11,533 Brookfield Renewable Power Fund 363,900 5,763 7,508
Emera Inc. 186,240 3,511 5,834
Fortis Inc. 289,590 6,212 9,820
INDUSTRIAL ALLIANCE DIVIDENDS FUND Just Energy Income Fund 449,478 6,984 6,729
Statement of Investment Portfolio 22,470 29,891
Number Average Fair TOTAL CANADIAN EQUITIES 482,006 599,914
As at December 31, 2010 of Securities Cost Value
In thousands (except number of securities) $ $ U.S. EQUITIES (4.86%)
CANADIAN EQUITIES (91.58%) MATERIALS (1.17%)
ENERGY (26.78%) Freeport-McMoRan Copper & Gold Inc. 64,000 4,260 7,647
Cameco Corp. 258,000 8,943 10,384
Canadian Natural Resources Ltd. 357,000 7,768 15,805 INDUSTRIALS (1.10%)
Canadian Oil Sands Trust 605,000 15,259 15,996 }
Cenovus Energy Inc. 454604 12669 15,061 General Electric Co. 397,000 11,331 1,226
Enbridge Inc. 362,000 12,647 20,355
EnCana Corp. 472,204 10,988 13,713 HEALTH CARE (1.20%)
Husky Energy Inc. 380,900 9,842 10,094 Johnson & Johnson 128,400 8,617 7,900
Imperial Oil Ltd. 262,700 8,894 10,645
Suncor Energy Inc. 747,553 26,013 28,541 )
Talisman Energy Inc. 451,100 5,696 9,974 INFORMATION TECHNOLOGY (1.39%)
TransCanada Corp. 656,300 20,332 24,887 Microsoft Corp. 327,100 8,556 9,080
139,051 175,455 TOTAL U.S. EQUITIES 32,764 31,853
MATERIALS (10.58%) Face  Average Fair
Barrick Gold Corp. 692750 2445 36736 Va'“§ COS; Va'“§
Goldcorp Inc. 327,550 9,652 14,999
Methanex Corp. 214,730 3,862 6,474 CANADIAN BONDS (0.04%)
Potash Corporation of Saskatchewan Inc. 71,900 8,701 11,095 MASTER ASSET VEHICLES (0.04%)
46,671 69,304 Master Asset Vehicle I,
Class A-1, Floating Rate 0.573% 2056-07-15 327 237 238
INDUSTRIALS (3.88%)
Canadian National Railway Co. 383,900 15300 25433 SHORT-TERM INVESTMENTS (3.46%) 22,640 22,640
TOTAL INVESTMENT PORTFOLIO (99.94%) 537,647 654,645
CONSUMER DISCRETIONARY (3.11%) OTHER NET ASSETS (0.06%) 416
Canadian Tire Corporation Ltd., Class A, NV 129,000 7,470 8,796 TOTAL NET ASSETS (100.00%) 655,061
Thomson Reuters Corp. 310,950 12.275 11,548 The accompanying Notes to the Financial Statements are an integral part of these statements.
19,745 20,344
FINANCIALS (36.77%)
Bank of Montreal 518,040 26,110 29,751
Bank of Nova Scotia 437,600 17,960 24,957
Brookfield Asset Management Inc., Class A, LV 477,300 14,877 15,822
Canadian Imperial Bank of Commerce 268,300 18,245 20,984
Cl Financial Corp. 372,600 7,158 8,376
IGM Financial Inc. 187,000 8,506 8,110
National Bank of Canada 166,550 8,997 11,389
Power Financial Corp. 216,875 6,943 6,649
Royal Bank of Canada 772,580 28,535 40,329
Sun Life Financial Services of Canada Inc. 713,000 26,461 21,404
The Great-West Life Assurance Co. 387,900 10,060 10,225
The Toronto-Dominion Bank 430,800 25,479 35,627
TMX Group Inc. 195,200 6,574 7,211
205,905 240,834
TELECOMMUNICATION SERVICES (5.90%)
BCE Inc. 577,639 15,774 20,408
Rogers Communications Inc., Class B, NV 369,000 11,312 12,734
TELUS Corp. 121,200 5,778 5511
32,864 38,653
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Dividend

Ultraflex Il

Discussion of Financial Instrument
Risk Management

As at December 31, 2010 and 2009 (Note 2, Note 3 and Note 4)
(in thousands of dollars)

Investment Objectives

The Dividend Fund (the “Fund”) is invested in units of the Industrial Alliance
Dividends Fund (the “underlying segregated fund”).

