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Proxy Statement and
2003 Annual Report to Stockholders

To our sharzholders:

2003 was an important year for Echelon during which we set the stage for
renewed growth. We strengthened our product and marketing position, laid the
groundwork to expand our business significantly, and managed to do that while making
a profit and generating cash! The company is strong. We see exciting new opportunities
for growth, and, thanks to prudent cash management, we have the resources to exploit
them aggressively.

The introduction of our Networked Energy Services (NES) system marked a major
step forward in our utility business. NES builds on the assets we acquired from Metering
Technology Corporation (MTC) last April and on the Panoramix™ platform, which grew
out of our 2002 acquisition of BeAtHome Corporation. In December we delivered
components of the NES system to Nuon, a Dutch utility with whom we are doing a pre-
deployment pilot. We also began the development of a significant strategic component
of NES, our value-added reseller (VAR) program, which allows other companies to build
utility applications, and provide services and project management on the NES system.

Our traditional core business — our LonWorks® infrastructure business — supplies
hardware and software to the device networking market. The NES system leverages our
LoNWorks infrastructure business to enable Echelon to become a provider of enabling
technology for utilities. We believe Echelon now has two hardy growth drivers: in
addition to the LONWORKS infrastructure business, we also have our new NES business.

With NES, the character of the entire utility infrastructure is changed. It transforms
the electricity grid from a depreciating asset into a two-way network that enables new
services —and creates new revenue streams. Deregulation, especially in Europe and in
parts of Asia, is impelling utilities to provide new, differentiating services. NES enables
them to do this. We believe it drives the cost of operation so low that the system can
pay for itself quite quickly.

The potential for Echelon is huge. Worldwide, there are over a billion electricity
meters. In Europe alone, about 200 million meters are candidates for replacement. We
think that the pressure for utilities to offer enhanced services means that many of these
meters will be replaced at an accelerated rate over the next several years. While other
companies offer automatic meter reading and claim to do some of what NES does, I think
we have a substantial technical lead over the competition in terms of creating, designing,
and supplying a modern and highly functional utility customer care infrastructure.

The Enel project, our largest utility project to date, continues to do well, and we
believe the system is already producing savings for Enel. It is important to note that the
NES infrastructure carries far more Echelon content and value than does the Enel system;
per utility customer, our added value in revenue will probably be five to seven times
what it was in the Enel project. So, while Enel is a uniquely large utility with 27 million
meters, we as a company see tremendous potential in the market comprising smaller
utilities around the world —to not only replace Enel revenues, but to exceed them.

Due to global economic conditions, the infrastructure industry has suffered for the
past several years. In 2001 and 2002 our infrastructure business declined slightly. In 2003
we saw small but nevertheless real growth, and we’re expecting that as the economy,,
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emerges from its downturn, the business will return to healthy growth rates. The market remains enormous, and we believe
recognition of the value inherent in open systems is gaining traction.

Even though the industries using our infrastructure product line did not grow dramatically in 2003, we believe we have
increased market penetration of LONWORKS networks around the world. There has been a marked increase in the minds of users
of the value of open systems, which means we can now focus more on the added value of LoNWoRKS networks rather than
having to educate people about the generic technology. This development gives us tremendous momentum going forward and
will, I believe, drive stronger growth in this arena.

Along these lines, a number of exciting events have particularly important implications for Echelon:

e Three large government agencies announced that they will standardize on LoNWORKs open networks. These
announcements, by the Army Corps of Engineers, NASA, and the New York City Public Schools, are the first public
acknowledgement in the U.S. of the value of open systems on a grand scale.

¢ In a similar development, Mori Building, Co., Ltd., Japan’s largest commercial real estate developer and operator, also
announced that it would require LONWORKS open systems in its projects, committing millions of square feet of
commercial real estate to LoNWoORKS networking systems.

e Third, Samsung announced that it will begin building intelligent device networks, based on LoNWorks networks for
the home. The first major consumer electronics company to move into intelligent device networks for the home, Samsung
will have more than a dozen divisions designing products that interoperate with one another using LONWORKS technology.

