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AVICI SYSTEMS INC.

02027322 E OF ANNUAL MEETING OF STOCKHOLDERS™™
- , TO BE HELD ON MAY 21, 2002
AN .

The Annual Meeting of Stockholders of Avici Systems Inc. (the “Company”) will be held at the offices of
Testa, Hurwitz & Thibeault, LLP, Conference Center, 125 High Street, Boston, Massachusetts 02110, on
Tuesday; May 21, 2002 at 9 a.m., local time, to consider and act upon each of the following matters:

1. To elect three members to the Board of Directors to serve for a three-year term as Class II Directors.

2. To approve an amendment to the Amended 2000 Stock Option and Incentive Plan of the Company to
increase the annual per participant award limitation to 2,000,000. =

3. To transact such other business as may properly come before the meeting and any adjournments thereof.

Stockholders entitled to notice of and to vote at the meeting shall be determined as of the close of business
on March 29, 2002, the record date fixed by the Board of Directors for such purpose.

By Order of the Board of Directors
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North Billerica, Massachusetts o \( APR 2 @ 2&02

April 19, 2002 THOMSON

WHETHER OR NOT YOU EXPECT TO ATTEND THE MEETING, PLEASE COMPLE'E!WAL
AND SIGN THE ENCLOSED PROXY CARD AND MAIL IT PROMRTLY IN THE ENCLOSED
ENVELOPE IN ORDER TO ASSURE REPRESENTATION OF YOUR SHARES. NO POSTAGE NEED
BE AFFIXED IF THE PROXY CARD IS MAILED IN THE UNITED STATES.
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| PROXY STATEMENT -
FOR THE ANNUAL MEETING OF STOCKHOLDERS
To Be Held on May 21, 2002

This Proxy Statement is furnished in connection with the solicitation of proxies by the Board of Directors of
Avici Systems Inc. (the “Company™) for use at the Annual Meeting of Stockholders to be held at the offices of
Testa, Hurwitz & Thibeault, LLP, Conference Center, 125 High Street, Boston, Massachusetts 02110 on
Tuesday, May 21, 2002; at 9 a.m. and'at any adjournments thereof (the “Annual Meeting”). All proxies will be
voted in accordance with the stockholders’ instructions, and if no choice is specified, the enclosed proxy
card (or any signed and dated copy thereof) will be voted in favor of the matters set forth in the
accompanying Notice of Meeting. Any proxy may be revoked by a stockholder at any time before its exercise
by: (i) delivering written revocation or a later dated proxy to the President or Secretary of the Company at any
time before it is exercised; or (ii) attending the Annual Meeting and voting in person.

Only. stockho]ders of record as of the close of business on March 29, 2002, the record date fixed by the
Board of Directors, will be entitled-to vote at the Annual Meeting and at any adjournments thereof. As of that
date, there were an aggregate of 50,263,349 shares of common stock, par value $.0001 per share (the “Common
Stock”), of the Company outstanding and entitled to vote. Each share is entitled to one vote.

The Board of Directors knows of no other matter to be presented at the Annual Meeting. If any other matter
upon which a vote may properly be taken should be presented at the Annual Meeting, shares represented by all
proxies received by the Board of Directors will be voted with respect thereto in accordance with the judgment of
the persons named as attorneys in the proxies.
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The Company’s Annual Report containing consolidated financial statements for the fiscal year ended
December 31, 2001-is being mailed together with this Proxy Statement to all stockholders entitled to vote. It is
anticipated that this proxy statement and the accompanying proxy will be first mailed to stockholders on or about
April 19, 2002 C -
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ELECTION OF DIRECTORS

Pursuant to the Company s Fourth Restated Certlﬁcate of Incorporatwn the Board of Dlrectors of the
currently serving in Class II and two drrectors currently serving in Class III. Each d1rector serves for a three- -year
term, with one class of directoys bemg elected at each Annual Meeting. The Class II Directors’ term will expire
at this Annual Meeting. All directors will hold ofﬁcé until their successors have been duly elected and qualified.
Prior to the Annual Meeting, Henry Zannini and Sanjiv Ahuja were the Class I Directors; Stephen M. Diamond,
Steven B. Kaufman, Richard T. Liebhaber and James Mongiello were the Class II Directors; and Surya R. Panditi
and James R. Swartz were the Class IIT Dlrectors

The nominees for Class 1I Directors are Stephen M. Diamond, Steven B. Kaufman and Richard T.
Liebhaber,-who are currently servingas Class II Directors of the Company. James Mongiello, who also is
currently serving as a Class II' Director, is not standing for re-election and his-term-of office will expire on the
date of the Annual Meeting. As a result, following the Annual Meeting, our Board of Directors will consist of
seven persons: Shares represented by all proxies received by the Board of Directors and not so marked as to
withhold authority to vote for these nominees will be voted for their election. The Board of Directors knows of
no reason why these nominees should be unable or unwilling to serve, but if that should be the case, proxies will
be voted for the election of some other person, or for fixing the number of directors at a lesser number.

The Board of Directors recommends a vote FOR the election of the directors.

Board of Directors’ Meetings and Committees

The Board of Directors of the Company held ten meetings during the fiscal year ended December 31, 2001.
Each of the directors attended at least 75% of the aggregate of all meetings of the Board of Directors and of all
commiittees of the Board of Directors on which each director then served held during fiscal 2001.

The Company has standirg Compensation and Audit Committees. The Compensation Committee, of which
Mr. Swartz and Mr. Ahuja are currently members, determines the compensation of the Company’s senior ~
management. Catherine M. Hapka, who resigned from the Board of Directors on February 1, 2002, served on the
Compensation Committee during fiscal 2001. The Compensation Committee held three meetings during fiscal
2001..The Audit Committee, of which Messrs. Diamond, Liebhaber and Monglello are members, oversees
ﬁnancral results and internal controls of the Company, including matté?s relating to the appointment and
activities of the Company’s independent auditors, The Audit Committee held six meetings during fiscal 2001.




~ Occupations of Directors and Executive Officers

The.follbwmg table sets forth for each Class I Director, each Class II Director, each Class III Director and

the exechtive ofﬁcers of the Company, their ages and present posmons w1tﬁ the Gempaqy 4s of the date of the

Annual Meeting:
‘ _ Name ' v . -Age ‘ - | Position
Steven B. Kaufman ............ ... e . ?’)- . President, Chief Executive Officer and Director
P%_alil F. Brauneis . . o e Ve 57  Chief Financial Officer, Senior _‘.\i/ice President of
» ~ Finance and Administrationv and Treasurer
Christopher W. Gunner, PhD. ...... ... e .47 Senior Vice President of Research and
S ‘ -+ Development -

Chris V. Sih;pson ....... R 54  Senior Vice Pre51dent of Sales, Marketing and

‘ o Support
SuryaR.Panditi ..........0................. 42 Chairman of the Board of Directors
Sanjiv Ahuja (1) ... oo 45 Director
Stephen M. Diamond (2) ...................... 45 Director |
Richard T. Liebhaber (2) ...................... 66 Director
James Mongiello(2) ...... ... ... ... .. .. - 60 Director
James R. Swartz (1) B P 59 Director

Henry Zannini. . . ... e e 57 Director

) vMémber of Compensation Commjt&e.
(2) Member of Audit Committee,

Steven B. Kaufman has seerd as our Chief Executive Officer since July 1, 2001, as our President since
January 1,72001, and as a Director since September 2000. Mr. Kaufman served as our Chief Operating Officer
from September 2000 to June 30, 2001. From February 1999 through July 2000, Mr. Kaufman was employed
by Lucent Technologies Inc. as President of the Multiservice Core Networks division and before that as
Vice President and General Manager of Core Switching, both in Lucent’ssInternetworking Systems Group. From
May 1996 through January 1999, Mr. Kaufman was a general manager in Lucent’s Microelectronics Group (now
Agere Systems). From 1991 to April 1996, Mr. Kaufman was employed in a variety of marketing management
roles at Intel Corporation on the Pentium processor family of products.

Paul F. Brauneis has served as our Chief Financial Officer and Treasurer since January 2000 and as our
Senior Vice President of Finance and Administration since May 2001. Mr: Brauneis served as our Vice President

_of Finance and Administration and Secretary from January 2000 to May 2001. Prior to that, Mr. Brauneis. Served

as Vice President and Corporate Controller at Wang Global, an information technology services company,. .
from August 1997 through December 1999. From September 1995 to July 1997, Mr. Brauneis served as
Vice President and Corporate Controller of BBN Corporation, a provider of Internet and Internetworking
solutions. During 1993 and 1994, Mr. Brauneis served as. Vice President, Chief Financial Officer and Treasurer

. of SoftKey International; Inc., formerly known as Spmnaker Software Corporauon a prov1der of personal

productivity software. ...




Christopher W. Gunner has served as our Senior Vice President of Research:and-Development since '+ -
July 2001 as our Vice President of Engineering from February 2000 to July 2001, as our Director of Architecture
from Jupe 1999.to. February 2000 as our D1rector of Software and Archrteeture from July 1998 to June 1999, and
by Digital Equrpment Corporaﬁon asa Consulting Engineer from June 1995 to Apnl 1997

"~ Chris V. Szmpson has served as our Senior Vrce\‘Presrdent of Sales, Marketing and Service since October
2001. Pnor to Jommg Avici, Mr, Srmpson was employed by Ciena Corporation as their Senior Vice President of
Sales smce March 2000. From August 1998 to October 1999, Mr. Simpson was Vice President of Sales,
Marketmg and International Operations for Harris Corporation’s RF Communications. From 1988 to 1998,
Mr. Simpson held several senior sales and marketing positions at Qualcomm, Inc., including Senior Vice -
President/General Manger of Worldwide Sales and Marketing and Senior Vice President of Strategic Marketing.

Surya R. Panditi has served as the Chairman of our Board of Directors since July 1, 2001, and'as a Director
since June 1997. Mr. Panditi was employed by us from June 1997 to December 2001, serving as our Chief
Executive Officer from June 1997 to June 30, 2001, as our President from June 1997 to January 1, 2001, and as
the Co-Chairman of our Board of Directors from January 1, 2001 to June 30, 2001. Since January 2002,

Mr. Panditi has served as the Chief Executive Officer and a director of Convergent Networks, Inc., a provider of
broadband voice infrastructure solutions. From August 1996 to June 1997, Mr. Panditi was Vice President and .
General Manager of the LAN Infrastructure Business Unit of U.S. Robotics. Mr. Panditi was employed by Telco
Systems Inc., a provider of transport and access solutions for networks, from April 1994 to June 1996, most
recently as Vice President and General Manager of the Magnalink Communications Division.

Sanjiv Ahuja has served as a Director since May 2001. Mr. Ahuja founded and has served as the Chief
Executive Officer of Comstellar Technologies, Inc. since 2000. From 1996 to 2000, Mr. Ahuja was President and
Chief Operating Officer of Telecordia Technologies, formerly Bell Communications Research. From 1994 to
1996 he served as the Group President of Software Systems of Bell Communications Research. Previously,

Mr. Ahuja held various positions at IBM in the areas of software development, design and marketing.

Stephen M. Dlamond has served as a Director since September 1999. Mr Diamond has been a general
partner of Sprout Capital since April 1998. Mr. Diamond was Group Vice President and Worldwide Director of
Telecommunications and Networkmg Research at Dataquest, an information technology market research and
consulzung firm, from January 1996 to February 1998. Mr. Diamond setved as Vice President of Marketing at
Electronic Retailing Systems International Inc., a provider of electronic shelf labeling systems, from
December 1994 to December 1995, Mr. Diamond is also a drrector of several private companies.

Richard T. Liebhaber has served as a Director since June 1997 Mr. Liebhaber was a Consultmg Managmg

" Director at Veronis, Suhler & Associates, Inc., a provider of financial advisory services.to the communications

industry; from June 1995 to August 2001. Prior to-that, Mr. Liebhaber served as Executive Vice President of:
MCI Communications Corporation from December 1985 to May 1995. Mr. Liebhaber also serves on the board of
directors of KPN/Qwest Telecom B.V., a joint venture between a Dutch telecommunications provider and Qwest,
ILOGS. A ‘a software company, and JDS Uniphase Corporation, a ﬁber optrc comumunications company.