The objective of the Fund is to achieve long-term capital growth through
investments in stocks of large companies that offer attractive earnings and dividend
potential. The investment strategy used to manage this fund is based on a process
that combines the bottom-up and top-down approaches. First, the manager uses the
top-down approach, which involves carrying out a macroeconomic analysis to
determine the economy’s best performing sectors. Then, the manager follows the
bottom-up approach, which allows him to select securities according to a value
style, giving preference to superior quality Canadian stocks offering regular
dividends.

The risks presented below are calculated according to the share of the Fund’s Net
Assets compared to the Net Assets of the underlying segregated fund.

Fair Value Measurements

The following tables are a summary of the inputs used, as at December 31, 2010
and 2009, on the Fund’s assets carried at fair value. The inputs or methodology
used for valuing securities may not be an indication of the risk associated with
investing in those securities. For more information on valuation inputs, and their
aggregation into the levels, please refer to the Valuation of Investments section in
the accompanying Notes to the Financial Statements.

According to the hierarchy of fair value valuations, cash and bank overdraft are
always valuated according to level 1 parameters and are not part of the following
tables.

As at December 31, 2010

Assets at Fair Value
Level 1 Level 2 Level 3 Total
(9) ($) ($) ($)
Equities - -
Investment funds 11,533 11,533
Bonds - -
Short-term investments - - - -
Derivative financial instruments - - - -
Total 11,533 11,533
As at December 31, 2009
Assets at Fair Value
Level 1 Level 2 Level 3 Total
($) ($) ($) ($)
Equities - - - -
Investment funds 14,287 14,287
Bonds - - - -
Short-term investments - - - -
Derivative financial instruments - -
Total 14,287 14,287

There were no significant transfers between the levels during the periods ended
December 31, 2010 and 2009.

INDUSTRIAL ALLIANCE SEGREGATED FUNDS — ULTRAFLEX PRODUCTS

Credit Risk

As at December 31, 2010, the Fund, through its underlying segregated fund, had
no significant exposure to credit risk.

As at December 31, 2009, the Fund, through its underlying segregated fund, had
invested in debt instruments with the following credit ratings:

Percentage of
Net Assets

Debt Instruments* as at December 31, 2009
by Credit Rating (%)

A 0.16

BBB 0.07

R1 2.35

Not rated 0.01

*Excludes other Net Assets
Credit ratings are obtained from DBRS, Standard & Poor’s or Moody's.
Liquidity Risk

As at December 31, 2010 and 2009, the Fund had no significant exposure to
liquidity risk, except as disclosed in Note 4 to the Financial Statements.

Interest Rate Risk

As at December 31, 2010, the majority of the underlying segregated fund’s financial
assets and liabilities were non-interest bearing and, accordingly, the Fund was not
subject to significant amounts of risk due to fluctuations in the prevailing levels of
market interest rates.

The table below summarizes the Fund’s exposure, through its underlying segregated
fund, to interest rate risk by remaining terms to maturity as at December 31, 2009.
If the prevailing interest rates had been raised or lowered by 1%, assuming a parallel
shift in the yield curve, with all other factors remaining constant, the Net Assets
would have respectively decreased or increased by the amount presented under
“Impact on Net Assets.” The Fund's sensitivity to interest rate changes was estimated
using the weighted average duration of the portfolio. In practice, actual results may
differ from this sensitivity analysis and the difference could be material.

As at December 31, 2009

Non-
1-5 6-10 >10 interest Impact on
<1year | years years years | Bearing Total |Net Assets

®) O] ®) V) ®) 8 ®)
335 8 27 -1 13,917| 14,287 3

Investments
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Discussion of Financial Instrument
Risk Management (continued)

Currency Risk

As at December 31, 2010, the Fund, through its underlying segregated fund, had
no significant exposure to currency risk.

The table below summarizes the Fund's exposure, through its underlying segregated
fund, to currency risk and the impact on Net Assets as at December 31, 2009, if the
Canadian dollar had strengthened or weakened by 5% in relation to all foreign
currencies, with all other factors remaining constant. In practice, actual results may
differ from this sensitivity analysis and the difference could be material.

As at December 31, 2009
Financial Currency Total Percentage of | Impact on
Instruments Contracts Exposure Net Assets Net Assets
Currency ($) (9) (9) (%) O]
usb 501 - 501 3.51 25

See Note 4 to the Financial Statements for currency symbols.

