
ROTECH HEALTHCARE INC. 

CHARTER OF THE COMPENSATION COMMITTEE 
OF THE BOARD OF DIRECTORS 

I. Purpose of Committee  
 

The primary objective of the Compensation Committee (the “Committee”) of the Board 
of Directors (the “Board”) of Rotech Healthcare Inc. (the “Company”) is to (a) discharge the 
Board’s responsibilities relating to compensation of the Company’s executives and directors, (b) 
establish, approve and evaluate executive and director compensation plans, policies, and 
programs and (c) review and discuss with management the Compensation Discussion and 
Analysis and produce the Compensation Committee report required by the Securities and 
Exchange Commission (“SEC”) to be included, as applicable, in the Company’s annual report on 
Form 10-K or proxy statement in accordance with the applicable rules and regulations of the 
SEC and any other regulatory requirements.  For the purpose of this charter, compensation shall 
include: 

• annual base salary;  

• annual incentive opportunity;  

• stock option or other equity compensation plans; 

• long-term incentive opportunity; 

• deferred compensation plans; 

• the terms of employment agreements, severance arrangements, and change in 
control agreements, in each case as, when and if appropriate; 

• any special or supplemental benefits; and  

• any other payments that are deemed compensation under applicable SEC rules. 

The Committee shall have overall responsibility with respect to the design, approval, and 
evaluation of the executive and director compensation plans, policies, and programs of the 
Company and its subsidiaries. The Committee shall be responsible for determining the 
Company’s policy with respect to the application of Section 162(m) of the Internal Revenue 
Code of 1986, as amended, and when compensation may be paid by the Company which is not 
deductible for Federal income tax purposes. The Committee shall also be responsible for 
ensuring that any compensation paid by the Company to executives is not considered an 
impermissible personal loan by Section 402 of the Sarbanes-Oxley Act. 

The Committee should develop a compensation policy that creates a direct relationship 
between pay levels, corporate performance, the Company’s compliance with all applicable laws 
and regulations, the provision of quality services to the Company’s customers and returns to 
shareholders, and vigilantly monitor the results of such policy to assure that the compensation 

 
 



payable to the Company’s executives provides overall competitive pay levels, creates proper 
incentives to enhance shareholder value, rewards superior performance, and is justified by the 
returns available to shareholders.  

The Committee shall have the authority to delegate responsibility for the day-to-day 
management of executive compensation to the officers of the Company. 

II. Committee Membership and Removal 
 

The Committee shall be composed solely of three or more directors (as determined by the 
Board of Directors), each of whom shall satisfy the independence requirements established by (i) 
the Securities and Exchange Commission, (ii) independence standards the Board may adopt from 
time to time or applicable Nasdaq Stock Market, Inc. Marketplace Rules and (iii) any other 
applicable regulatory requirements (subject to any applicable exceptions to such requirements).  
In addition, a person may serve on the Committee only if the Board determines that he or she (i) 
is a “Non-employee Director” for purposes of Rule 16b-3 under the Securities Exchange Act of 
1934, as amended, and (ii) satisfies the requirements for an “outside director” for purposes of 
Section 162(m) of the Internal Revenue Code.  

The members of the Committee shall be appointed by the Board. Candidates to fill 
subsequent vacancies in the Committee shall be recommended by the Nominating and Corporate 
Governance Committee and appointed by the Board. The Board will look favorably upon those 
candidates with experience in matters relating to executive compensation.  Members of the 
Committee shall serve at the pleasure of the Board and for such term or terms as the Board may 
determine.  The entire Committee or any individual Committee member may be removed from 
office with or without cause by the affirmative vote of a majority of the Board.  Any Committee 
member may resign effective upon giving written notice to the Chairman of the Board (unless 
the notice specifies a later time for the effectiveness of such resignation).   

III.  Committee Structure and Operations 
 
The Committee shall meet as often as necessary each year, with further actions to be 

taken by unanimous written consent when deemed necessary or desirable by the Committee or its 
chairperson. Unless a chairperson is designated by a majority vote of the full Board, the 
members of the Committee may designate one member of the Committee to serve as Committee 
chairperson by a majority vote of the full Committee.  The chairperson shall determine the 
agenda (in consultation with the members of the Board and with management), the frequency 
and the length of meetings. In addition, any Board member shall be entitled to include additional 
subjects on the agenda for each Committee meeting, as applicable.  Such chairperson shall 
establish such other rules as may from time to time be necessary and proper for the conduct of 
business of the Committee.  In the event of a tie vote on any issue, the chairperson’s vote shall 
decide the issue. 