James Mongtello has served asa D1rector since March 2000. Mr. Mongrello has been a Venture Partner of
Redpoint-Ventures since October. 1999 and a Venture Partner of Brentwood Venture Capital from June 1998.
From July 1998 until March 2000, Mr. Mongiello was chief executive officer of FreeGate Corporation, a
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provider of broadband access services. Before that: Mt Mongiello was Vice Président of 3Com Corporation
from November 1936 until June,1998. Prior to joining 3Com Corporation, Mr. Mongiello was chief executive

officer of OnStream Networks a telecommumcatlons company, from ]unc*T9944mt11 Ats' acqmsmon by 3Com
Corporatlon in October 1996 ; K o c """"’*‘ oo

James R. Swartz has servedsas a Director since November 1996, as our Chairman of the Board of Directors
from November 1996 to Ja anuvary 1, 2001, and as our Co-Chairman of the Board of Directors from January 1,

12001 to June 30, 2001. Mr. Swartz is a general partner of Accel Partners, a venture capltal mvestment firm he co-
founded m 1983.

Henry Zannini co-founded Avici in November 1996 and has served as a Director since that time.
Mr. Zannini served as our Vice President of Government Sales from February 2000 to November 2001 and as
our Vice President of Business Development from November 1996 to January 2000. Before founding Avici,
Mr. Zannini served as Senior Director of Telecom Business Development for Atialogic Corp., a designer and

manufacturer of advanced systems and subsystems to te]ecommumcat1ons original equipment manufacturers,
from September 1993 to January 1996.




“+ - SECURITIES OWNERSHIP OF MANAGEMENT AND DIRECTORS .

' The followitig table sets forth as-of March 29, 2002 (unléss otherwise indicated), certain information
regardirig beneficial;ownership-of the Company’s €Common:Stock (i)y-by-each director of the Company, (ii) by
each executive officer named in the Summary Compensation Table on page-9;-and (i) by all directors and
executive officers of the Company as a group. Unless otherwise listed below, each person maintains a business
address at c/o Avici Systems I'nc., 101 Billerica Avenue, North Billerica, Massachusetts, 01862.

Name and Address ‘of Beneficial Owner

Executive Officers and Directors
Steven B. Kaufman (3)

Paul F. Brauneis @ e RO, S

Christopher W.. Guﬁner (&)

Chris V. Simpson (6) ....................

Surya R. Panditi (7)
c/o Convergent Networks, Inc.
900 Chelmsford Street

Tower Three

Lowell, MA 01851

SanjivAhuyja(8) .......... ... L
c/o Comstellar Technologies

100 Campus Drive

Florham Park, NJ 07932

Stephen M. Diamond (9)
c/o Sprout Venture Capital *
3000 Sand Hill Road

Menlo Park, CA 94025

Richard T. Liebhaber (10)

James Mongiello (11) &+ oveeeenenn..
¢/o Redpoint Ventures

3000 Sand Hill Road, #2-290

Menlo Park, CA 94025

James R. Swartz (12) .......... AN
c/o Accel Partners

428 University Avenue

Palo Alto, CA 94301

Henry Zannini (13)

All Executive Officers and Directors as a
Group (11 persons)

"

Title(s)’

President, Chief Executive Officer and Class 11
Direc;pr

Chief Financial Officer, Senior Vice President
of Finance and Administration and Treasurer

Senior Vice Presideni ‘of Resea:ch and
Development

Senior Vice President of Sales, Marketing and
Support

Class I Director and Chairman of the Board of
Directors

Class I Director

Class H Director

Class II Director

Class II Director

Class Il Director

Class I Director

.Amount énd Nature .. Pefcent of
of Beneficial * ~ Common Stock
- Ownership(1) - : Outstanding(2)
488,407 *
138,570 *
237,304 .
40,104 *
1,018,024 2.0%
8,750 *
862,358 1.7%
115,000 *
32412 *
895,378 1.8%
384,275 *
4,220,622 8.4% .
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Less than one percent of the outstandmg Common Stock

The:number of shares beneﬁcxally owned by each. stockholder is determined in accordance thh the rules of
the Securmes and Exchange Commission and are not necessarily indicativé DEbeneficial ownership for any
other purpose. Shares of Common Stock subject to options currently exercisable or exercisable within,

60 days of the Record Date (“Presently Exercisable Securities”) are deemed outstanding for computing the
percentage of the person orentity holding such sgcurities, but are not deemed outstanding for computing the
percentage of any other person or entity. Thé Company does not know of any person who beneﬁc1a11y owns
more than 5% of the outstandlng capital stock.

'Percentage of benef1c1a1 ownershlp is based on 50,263,349 shares of Common Stock outstandlng as of the

Record Date

Includes 3, 170 shares held in trust for Mr. Kaufman $ chﬂdren 86,127 shares which are SUb_]ECt to forfeiture
and restrictions in accordance with a vesting schedule and 293,780 shares issuable upon exercise of options
within 60 days of March 29, 2002, 193,780 of which the Company éxpects:to grant on or about May 1,

2002, but in no event later than May 15, 2002, pursuant to the terms of the option exchange program.

Includes 5,000 shares held by Paul F. Brauneis and Dorothy F. Brauneis, JTROS, 16,502 shares which are
subject to forfeiture and restrictions in accordance with a vesting schedule and 110,041 shares issuable upon
exercise of options within 60 days of March 29, 2002, 37,124 of which the Company expects to grant on or
about May 1, 2002, but in no event later than May 15, 2002, pursuant to the terms of the option exchange
program.

Includes 16,502 shares which are subject to forfeiture and restrictions in accordance with a vesting schedule
and 93,792 shares issuable upon exercise of options within 60 days of March 29, 2002, 37,124 of which the
Company expects to grant on or about May 1, 2002, but in no event later than May 15, 2002, pursuant to the
terms of the option exchange program.

Includes 40,104 shares issuable upon exercise of options within 60 days of March 29, 2002.

Includes 40,000 shares held by Mr. Panditi’s wife, 10,000 shares held in trust for Mr. Panditi’s daughter,
150,000 shares held by the Surya Panditi GRAT, 50,000 shares held by the Panditi Family GST Trust 2000,
200,000 shares held by the Surya Panditi GRAT 2002, 19,501 shares which are subject to forfeiture and
restrictions in accordance with a vesting schedule and 43,875 shares issuable upon exercise of options
within 60 days of March 29, 2002 which the Company expects to grant on or about May 1, 2002, but in no
event later than May 15, 2002, pursuant to the terms of the option exchange program.

Includes 8,750 shares issuable upon exercise of options within 60 days of March 29, 2002.

Congists of 55,965 shares held by Sprout Venture Capital, L.P., 706, 446 shares held by Sprout Capital VIII,
L.P.i 81,278 shares held by DLJESCII, L .P., 3,668 shares held by DfTCapltal Corporation and 15,000
shares issuable upon exercise of options within 60 days of March 29, 2002. DLJ Capital Corporation is the
general partner of Sprout Venture Capital, L.P. and Sprout Capital VIII, L.P. DLJ LBO Plans Management
Corp. is the general partner of DLJ ESC 11, L.P. Mr. Diamond is a general partner of Sprout Capital.

Mr. Diamond disclaims beneficial ownership of the shares owned by the DLJ and Sprout entities except to
the extent of his pecuniary interest therein.

(10) Consists of 100,000 shares held in a living trust for Mr. Liebhaber’s estate or his wife and 15,000 shares

issuable upon exercise of options within 60 days of March 29, 2002.

(11) Inchides 361 shares held in trust for Mr. Mongiello’s farruly and 15,000 shares issuable upon exercise of

options within 60 days of March 29, 2002.

(12) Consists of 338,363 shares held by Accel V L.P., 45,339 shares held by Accel Intemet/Strategic Technology

Fund L.P., 6,716 shares held by Accel Keiretsu V L.P., 20,151 shares held by Accel Investors ‘96 L.P.,

107,570 shares held by Ellmore C. Patterson Partners, 3,832 shares held by Accel Keiretsu V Associates
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L.L.C, 83,831 shares held in trust for Mr. Swartz’s family, 22,349 shares owned by The Swartz Foundation
Trust of whichsMr. Swartz is the Trustee and 45,000 shares issuable‘ipon exercise of options within 60 days
of March 29, 2002. Accel V Associates L.LC. is the general partner of Accel V L.P. Accel Internet/.”
: Strateglc Technology Fund Associates L.L..C. is the general partner of A&ET] Intemet/Strateglc Technology
Fund L.P. Accel Keiretsu V Associates L.L.C. is the general partner of Accel Keiretsu V L.P. Arthur C.
Patterson, a general partnes of Accel Investors ‘96 L.P., is the solé general partner of Ellmore C. Patterson
' Partners Jamies R. Swartz, is a general partner of Accel Investors ‘96 L.P. and Accel Partners anda
managing member of Accel V Associates L.P., Accel Internet/Strategic Technology Fund Associatés L.L.C.
and Accel Keiretsu V Associates LLC. Mr. Swartz disclaims beneficial ownership of the shares owned by
the Accel entities except to the extent of his pecuniary interest therein, except for Ellmore C. Patterson
‘ Partners, for which he completely disclaims ownérship since he has no economic interest therein or voting
i powers. Mr. Swartz disclaims beneficial ownership of the shares held in trust for his family and of the
Bl shares held by The Swartz Foundation Trust except to the extent of his pecuniary interést therein.

(13) Includes 380 000 shares held by Henry Zannini and Linda Zannini, JTROHS and 4 275 shares owned by
Mr. Zannini’s wife.




-« COMPENSATION:AND.OTHER INFORMATION: :. -
- CONCERNING DIRECTORS AND OFFICERS: -: : .

Fatiel

Executive Compensation Summary

The following table sets forth for the fiscal year ended December 31, 2001, the annual and long-term
compensation of each of (i) the-Company’s Chief Exégutive Officer and.(ii) each of the Company’s most highly
compensated executive-officers who received annual compensanon in excess of $100, OOO (collecnvely, with the
Chief Executive Officer; the “Named Ofﬁcers”) CoE

| SUMMARY COMPENSATION TABLE

, . ) , . .. Long-Term
B Annual Compensation(1) " Compensation Awards
o " Restricted
S i . Salary Bonus - Stock. - Options/
Name and Principal Position Year _ %) ‘ $(2) Award(s)$) . SARs(3)

SuryaR.Panditi (4): .................. e 2001 $192,556 $30,629 © $. 44,852 (5) 100,000(6)

Chairman - _ : , ' 2000 $178,296 $92,500 .. . — 100,000(6)
1999  $150,072 — : — —

StevenB. Kaufman ....................... . 2001  $274,111 $41,390 - $ 198,092 (5) 500,000(7)
President, Chief Executive Officer and 2000  $101,930(8) $50,000 $(2,209,000)(9) 700,000(7)
Director _ 1999 —_— —_ _ —

Paul F. Brauneis . .... e 2001 - $180,856 $26,8l6 $ 37,955 (5) 75,000(11)
Chief Financial Officer, Senior Vice Presxdent 2000 - $138,538(10). $50,000 — 225,000(11)
of Finance and Administration, and Treasurer 1999 — — — L. —

Christopher W. Gunner ... ... .. ............ 2001  $178,936 $13;207 » $ 37,955 (5) 75,000(12)
Senior Vice President of Research and 2000 $142,420 $50,000 - 125,000(12)
Development , : - 1999  $128,608 $ 1,300 - — ., 25,000

(1) Excludes perquisites and other personal benefits, the aggre gét’e annual amount of which for each officer was
less than the lesser of $50,000 or 10% of the total salary and bonus reported. Chris V. Simpson, our Senior
Vice President of Sales, Marketing and Support joined the Company .in-October 2001. In 2001, he received
a salary of $51,936, reflecting-an annual base salary rate for 2001 of $2 $225,056. Mr. Simpson received-an

.option to purchase 275,000 shares at an exercise price of $1.37. This option vests in equal monthly
' installments over four years beginning on N ovember.1, 2001.. -

(2) ' Bonuses are'reportéd in the year eamed, even if actually paidin a subsequent year. -

(3) Options listed below were awarded under the Company S 1997 Stock Incentxve Plan and/or 2000 Stock
Option and Incentive Plan : T . g

(4) Mr. ,Pandm served as our Chlef Execuuve Ofﬁcer from’ June 1997 until June 30 2001

(5) . Granted pursuant to. the Company s option exchange program and based on the falr market value at .
October 30, 2001 ($2.30 per share as-quoted in the Nasdaq National Market).:As:of December 31,-200%,
. Mr. Panditi held 19,501 shares of restricted stock; Mr. Kaufman held 86,127-shares of restricted stock, -
Mr. Brauneis held 16,502 shares of restricted stock and Mr. Gunner held 16,502 shares of restricted:stock,
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exchange program. Fifty percent (50%) of the’ shares of- restncted stock réceived by each executive officer
vest one year after the date of grant. Thereafter, the shares of restricted stock vest in four equal three-month
installments until fully vested. As to these shares of restricted stock, eactneg;eglgye officer. is entitled to
receive any d1v1dends Av1c1 may pay on 1ts Common Stock

(6). Mr. Pandrtr accepted the Company s offer to e)‘(@hange all of hrs outstandmg stock optrons and tendered
such options in exchange for (i) restricted stock, which was grahted on October 30, 2001, and (ii) optrons to -
purchase a lesser number of shares, resulting in the cancellation of these options previously granted in 2000 :
and 2001. The Company expects to grant 175,499 new options on or about May 1, 2002, but in no event
later than May 15, 2002, at an exercise price equal to the fair market value of the Company’s Common
Stock on such date pursuant to the option éxchange program.