Other Price Risk

As at December 31, 2010 and 2009, the estimated impact on the Net Assets of the
Fund due to a reasonably possible change in benchmark, with all other variables
held constant, is presented in the tables below. In practice, actual results may differ
from this sensitivity analysis and the difference could be material.

As at December 31, 2010

Change in Exposure to Impact on Impact on

Benchmark Benchmark Net Assets Net Assets
Benchmark (%) (%) (%) ($)
S&P/TSX 60 Index 10.00 100.00 10.00 1,153
As at December 31, 2009

Change in Exposure to Impact on Impact on

Benchmark Benchmark Net Assets Net Assets
Benchmark (%) (%) (%) ($)
S&P/TSX 60 Index 10.00 100.00 10.00 1,429
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Canadian Equity Index

Ultraflex Il
Statements of Net Assets Statement of Investment Portfolio
As at December 31 2010 2009 Number  Average Fair
In thousands (except number of units and per unit figures) $ $ As at December 31,2010 of Securities Cost Value
Investments at fair value* 1,782 2,024 In thousands (except number of securities) $ $
NET ASSETS PER UNIT SEGREGATED FUND (100.00%)
Individual annuities 18.44 16.64 Industrial Alliance Canadian Equity Index Fund 96,625 1,156 1,782
UNITS OUTSTANDING
Individual annuities 96,625 121,623
* Investments, at average cost 1,156 1,436 INDUSTRIAL ALLIANCE CANADIAN EQUITY INDEX FUND
Statement of Investment Portfolio
. Number  Average Fair

Statements of Operatlons As at December 31, 2010 of Securities Cost Value

. In thousands (except number of securities) $ $
IFr?rthtgisgenr(\josds ended December 31 (Note 1) 201g 2002 CANADIAN EQUITIES (98.54%)
REALIZED AND UNREALIZED GAIN (LOSS) ON INVESTMENTS OTHERS (98.54%)
Realized gain (loss) on sale of investments 145 49 iShares CDN S&P/TSX 60 Index Fund 7,385,000 134,315 141,866
Change in unrealized gain (loss) of investments 38 419 SHORT-TERM INVESTMENTS (1.46%) 2,095 2,095
INCREASE (DECREASE) IN NET ASSETS FROM OPERATIONS 183 468 TOTAL NET ASSETS (100.00%) 136,410 143,961
Statements of Changes in Net Assets
For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $
NET ASSETS - BEGINNING OF THE PERIOD 2,024 1,782
Increase (decrease) in net assets from operations 183 468
CAPITAL UNIT TRANSACTIONS (Note 7)
Units issued 69 31
Units redeemed (494) (257)
INCREASE (DECREASE) IN NET ASSETS FOR THE PERIOD (242) 242
NET ASSETS - END OF THE PERIOD 1,782 2,024

The accompanying Notes to the Financial Statements are an integral part of these statements.
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Canadian Equity Funds

Canadian Equity Index
Ultraflex II

Discussion of Financial Instrument
Risk Management

As at December 31, 2010 and 2009 (Note 2, Note 3 and Note 4)
(in thousands of dollars)

Investment Objectives

The Canadian Equity Index Fund (the “Fund”) is invested in units of the Industrial
Alliance Canadian Equity Index Fund (the “underlying segregated fund"”), which is
managed by Industrial Alliance Investment Management Inc.

The Fund targets long-term capital appreciation through indexed management
realized by financial tools that reproduce the total return of the S&P/TSX 60 Index,
representing the 60 largest and most liquid companies listed on the Toronto Stock
Exchange.

The risks presented below are calculated according to the share of the Fund's Net
Assets compared to the Net Assets of the underlying segregated fund.

Fair Value Measurements

The following tables are a summary of the inputs used, as at December 31, 2010
and 2009, on the Fund's assets carried at fair value. The inputs or methodology
used for valuing securities may not be an indication of the risk associated with
investing in those securities. For more information on valuation inputs, and their
aggregation into the levels, please refer to the Valuation of Investments section in
the accompanying Notes to the Financial Statements.

According to the hierarchy of fair value valuations, cash and bank overdraft are
always valuated according to level 1 parameters and are not part of the following
tables.

As at December 31, 2010

Credit Risk

As at December 31, 2010, the Fund, through its underlying fund, had no significant
exposure to credit risk.