We added significantly to the depth and breadth of our infrastructure offerings last year. Notably, we executed our first
installations of the Panoramix platform, and we hope to begin to see more successes this year. We are still in the early stages
of educating the Chief Information Officers of large, distributed enterprises on the value to be derived from integrating the
data from devices in their enterprises into the systems that run their enterprises. Like everything we do, this process doesn’t
happen overnight.

Of course, our success wouldn’t be possible without the continued commitment and hard work of the entire Echelon
team. We have a wealth of extremely capable management talent, ensuring continuity of long-term company management
and direction.

As reported, our financial results in 2003 were negatively affected by the costs associated with the acquisition of certain
assets of MTC, almost all of which were written off last year. MTC was critical to developing our NES platform, and we view
the acquisition costs and incremental ongoing expenses as an important investment. The fact that we shipped a fully compliant
and approved utility meter and completed our first NES installation within nine months of the acquisition is a measure of the
value of the acquisition and of the smooth integration of MTC into our operations. We expect to see the first NES revenues
in 2004 and believe that they will continue to increase for years to come.

It is important to note that we did not reduce our investment in our LONWORKS infrastructure business while we continued
to develop the NES system. We believe this growth driver is fundamental to the future and differentiation of Echelon going
forward. While we remain under substantial expense pressure, simply because we are doing a lot of things simultaneously, we
believe we will begin to see the rewards of our efforts beginning in 2004 and for many years ahead.

Finally, although our earnings don’t reflect it on a GAAP basis for all the reasons outlined above, 2003 was a very, very
good year. And so, once again, to Echelon employees, customers, partners, and our long-term shareholders, thank you all.

LN DB

M. Kenneth Oshman
Chairman & Chief Executive Officer
April 9, 2004

The foregoing may contain statements relating to future plans, events or performance. These forward-looking statements may involve risks and
uncertainties, including risks associated with the introduction of the NES system, including its ability to perform as designed, market acceptance of the system,
and the level of NES revenues that Echelon may achieve, if any, from sales of the NES system, both in absolute terms and relative to revenues from the Enel
project; the risk that the project with Enel is not completed as contemplated; risks associated with the timing of customer orders, demand for Echelon’s NES
and infrastructure products and services, and growth of the markets for our NES and infrastructure products and services; and other risks identified in our
SEC filings. Actual results, events and performance may differ materially. You are cautioned not to place undue reliance on these forward-looking statements,
which speak only as of this date. We undertake no obligation to release publicly the result of any revisions to these forward-looking statements that may be
made to reflect events or circumstances after this date or to reflect the occurrence of unanticipated events.




ECHELON CORPORATION ’

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD ON MAY 21, 2004
10:00 A.M. PACIFIC TIME

We cordially invite you to attend the 2004 Annual Meeting of Stockholders of Echelon Corporation The
meeting will be held on Friday, May 21, 2004 at 10:00 a.m., Pacific Time, at 570 Meridian Avenue, San Jose,
California 95126. At the meeting we will:

1. Electthree Class C directors for a term of three years and until their successors are duly elected and qualified;
2. Approve our Amended and Restated 1997 Stock Plan; .

3. Approve our Management Bonus Plan;
4

. Ratify the appointment of KPMG LLP as our 1ndependent auditors for the fiscal year ending December 31,
2004; and

(9]

Transact any other business as may properly come before the meeting or any postponement or adjournment
thereof.

These items are fully discussed in the following pages, which are made part of this Notice. Stockholders who
owned our common stock at the close of business on Wednesday, March 31, 2004 may attend and vote at the meeting.
If you will not be attending the meeting, we request that you vote your shares as promptly as possible. You may
be eligible to vote your shares in a number of ways. You may mark your votes, date, sign and return the Proxy
or voting nstruction form. Stockholders whose shares are registered in their own names may vote via the Internet
at ADP Investor Communication Services’ voting Web site (www.proxyvote.com) or telephonically by calling the
telephone number shown on your Proxy Card. If you hold our shares with a broker or bank, you may also be eligible
to vote via the Internet or to vote telephonically if your broker or bank participates in the proxy voting program
provided by ADP Investor Communication Services. If your shares of common stock aré held in an account with
a broker or a bank participating in the ADP Investor Communication Services program, you may choose to vote
those sharss via the Internet at ADP Investor Commiunication Services’ voting Web site (Www.proxyvote.com) or
telephonically by calling the telephone number shown on your voting form. See “Voting Via the Internet or By
Telephone” in the Proxy Statement for further details. Any stockholder atteriding the meeting may vote in person,
even thougzh he, she or it has already returned a Proxy.