(7) Mr. Kaufman accepted the Company’s offer to exchange a portion of his outstanding stock options and
tendered such options in exchange for (i) restricted stock, which was granted on October 30, 2001, and
(i1) options to purchase a lesser number of shares, resulting in the cancellation of 400,000 of the 500,000
* options previously granted in 2001 and all of these options previously granted in 2000. The Company
expects to-grant 775,121 new options on or about May 1, 2002, but in no event later than May 15, 2002, at -
an exercise price equal to the fair market value of the Company’s Common Stock on such date pursuant to
the option exchange program.

(8) Represents compensation Mr. Kaufman received in fiscal 2000 and reflects an annual base salary of
$250,016. Mr. Kaufman joined Avici in July 2000. :

(9) As of December 31, 2001, Mr. Kaufman held 100,000 shares of Common Stock, which were granted by
Avici to Mr. Kaufman on July 27, 2000 and were fully vested on July 26, 2001. As of December 31, 2001,
the value of these shares of Common Stock held by Mr. Kaufman was less than the purchase price paid per
share based on the fair market value at December 31, 2001 ($2:91 per share as quoted on the Nasdaq
National Market). Mr. Kaufman’s purchase of these shares was financed by an interest-free, partial recourse
loan from the Company. . '

(10) Represents compensation Mr. Brauneis received in fiscal 2000 and reflects an annual base salary of
$150,072. Mr. Brauneis joined Avici in January 2000. '

(11) Mr. Brauneis accepted the Company’s offer to exchange a portion of his outstanding stock options and
tendered such options in exchange for (i) restricted stock, which ¥ Was granted on October 30, 2001 and
(ii) options to purchase a lesser number of shares, resulting in the cancellation of all of these options -
previously granted in 2001 and 100,000 of the 225,000 options previously granted in 2000. The Company
expects to grant 148,497 new options on or'about May 1, 2002, but in no event later than May 15; 2002, at
an exercise price equal to the fair market value of the Company’s Common Stock on such date pursuant to
the optron exchange program

(12) Mr. Gunner accepted the Company s offer to exchange a portron of hrs outstanchng stock options and |
tendered such options in exchange for. (i) restricted stock, which was granted on October 30, 2001 and
(ii) options to purchase a lesser number of shares, resulting in the cancellation of all of these options
previously granted in 2001 and 100,000 of the 125,000 options previously granted in 2000. The Company' . °
expects to grant 148,496 new options on or about May 1, 2002, but in no event later than May 15, 2002, at
an exercise price equalto the fair market value of the Company s Common Stock on. such date pursuant to
the option exchange program. : ' :
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Opfion Grants in Last Fiscal Year coe e T e e T e PPN

- Thesfollowing table sets forth grants of stock ©options pursuant:to the Company’s. 2000 Stock Option- and
Incentivé Plan during the fiscal year.ended December 31, 2001 to the Named-©Fffice Uho are: hsted inthe
Summary Compensatlon Table above:: ... - & S TR PH T L e

OPTION/SAR GRANTS N LAST F ISCAL YEAR“)

Indmdual Grants (2) o
Potential Realizable V
Pe,li,c:;t] of - a't)f:ls]s::;r_nse; ?Ailz:qa‘lz Ratgse
N Optlons/SARs ,Exerclse . AO tock Price
Obptions/ Granted to ‘B NS ppreciation for
- SIX]({IS‘ Eml:ll(])yeees (i)n OrPngie Expiration Option Term (4)
Name Granted(#) Fiscal Year(3)  ($/Sh) —-Date 5%($) 10%($)
SuryaR. Panditi ..... FERRR L...c 10000005 2.13%  $ 517 61911 $ 0 $ 0
Steven B. Kaufman. ......: e 750005) 1.60%  $2325 1211 $ - O $ 0
100,000(6)  2.13%. $ 8.00-. 3/29/11 503,116. 1,274,994
325,000(5) 6.92% $ 517 -6/19/11 0 0
Paul F. Brauneis .................. 75,000(5) 1.60% $ 5'17 6/19/11  $ 03 0
Christopher W. Gunner . .......... o 75,00005) 160% $ 5.17 61911 $ 0 $ 0
Chris V. Simpson .............. . 275,000(7) 5.85% -7 § 1.37 9/30/11 $236,936 $ 600,442 -

(1) No stock appreciation rights (“SARs”) were granted by the Company in the fiscal year ended December 31,
2001. .

(2) Stock options were granted under the Company’s 2000 Stock Option and Incentive Plan at an exercise price
equal to the fair market value of the Company’s Common Stock on the date of grant. Unless otherwise .
noted, the options have a term of ten years from the date of grant.

(3) Based on an aggregate of 4 697 575 optlons granted by the Company to employees during the fiscal year
‘ended December 31, 2001.

) Amounts repor’red in these columns represent amounts that may be realized upon exercise of the optlons
immediately prior to the expiration of their term assuming the specified compounded rates of appreciation
(5% and 10%) on: the market value of the Company’s Common Steek-on the date of option grant over the
term of the options. These numbers are calculated based on rules promulgated by the Securities and
Exchange Commission and do not reflect the Company’s estimate of future stock price growth. Actual
gains, if any, on stock option exercises and Common Stock holdings are dependent on the timing of such
exercise and the future performance of the Company’s Common Stock. There can be no assurance that the
rates of appreciation assumed in this table can be achieved or that the amounts reflected will be received by
the individuals.

(5) These options were tendered by the respective executive officer in connection with the Company’s option
exchange program and were cancelled pursuant to the terms and conditions of the opuon exchange program.
Because these options were cancelled, they have no realizable value.

(6) This option vests in twelve equal monthly installments beginning on April 30, 2001 and ending on
March 30, 2002. _

(7) This option vests in forty-eight equal monthly installments beginning on November 1, 2001 and ending on
October 1, 2005.
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Option Exercises and Fiscal Year-End Values cep oA e Db D e

The folIowmg tab]e ‘sets forth information with respect to options: to. puschase the Company s Common Stock
granted: finder the: Company’s 1997 Stock Incentive Plan-and 2000 Stock Optishian giincentwe Plan to the Narhed
Officers who are listed in the Summary Compensation Table above, including ‘(i) the:iumbér of shares: of
Common Stock purchased upop exercise of options.in the fiscal year ended December 31, 2001; (ii) the net value
realized upon such exercise; (iii) the number of une)(ercxsed optxons outstandmg at December 31, 2001; and (iv)
the value of such unexercised options at December 31,2001: .

AGGREGATED OPTION/SAR EXERCISES IN LAST FISCAL
YEAR AND FISCAL YEAR-END OPTION/SAR VALUES

Number of Unexercis—e_d Value of Unexercised

Shares - Options at o . In-the-Money Options -
Acquired on Value December 31, 2001 (%) at December 31, 2001 ($)(1)
Name Exercise (#) Realized (8) (Exercisable) (Unexercisable) (Exercisable) (Unexercisable)
SuryaR.Panditi .......... 25,000 842,750 0 0 — —_—
25,000 804,750 -
50,000 440,125
50,000 82,000 ’ ]
Steven B. Kaufman ....... 0 0 74,999 25,001 — : —
Paul F. Brauneis ... ........ 0 0 59,894 65,106 — —
Christopher W. Gunner . . .. 0 0 8,958 1,042 17,110 1,990
: ’ 11,250 3,750 10,238 3,413
17,187 7,813 15,640 7,110
: 11,979 - 13,021 —_ : —
Chris V. Simpson . .. .... .. 0 0 - 11,458 263,542 - 17,645 - 405,855

(1) Value is based on the difference between the option exercise price and the fair market value at December ‘
. 31, 2001, the fiscal year-end (the closing price of $2.91 per share on December 31, 2001 as quoted on the
Nasdaq National Market), multiplied by the number of shares underlymg the option.
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TEN YEAR OPTION/SAR REPRICING
The followmg table sets forth information regarding options held by. theeNamed Officers who are listéd in the
Surnmary Compensation Table above that were exchanged pursuant to an opnoncaxnhange program. The option
exchange program was made available to all employees and officers of the Company who held options with an
exercise price greater than $5,00. The Compensation Committee of the Board of Directors implemented the
option exchange program in order to restore the incentive value of such options, as well as to reduce the total
number of options outstanding from grants made in 2000 and 2001. :

Number of Market Price Of Length Of
Securities Underlying Stock At Exercise Price . Original Option
Options/SARs Time Of At Time Of New Term At Date
Repriced Or Repricing Or Repricing Or  Exercise  Of Repricing Or
Name ]_)_a_t_s Amended Amendment Amendment Price - Amendment
SuryaR. Panditi.......... (1) 100,000 2 - $1200  @3) 6/7/10
(D 100,000 ) 5.17 3 6/19/11
Steven B. Kaufman ....... ) 400,000 (2) $-3100 - (3 7127110
M 100,000 2) 25.00 (3) 7127110
(1) 200,000 (2) 96.75 3 7/27/10
) 75,000 ) 23.25 3) ' 1/2/11
0 325,000 ) 5.17 3) 6/19/11
Paul F. Brauneis ......... H 50,000 : 2) $ 12.00 3) 6/7/10
» ) 50,000 2) 18.875 3) 12/20/10
(1) 75,000 2 5.17 3) 6/19/11
Christopher W. Gunner .... (1) 50,000 ) $ 12.00 3 6/7/10
(1 50,000 2) 18.875 3) 12/20/10
(1) 75,000 2) 5.17 3) 6/19/11

(1) Pursuant to the terms of the option exchange program, for all options tendered by each executive officer and
accepted for exchange by the Company, the executive officer would receive a number of shares of restricted
stock and new options exercisable for a number of shares of Common Stock determined in accordance with
a certain exchange ratio. The options exchanged were granted under the Company’s 1997 Stock Incentive

~Plan and/or 2000 Stock Option and Incentive Plan. On October 30, 2001, the Company granted to each
executive officer restricted stock. The Company expects to grant new options on or about May 1, 2002 but

~ in‘no event later'than May 15, 2002. i

(2) Thée market price at the time of the exchange in connection with the grant of the resmcted stock was $2.30.