As at December 31, 2009, the Fund, through its underlying fund, had invested in
debt instruments with the following credit ratings:

Percentage of

Net Assets
Debt Instruments* as at December 31, 2009
by Credit Rating (%)

Assets at Fair Value
Level 1 Level 2 Level 3 Total
(9) ($) ($) ($)
Equities - - - -
Investment funds 1,782 - - 1,782
Bonds - -
Short-term investments - - - -
Derivative financial instruments - - - -
Total 1,782 - - 1,782
As at December 31, 2009
Assets at Fair Value
Level 1 Level 2 Level 3 Total
(%) (%) ($) ($)
Equities - - - -
Investment funds 2,024 - - 2,024
Bonds - - - -
Short-term investments - - - -
Derivative financial instruments - - - -
Total 2,024 - - 2,024

There were no significant transfers between the levels during the periods ended
December 31, 2010 and 2009.
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R1 2.1

*Excludes other Net Assets

Credit ratings are obtained from DBRS, Standard & Poor's or Moody's.
Liquidity Risk

As at December 31, 2010 and 2009, the Fund had no significant exposure to
liquidity risk, except as disclosed in Note 4 to the Financial Statements.

Interest Rate Risk

As at December 31, 2010, the majority of the underlying fund's financial assets and
liabilities were non-interest bearing and, accordingly, the Fund was not subject to
significant amounts of risk due to fluctuations in the prevailing levels of market
interest rates.

The table below summarizes the Fund's exposure, through its underlying fund, to
interest rate risk by remaining terms to maturity as at December 31, 2009. If the
prevailing interest rates had been raised or lowered by 1%, assuming a parallel shift
in the yield curve, with all other factors remaining constant, the Net Assets would
have respectively decreased or increased by the amount presented under “Impact
on Net Assets.” The Fund’s sensitivity to interest rate changes was estimated using
the weighted average duration of the portfolio. In practice, actual results may differ
from this sensitivity analysis and the difference could be material.

As at December 31, 2009

Non-

1-5 6-10 >10 interest Impact on

<1year | years years years Bearing Total |Net Assets
($) () ($) () ($) () (9)

Investments 43 1,981 2,024 -

Currency Risk

As at December 31, 2010 and 2009, the Fund, through its underlying fund, had no
significant exposure to currency risk.
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Discussion of Financial Instrument
Risk Management (continued)
Other Price Risk
As at December 31, 2010 and 2009, the estimated impact on the Net Assets of the
Fund due to a reasonably possible change in benchmark, with all other variables
held constant, is presented in the tables below. In practice, actual results may differ
from this sensitivity analysis and the difference could be material.
As at December 31, 2010
Change in Exposure to Impact on Impact on
Benchmark Benchmark Net Assets Net Assets
Benchmark (%) (%) (%) ($)
S&P/TSX 60 Index 10.00 100.00 10.00 178
As at December 31, 2009
Change in Exposure to Impact on Impact on
Benchmark Benchmark Net Assets Net Assets
Benchmark (%) (%) (%) ($)
S&P/TSX 60 Index 10.00 100.00 10.00 202
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Statements of Net Assets

As at December 31 2010 2009
In thousands (except number of units and per unit figures) $ $
Investments at fair value* 245 231
NET ASSETS PER UNIT

Individual annuities 26.18 23.31
UNITS OUTSTANDING

Individual annuities 9,354 9,899
* Investments, at average cost 169 178
Statements of Operations

For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $
REALIZED AND UNREALIZED GAIN (LOSS) ON INVESTMENTS

Realized gain (loss) on sale of investments 4 10
Change in unrealized gain (loss) of investments 23 69
INCREASE (DECREASE) IN NET ASSETS FROM OPERATIONS 27 79
Statements of Changes in Net Assets

For the periods ended December 31 (Note 1) 2010 2009
In thousands $ $
NET ASSETS - BEGINNING OF THE PERIOD 231 244
Increase (decrease) in net assets from operations 27 79
CAPITAL UNIT TRANSACTIONS (Note 7)

Units issued - 7
Units redeemed (13) (99)
INCREASE (DECREASE) IN NET ASSETS FOR THE PERIOD 14 (13)
NET ASSETS - END OF THE PERIOD 245 231