Sincerely,

7 %ﬂ/‘d/"\,

“THHL .

M. Kennerh Oshman

Chairman of the Board and Chief Executive Officer

San Jose, California
April 9, 2004
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ECHELON CORPORATION.:

PROXY STATEMENT
FOR __ _
2004 ANNUAL MEETING OF STOCKHOLDERS

INFORMATION CONCERNING SOLICITATION AND VOTING ’ ’
General '

Our Board of Directors is soliciting Proxies for the 2004 Annual Meeting of Stockholders to be held at 570
Meridian Avenue, San Jose, California 95126 on Friday, May 21, 2004; at 10:00 a.m., Pacific Time. The address
of our principal executive office is 550 Meridian Avenue, San Jose, California 95126 and our telephone’ number
at this address is 408-938-5200. This Proxy Statement contains important information for you to consider when
deciding how to vote on the matters set forth in the attached Notice of Annual Meeting. Please read it carefully.

Proxy materials, which include the Proxy Statement, Proxy, letter to stockholders and Form 10-K for the fiscal
year endt d December 31, 2003 were first mailed to stockholders ent1tled to vote on or about April 9, 2004.

Costs of Sollcltatlon

" We will pay the costs of soliciting Proxres from stockholders We are required to request brokers and nominees
who hold our common stock in their name to furnish our. Proxy materials to beneficial owners.of such common
stock. We may reimburse such firms and nominees for their reasonable expenses in forwarding the Proxy materials
to these beneficial owners. Certain of our directors, officers and employees may solicit Proxies on our behalf, without
additional compensation, personally or by written communication, telephone facsxmlle or other electromc means.

Record Date and Shares Outstandmg

Only stockholders of record at the close of business on March 31, 2004, are entitled to attend and vote at the
annual meeting. On the record date, 40,624,123 shares of our common stock were outstanding and held of record
by 564 stockholders. The closing price of our common stock on the Nasdaq National Market on the record date
was $11.27 per share.

QUESTIONS AND ANSWERS

Although we encolrage you to read the enclosed Proxy Statement in its eritirety, we include this question and
answer section to provide some background information and brief answers to-several questions you might have
about the annual meeting.

Q: Why am I receiving these materials?

A: Our Board of Directors is proyldin'g these proxy r'naterials for you in connection with our annual meeting of
‘stockholczlers, which will take place on May 21, 2004, Stockholders are invited.to attend the annual meeting
a.nd‘arfe requested to vote on the proposals described in this Proxy Statement.

Q: What information is contained in these materials?
A: Theinformation included.in this Proxy Statement relates to the proposals to be voted on at the annual meeting,
the voting process, the compensation of directors and our most highly paid officers, and certain other requ1red

inforraation. Echelon’s 2003 Annual Report and audited financials statements, Proxy Card and a return
envelope are also enclosed.




Q: What proposals will be voted on at the annual meeting?

A: There are four proposals scheduled to be voted on at the meeting:
¢ Election of the nominees for director set forth in this Proxy Statement;
s Approval of our Amended and Restated 1997 Stpck Plan;
¢ Approval of our Managerhent Bonus Plan; and

e Ratification of the appointment of KPMG LLP as our independent auditors for the fiscal year ending
December 31, 2004.

Q: What is Echelon’s voting recommendation?

A:  Our Board of Directors recommends that you vote your shares “FOR” each of the three nominees to our Board
of Directors, “FOR” approval of our Amended and Restated 1997 Stock Plan, “FOR” approval of our
Management Bonus.Plan, and “FOR?” ratification of the appointment of our independent auditors.

Q: Who can vote at the meeting?

