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PURPOSE 
 
The purpose of the Compensation Committee (the “Committee”) is to: (i) discharge the 
responsibilities of the Board of Directors (the “Board”) relating to compensation of the executive 
management and directors of State Auto Financial Corporation (the “Company”); (ii) produce, 
review and/or discuss with management of the Company, as appropriate, such reports and other 
information as may be required by applicable law, rules, regulations or other standards with 
respect to executive and director compensation; (iii) administer the Company’s stock option 
plans, other equity-based incentive compensation plans and other executive incentive 
compensation programs; (iv) carry out the roles and responsibilities of the Committee set forth 
below; and (v) carry out such other roles and responsibilities as may be delegated to the 
Committee by the Board. 
 
ORGANIZATION 

 
The Committee serves at the pleasure of the Board.  The Committee shall consist of at least three 
members of the Board. Members of the Committee shall be recommended for appointment by 
the Nominating and Governance Committee of the Board and shall be appointed by, and shall be 
subject to removal by, a majority vote of the full Board.  Each of these members shall meet the 
standards of independence as prescribed by the Marketplace Rules of the NASDAQ Stock 
Market, Inc. (“NASDAQ”) and applicable rules and regulations of the Securities and Exchange 
Commission (the “SEC”).  Each member of the Committee shall also be free from any 
relationship (including disallowed consulting, advisory or other compensatory arrangements) 
prohibited by applicable laws, rules or regulations or that, in the opinion of the Board, would 
interfere with the exercise of his or her independent judgment as a member of the Committee.  
Any member who is not a “Non-Employee Director” for purposes of Rule 16b-3 under the 
Securities Exchange Act of 1934, as amended, or who does not qualify as an “Outside Director” 
for purposes of Section 162(m) of the Internal Revenue Code of 1986, as amended (the “Code”), 
and the Treasury regulations promulgated thereunder, shall be required to abstain on all matters 
as to which such classification would be relevant.   
 
The Nominating and Governance Committee will, on an annual basis, recommend one member 
of the Committee as its chairperson for approval by the full Board.  If the Board does not 
designate a chairperson or if the chairperson of the Committee is not present at a meeting, the 
members of the Committee present at the meeting may designate a chairperson for such meeting 
by a majority vote of those members present.   
 
The Committee will meet at least four times per year and may convene more frequently as 
circumstances dictate.  Special meetings of the Committee may be convened as appropriate.  
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Committee meetings may be called by the Chairman of the Board of the Company, by the Chief 
Executive Officer of the Company (the “CEO”) or by any member of the Committee.  No 
specific notice of a meeting of the Committee is required.  Meetings of the Committee may be 
held through any communications equipment if all persons participating can hear and understand 
each other, and participation in such a meeting shall constitute presence at the meeting.   
 
The Committee may act by a majority of its members at a meeting or by a writing or writings 
signed by all of its members.  The Committee may create subcommittees from among its 
members and delegate authority to such subcommittees, in the Committee’s discretion.  The 
decisions made pursuant to any such delegated authority shall be reported to the full Committee 
at its next scheduled meeting.   
 
The CEO shall be invited to attend all Committee meetings and may be excused from certain 
portions of meetings as the Committee may determine.  The CEO shall not be present during any 
Committee deliberations or voting with respect to his or her compensation.  The Committee may 
invite to its meetings other directors of the Company, directors of State Automobile Mutual 
Insurance Company (the Company’s parent), members of management of the Company and such 
other persons as the Committee deems appropriate in order to carry out its responsibilities.  The 
Committee may also exclude from its meetings any persons the Committee deems appropriate in 
order to enable the Committee to carry out its responsibilities.  At the request of its members, the 
Committee may close each meeting with an executive session. 
 
The chairperson of the Committee (or his or her designee) will report orally to the full Board on 
the results of Committee meetings and actions taken by the Committee, and minutes of such 
meetings and actions shall be made available to all Board members and filed with the minutes of 
the meetings of the Board.   
 