The accompanying Notes to the Financial Statements are an integral part of these statements.
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Statement of Investment Portfolio
Number  Average Fair Number  Average Fair
As at December 31, 2010 of Securities Cost Value As at December 31, 2010 of Securities Cost Value
In thousands (except number of securities) $ $ In thousands (except number of securities) $ $
SEGREGATED FUND (100.00%) CONSUMER STAPLES (0.51%)
Industrial Alliance Select Canadian Fund 9,354 169 245 Loblaw Companies Ltd. 6,900 269 278
FINANCIALS (27.12%)
INDUSTRIAL ALLIANCE SELECT CANADIAN FUND AGF Management Ltd., Class B, NV 32,500 609 633
Statement of Investment Portfolio Bank of Montreal 19,900 863 1,143
Number  Average Fair Bank of Nova Scotia 43,900 1,366 2,504
As at December 31,2010 of Securities Cost Value Brookfield Properties Corp. 16,600 249 290
In thousands (except number of securities) $ $ Canadian Imperial Bank of Commerce 15,600 960 1,220
0 Manulife Financial Corp. 61,500 1,383 1,051
CANADIAN EQUITIES (97.53%) National Bank of Canada 10,100 369 691
ENERGY (27.87%) Power Corporation of Canada, SV 21,200 438 585
ARC Energy Trust 12,600 314 320 Royal Bank of Canada 57,500 2,026 3,002
Birchdliff Energy Ltd. 43,300 235 413 Sun Life Financial Services of Canada Inc. 38,000 1,150 1141
Cameco Corp. 25,800 812 1,038 The Toronto-Dominion Bank 35,500 1,857 2,630
Canadian Natural Resources Ltd. 53,800 1,163 2,382 11,270 14,890
Canadian Oil Sands Trust 26,300 754 695
Cenovus Energy Inc. 44,102 1,107 1,461
Crow Energy I 14400 268 275 INFORMATION TECHNOLOGY (3.27%)
EnCana Corp. 41,902 890 1,217 CGl Group Inc., Class A, SV 21,000 230 361
Ensign Energy Services Inc. 25,100 478 377 Research In Motion Ltd. 19,000 1,098 1,103
Husky Energy Inc. 19,100 645 506 Sierra Wireless 22,300 372 331
Imperial Ol Ltd. 12,900 629 523 1,700 1,795
Nexen Inc. 40,500 925 923
PetroBakken Energy Ltd. 13,900 312 302
Precision Drilling Corp. 37,300 227 358 TELECOMMUNICATION SERVICES (1.41%)
Progress Energy Resources Corp. 22,600 245 287 BCE Inc. 15,694 385 555
Suncor Energy Inc. 73,236 2,898 2,796 TELUS Corp. 4,800 205 218
Talisman Energy Inc. 60,000 1,049 1,326 590 773
Uranium One Inc. 21,500 112 103 TOTAL CANADIAN EQUITIES 40,630 53,543
13,063 15,302
Face  Average Fair
MATERIALS (25.42%) Value Cost Value
Agnico-Eagle Mines Ltd. 6,300 370 481 §
Agrium Inc. 11,400 491 1,043 CANADIAN BONDS (0.01%)
Barrick Gold Corp. 39,282 1,379 2,084
Consolidated Thompson Iron Mines Ltd. 9,500 n 133 MASTER ASSET VEHICLES (0.01%)
Eldorado Gold Corp. 18,900 236 350 Master Asset Vehicle Il,
First Quantum Minerals Ltd. 3,000 220 323 Class A-1, Floating Rate 0.573% 2056-07-15 11 8 8
Goldcorp Inc. 30,100 1,154 1,378
HudBayIdM'merals Inc. 26,900 191 484 SHORT-TERM INVESTMENTS (2.27%) 1,247 1,247
IAMGold Corp. 12,900 202 228 TOTAL INVESTMENT PORTFOLIO (99.81% 41,885 54,798
Inmet Mining Corp. 8,000 478 617 OTHER NET ASSETS (0.19%) ( 6) - - 02
Kinross Gold Corp. 43,300 796 817 770
Methanex Corp. 9,600 230 290 TOTAL NET ASSETS (100.00%) 54,900
North American Palladium Ltd. 8,200 53 56 ) o .
Potash Corporation of Saskatchewan Inc. 14400 1,486 2,222 The accompanying Notes to the Financial Statements are an integral part of these statements.
Quadra FNX Mining Ltd. 63,737 859 1,065
Sherritt International Corp. 55,400 410 466
Teck Resources Ltd., Class B, SV 19,700 506 1,214
Thompson Creek Metals Co., Inc. 29,700 349 433
Yamana Gold Inc. 21,200 245 270
9,726 13,954
INDUSTRIALS (6.32%)
Bombardier Inc., Class B, SV 65,200 305 326
Canadian National Railway Co. 19,100 447 1,266
Canadian Pacific Railway Co. 11,650 310 752
Finning International Inc. 16,900 340 457
Russel Metals Inc. 16,900 197 387
SNC-Lavalin Group Inc. 4,800 170 285
1,769 3,473
CONSUMER DISCRETIONARY (5.61%)
Canadian Tire Corporation Ltd., Class A, NV 9,000 421 613
Gildan Activewear Inc. 9,800 249 278
Magna International Inc., Class A, SV 26,000 638 1,346
RONA Inc. 18,300 229 258
Thomson Reuters Corp. 15,700 656 583
2,243 3,078
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Select Canadian
Ultraflex Il