A: Our Board of Directors has set March 31, 2004 as the record date for the Annual Meeting. All stockholders
who owned Echelon common stock at the close of business on March 31, 2004, or the record date, may attend
and vote at the Annual Meeting. Each stockholder is entitled to one vote for each share of common stock held
as of the record date on all matters to be voted on. Stockholders do not have the right to cumulate votes. On
March 31, 2004, 40,624,123 shares of our common stock were outstanding. Shares held as of the record date
include shares that are held directly in your name as the stockholder of record and those shares held for you
as a beneficial owner through a stockbroker, bank or other nominee.

Q: What is the difference between holding shares as a stockholder of record and as a beneficial owner?

A: Most stockholders of Echelon hold their shares through a stockbroker, bank or other nominee rather than
directly in their own name. As summarized below, there are some distinctions between shares held of record
and those owned beneficially.

Stockholder of Record

If your shares are registered directly in your name with Echelon’s transfer agent, Mellon Investor Services LLC,
you are considered, with respect to those shares, the stockholder of record, and these proxy materials are being sent
directly to you by Echelon. As the stockholder of record, you have the right to grant your voting proxy directly to
Echelon or to vote in person at the annual meeting. Echelon has enclosed a Proxy Card for you to use. You may also
vote by Internet or by telephone as described below under “How can I vote my shares without attending the meeting?”

Beneficial Ownership

If your shares are held in a stock brokerage account or by a bank or other nominee, you are considered the
beneficial owner of shates held in street name, and these proxy materials are being forwarded to you by your broker
or nominee who is considered, with respect to those shares, the stockholder of record. As the beneficial owner, you
* have the right to direct your broker on how to vote and are also invited to attend the annual meeting. However, since
you are not the stockholder of record, you may not vote these shares in person at the annual meeting unless you request
a legal proxy from your stockbroker in order to vote at the meeting. Your broker or nominee has enclosed a voting
instruction card for you to use in directing the broker or nominee regarding how to vote your shares. You may also
vote by Internet or by telephone as described below under “How can I vote my shares without attending the meeting ?”’

Q: How many votes does Echelon need to hold the meeting?
A: A majority of Echelon’s outstanding shares as of the record date must be present at the meeting in order to

hold the meeting and conduct business. This is called a quorum. Both abstentions and broker non-votes are
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counted as present for the purpose of determining the presence of a quorum. Broker non-votes, however, are

;- not counted as shares present and entitled to be voted with respect to the matter on which the broker has
~ expressly not voted. Thus, broker non-votes will not affect the outcome of any of the matters being voted on

at the annual meeting. Generally, broker non-votes occur when shares held by a broker for a beneficial owner
are not voted with respect to a particular proposal because (1) the broker has not received voting instructions

-, from the beneficial owner and (2) the broker lacks discretionary voting power to vote such shares.

Shares are counted as pre‘sent’ at the meeting if you:
¢ are present and vote in person at the meeting; or

¢ have properly submitted a Proxy Card or voted by telephone or via the Internet.

: " How are votes counted?

You may vote either “FOR” or “WITHHOLD” with respect to each nominee for our Board of Directors. You
may vote “FOR,” “AGAINST” or “ABSTAIN” on the other proposals If you abstain from voting on the other
proposals, it has the same effect as a voté against. If you just sign your Proxy Card with no further instructions,

your shares will be counted as a vote “FOR” each Director, “FOR” approval of our Amended and Restated

1997 Stock Plan, “FOR” approval of our Management Bonus Plan, and “FOR” ratification of the appointment

of our independent auditors. If you do not vote and you hold your shares in a brokerage account in your broker’s

name, also known as “street name” (see description of “Beneficial Ownership” abo’\{e), your shares will not
" be counted in the tally of the number 6f shares cast “FOR,” “AGAINST” or “ABSTAIN" on any proposal

where your broker does not have discretionary authority to vote, and therefore will have the effect of reducing
the number of shares needed to approve any of those items. However, shares held in street name that are not
voted, known as “broker non-votes,” may be counted for the purpose of establishing a quorum for the meeting
as dascribed above under the caption “Beneficial Ownership.” Voting results are tabulated and certified by IVS
Associates, Inc., an affiliate of ADP Investor Comrnumcatron Services.