In addition, at the first meeting of the Committee held following the each year’s annual 
meeting of shareholders, the chair, in consultation with the other members of the Committee, 
shall determine the list of items to be addressed by the Committee during the coming year.  The 
chair will ensure that the aforementioned list is circulated to each member of the Committee as 
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well as each of the other directors no later than five business days after the first meeting of the 
Committee held following the annual meeting of shareholders. 

The Committee may invite members of management and other persons to its meetings as 
it may deem desirable or appropriate.  The Committee shall report regularly (not less than once 
per year) to the Board summarizing the Committee’s actions and any significant issues 
considered by the Committee. 

IV. Committee Duties and Responsibilities 
 

In carrying out its responsibilities, the Committee shall establish and maintain flexible 
policies and procedures, in order to best react to changing conditions and to ensure to the 
directors and shareholders that the design, approval, and evaluation of the executive and director 
compensation plans, policies, and programs of the Company are in accordance with all 
requirements and are of the highest quality. 

In carrying out these responsibilities, the Compensation Committee shall: 

• Review and discuss with management and assist in the preparation of the 
Compensation Discussion and Analysis required by relevant SEC rules. 

• Recommend to the Board, if appropriate, that the Compensation Discussion and 
Analysis be included, as applicable, in the Company’s annual report on Form 10-
K, proxy statement on Schedule 14A or information statement on Schedule 14C, 
when required. 

• Prepare the report required by the SEC to be included, as applicable, in the 
Company’s annual report on Form 10-K, proxy statement on Schedule 14A or 
information statement on Schedule 14C, when required. 

• Make decisions for or recommendations to the Board with respect to the 
compensation of all directors, officers and other key executives. 

• Establish, approve and evaluate compensation plans, policies, and programs for 
director’s service on the Board and its committees. 

• Establish, approve, evaluate and make recommendations to the Board regarding 
the Company’s compensation plans, policies and programs, including the 
Company’s incentive compensation plans and equity-based plans. The Committee 
shall have and shall exercise all the authority of the Board with respect to the 
administration of such plans, policies and programs. 

• Review and approve on an annual basis, corporate goals and objectives relevant to 
Chief Executive Officer (“CEO”) compensation, evaluate the CEO’s performance 
in light of whether the goals and objectives have been achieved and set the CEO’s 
compensation levels based on this evaluation. The Committee will also consider 
the Company’s performance, shareholder returns, the value of similar incentive 
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awards to chief executive officers at comparable companies, awards given to the 
CEO in past years, the Company’s compliance with all applicable laws and 
regulations, the provision of quality services to the Company’s customers and any 
other factors the Committee deems relevant to determine the long-term incentive 
compensation of the CEO. 

• Review and approve, at least annually, for each and any executive officer and 
other key executives of the Company: 

(i) the annual base salary level;  

(ii) the annual incentive opportunity level; 

(iii) the long-term incentive opportunity level; 

(iv) employment agreements, severance arrangements and change in control 
provisions/agreements, in each case as, when, and if appropriate;  

(v) any bonus; and 

(vi) any special or supplemental benefits. 

• Review and reassess the adequacy of this charter annually and recommend to the 
Board any changes deemed appropriate by the Committee. 

• Review its own performance at least annually as required under “Performance 
Evaluation” below. 

• Report regularly to the Board at least four times per year. 

• Perform any other activities consistent with this Charter, the Company’s by-laws 
and governing law, as the Nominating and Corporate Governance Committee or 
the Board deems necessary or appropriate. 

V. Delegation to Subcommittee 
 
 The Committee may, in its discretion, delegate all or a portion of its duties and 
responsibilities to a subcommittee of the Committee. 
 
VI. Performance Evaluation 
 
 The Committee shall produce and provide to the Board an annual performance 
evaluation of the Committee, which evaluation shall compare the performance of the 
Committee with the requirements of this charter.  The performance evaluation shall also 
recommend to the Board any improvements to the Committee’s charter deemed necessary or 
desirable by the Committee.  The performance evaluation by the Committee shall be conducted 
in such manner as the Committee deems appropriate.  The report to the Board may take the 
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form of an oral report by the chairperson of the Committee or any other individual designated 
by the Committee to make this report. 
 
VII. Resources and Authority of the Committee 
 

The Committee shall have the resources and authority appropriate to discharge its duties 
and responsibilities.  The Committee shall have the sole authority to retain or terminate 
compensation consultants to assist the Committee in the evaluation of director, CEO or senior 
executive compensation.  The Committee shall also have the sole authority to determine the 
terms of engagement and the extent of funding necessary for payment of compensation to any 
consultant retained to advise the Committee. 
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