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PDF SOLUTIONS, INC. 

 
CHARTER OF  

THE COMPENSATION COMMITTEE 
OF THE BOARD OF DIRECTORS 

 
Purpose 
 
 The purpose of the Compensation Committee established pursuant to this charter will be 
to make such examinations as are necessary to create and to implement appropriate 
compensation policies for the executive officers and such other employees of the Company as 
the Board shall deem appropriate, including performance-based and long-term compensation. 
 
Membership and Power to Act 
 
 The Compensation Committee will be comprised of at least three (3) members of the 
Board of Directors.  Such members will be elected by and serve at the pleasure of the Board.  As 
long as the Company�s Common Stock remains publicly traded, no member of the Committee 
will be an employee (including a current officer) or a former officer of the Company or will have 
engaged in any transaction or been involved in any business relationship which would disqualify 
such Committee member as (i) a �Non-Employee Director� under Rule 16b-3(b)(3)(i) 
promulgated under the Securities Exchange Act of 1934, as amended (the �Exchange Act�), 
(ii) as an �outside director� under the rules promulgated under Section 162(m) of the Internal 
Revenue Code of 1986, as amended or (iii) as an independent director as the term �independent� 
is defined in Nasdaq Rule 4200(a)(15).   
 
 In the event that one or more members of the Committee are absent from a meeting of the 
Committee, the remaining members of the Committee (provided there are at least two such 
members), acting unanimously, shall have the power to take any action necessary or convenient 
to the efficient discharge of the foregoing.  No action of the Committee shall be valid unless 
taken pursuant to a resolution adopted and approved by at least two members of the Committee.  
No employee-member of the Committee, if any, shall participate in any discussions or 
deliberations relating to such person�s own compensation.  For the purposes of obtaining an 
exemption under Rules 16b-3(d) and (e) promulgated under Section 16 of the Exchange Act, any 
employee-member of the Committee shall abstain or recuse themselves from deliberations 
relating to such approvals. 
 
Meetings 
 
 The Compensation Committee will meet at such times as it deems appropriate to review 
the compensation of the executive officers of the Company. 
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Responsibilities 
 

1. To establish and review at least annually the Company�s general compensation 
policies applicable to the Company�s Chief Executive Officer and other executive 
officers, including the relationship of the Company�s performance to executive 
compensation generally, and the Chief Executive Officer�s compensation in 
particular, and the bases for the Chief Executive Officer�s compensation.  The 
Committee�s power to establish and review annually the Company�s 
compensation policies applicable to the Company�s Chief Executive Officer and 
other executive officers shall be subject to any modification or veto made by the 
full Board in its discretion.  The Company�s Chief Executive Officer shall not 
participate in any deliberations concerning his or her compensation; 

 
2. To review and approve the level of compensation, including salaries, fees, 

benefits, executive incentive plans and perquisites, of the Chief Executive Officer 
and the other executive officers of the Company; 

 
3. To review and advise the Board concerning the performance of the Chief 

Executive Officer of the Company and of those other employees whose 
compensation is within the review jurisdiction of the Committee; 

 
4. To review (and, if deemed appropriate by the Committee, retain consultants 

regarding) and advise the Board concerning both regional and industry-wide 
compensation practices and trends in order to assess the adequacy and 
competitiveness of the Company�s executive compensation programs among 
comparable companies in the Company�s industry; 

 
5. To administer the stock compensation plans that may be adopted by the Company 

from time to time, including the determination of employees and the parties who 
are to receive grants of stock or stock options and the terms of such grants; 

 
6. To perform such other functions and have such other powers as may be necessary 

or convenient to the efficient discharge of the foregoing; and 
 
7. To report to the Board of Directors regarding the foregoing from time to time, or 

whenever it shall be called upon to do so. 
 