- The market price in connection with the grant of new options will be-equal to 100% of the fair market value
of the Company’s Common Stock on the date of grant of the new options, as determined by the last reported
-sale price of the Company’s Common Stock on the Nasdaq National Market on.the date the Company grants
the new options. : C

(3) There is no exercise price associated with the restncted stock grants. The exercise pnce of the new optxons

_will be equal to 100% of the fair market value of the Company’s Common Stock on the date of grant of the
néw options, as determined by the last reported sale price of the Company’s Common Stock on the Nasdaq
National Market on the date the Company grants the.new options. ‘
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Change in Control Agreements

Our offer letter to Paul F. Brauneis provides that, upon a change in control of Avici, Mr. Brauneis will -

“receive twelve months accelerated vesting of his options. If Mr. Braunéis is termmated ‘without ¢ause or, in

connection with a change in control, is terminated or suffers a reduction in responsmTT'ty posmon or
compensation, he also will receive six months accelerated vesting of his options as well as six months
continuation of his salary and benefits. Our offer letler to Steven B. Kaufman provides that, upon a change in
control of Avici, Mr. Kaufman will receive accelerated vesting of 50% of all of his remaining unvested optlons
If Mr. Kaufman is terminated without cause or suffers a significant reduction in responsibility, position or
compensation, he also will receive twelve months continuation of his salary and benefits. In addition, if in
connection with a change in control Mr. Kaufman is terminated without cause or suffers a significant reduction in
responsibility, position or compensation, he will receive accelerated vesting of all of his options. Our offer letter
to Chris V. Simpson provides that, upon a change in control of Avici, Mr. Simpson will receive accelerated
vesting of 50% of all of his remaining unvested options. If in connection with a-change in control Mr. Simpson is
terminated without cause or suffers a significant reduction in responsibility, position or compensation, he will
receive accelerated vesting of all of his options as well as twelve months continuation of his salary and benefits.

Compensation Committee Report on Executive Compensation

The Compensation Committee is comprised of two of the independent, non-employee members of the Board
of Directors, neither of whom have interlocking relationships as defined by the Securities and Exchange
Commission. The Compensation Committee is responsible for reviewing and administering the Company’s stock
plans and establishing and monitoring policies governing the compensation of executive officers. The
Compensation Committee considers the performance of the executive officers in order to make recommendations
regarding their cash compensation and stock options to the full Board of Directors. As the Company only
recently established the Compensation Committee in connection with its initial public offering, there is a limited
history; however, the Compensation Committee expects to periodically review the approach to executive
compensatlon and make changes as competitive conditions and other circumstances warrant.

. g %

Compensation Philosophy Since the Company’s inception in November 1996, the Company has sought to
attract, retain and reward executive officers primarily through long-term equity incentives in the form of
restricted stock and stock options. As such, the salary component of the executive officers compensation
reﬂect}ed base salary at alower level and the stock component at a higher level than that of a more established
company in the same industry. The Compensation Committee’s approach is predicated upon the philosophy that
a substantial portion of aggregate annual compensation for executive officers should be contingent upon the
Company’s performance and an individual’s contribution to the Company’s success in meeting certain critical
objectives. Inaddition, the Compensation Committee strives to align the interests of the Company’s executive
officers-with the long-term interests of stockholders through stock option grants such that grants of stock options
should relate the performance of the executive to the market perception of the performance of the Company.

Qption Exchange. Program. In' the third quarter of 2001, the Company offered an exchange of emponee
stock options to certain holders of outstanding options, including executive officers, that had an exercise price of
more than $5.00 per share. All eligible executive officers tendered options in connection with'the option
exchange program. In order to participate in the program, employees were required to tender for exchange all
options granted on or after April 1, 2001 and could elect to tender for exchange options granted prior to that date.
In exchange for eligible options, employees generally received a number of shares of restricted stock and a

14




commitment for new grants of non-qualified stock options (collectively, the “New Grant”) in accordance. with the -
following exchange satio: - A

5 R - , . o ) . ) . ) -Exchange
Exercise Price of Options Tendered ) ) ' . ~ " Ratio’
$5.00.0rless .......... DU e e e T T ~ None
$5.01-85.19 ............. 0L I O, S 1.2for 1
$5.20-810.00 ................ e e S e . 1 for.1
$10.01-$40.00 ... .. ST P o A .75 for 1
$40.01-$80.00 .. ... R e FE P Sforl
$80.0ldrmore._...,............,......;.; ............................................. 2for1l

.One-tenth.(1/10) of the New Grant consisted of restricted stock (rounded up to the nearest whole share) and
nine-tenths (9/10) of the New Grant consisted of new options exercisable for shares of Common Stock (rounded
down to the nearest whole share), subject to adjustments for any stock splits, stock dividends and similar events.
In order to address potential adverse tax consequences for non-U.S. employees, those employees were allowed to
forego the restricted stock grants and receive all stock options.

A total of 6,553,750 options were accepted for exchange under the offer and accordingly, were canceled in
October 2001. A total of 543,733 shares of restricted. stock were issued on October 30, 2001. 50% of the shares
of restricted stock vest one year from the date of grant, and 12.5% of the shares vest in each three-month period
thereafter. The Company intends to grant the new options, to purchase approximately 4,586,545 shares, on or .
about May 1, 2002, but no later than May 15, 2002. The new options will have an exercise price equal to the fair
market value of the Company’s Common Stock on the date of grant, as determined by the last reported sale price
of the Common Stock on the Nasdaq National Market on the grant date. The new options will have a term not to
exceed 10 years and vest either 12.5% or 25% on date of grant, depending on the length of employment, and
2.0833% per month thereafter.

The Committee approved thesexchange offer because it is philosophically committed to the concept of
employees and executive officers as owners. In light of the recent stock market volatility, especially for
technology. stocks, the Committee felt it appropriate to offer the option exchange program. The Company intends
to provide long-term incentives through its regular annual option grant program and, together with this annual

The Company provides its executive officers with a compensation package consisting of base salary,
variable incentive pay and participation in benefit plans generally available to other employees. The Committee
considers market information from published survey data provided to the Compensation Committee by the
Company’s human resources staff. The market data consists primarily of base salary and total cash compensation
rates, as well.as incentive bonus and stock programs of other companies considered by the Compensation
Committee to be peers in the Company’s industry. The Compensation Committee also reviewed the Company’s
financial Performance in fiscal 2001, certain milestones achieved by the Company (including product
enhancements, revenue growth and the Company’s initial public offering) and individual executive officer duties.

Base Salary. Base salaries for fiscal 2001 reflected the Company’s position as an emerging company.
During fiscal 2001, Messrs. Panditi, Kaufman, Brauneis and Gunner received annual base salaries of $192,556, -
$274,111, $180,856 .and $178,936, respectively. In addition, Mr. Simpson received a salary of $51,936 based
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upon an annual base salary of $225,056. Based on the review of the market data, the Compensation Comymittee -
set executive compensation for the upcoming fiscal year within the range of compensation of executive officers-
with cognparable qualifications, experience and responsibilities at companies in similar businesses of comparable
size and success. The Compensation Committee intends to continue to adjust"compensatlon appropriately in
order to compete for and retain executives who operate the Company effectively and align the interests of its
executive officers with the long-term interests of stockholders In reviewing the compensation for the upcommg
fiscal year, the Compensation Committee recognizes “that in order for the Company to improve its products and -
scale the business, the ability to attract, retain and reward executive officers who will be able to operate
effectively in a dynamic, complex environment is vital. In that regard, the Company must offer compensation
that is competitive in the industry; motivates executive officers to achieve the Company’s strategic business -
objectives; and aligns the interests of executive officers with the long-term interests of stockholders.

Effectlve January 1, 2002, base salaries for all employees, including the Named Officers; were reduced. For
Named Officers, base salaries effective as of December 31, 2001 were reduced-by 15% in connection with the
implementation of the Company’s Variable Pay Plan, effective January 1, '2002. The Named Officers may
receive from 25% to 150% of the base salary reduction in the form of incentivé compensation upon the
achievement of certain Company financial milestones as determined by the Compensation Committee.

Performance Incentives. During fiscal 2001, the Company’s incentive plan was based upon the
achievement of specified Company performance objectives-and certain individual performance objectives, each
determined on a semi-annual basis. During fiscal 2001, Messrs. Panditi, Kaufman, Brauneis and Gunner,
received bonuses of $30,629, $41,390, $26,816 and $13,207, respectively for the six-month period ended June
30, 2001. There were no bonuses paid for the six-month period ended December 31, 2001. The Compensation
Committee implemented an incentive plan for the upcoming fiscal year that consists of a percentage of the base
salary of each executive officer and that is based upon the performance of the Company, as well as individual
performance. The Compensation Committee intends to approve an executive incentive plan each year.

Long-Term Equity Incentives. The Compensation Committee strongly believes in granting restricted stock
or stock options to the Compan§’s executive officers to tie executive officer compensation directly to the long-
term success of the Company and increases in stockholder value. During fiscal 2001, Messrs. Panditi, Kaufman,
Brauneis and Gunner received aggregate grants of options of 100,000, 500,000, 75,000 and 75,000 respectively, -
of which 100,000, 400,000, 75,000 and 75,000 respective grants of options were subsequently cancelled pursuant
to our;option exchange program. During fiscal 2001, Messrs. Panditi, Kaufman Brauneis and Gunner received
aggregate grants of restricted stock of 19,501, 86,127, 16,502 and 16,507, respectively pursuant to the terms and
conditions of our option exchange program. In- addition, Mr. Simpson received an aggregate grant of 275,000
options. Mr. Simpson did not participate in the option exchange program: Grants of restricted-stock and stock
options to executive officers are based upon each executive officer’s relative position, responsibilities, historical
and expected contributions: to the Company, and the executive officer’s existing stock ownership and previous
equity compensation. Restricted stock and stock options are granted under the Company’s 2000 Stock Option
and Incentive Plan in‘'the annual option grant-program,. generally vest over a four-year period and have an
exercise price equal‘to the fair market value on the date of grant. Stock options therefore provide value to the
executive officers only when the price of the Company’s Common Stock increases over the exercise price. -

Other Benefits. The Company-also has various broad-based employee benefit plans. Executive officers
participate in these plans-on the same.terms as eligible, non-executive employees, subject to-any legal limits on .

the amounts‘that may be contributed or paid to executive officers under these plans. The Company offers ‘a stock -
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purchase:plan under which employees may purchase-Common Stock at a discount. The Company also mamtams
msurance and other benefit plans for its employees

Chzef Executtve Oﬁicer Compensanon Mr.. Pandm served as the Companfs Cﬁ}ef Executive Ofﬁcer from
June. 1997 to June 30, 2001. Mr. Kaufman has served as the Company’s Chief Executive Officer since July 1,
2001. As described above for thg Company’s other executive officers, Mr. Panditi’s and Mr. Kaufman’s base
salaries for fiscal 2001 were established by the Company based upon the Company’s position as an emerging
company. The Compensation Committee may adjust Mr. Kaufman’s salary in-the future, based upon comparative
salaries of chief executive.officers in the Company’s industry, and other factors which-may include the financial
performance of the Company and Mr. Kaufman’s success in meeting strategic goals. -

Tax Deductibility of Executive Compensation. In general, under Section 162(m) of the Internal Revenue
Code of 1986, as amended (the “Code”), the Company cannot deduct for federal income tax purposes,
compensation in excess of $1,000,000 paid to certain executive officers. This deduction limitation does not
apply, however, to compensation that constitutes “qualified performance-based compensation” within the
meaning of Section 162(m) of the Code and the regulations promulgated thereunder. The Compensation
Committee has considered the limitations on deductions imposed by Section 162(m) of the Code, and it is the
Compensation Committee’s present intention that, for so long as it is consistent with its overall compensation
objective, substantially all tax deductions attributable to executive compensation will not be subject to the
deduction limitations of Section 162(m) of the Code.

THE COMPENSATION COMMITTEE
James R. Swartz

Report of the Audit Committee

The Board of Directors hassan Audit Committee which oversees the Company’s accounting and financial
functions, including matters relating to the appointment and activities of the Company’s independent auditors.
The Audit Committee regularly discusses with management and the outside auditors the financial information
devéloped by the Company, the Company’s systems of internal controls and its audit process. The Audit
Commntee recommends to the Board of Directors each fiscal year the appointment of the independent auditors
and rev1ews periodically the auditors’ performance and independence:“Ftie Audit Committee is composed of
Messrs. Diamond, Liebhaber and Mongiello. None of Messrs. Diamond, Liebhaber and Mongiello are officers or
employees -of the Company, and aside from being directors of the Company, each is otherwise independent of the
Company (as independence is defined in The National Assotiation of Securities Dealers’ listing standards). The
Audit Committée operates-under a written charter adopted by the Board of Directors, a copy of which is attached”

‘as Appendix A to this Proxy Statement.

