














THE BOARD OF DIRECTORS’ APPROACH TO
THE COMPENSATION OF THE BANK’S EXECUTIVES

The following variable compensation envelopes were generated when the various programs were applied:

AMOUNT
o meEre x ATHOEON - e

Short-term $850,000 X 125% X 130.23% = $1,400,000
Mid-term $850,000 X 150% X 100.00% = $1,275,000*
Long-term $850,000 X 250% X 100.00% = $2,125,000*

* These amounts represent the values when the awards were made. The final amounts will vary in accordance with the
parameters of the respective programs.

The Board believes that the initiatives and strategies implemented as part of the One client, one bank transformation
produce tangible results in the short term, favour the Bank’s growth over the medium term, and ensure its long-term
sustainability. The Board is therefore very satisfied with Mr. Vachon’s performance in 2009 and approved variable
compensation for him in accordance with each amount generated and presented in the above table.

During the year, the Board also approved an increase in Mr. Vachon’s base salary to $850,000. His base salary had
not been adjusted since his appointment in June 2007. This decision was based on the results of an external market
study mandated by the Committee. The adjustment represents an increase of 6.25% or 2.78% annually considering
the 27-month period elapsed between June 1, 2007 and August 31, 2009. Despite this adjustment, Mr. Vachon’s
compensation still falls approximately 10% short of the peer group median cited in the study.

For 2009, Mr. Vachon’s total direct compensation was therefore $5,606,453, representing 6% more than his target
compensation — the compensation he would have received if he had delivered results equal to the objectives.

The details of Mr. Vachon’s compensation are presented on page 45 of the Management Proxy Circular sent to
shareholders for the Annual Meeting on March 31, 2010.

Therefore, this 6% increase compared to the target compensation is aligned with the 5.8% growth in earnings per share
and the 6.7% growth in net income attributable to common shareholders for the fiscal year ended October 31, 2009.

In 2008, Mr. Vachon’s total direct compensation was 5% lower than his target compensation then in effect or $4,743,900.
In 2007, Mr. Vachon’s total direct compensation was 22% lower than his target compensation at the time.

The Board requires that the President and Chief Executive Officer hold a minimum total share value equivalent to 5 times of
his base salary for the previous three years. At the end of fiscal 2009, Mr. Vachon’s shareholdings represented more than
19 times his base salary.

THE VALUE OF THE TOTAL COMPENSATION FOR 2009 WAS EQUAL TO THAT FOR 2006

The change in the value of the named executive officers’ total compensation was similar to that of total shareholder return
between 2006 and 2009, as shown in the chart below.

<

(=]

o

N

[}

£ o0k In 2009, the value of the total

3 300/2 . compensation of the five named

s 20% - _ executive officers ($18.9 million) was
3 10% A _%aR"gel in the NBC equal to that for 2006 ($18.6 million),
f 0% value while the cumulative return on an

- ;gz’ ] investment in the Bank’s common

g _30%‘: 1 — Change in the named shares mad%on Octqber 31, 2004 was
S -40% A executive officers’ worth 42.57% more in 2009, compared
= -50% . . . . . . total compensation value to 33.85% more in 2006.

2004 2005 2006 2007 2008 2009

"""""""" 5 National Bank Financial Group



THE BOARD OF DIRECTORS’ APPROACH TO
THE COMPENSATION OF THE BANK’S EXECUTIVES

OTHER CHANGES TO COME IN 2010
|

In order to further strengthen our good governance practices given the new expectations of regulatory organizations, other
changes will be made to compensation programs in fiscal 2010. Here are a few examples:

e Atrigger will be added to all variable compensation programs so that no bonus envelope can be created if the Bank
does not meet the minimum regulatory capital required by regulatory authorities;

e Although a risk metric is currently used to determine the percentage of the annual bonus envelopes for certain groups
in the Financial Markets sector, the Risk Management sector will develop a risk metric framework for establishing the
value of the bonus envelopes for all groups in the Financial Markets sector;

e The Committee will receive, on an annual basis, a report from the Bank’s Corporate Compliance Department that
identifies any significant discrepancies between the Bank’s compensation policies, programs and practices and the
regulations and standards in force;

e The Committee will also receive a report from the Bank’s Internal Audit Department that identifies any significant
differences between the compensation paid and payable under the Bank’s total compensation policies and programs.

e The Committee members will attend training sessions to perfect their knowledge with regard to aligning compensation
governance with prudent risk management.

CONCLUSION
[

We are pleased to have this opportunity to explain the rationale for our approach to executive compensation. For more
detailed information, please see Sections 6 and 7 of the Management Proxy Circular sent to shareholders for the Annual
Meeting on March 31, 2010.

The Board has complete confidence in the management of the Bank and our institution’s future. The Bank is built on a solid
foundation and has a clear and targeted strategy. Its continued vigilance of risk management and stringent implementation of
strategies will no doubt lead the Bank to new heights in customer service and in creating shareholder value in the years ahead.
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Jean Douville Jean Gaulin
Chairman of the Board of Directors Chair of the Human Resources Committee