Reports 
 
 The Compensation Committee will record its summaries of recommendations to the 
Board in written form which will be incorporated as a part of the minutes of the Board of 
Directors.   
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Current Definitions of  
Non-Employee Directors, Outside Directors and Independent Directors 

(Not a part of the Charter) 
 

1. Non-Employee Director. 

Rule 16b-3(b)(3)(i) of the Securities Exchange Act of 1934 defines a Non-
Employee Director as a director who: 

(a) Is not currently an officer (as defined in Rule 16a-1(f)) of the 
issuer or a parent or subsidiary of the issuer, or otherwise currently employed by the issuer or a 
parent or subsidiary of the issuer; 

(b) Does not receive compensation, either directly or indirectly, from 
the issuer or a parent or subsidiary of the issuer, for services rendered a s a consultant or in any 
capacity other than a director, except for an amount that does not exceed the dollar amount for 
which disclosure would be required pursuant to Rule 404(a) of this chapter; 

(c) Does not possess an interest in any other transaction for which 
disclosure would be required pursuant to Rule 404(a) of this chapter; and 

(d) Is not engaged in a business relationship for which disclosure 
would be required pursuant to Rule 404(b) of this chapter. 

2.  Outside Director. 

Regulation 1.162-27(e)(3) promulgated under Section 162(m) of the Internal 
Revenue Code of 1986, as amended, defines an Outside Director as a director who: 

(a) Is not a current employee of the publicly held corporation; 

(b) Is not a former employee of the publicly held corporation who 
receives compensation for prior services (other than benefits under a tax-qualified retirement 
plan) during the taxable year; 

(c) Has not been an officer of the publicly held cooperation; and 

(d) Does not receive remuneration from the publicly held corporation, 
either directly or indirectly, in any capacity other than as a director.  For this purpose, 
remuneration includes any payment in exchange for goods or services. 

3.  Independent Director. 

Under Nasdaq Rule 4200(a)(15), �Independent director� means a person other than an 
officer or employee of the company or its subsidiaries or any other individual having a 
relationship, which, in the opinion of the company's board of directors, would interfere with the 
exercise of independent judgment in carrying out the responsibilities of a director. The following 
persons shall not be considered independent:  
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(A) a director who is, or at any time during the past three years was, employed by 

the company or by any parent or subsidiary of the company;  
 

(B) a director who accepted or who has a Family Member who accepted any 
payments from the company or any parent or subsidiary of the company in excess of $60,000 
during the current or any of the past three fiscal years, other than the following:  
 

(i) compensation for board or board committee service;  

 
(ii) payments arising solely from investments in the company�s securities;  

 
(iii) compensation paid to a Family Member who is a non-executive 

employee of the company or a parent or subsidiary of the company;  

 
(iv) benefits under a tax-qualified retirement plan, or non-discretionary 

compensation; or  

 
(v) loans permitted under Section 13(k) of the Act.  Provided, however, 

that audit committee members are subject to additional, more stringent 
requirements under Rule 4350(d).  

 
(C) a director who is a Family Member of an individual who is, or at any time 

during the past three years was, employed by the company or by any parent or subsidiary of the 
company as an executive officer;  

 
(D) a director who is, or has a Family Member who is, a partner in, or a 

controlling shareholder or an executive officer of, any organization to which the company made, 
or from which the company received, payments for property or services in the current or any of 
the past three fiscal years that exceed 5% of the recipient�s consolidated gross revenues for that 
year, or $200,000, whichever is more, other than the following:  

 
(i) payments arising solely from investments in the company�s securities; 

or  
 
(ii) payments under non-discretionary charitable contribution matching 

programs.  
 

(E) a director of the listed company who is, or has a Family Member who is, 
employed as an executive officer of another entity where at any time during the past three 
years any of the executive officers of the listed company serve on the compensation committee 
of such other entity; or  
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 (F) a director who is, or has a Family Member who is, a current partner of the 
company�s outside auditor, or was a partner or employee of the company�s outside auditor who 
worked on the company�s audit at any time during any of the past three years.  

 
(G) In the case of an investment company, in lieu of paragraphs (A)-(F), a director 

who is an �interested person� of the company as defined in section 2(a)(19) of the Investment 
Company Act of 1940, other than in his or her capacity as a member of the board of directors 
or any board committee.  

 
 



DOCSSV1:260473.3  

 