What is the voting requirement to approve each of the proposals?

With respect to Proposal One (the election of our directors), directors are €lected by a plurality vote, and
thercfore the three individuals receiving the highest number of “FOR” votes will be elected. Votes of
“WITHHOLD” and broker non-votes have no legal effect on the election of directors due to the fact that such
elections are by a plurality. Proposal Two (approval 'of our Amended and Restated 1997 Stock Plan), Proposal
Three (approval of our Managemeént Bonus Plan) and Proposal Four (ratification of the appointment of our
auditors) require the affirmative “FOR” vote of a majority of the shares of our outstanding common stock

“represented in person or by Proxy, and entrtled to vote.

How can I vote my shares in person at the meetmg?

Shares held directly in your name as the stockholder of record may be voted in person at the meeting. If you
choose to do so, please bring the enclosed Proxy Card or proof of identification to the meeting. Even if you
plan to attend the annual meeting, Echelon recommends that you vote. your shares in advance as described
below so that your vote will be counted if you later decide not to attend the meeting. If you hold your shares
in street name, you must request a legal proxy from your stockbroker in order to vote at the meeting.

How can I vote my shares wrthout attendrng the meetrng"

Whether you hold shares directly as a stockholder of record or beneficially in street name, you may vote without
attending the meeting. You may vote by granting a proxy or, for shares held in street name, by submitting
voting instructions to your stockbroker or nominee. In most cases, you will be able to do this by telephone,
using the Internet or by mail. Please refer to the summary instructions included on your Proxy Card. For shares
held in street name, a voting instruction card wrll be provrded by your stockbroker or nominee.

BY TELEPHONE OR THE INTERNET — If you have telephone or Intemet access, you may submit your

proxy by following the “Vote by Phone” or “Vote by Internet” instructions on the Proxy Card.

3




BY MAIL — You may do this by signing your Proxy Card or, for shares held in street name, by following
the voting instruction card provided by your stockbroker or nominee and mailing it in the enclosed, postage prepaid
envelope. If you provide specific voting instructions, your shares will be voted as you have instructed.

Q: How can I change my vote after [ return my Proxy Card?

A: You may revoke your proxy and change your vote at any time before the final vote at the annual meeting.
You may do this by signing a new Proxy Card with a later date or by attending the meeting and voting in
person. Attending the meeting will not revoke your proxy unless you specifically request it.

Q

Where can I find the voting results of the meeting?

A: The preliminary votmg resulfs will be announced at the meeting. The final results will be publlshed in our
first quarterly report on Form 10-Q filed after the date of the meeting.

Q: Who are the proxies and what do-they do?

A: The two persons named as proxies on the enclosed Proxy Card, M. Kenneth Oshman, our Chief Executive
Ofﬁcer and Oliver R. Stanfield, our Chief F1nanc1a1 Officer, were designated by our Board of Directors. All
properly executed proxres will be voted (except to the extent that authority to vote has been withheld) and
where a choice has been spemﬁed by the stockholder as provided in the Proxy Card, it will be voted in
accordance with the instructions you indicate on the Proxy Card. If you submit the Proxy Card, but do not

'~ indicate your votmg instructions, your shares wlll be voted “FOR” Proposals One, Two, Three and Four.

Q: What does it mean if I receive ‘more than one proxy or voting instruction card?

A: You may receive more than one set of votrng materrals, including multrple coples of this Proxy Statement and
- multiple Proxy Cards or voting mstructlon cards For example, if you hold your shares in more than one
brokerage account, you may receive a separate votrng instruction card for each brokerage account in which
you hold shares. If you are a stockholder of record and your shares are registered in more than one name, you
will receive more than one Proxy Card. Please coniplete, sign, date and return each Echelon Proxy Card and

v votmg instruction card that you recelve

Q: What happens if additional proposals are presented at the annual meeting?