The Aud1t Committee has rev1ewed the audited consolidated financial statements’ of theé Company as of
December 31;2001: and for the year‘ended December 31, 2001, and has discussed them with both management
and Arthur Andersen LLP, the Company’s independent accountants. Management has represented to the Audit
Committee that the: financial statements were prepared in accordance with generally accepted accounting
principles. The Audit Committee has also discussed with the independent accountants the matters required to be
discussed by Statement on Auditing Standards No. 61 (Communications with Audit Committees), as currently in--
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effect, including various matters pertaining to the audit, including the Company’s:financial statements, the report
of the independent auditors on the results, scope and terms of their work, and their recommendations concemixig
the finaricial practices, controls, procedures and policies employed by, the Company. The Audit Committee has
received the written disclosures and the lettér from the independent accountam&reqlm'ed by Independence
Standards Board Standard No. 1 (Indepéndence Discussions with Audit Committees), as “currently in effect, and
has discussed with Arthur Andgrsen LLP that firm’ sgndependence

Based on its review of the financial statements and these dlscussmns the Audit Committee concluded that it
would be reasonable to recomimend, and on that basis did recommend, to the Board of Directors that the audited:
consolidated financial statements be included in the Company’s Annual Report on Form 10-K for the fiscal year
ended December 31, 2001.

THE AUDIT COMMITTEE

Richard T. Liebhaber; Chairman
Stephen M. Diamond
James Mongiello

Audit Fees

The aggregate fees billed by Arthur Andersen LLP for professional services rendered for the audit of the
Company’s annual consolidated financial statements for the fiscal year ended December 31, 2001 and for the
review of the condensed consolidated financial statements included in the Company’s Forms 10-Q for the fiscal
year ended December 31, 2001 were $117,000.

Financial Information Systems Design and Implementation Fees

- No fees were billed by Arthur Andersen LLP for financial information systems design and implementation
professional services for the fiscal year ended December 31, 2001.. :
All Other Fees X S ;

The aggregate fees bllled by Arthur Andersen LLP for services other than those described above for the
fiscal year ended December 31, 2001 were $88,069, consisting primarily of professional services rendered for tax
preparation in the amount of $15,000 and tax consultation in the amount of $39,870, accounting business
advisory consultation in the amount of $20,699 and the audit of the Company’s 401(k) emp]oyee benefit plan in
the amount of $12,500: : ‘

The Company’s Audit Committee has determined that the provision of the services provided by Arthur
Andersen LLP as set forth herein are compatible with maintaining Arthur Andersen LLP’s independence.

The Board-of Directors has adopted a policy that no independent accountants engaged by the Company shall
perform.any ‘services other than for audit and tax-related matters without ﬁrst havmg obtained the approval of the
Board-of Directors.. ‘ : ‘ .
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Compensation Committee Interlocks and Insider Participation

Currently, Mr. Swanz and Mr. Ahuja serve as members of. the Compensauon Comnuttee of the Board of
Directorst The Compensatlon Committee establishes the salary and other comp_ensatlon for: the Company’s
executive officers and administers the Company’s stock plans. Mr. Ahuja and Mr. Swartz are not’ employees of
Avici and Mr. Ahuja has never been employed by Avici. Mr. Swartz was formerly the Interim Chief Executive
Officer, President and Secretary of Avici. Mr. Swartz is also a general partner of an affiliate of Avici that has
made equity investments in Avici. No interlocking relationship exists between any member of our Board of
Directors or our Compensation Committee and any member of the board of directors or compensatlon committee
of any other company and no such interlocking relationship has existed in the past.

Compensation of Directors

During me fiscal year ended December 31, 2001, directors received no cash—eompensation for their services

‘as directors, except for reimbursement of reasonable out-of- pocket expenses incurred in connection with
attending meetings.

Pursuant to our 2000 Non-Employee Director Stock Option Plan, or Director Plan, each non—employee
director who was a member of the board of directors prior to our initial public offering was ~automatically granted
on the date of that offering an initial option to purchase 40,000 shares of Common Stock with an exercise price

-equal to $31.00 per share, which will vest in four equal installments over four years. Each non-employee director

who becomes a member of the board of directors after the date of that offering will be automatically granted on
the date first elected to the board of directors an option to purchase 35,000 shares of Common Stock, which will
vest in four equal installments over four years. In addition, provided that the director continues to serve as a

member of the board of directors, each non- -employee director will be automatically granted on the date of each
annual meeting of stockholders following his or her initial option grant date an option to purchase 15,000 shares
of Common Stock, 5,000 shares of which will vest immediately and 10,000"sharés of which will vest in four

equal installments over, four years. All options granted under the Director Plan will have an exercise price equal

‘to the fair market value of the Conmon Stock on the date of grant and a term of ten years from the date of grant.

Unvested options terminate following the date that the director ceases to be adirector for any reason other than
death or permanent disability. Vested options may be exercised at any time during the option term, but expire
180 days following the date that the director ceases to be a director for any reason other that death or permanent
disability. The term of the Director Plan is ten years, unless sooner terminated by vote of the board of directors.
) E | ‘\‘-u&:
Diréctors are also eligible for option grants and stock purchases and awards under our 200() ‘Stock Option
and Incentive Plan. :
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Stock Performance Graph

" The. followmg graph shows the seventeen-month cumulative total’ stockholder réturn on the Company’s
Comrnon Stock during the period from July 28, 2000 (the date of the- Company‘s lﬁltla] ‘public offering) through
December 31,2001, with the cumulative total return-on the Nasdaq Stock Market (U.S: -) Index and the Nasdag
Telecommunications Index. The comparison assumes $100 was invested on July 28, 2000 in the Company’s
Common Stock and in-each Jf the forégoing indicas and assumes reinvestment of dividends, if any. * -
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Notes: A % 005 T T S b e N T R R e e e :
. A. _The lines represent monthly index levels denved from compounded dally returns that 1nclude all
B rdrvrdends A T BT "';" :

B, Ifthe monthly mterval based on the ﬁscal year—end is not a tradlng day, the precedmg tradmg day is
used : ‘ P .
- oy O .

i C The Index level for all seties was set to 100 0 on July 28 2000

1) ;--..Thrs graph is not sohcrtlng matenal is not deemed ﬁled wrth the Secuntres and Exchange Commlssmn '
. and is not to be mcorporated by reference in any ﬁlmg of the. Company under the Securities Act of 1933 or
the Securmes Exchange.Act of 1934 whether made before or after the date hereof and irrespective of any
general incorporation language in any such filing. :

(2) The stock price perforrance shown ‘on the graph is not necessarily indicative of future price performance.
Information used on the graph was obtained from the Center for Research in Security Prices, Chicago, -
Illinois, a source believed to be rehable, but the Company is not responsrb]e for any errors or omxssrons in
such 1nformat10n : :




PROPOSAL TO AMEND THE 2000 STOCK OPTION AND INCENTIVE PLAN ..

PropoSed Amendment to Increase the Annual Per Partlupant Award Lumtatlon

" It Nine 1997, the Company adopted the 1997 Stock Incennve Plan (the “1997 Plan”) which prov1ded for the
issuance of shares of commonsstock incentives. The, 1997 Plan maintained an annual per participant award
limitation in the amount of 1,000,000. The 2000'Stock Option and Incentlve Plan (the: 2000 Plan”) was adopted
by the Company s Board of Directors in May 2000 and approved by the Company s stockholders in July 2000. -
Since adoption, the 2000 Plan maintained-an annual per participant award limitation in the amount of 500; 000.
The Board of Directors has approved and recommended to the stockholders that théy approve an amendmént to
increase the annual per participant award limitation under the 2000 Plan' frém'500;000 fo 2,000,000. The
proposal does not increase or otherwise affect in any way the total' number of shares authorized for issudnce, but
solely incréases the annual per participant award limitation and, accordmgly, the Company s ﬂex1b111ty in..
retaining and attracting key. employees o : oo

The Company s management relies on stock options as an essential part of the compensation packages
necessary for the Company to attract and retain experienced officers and employees. The Board of Directors
believes that the present limitation may not provide an adequate award to attract, motivate and retain significant
employees given the current volatility in the equity markets, and that the proposed increase in the annual per
participant award limitation is essential to permit the Company’s Board of Directors to continue to provide long-
term, equity-based incentives to present and future key employees. In addition, increasing the annual per
participant limit will provide the Board of Directors additional flexibility in compensating key employees while
maintaining the tax deductibility to the Company of this compensation under Section 162(m) of the Internal
Revenue Code.

If the increase in the annual per participant award limitation under the 2000 Plan is not approved, the
Company may become unable to provide suitable long-term equity based incentives to present and future
employees. The Company has not at the present time determined the participants who may receive an annual
award greater than 500,000 if tfie proposed amendment to the 2000 Plan is approved. Failure to approve the
amendment would limit the Compensation Committee’s ability to grant additional options to Named Officers or
key hires in 2002 and future years.

f} total of 20,776,250 shares have previously been authorized by, the Company’s Board of Directors and
stockholders for issuance under the 1997 Plan and the 2000 Plan. The proposed amendment to the 2000 Plan
does not increase this total Common Stock incentive pool. Following the date of the Company’s initial public
offering, no additional awards were eligible for grants under the 1997 Plan. Under the 2000 Plan, shares of
Common Stock authorized under the 1997 Plan and (i) not issued as of the date of the Company’s initial public
offering or (ii) subject to options or restricted stock outstanding as of the date of the Company’s initial public
offering- which expire, or are terminated, surrendered or forfeited, plus the 5,000,000 additional shares authorized
for issuance pursuant to the amendment of the 2000 Plan in 2001 are available for issuance under the 2000 Plan.

4

Description of the 2000 Stock Option and Incentive Plan

The purpose of the 2000 Plan is to provide incentives to officers and other employees of the Company and
any present or future subsidiaries (collectively, “Related Corporations™) by providing them with opportunities to
purchase stock of the Company pursuant to options which qualify as incentive stock options (“ISO” or “ISOs”)
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as.defined in Section 422 of the Internal Revenue Code of 1986, ‘as amended. (the.“Code®). The text of the-2000 . .
Plan, amended as prdposed above, is attached as Exhibit B to:this Proxy-Statement. The 2000 Plan also provides :
for the isspance to consultants, employees, officers and directors of the ‘Company and Related Corporations of
options which do not qualify-as ISOs (“Non-Qualified Option”-or “Non-Qualified Options”). Awards of stock of
the Company (“Awatds”) and the opportunity to make direct stock purchases of shares of the Company .
(“Purchases”) may also be granted to consultants, employees, officers and directors of the Company. ISOs; Non-
Qualified Options, Awards and Purchases are sometimes referred to collectlvely as “Stock Rights” and ISOs and
Non-Qualified Options are. sometimes referred to collectively as “Options.” On-March 28, 2002 the closing pnce
of the: Company 3 Common Stock on the Nasdaq National Market was $1.90. -

Admlmstratton The 2000 Plan is adrmmstered by the Compensation Comimittee of the Board of Directors
of the Company (the “Committee”), which consists of two directors. Subject to the-terms of the 2000 Plan, the
Committee has the authority to determine the persons to whom Stock Rights shall be granted (subject to certain
eligibility requirements for grants of ISOs) and to interpret provisions of the Plan;, including but not limited to,
the terms of the Stock Rights granted, including (a) the number of shares subject to each grant, (b) when the
Stock Right becomes exercisable, (c) the per share exercise or purchase price, (d) the duration of the Stock Right,
(e)-the time, manner and form of payment upon the exercise of a Stock Right and (f) other terms and provisions
governing the Stock Rights. The interpretation and construction by the Committee of any provision of the 2000
Plan or of any Stock Right granted under the 2000 Plan shall be final unless otherwise determined by the Board
of Directors. ,

Eligible Participants. Subject to certain limitations, ISOs under the 2000 Plan may be granted to any
employee of the Company. For any ISO optionee, the aggregate fair market value (determined on the date of
grant of an 1SO) of Common Stock to be received by such optionee (under all stock option plans of the
Company) pursuant to an ISO if such optionee exercises options at the earliest possible date cannot exceed
$100,000 in any calendar year; any-portion of an ISO grant that exceeds such $100,000 limit will be treated for
tax purposes as a Non-Qualified Option. Additionally, the 2000 Plan currently provides that no participant may
be granted Awards during any one fiscal year to purchase more than 500,000 shares of Common Stock. Non-
Qualified Options, Awards and Purchases: may be granted to any director, officer, employee or consultant of the
Company. As of March 29, 2002, there were approximately 293 ofﬁcers and employees of Related Corporations
that were ehgrble to pamcrpate in the 2000 Plan.