The Committee shall have the authority, in its sole discretion, to retain and terminate, or obtain 
the advice of, any adviser to assist it in the performance of its duties, but only after taking into 
consideration factors relevant to the adviser’s independence from management specified in 
NASDAQ Listing Rule 5605(d)(3). The Committee shall be directly responsible for the 
appointment, compensation and oversight of the work of any adviser retained by the Committee, 
and shall have sole authority to approve the adviser’s fees and the other terms and conditions of 
the adviser’s retention. The Company must provide for appropriate funding, as determined by the 
Committee, for payment of reasonable compensation to any adviser retained by the Committee. 
The Company shall also provide for appropriate funding to the Committee, as determined by the 
Committee in its capacity as a committee of the Board, for carrying out its duties.     
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AUTHORITY AND RESPONSIBILITIES 
 

The Committee has the following duties: 
 

Executive Compensation: 
 

1. At the fourth regular meeting of the year, review and approve the compensation 
philosophy, policies, objectives and guidelines for the Company’s CEO and all 
other Section 16 officers. 

2. At the first regular meeting of the year, review and approve the Company’s peer 
group companies and data sources for purposes of evaluating the Company’s 
compensation competitiveness and establishing the appropriate competitive 
positioning of the levels and mix of compensation elements. 

3. At the first regular meeting of the year, review and approve corporate goals and 
objectives, including performance goals, if applicable, relevant to CEO and other 
Section 16 officer compensation. 

4. Set the annual salary, at the first regular meeting of the year, for the CEO and all 
other Section 16 officers.  When evaluating the CEO’s compensation, the 
Committee should consider, among other factors: 

(a) The individual performance of the CEO 

(b) The Company’s performance and relative shareholder return 

(c) The total compensation paid to CEOs at comparable companies 

(d) The Tally Sheet illustrating the past two years’ total earnings for the CEO 
and all other Section 16 officers.  

5. Annually, in the first quarter of the year, in conjunction with the Compensation 
Committee of the Board of Directors of State Automobile Mutual Insurance 
Company (the “SAM Compensation Committee”), review and assess the 
performance of the CEO based upon the accomplishment of the goals and 
objectives of the Company and such other factors as the Committee deems 
appropriate, in its sole discretion. 

6. At the first regular meeting of the year, fix the terms of any incentive bonus 
arrangement applicable to any Section 16 officer. 

7. At the first regular meeting of the year, set or make recommendations to the 
Board with respect to the compensation, including the various types or forms of 
compensation and their respective amounts, of the Company’s CEO and all other 
Section 16 officers as appropriate.  
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8. Evaluate the need for, and determine the provisions of, any employment contracts 
and severance and change in control arrangements for the CEO (in conjunction 
with the SAM Compensation Committee) and the Company’s other Section 16 
officers. 

9. At the first regular meeting of the year, review and discuss with management of 
the Company the Compensation Discussion and Analysis (the “CD&A”), and the 
compensation tables and accompanying narrative disclosure, required by SEC 
rules and regulations to be included in or incorporated by reference into the 
Company’s proxy statement and/or Annual Report on Form 10-K; based on such 
review and discussion, recommend to the Board that the CD&A be included in or 
incorporated by reference into the Company’s proxy statement and/or Annual 
Report on Form 10-K; and produce a Compensation Committee Report for 
inclusion in or incorporation by reference into the Company’s proxy statement 
and/or Annual Report on Form 10-K, in each case in compliance with and to the 
extent required by applicable SEC rules and regulations. 

10. Prepare, produce, review and/or discuss with management of the Company, as 
appropriate, such reports and other information required by applicable laws, rules, 
regulations or other standards with respect to executive and director 
compensation. 

11. At the fourth regular meeting of the year, review and monitor incentive 
compensation arrangements to confirm that incentive pay policies and practices 
do not encourage unnecessary risk taking, and review and discuss, at least 
annually, the relationship between the Company’s risk management policies and 
practices, corporate strategy and executive management compensation.  