Discussion of Financial Instrument
Risk Management

As at December 31, 2010 and 2009 (Note 2, Note 3 and Note 4)
(in thousands of dollars)

Investment Objectives

The Select Canadian Fund (the “Fund”) is invested in units of the Industrial Alliance
Select Canadian Fund (the “underlying segregated fund”).

The objective of the Fund is to obtain maximum tax deferral through long-term
holding of the stocks of large capitalization Canadian companies.

The risks presented below are calculated according to the share of the Fund's Net
Assets compared to the Net Assets of the underlying segregated fund.

Fair Value Measurements

The following tables are a summary of the inputs used, as at December 31, 2010
and 2009, on the Fund’s assets carried at fair value. The inputs or methodology
used for valuing securities may not be an indication of the risk associated with
investing in those securities. For more information on valuation inputs, and their
aggregation into the levels, please refer to the Valuation of Investments section in
the accompanying Notes to the Financial Statements.

According to the hierarchy of fair value valuations, cash and bank overdraft are
always valuated according to level 1 parameters and are not part of the following
tables.

As at December 31, 2010

Assets at Fair Value
Level 1 Level 2 Level 3 Total
($) (%) ($) (%)
Equities - - - -
Investment funds 245 - - 245
Bonds - - - -
Short-term investments - - - -
Derivative financial instruments - - - -
Total 245 - - 245
As at December 31, 2009
Assets at Fair Value
Level 1 Level 2 Level 3 Total
($) (%) ($) (%)
Equities - - - -
Investment funds 231 - - 231
Bonds - - - -
Short-term investments - - - -
Derivative financial instruments - - - -
Total 231 - - 231

There were no significant transfers between the levels during the periods ended
December 31, 2010 and 2009.
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Credit Risk

As at December 31, 2010, the Fund, through its underlying segregated fund, had
no significant exposure to credit risk.

As at December 31, 2009, the Fund, through its underlying segregated fund, had
invested in debt instruments with the following credit ratings:

Percentage of
Net Assets

Debt Instruments* as at December 31, 2009
by Credit Rating (%)

A 0.65

BBB 0.09

R1 2.36

Not rated 0.06

*Excludes other Net Assets
Credit ratings are obtained from DBRS, Standard & Poor’s or Moody's.
Liquidity Risk

As at December 31, 2010 and 2009, the Fund had no significant exposure to
liquidity risk, except as disclosed in Note 4 to the Financial Statements.

Interest Rate Risk

As at December 31, 2010, the majority of the underlying segregated fund’s financial
assets and liabilities were non-interest bearing and, accordingly, the Fund was not
subject to significant amounts of risk due to fluctuations in the prevailing levels of
market interest rates.

The table below summarizes the Fund’s exposure, through its underlying segregated
fund, to interest rate risk by remaining terms to maturity as at December 31, 2009.
If the prevailing interest rates had been raised or lowered by 1%, assuming a parallel
shift in the yield curve, with all other factors remaining constant, the Net Assets
would have respectively decreased or increased by the amount presented under
“Impact on Net Assets.” The Fund's sensitivity to interest rate changes was estimated
using the weighted average duration of the portfolio. In practice, actual results may
differ from this sensitivity analysis and the difference could be material.

As at December 31, 2009

Non-
1-5 6-10 >10 interest Impact on
<1year | years years years | Bearing Total |Net Assets

($) 8 ®) V) ®) V) ®)
5 2 224 231 -

Investments

Currency Risk

As at December 31, 2010 and 2009, the Fund, through its underlying segregated
fund, had no significant exposure to currency risk.
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Discussion of Financial Instrument
Risk Management (continued)

Other Price Risk

As at December 31, 2010 and 2009, the estimated impact on the Net Assets of the
Fund due to a reasonably possible change in benchmark, with all other variables
held constant, is presented in the tables below. In practice, actual results may differ