Gn,zntmg of Stock Rights, Przces and Duiration. Stock: Rrghts may, beigranted ‘under the 2000 Plan at any
time prior to May 3, 2010. Pursuant to the 2000 Plan, the Committee shall establish the purchase price or
exercise price of any Stock Rights granted under the Plan. ISOs cannot be granted at prices less than the fair
market value of the Common Stock on the date of grant as determined in good faith by the Board of Directors (or
less than 110% of the fair market value in the case of ISOs granted to an employee or officer holding 10% or
more of the voting stock.of the Company). The exercise price per share of Non-Qualified Options granted under
the 2000 Plan cannot be less than the minimum legal consideration required under 'applicable state law. Options
granted under the 2000 Plan shall explre on the date spec1ﬁed by the Committee.;

Exercise of Optzons Each Opt1on granted under the 2000 Plan shall become exercrsable in such 1nsta11ments
as the Committee may 'specify. Payment for exercise of an Option under the. 2000 Plan may be made by check or,
if authorized by the Committee in its discretion, in‘full or in part by a promissory. note of the optionee to the
Company (and delivery to.the Company of a check in an amount equal to the par value of the shares purchased),
by tendering shares of Common- Stock of the Company or by delivery to-the Company of-an irrevocable and

23

]
J‘
i

T T R




unconditional undertaking by a creditworthy brokef-or a:copy of instructions-to- créditworthy broker to deliver .

to the Company. €ash or a chéck sufficient to.pay. the EXTCISe.PICE. i oML 1 Tu vl b i g gl o
T el T T P T RN N T Sy -t

2 b

}Von-Assignability of Options: Unless-otherwise permitted by. the: BSard f'Birectors, only the dptionee may
exercise an Optien; no assignment or transfers are permitted except by will or by the laws of descént and:.
distribution. . .-t ., o o SRR AT A
* Miscellaneous. Option holders are protected against'dilution in-the event of a stock dividend, .. .

recapitalization, stock split, merger or simiilar transaction:: The Board of Directors'may-from time to time adopt - -
amendments, certain of which are subject to shareholder approval, and may terminate the 2000 Plan at any time
(although such action.shall not affect options previously granted). Any shares that are ‘subject to-an Option which
for any reason expires or terminates unexercised remain available for.option grants under the 2000 Plan. Unless
terminated sooner, the 2000 Plan.will terminate on May3,2010. - ‘ S e

Federal Income Tax Consequences

Incentive Stock Options. The following general rules are applicable under current Federal income tax law to
ISOs under the 2000 Plan: : . e T

1. In general, no taxable income results to the optionee upon the grant of an ISO or upon the issuance of shares
to him or her upon the exercise of the ISO, and no corresponding tax deduction is allowed to the Company
upon ¢ither grant or exercise of an ISO. e .

2. If shares acquired upon exercise of an ISO are not disposed of within (i) two years following the date the
option was granted or (ii) one year following the date the shares are issued to the optionee pursuant to the
ISO exercise, the difference between the amount realized on any subsequent disposition of the shares.and -
the exercise price will generally be treated as capital gain or loss to the optionee. Teb

3. If shares acquired upon exercise of an ISO are disposed: of before the expiration of one or both of the. .. . .-
requisite holding periods discussed above (a “Disqualifying Disposition”), then in most cases the lesser of -
(1) any excess of the fair farket value of the shares at the time-of exercise of the ISO over the exercise price:
or (ii) the-actual gain on disposition will be treated as compensation to the optionée and will be taxed as -
ordinary income in the year of such disposition. o . o 1 :

4. In any year that an optionee recognizes compensation income as the result of a Disqualifying Disposition of
stock acquired, by exercising an 1SO, the Company generally shoyld be entitled o a corresponding -+ .
deduction for Federal income tax purposes.- ST S . o

5. Any excess of the amount realized by-the optionee as the result of a Disqualifying Disposition over. the sum’
of (i) the exercise price and (ii) the amount of ordinary income recognized under the above rules will be
treated as capital gain. S o : ‘ e

6. Capital gain or loss recognized on a disposition of shares will be long-term capital gain or'loss if the

- optionee’s holding period for the shares exceeds one year. - - T TR LT A

7. An optionee may be entitled to exercise an 1ISO by delivering shares of the Company’s Commion Stock to: ;..
the Company in payment of the exercise price, if the optionee’s ISO agreement so provides. If an optionee
exercises an ISO in such fashion, special rules will apply. - o T e T -

8. In addition to the tax consequences described above, the exercise of an ISO may-resultin additional tax:
liability to the optionee under the alternative minimum tax rules. The Code provides that an alternative - * i:
minimum tax (at a maximum rate of 28%) will be applied against a taxable base which'is equal to .7
“alternative minimum taxable income,” reduced by a statutory exemption. Inigeneral; the amount by which-
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the value of the Common Stock recéived upon exercise of the ISO exceeds the exercise price is included in
the optlonee s alternative minimum taxable i income. A taxpayer is required to pay the higher of his or her
regular tax liability or the alternative minimum tax. A taxpayer that pays altema.trve minimum tax
‘attributable to the exercise of an ISO may be entitled to a tax credit agafiist hls*%r-her regular tax hablhty in
later years.

9.  Special rules apply 1f the stock acqurred is subjec\:} to vestmg, oris subject to certain restrictions on resale
under Federal securities laws apphcable to directors, officers or 10% stockholders.

Non-Qualified Options. The following general rules are apphcable under current Federal income tax law to
Non-Qualified Options under the 2000 Plan: '

1. The optionee generally does not realize any taxable income upon the grant of a Non -Qualified Option, and
the Company is not allowed a business expense deduction by reason of such-grant.

2. The optionee generally will recognize ordinary compensation income at the time of exercise of a Non-
Qualified Option in an amount equal to the excess, if any, of the fair market value of the shares on the date
of exercise over the exercise price.

3. When the optionee sells the shares, he or she generally will recognize a capital gain or loss in an amount
equal to the difference between the amount realized upon the sale of the shares and his or her basis in the
shares (generally, the exercise price plus the amount taxed to the optionee as compensation income). If the
optionee’s holding period for the shares exceeds one year, such gain or loss will be a long-term capital gain
or loss.

4. The Company generally should be entitled to a corresponding-tax deduction for Federal income tax purposes
when compensation income is recognized by the optionee.

5. An optionee may be entitled to exercise a Non-Qualified Option by delivering shares of the Company’s
Common Stock to the Company in payment of the exercise price. If an optionee exercises a Non-Qualified
Option in such fashion, special rules will apply.

6.  Special rules apply if the stock acquired is subject to vesting, or is subject to certain restrictions on resale
under Federal securities lawg applicable to directors, officers or 10% stockholders.

Awards and Purchases. The following general rules are appllcab]e under current Federal i income tax law to
the grant of Awards and Purchases under the 2000 Plan:

1. Persons receiving Common Stock pursuant to an Award or Purché“sf'é“g%neral]y will recognize compensation
income equal to the fair market value of the shares received, reduced by any purchase price paid. - ‘

2. The Company generally should be entitled to a corresponding deduction for Federal income tax purposes
when such person recognizes compensation income. When such Common Stock i is sold, the seller generally
will recognize capital gair or loss equal to the difference between the amount realized upon the sale and the
seller’s tax basis in the Common Stock (generally, the amount that the seller paid for such stock plus the
amount taxed to the seller as compensation income).. ) « - :

3. Special rules apply if the stock acquired pursuant to an Award or Purchase is subject to vesting, or-is subJect
to certain restrictions on resale under Federal securities laws apphcable to.directors, officers or 10%

- stockholders. :

The Board of D1rect0rs recommends a voté FOR the approval of the proposa] to amend the Company s
2000 Stock Option and Incentive Plan. , :
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SELECTION OF AUDITORS

Arthur Andérsen LLP, independent certified public accountants, perfdrmed the annual audit fof the
Company for 2001 and for each year since 1997. A member of the firmi w1ll be-present at the Annual Meenng
with the opportunity to make a statement if so desired and will be available to ) Tespond to appropriate questions.
The Audit Committee Report on page 17 sets forth 1nformat10n regardmg serv1ces performed by, and fees pa1d
to, Arthur Andersen during the year 2001. -~ - = ‘

The Board of Directors and the Audit Committee are aware of recent events concernmg Arthur Andersen
and have reviewed these matters with representatives of the firm. In view of the highly publicized events
involving Arthur Andersen, including the recent action against it by the United States Department of Justice, the
Audit Committee and the Board will continue to monitor the Company’s engagement of Arthur Andersen and the
other developments relating to the firm. The Board has delegated to the Audit Committee the responsibility to
work with-management to review the qualifications of the' major national accounting firms to serve as the .
Company’s independent public accountants for the fiscal year ending December 31, 2002. The Audit Committee
will assemble a list of candidate firms, including Arthur Andersen, evaluate their qualifications and make a
recommendation to the full Board. This process does not reflect any criticism-of Arthur Andersen’s services
rendered to the Company. The Board’s selection will be announced after the Company completes its
deliberations but at the time of the printing of this proxy statement, no decision has been made. This bemg the
case, unlike our usual practice, you are not being asked to ratify the Board’s decision in this regard. If a different
independent auditor is selected prior to the Annual Meeting, it is expected that its representative will also attend
the Annual Meeting and will have an opportunity to make a statement if so desired and will be available to
respond to appropriate questions.

VOTING PROCEDURES

The presence, in person or by proxy, of at least a majority of the outstanding shares of Common Stock
entitled to vote at the Annual Meeting is necessary to establish a quorum for the transaction of business. Shares
represented by proxies pursuant to which votes have been withheld from any nominee for director, or which
contain one or more abstentions or broker “non-votes,” are counted as present for purposes of determining the
presence or absence of a quorim for the Annual Meeting. A “non-vote” occurs when a broker or other nominee
holding shares for a beneficial owner votes on one proposal, but does not vote on another proposal because the
broker does not have discretionary voting power and has not received instructions from the bene_ﬁcial owner.

Election of Directors. Directors are elected by a plurality of the votes cast, in person or by proxy, at the
Annual Meeting. The three nominees receiving the highest number ofsaffirmative votes of the shares present or
represented and voting on the election of the directors at the Annual Meeting will be elected as the Class Il
Directors for a three-year term. Shares represented by proxies received by the Board of Directors and not so
marked as to withhold authority to vote for the nominees will be voted for the election of the nominees. If a
stockholder properly withholds authority to vote for any nominee, such stockholder’ s shares will not be counted
toward such nominee’s achievement of a plurahty

Proposal 2. With respect to the proposed amendment and restatement of the Company’s 2000 Stock Option
and Incentive Plan, the Company’s By-Laws and federal tax regulations provide that the affirmative vote of the
majority of shares present, in person or represented by proxy, and-voting on that matter is required for approval.
Abstentions are included in the number of shares present or represented and voting on each matter. Broker “non-
votes” are not considered voted for the particular matter and have the effect of reducing the number of
affirmative votes required to achieve a majority for such matter by reducing the total number of shares from
which the majority is calculated. '
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Other Matters. For all other matters being submitted to the stockholders at the Annual Meeting, the o
affirmative vote of the-majority of shares present, in person or represented by proxy, and voting on that matter is
required folr approval. Abstentions are included in the number of shares present or - represented and voting on each
matter. Broker “non-votes” are not considered voted for the particular matter and-Rave.the effect of reducing the
number of affirmative votes required to achieve a majority for such matter by reducing the total number of shares
from which the majority is calculated. If any other matner not discussed in this Proxy Statement should be
presented at the Annual Meeting upon which a vote may ¥ be properly taken, shares represented by all proxies
received by the Board of Directors will be voted with respect thereto in accordance with the judgment of the
persons named as attorneys in the proxies.

STOCKHOLDER PROPOSALS

Proposals of stockholders intended for inclusion in the Proxy Statement to befurnished to all stockholders
entitled to vote at the 2003 Annual Meeting of Stockholders pursuant to SEC Rule 14a-8 must be received at the
Company’s principal executive offices not later than December 20, 2002. In accordance with the Corporation’s
Amended and Restated Bylaws, the notice to the Company of matters that stockholders otherwise desire to
introduce at the 2003 Annual Meeting of Stockholders must be received no earlier than November 20, 2002 and
no later than December 20, 2002. In order to curtail controversy as to the date upon which such written notice is
received by the Company, it is suggested that such notice be submitted by Certified Mail, Return Receipt
Requested.