12. At the first regular meeting of the year, review and discuss with the Company’s 
management any disclosures required by SEC rules and regulations relating to the 
Company’s compensation risk management, including, without limitation, 
whether and the extent to which the Company compensates and incentivizes its 
employees in ways that may create risks that are reasonably likely to have a 
material adverse effect on the Company. 

13. At the fourth regular meeting of the year, provide recommendations to the Board 
on Company-sponsored compensation-related proposals to be considered at the 
Company’s annual shareholder meetings, including Say-on-Pay and Say-on-
Frequency proposals, including a review and consideration of the results of such 
votes.   

 
Board Compensation: 

 
14. At the fourth regular meeting of the year, review and advise the Board with 

respect to compensation of members of the boards of directors of peer group 
companies. 
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15. At the fourth regular meeting of the year, recommend to the Board the 
compensation for directors, including annual retainers, meeting fees, committee 
and committee chair fees, equity-based awards, defined compensation and other 
similar items, as appropriate. 

Compensation Plans: 
 

16. Make recommendations to the Board with respect to, and approve the terms of, 
any incentive compensation plans and equity-based compensation plans. 

17. Administer the Company’s stock option and other equity-based incentive 
compensation programs, long-term incentive programs (equity-based and non-
equity-based), other compensation programs intended to provide compensation 
which is “qualified performance-based compensation” for purposes of Code 
Section 162(m) and the Treasury regulations promulgated thereunder, and such 
other plans and programs as designated by the Board or as provided by the 
provisions of any such plans or programs. 

18. At the first regular meeting of the year, make any stock options and/or stock 
grants of the Company’s common shares, without par value, and performance 
award units, while reserving the right to make awards of equity based 
compensation at other times of the year, as it deems necessary or appropriate. 

19. Annually, at the fourth regular meeting of the year, review proposed changes to 
the Company’s medical plans, retirement plans, and other benefit plans and 
recommend any changes to the Board in accordance with the requirements of the 
governing plan documents. 

General: 
 

20. Annually, at the third regular meeting of the Committee, conduct an annual 
performance evaluation of the Committee. 

21. Annually, at the fourth regular meeting of the Committee, review and assess the 
adequacy of this Charter and recommend any proposed changes to the Board, as 
necessary to reflect changes in regulatory requirements, authoritative guidance 
and evolving practices. 

22. At the second regular meeting of the year, review data regarding employee 
turnover rates and job satisfaction. 

23. In conjunction with the SAM Compensation Committee, develop a succession 
plan for the CEO and all other Section 16 officers and at the third regular meeting 
of the year, in a joint meeting with the SAM Compensation Committee, review 
both the CEO succession plan and the succession plans for all other Section 16 
officers. 
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24. Report to the Board all meetings of the Committee.  Since the Company’s board 
meetings are typically held concurrently with the board meetings of State Auto 
Mutual, the Committee will determine if any matters it would otherwise report on 
are not appropriate to be included in the report delivered in the presence of 
directors of State Auto Mutual. 

25. Carry out such other roles and responsibilities as designated by the Board. 

 
In performing its duties and responsibilities, the Committee is entitled to rely in good faith on 
information, opinions, reports or statements prepared or presented by: 
 

 One or more officers or employees of the Company whom the Committee members 
reasonably believe to be reliable and competent in the matters prepared or presented; 

 Legal counsel or other persons as to matters which the Committee members 
reasonably believe to be within the professional or expert competence of such 
persons; or 

 Another committee of the Board as to matters within such other committee’s 
designated authority. 

 

This Compensation Committee Charter is not intended to change or augment the obligations of 
the Company or its directors or management under the federal securities laws or to create new 
standards for determining whether directors or management have fulfilled their duties, including 
fiduciary duties under applicable state law. 
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