EXPENSES AND SOLICITATION

All costs of solicitation of proxies will be borne by the Company. In addition to solicitations by mail, certain
of the Company’s directors, officers and regular employees, without additional remuneration, may solicit proxies
by telephone, facsimile and personal interviews. Brokers, custodians and fiduciaries will be requested to forward
proxy soliciting material to the owfiers of stock held in their names, and the Company will reimburse them for
their reasonable out-of-pocket costs. Solicitation by officers and employees of the Company or by certain outside
proxy solicitation services may also be made of some stockholders in person or by mail, telephone or facsimile
following the original solicitation. The estimated cost of soliciting prox1es is not expected to exceed $5,000.

=
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SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires the Company’s directors,
executive officers and holders of more than 10% of the Company’s Common Stock (collectively, “Reporting
Persons”) to file with the SEC initial reports of ownership and reports of changes in ownership of Common Stock
of the Company. Such persons are required by regulations of the SEC to furnish the Company with copies of all
such filings. Based on its review of the copies of such filings received by it with respect to the fiscal year ended
December 31, 2001 and written representations from certain Reporting Persons, the Company-believes that all
Reporting Persons complied with all Section 16(a) filing requirements in the fiscal year ended December 31,
2001 except as noted below. Mr. Ahuja, a director of the Company, filed one late Form 3 and Mr. Diamond, a
director of the Company, filed a Form 5 reporting four transactions that were not previously reported in a timely
manner.
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P o ~ AVICISYSTEMS, INC.
Audit Committee Charter, -
A. PURPOSE AND SCOPE

The primary function of the Audit Committee (the “Comimiittee™) is to assist the Board of Directors in
fulfilling its responsibilities by reviewing: (i) the financial reports provided by the Corporation to the Securities
and Exchange Commission (“SEC”), the Corporation’s shareholders or to the general public, and (ii) the
Corporation’s internal financial and accounting controls.

B. COMPOSITION

- The Committee shall be comprised of a minimum of three directors as appointed by the Board of Directors,
who shall meet the independence and audit committee composition requirements under any rules or regulations
of The NASDAQ National Market, as in effect from time to time, and shall be free from any relationship that, in
the opinion of the Board of Directors; would interfere with the exercise of his or her independent judgment as a
member of the Committee. :

All members of the Committee shall either (i) be able to read and understand fundamental financial statements,
including a balance sheet, cash flow statement and income statement, or (i) be able to do so within a reasonable
period of time after appointment to the Committee. At least one member of the Committee shall have employment
experience in finance or accounting, requisite professional certification in accounting, or other comparable
experience or background which results in the individual’s financial sophistication, including being or having been a
chief executive officer, chief financial officer or other senior officer with financial oversight responsibilities.

The Board may appoint one member who does not meet the independence requirements set forth above and
who is not a current employee of the Corporation or an immediate family member of such employee if the Board,
under exceptional and limited circumstances, determines that membership on the Committee by the individual is

" required in the best interests of the Corporation and its shareholders. The Board shall disclose in the next proxy

statement after such determination the nature of the relationship and the redsons for the determination.
The iembers of the Committee shall be elected by the Board of Directors at the mee;ing of the Board of

Directors following each annual meeting of stockholders and shall serve until their successors shall be duly elected

and qualified or until their earlier resignation or removal. Unless a Chair is elected by the full Board of Directors,

the members of the Committee may designate a Chair by majority vote of the full Committee membership.

C. RESPONSIBILITIES AND DUTIES
To fulfill its responsibilities and duties the Committee shall: =

Document Review

1. Review and.assess the adequacy of this Charter periodically as conditions dictate, but-at least annually
(and update this Charter if and when appropriate). :




Review with representatives of management and representatives of the independent accounting firm the
Corporation’s audited annual financial statements prior to their filing as part of the Annual Report on
Form 10- K After such rev1ew and dlscusswn the Committee. shall recommend to the Board of

reéport on Form 10-K. The Committee shall also review the Corporation’s quarterly financial statements
prior to their inclusien in the Corporatlon s quarterly SEC filings on Form 10-Q.

Take steps designed to insure that the independent accounting firm reviews the Corporation’s interim
financial statements prior to their inclusion in the Corporation’s quarterly reports on Form 10-Q. .

Independent Accounting Firm

4.

o0

Recommend to the Board of Directors the selection of the mdependent accounting ﬁrm and approve
the fees and other compensation to be paid to the independent accounting firm. The Committee shall
have the ultimate authority and responsibility to select, evaluate and, when warranted, replace such
independent accounting firm (or to recommend such replacement for shareholder approval in any proxy
statement).

On an annual basis, receive from the independent accounting firm a formal written statement
identifying all relationships between the independent accounting firm and the Corporation consistent
with Independence Standards Board (“ISB”) Standard 1. The Committee shall actively engage in a
dialogue with the independent accounting firm as to any disclosed relationships or services that may
impact its independence. The Committee shall take, or recommend that the Board of Directors take,
appropriate action to oversee the independence of the independent accounting firm.

On anannual basis, discuss with representatives of the independent accounting firm the matters

‘required to be discussed by Statement on Auditing Standards (“SAS”) 61, as it may be modlfxed or

supplemented.
&

- Meet with the indepeéndent accountmg firm prior to the audit to review the planning and staffing of the '

audlt

Evaluate the performance of the independent accounting ﬁrm and recommend to the Board of Directors
any proposed discharge of the independent accounting firm When circumstances warrant. The

“independent accountmg firm shall be ulumately accountable to the Board of Directors and the
: Comrmttee

Financial Reporting Processes

9. In consultation with the independent accounting firm and management, review:annually the adequacy _
.. of the Corporation’s internal financial and accounting controls.
Compliance-

'10.. To the extent deemed’ necessary by the Committee, it shall have the authority to engage outside counsel

and/or independent accounting consultants to review any matter under its responsrblhty




Reporting

11. Prepare, in accordance with the rules of the SEC as modlﬁed or supplemented from time to time, a
written report of the audit committee to be included in the Corporauon’%"annual proxy statement for
each annual meeting of stockholders occurring after December 14, 2000.

While the Audit Committee has the responsibilities and powers set forth in this Charter, it is not the duty of
the Audit Committee to plan or conduct audits or to determine that the Corporation’s financial statements are
complete and accurate and are in dccordance with generally accepted accounting principles.




Appendix B

: ~ AVICISYSTEMS INC. === .

Amended 2000 Stock Option and Incentwe Plan

1

1. Purpose and Elzgzbzltrv ' ’ ' L

The purpose of this 2000 Stock Optlon and Incentive Plan (the “Plan*) of Avici Systems Inc. (the
“Company“) is to provide stock options and other equity interests in the Company (each an “Award") to
employees, officers, directors, consultants and advisors of the Company and its Subsidiaries, all of whom are
eligible to receive Awards under the Plan. Any person to whom an Award has been granted under the Plan is
called a “Participant®. Additional definitions are contained in Section 8.

2. Administration

a. Administration by Board of Directors. The Plan will be administered by the Board of Directors of the
Company (the “Board®). The Board, in its sole discretion, shall have the authority to grant and amend Awards, to
adopt, amend and repeal rules relating to the Plan and to interpret and correct the provisions of the Plan and any
Award.All decisions by the Board shall be final and binding on all interested persons. Neither the Company nor
any member of the Board shall be liable for any action or determination relating to the Plan.

b. Appointment of Committees. To the extent permitted by applicable law, the Board may delegate any or
all of its powers under the Plan to one or more committees or subcommittees of the Board (a “Committee™). All
references in the Plan to the “Board” shall mean such Committee or the Board.

c. Delegation to Executive Officers. To the extent permitted by applicable law, the Board may delegate to
one or more executive officers of the Company the power to grant Awards and exercise such other powers under
the Plan as the Board may determine, provided that the Board shall fix the maximum number of Awards to be
granted and the maximum number of shares issuable to any one Participant pursuant to Awards granted by such
executive officers. .

3. Stock Available for Awards

a.” Number of Shares. Subject to adjustment under Section 3(c), the aggregate number of shares of
Common IStock of the Company (the “Common Stock™) that may be issued pursuant to the Plan is equal to the
number of shares of Common Stock authorized but not issued under the 1997 Stock Incentive Plan of the
Company, as amended, on or before the date of the initial public offering of the Company’s Common Stock plus
the 5,000,000 additional shares authorized for issuance under the Plan pursuant to the amendment of the Plan in
2001 (the “Available Shares™). If any Award expires, or is terminated, surrendered or forfeited, in whole or in
part, the unissued Common Stock covered by such Award shall again be available for the grant of Awards under
the Plan. If shares of Common Stock issued pursuant to the Plan are repurchased by, or are surrendered or
forfeited to, the Company at no more than cost, such shares of Common Stock shall again be available for the
grant of Awards under the Plan; provided, however, that the cumulative number of such shares that may be so
reissued under the Plan will not exceed the Available Shares. Shares issued under the Plan may consist in whole
or in part of authorized but unissued shares or treasury shares.

b. Per—Participant Limit. Subject to adjustment under Section 3(c), no Participant may be granted Awards
during any one fiscal year to purchase more than 2,000,000 shares of Common Stock.
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C. . -Adjustment to Common Stock. In the event of any stock split, stock dividend, extraordinary cash
dividend, recapitalization, reorganization, merger, consolidation, combination, exchange of shares, liquidation,
spin-off, split-up, or other similar change in capitalization or event, (i) the number and class of securities
avaﬂaf)le for Awards under the Plan and the per-Partlclpam share limit, (i) the- numbgr and class of securities,
vesting schedule and exercise price per'share subject to.each outstanding Option, (iii) the repurchase price per
security subject to repurchase, and (iv) the terms of each other outstanding stock-based Award shall be adjusted
by the Company (or substituted Awards may be made) to the extént the Board shall determine; in good faith, that
such an adjustment (or substitution) is appropriate. If Section 7(e)(1) applies for any event,-this'Section 3(c) shall
not be applicable.

4.. Stock Opiions

a. General. The Board may grant options to purchase Common Stock (each, an “Option“) and determine
the number of shares of Common Stock to be covered by each Option, the exércise price of each Option and the
conditions and limitations-applicable to the exercise of each Option and the Common Stock issued upon the
exercise of each Option, including vesting provisions, repurchase provisions and restrictions relating to
applicable federal or state securities laws, as it considers advisable.

b. Incentive Stock: Options. An Option that the Board intends to be an “incentive stock option“ as defined
in Section 422 of the Code (an “Incentive Stock Option”) shall be granted only to employees of the Company and
shall be subject to and shall be construed consistently with the requirements of Section 422 of the Code. The
Board and the Company shall have no liability if an Option or any part thereof that is intended to be an Incentive
Stock Option does not qualify as such. An Option or any part thereof that does not qualify as an Incentive Stock
Option is referred to herein as a “Nonstatutory Stock Option.”

c. Exercise Price: The Board shall establish the exercise price (or determine the method by which the
exercise price shall be determined) at the time each Option is granted -and specify it in the applicable option

-agreement. .

d. Duration of Options. Each Option shall be exercisable at such times and subject to such terms and
conditions as the Board may specify in the applicable option agreement.

'eﬁ. Exercise (;f Option. Obtions may be exercised only by deliiy’ié'?;'zto the Company of a written notice of
exercise signed by the proper person together with payment in full as specified in Section 4(f) for the number of
shares for which the Option is exercised.

f.. Payment Upon Exercise. Common Stock purchased upon the exerc1se of an Option shall be pald for by
one or any combination of the following forms of payment :

(i) by check payable to the order of the Company;-

(i) except as otherwise explicitly provided in the applicable option agreement, and only if the Common
. Stock is then publicly traded, delivery of an irrevocable and unconditional undertaking by a
creditworthy broker to deliver promptly to the Company sufficient funds to pay the exercise price, or
delivery by the Participant to the Company .of a-copy of irrevocable and unconditional instructions to a
creditworthy broker to deliver promptly to the Company cash or a check sufficient to pay the exercise
price; or
[4




(iii) to the extent explicitly provided in the applicable option agreement, by (x) delivery of shares of
_Common Stock owned by the Participant valued at fair market value (as determined by the Board or as
detemnned pursuant to the applicable option agreement), (y) delivery oﬁg prormssory note of the
Partrcrpant to the Company (and delivery to the Company by the Participant-of a check in an amount
equal to the par value of the shares purchased), or (z) payment of such other lawful consideration as the

. Board may determine.» . Y -

5. Restricted Stock

a. - Grants. The Board may grant Awards entitling recipients to acquire shares of Common Stock, subject to
(i) delivery to the Company by the Participant of a check or payment of such other lawful consideration as the
Board may determine in an amount at least equal to the par value of the shares purchased, and (i) the right of the
Company to rgpurchase all or part of such shares at their issue price or other stated or formula price from the
Participant in the event that conditions specified by the Board i in the applrcab]e Award are not satisfied prior to
the end of the applicable restriction penod or periods estabhshed by the Board for such Award (each a
“Restricted Stock Award®).

b. Terms and Conditions. The Board shall determine the terms and conditions of any such Restricted Stock
Award. Any stock certificates issued in respect of a Restricted Stock Award shall be registered in the name of the
Participant and, unless otherwise determined by the Board, deposited by the Participant, together with a stock
power endorsed in blank, with the Company (or its designee). After the expiration of the applicable restriction
periods, the Company (or such designee) shall deliver the certificates no longer subject to such restrictions to the
Participant or, if the Participant has died, to the beneficiary designated by aParticipant, in a manner determined
by the Board, to receive amounts due or exercise rights of the Participant in the event of the Participant’s death
(the “Designated Beneficiary™). In the absence of an effective-designation by a Participant, Designated
Beneficiary shall mean the Participant’s estate. Each Restricted Stock Award granted pursuant to the Plan shall
be subject to forfeiture if, in the discretion of the Board, the recipient of such award hds not, within a reasonable
period of time following the grant of such award, executed any instrument required by the Board to be executed
in connection with such award.

6. Other Stock-Based Awards

The Board shall have the right to grant other Awards based upon the Common Stock having such terms and
conditions as the Board may determine, including, without limitation, the grant of shares based upon certain
condrtloﬁs the grant of securities convertible into Common Stock and {he gr grant of stock appreciation rights,
phantom stock awards or stock units.

7. General Provisions Appllcable to Awards

-a. Transferability of Awards. Except as the Board may otherwrse detemunc or provide in an Award
Awards shall not be sold, assigned, transferred, pledged or otherwise encumbered by the person to whom they
are granted, either voluntarily or by operation of law, except by will or the laws of descent and distribution, and,
during the life of the Participant, shall be exercisable only by the Participant. References to a Participant, to the
extent relevant in the context, shall include references to authorrzed transferees :

- b Documentatzon. Each Award under the Plan shall be evidenced by a wnttén instrument in such form as
the Board shall determine or as executed by an officer of the Company-pursuant to authority delegated by the
Board. Each Award may contain terms and conditions in addition to those set forth in the Plan provided that such
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terms and condmons do not contravene the provisions.of the Plan.:

Cer Board Dtscretzon The terms of each type of Award need not be ] 1denucal and the Board need not treat

P

Partlcifpants uniformly. ‘ S S ‘ e AT
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d:: Termination of Status. The Board shall determme the effect on-an Award of the dlsabxhty, death,
retxrement authorized leave of absence or other change in the employment or other status of a Participant and the
extent to which, and the period during which, the Participant, or the Participant’s legal representatlve
conservator, guardxan or Designated Beneficiary, may exercise rights under the Award.

* Acquisition of the Company
(1) Consequences of an Acquzsmon

(A) Upon the consummation of an Acquxsltlon the Board shall take any one or more of the followmg

"~ actions with respect to then outstanding Awards: (a) provide that outstanding Options shall be
assumed, or equivalent Options shall be substituted, by the acquiring or succeeding corporation
(or an affiliate thereof), provided that any such Options substituted for Incentive Stock Options
shall satisfy, in the determination of the Board, the requirements of Section 424(a) of the Code;
(b) upon written notice to the Participants, provide that all or a portion of then unexercised
Options will become exercisable in full or in part as of a specified time (the ““Acceleration Time”)
prior to the Acquisition and will terminate immediately prior to the consummation of such
Acquisition, except to the extent exercised by the Participants between the Acceleration Time and
the consummation of such Acquisition; (c) in the event of an Acquisition under the terms of which
holders of Common Stock will receive upon consummation thereof a cash payment for each share
of Common Stock surrendered pursuant to such Acquisition (the “Acquisition Price”), provide
that all outstanding Options shall terminate upon consummation of such Acquisition and each
Participant shall receive, in exchange therefor, a cash payment equal to the amount (if any) by-
which (x) the Acquisition Price multiplied by the number of shares of Common Stock subject to
such outstanding Options (whether or not then exercisable), exceeds (y) the aggregate exercise
price of such Options; (d) provide that all or any portion of the Restricted Stock Awards then
outstanding shall become free of all or certain restrictions prior to the consummation of the
Acquisition; and (e) provide that any other stock-based Awards outstanding (x) shall become
exercisable, realizable or vested in full or in part, or shall be free of all or certain conditions or
restrictions, as applicable to each such Award, prior to the consummation of the Acquisition, or
(v), if applicable, shall be assumed, or équivalent Awards shall bé substituted, by the acquiring or.
succeeding corporation (or an affiliate thereof); provided that in no event shall the Board
accelerate the vesting of any Option, Restricted Stock Award or other Award by a perlod of more
than one year.

(B) Acquisition Defined. An “Acquisition” shall mean: (x) the sale of the Company by merger in
which the shareholders of the Compaiy in their capacity as such no longer own a majority of the
outstanding equity securities of the Company (or its successor); or (y) any sale of all or
substantially all of the'assets or capital stock of the Company (other than in'a spin- -off or similar

we transaction)-or (z) any other' acqu1s1t10n of the business of the Company, as determmed by the
Board. ‘ o

(ii) . Assumption of Options Upon Certain Events. In connection with a merger. or consolidation of an entity
* . with the Company or the acquisition by the Company of property or stock of an entity, the Board may
grant Awards under the Plan in substitution for stock and stock-based awards issued by such entity or -
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an affiliate thereof. The substitute Awards shall be granted on.such terms: and ¢onditions as the Board
considers appropriate in the circumstances. ‘ v : :

i

(1ii) Poolmg of Interests-Accounting. If the Company proposes to engagemmAcgulsltlon intended to be
accounted for as a pooling-of-interests, and in the event that the provisions of this Plan or of any Award
" hereunder, or any actrons of the Board taken in connection with such Acquisition, are deterrmned by
the Company s or the' acqumng company’s mdependent public accountants to cause such Acqu1s1tron ‘
to fail to be accounted for as a pooling-of-interests, then such prov1srons or actlons shall be amended or
rescinded by the Board, without the consent of any Part1c1pant to be con51stent with poohng of— '
interests accountmg treatment for such Acqursmon '

(iv) Parachute Awards. Notwithstanding the provisions of Sectlon 7(e)(1)(A) if, in connection with an
Acquisition described therein, a tax under Section 4999 of the Code would be imposed on the
Participant (after taking into account the exceptions set forth in Sections 15 280G(b)(4) and 280G(b)(5) of
the Code), then the number of Awards which shall become exercisable, realizable or vested as provided
in such section shall be reduced (or delayed), to the minimum extent necessary, so that no such tax
would be imposed on the Participant (the Awards not becoming so accelerated, realizable or vested, the
“Parachute Awards"); provided, however, that if the “aggregate present value* of the Parachute Awards
would exceed the tax that, but for this sentence, would be imposed on the Participant under Section
4999 of the Code in connection with the Acquisition, then the Awards shall become immediately

-exercisable, realizable and vested without regard to the provisions of this sentence. For purposes of the
preceding sentence, the “aggregate present value” of an Award shall be calculated on‘an after-tax basis
(other than taxes imposed by Section 4999 of the Code) and shall be based on economic principles
rather than the principles set forth under Section 280G of the Code and the regulations promulgated
thereunder. All determinations required to be made under th*= Section 7(e)(iv) shall be made by the
Company.

f. ‘Withholding. Each Participant shall pay to the Company, or make provisions satlsfactory to the
Company for payment of, any taxes required by law to be withbeld in connection with Awards to such
Participant no later than the date of the event creating the tax liability. The Board may allow Participants to
satisfy such tax obligations in whole or in part by transferring shares of Common Stock, including shares retained
from the Award creating the tax obligation, valued at their fair market value (as determined by the Board or as
determined pursuant to the applicable option agreement). The Company may, to the-extent permitted by law,
deduct any such tax obligations from any payment of any kind otheriise dug to a ParticCipant.

g. Amendment of Awards. The Board may amend, modify or terminate any outstanding Award mcludmg,
but not limited to, substituting therefor another Awatd of the same or a different type, changing the date of
exercise or realization, and converting an Incentive Stock Option to a Nonstatutory Stock Option; provided that,
except as otherwise provided in Section 7(e)(iii), the Participant’s consent to such’action shall be required unless
the Board determines that the action, takrng into account any related acnon would not matenally and adversely
affect the Panlc:lpant : : : e
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h. Condznons on Delzvery of Stock The Company will ot be obhgated to dehver any shares of Common
Stock pursuant to the Plan or to remove restrictions from shares previously delivered under the Plan until (i) all
conditions of the Award have been met or removed to the satisfaction of the Company, (ii) in the opinion of the
Company’s counsel, all other legal matters in connection with the issuance and delivery of such shares have been
satisfied, 1nc1ud1ng any apphcable securities laws and any apphcable stock exchange or stock market rules and
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regulations, -and-(iii) the Participant has executed and deélivered to the Company such representations or
agreements as the Company may consider appropriate to satisfy the requirements of any applicable laws, rules or °
regulatrons iz

i Acceleratzon The Board may at any time provrde that any Optrons shall become 1mmed1ately
exerc1sable m full or in part, »that any Restricted Stock Awards shall be free of ; some or all restrictions, or that any
other stock based Awards may becomé exerc1sable in full or in part or free of some or all restrictions or
condmons or otherw1se realizable in full or in pan as the case may be, desp1te the’ fact that the foregoing actions
may (i) cause the application of Sections 280G and 4999 of the Code ifa change in control of the Company
occurs, or (11) disqualify all or part of the Option as an Incentive Stock Option.

8. M iscgllaneous
a.. Definitions.

(1) “Company,” for purposes of eligibility under the Plan, shall include any present or future subsidiary
. corporatrons of Avici:Systems Inc., as deﬁned in Section 424(f) of the Code (a “Subsidiary**), and any
present or future parent corporation of Avici Systems Inc., as defined in Section 424(e) of the Code.
For purposes of Awards other than Incentlve Stock Options, the term “Company* shall include any
‘other business venture in which the Company has a direct or indirect significant interest, as determined
by the Board in its sole discretion.

(ii) “Code“ means the Internal Revenue Code of 1986 as amended and any regulatlons promulgated
thereunder.

(iii) “employee* for purposes of eligibility under the Plan (but not for purposes of Section 4(b)) shall
include a person to whom an offer of employment has been extended by the Company.
e L v .. .

b. No Right To Employment or Other Status. No person shall have any claim or right to be granted an_
Award, and the grant of an Award shall not be construed as giving a Participant the right to continued
einployment or any other relationship with.the Company. The Company expressly reserves the right at any time
to dismiss or otherwme terminate its relationship with a Partrcrpant free from any liability or claim under the
Plan

c. . No Rights As Stock‘holder.,S)ubject to the provislons of the applicable Award, no:Participant or
Designated Beneficiary shall have any rights as a stockholder with respect to any shares of Common Stock to be
distributed with respect to an Award until becommg the record holder thereof.

d Eﬁ"ectzve Date and Term of Plan The Plan shall become effecnve on the date on which 1t is adopted by
the Board. No Awards shall be granted under the Plan after the completion of ten years from the date on which
the Plan was, adopted by the- Board, but Awards prevrously granted may extend beyond that date.

Amendment of Plan The Board may amend suspend or termmate the Plan or any portron thereof at any
f.  Governing Law. T"he provisions of the Plan and all Awards made hereunder shall be governed by and
interpreted in accordance with the laws of Delaware, without regard to any applicable conflicts of law.
. ¢ -