A: Other than the four proposals descnbed in this Proxy Statement, Echelon does not expect any additional matters
to be presented for a vote at the annual meeting. If you grant a proxy, the persons named as proxy holders,
M. Kenneth Oshman, our Chief Executxve Officer, and Oliver R. Stanfield, our Chief Financial Officer, will
have the discretion to vote your shares on any additional matters properly presented for a vote at the annual
meeting. If for any unforeseen reason any of Echelon’s nominees is not available as a candidate for director,
the persons named as proxy holders will vote your Proxy for such other candidate or candidates as may be

. nommated by our Board of Dlrectors

Q: . Is my vote confidential?

A: Proxy instructions, ballots and voting t'ablilations that identify individual stockholders are handled in a
manner that protects your voting pnvacy Your vote will not be disclosed either within Echelon or to third
parties except (1) as necessary to meet apphcable legal requirements, (2) to allow for the tabulation of votes
and certification of the vote or (3) to facilitate -a successful proxy solicitation by our Board of Directors.
Occasionally, stockholders provide wntten comments on their Proxy Card, which are then forwarded to
Echelon’s management.

Q: Who will bear the cost of sohcltrng votes for the annual meetmg"

A: Echelon will pay the entire cost of preparmg, assembhng, printing, mailing and distributing these proxy
materials. In addition to the mailing of these proxy materials, the solicitation of proxies or votes may be made
Ain person, by telephone or by electronic communication by Echelon’s directors, officers, and employees, who
will not receive any additional compensation for suchi solicitation activities. Echelon may retain the services
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of a third party firm to aid in the solicitation of proxies. In addition, Echelon may reimburse brokerage firms
and other persons representing beneficial owners of shares for their expenses in forwarding solicitation material
to siach beneficial owners. :

DEADLINE FOR RECEIPT OF STOCKHOLDER PROPOSALS

Our stockholders may submit proposals that they believe should be voted upon at our next year’s annual
meeting or nominate persons for election to our Board of Directors. Stockholders may also recommend candidates
for election to our Board of Directors (See “Corporate Governance and Other Matters — Consideration of
Stockholder Recommendations and Nominations”). Pursuant to Rule 14a-8 under the Securities Exchange Act of
1934, as amended, some stockholder proposals may be eligible for inclusion in our 2005 proxy statement and proxy.
Any such stockholder proposals must be submitted in writing to the attention of Kathleen B. Bloch, Senior Vice
President, General Counsel and Secretary, Echelon Corporation, 550 Meridian Avenue, San Jose, California 95126,
no later than December 10, 2004, or the date which is 120 calendar days prior to the anniversary of the mailing
date of this Proxy Statement. Stockholders interested in submitting such a proposal are advised to contact
~ knowledgeable legal counsel with regard to the detailed requirements of applicable securities laws. The submission
of a stockholder proposal does not guarantee that it will be included in our 2005 proxy statement.

Alternatively, under our Bylaws, a proposal or a nomination that the stockholder does not seek to include in
our 2005 proxy statement pursuant to Rule 14a-8 may be submitted in writing to Kathleen B. Bloch; Senior Vice
President. General Counsel and Secretary, Echelon Corporation, 550 Meridian Avenue, San Jose, California 95126,
for the 2005 Annual Meeting of Stockholders not less than 20 days nor more than 60 days prior to the date of such
meeting. Note, however, that in the event we provide less than 30 days notice or prior public disclosure to
stockholders of the date of the 2005 Annual Meeting, any stockholder proposal or nomination not submitted pursuant
to Rule 1<4a-8 must be submitted to us not later than the close of business on the tenth day following the day on
which notice of the date of the 2005 Annual Meeting was mailed or public disclosure was made. For example, if
we provide notice of our 2005 Annual Meeting on April 15, 2005, for a 2005 Annual Meeting on May 10, 20085,
any such proposal or nomination will be considered untimely if submitted to us after April 25, 2005. For purposes
of the above, “public disclosure” means disclosure in a press release reported by the Dow Jones News Service,
Associated Press or a comparable national news service, or in a document publicly filed by us with the Securities
and Exchange Commission, or the SEC. As described in our Bylaws, the stockholder submission must include
certain specified information concerning the proposal or nominee, as the case may be, and information as to the
stockholder’s ownership of our common stock. If a stockholder gives notice of such a proposal after the deadline
computed in accordance with our Bylaws, or the Bylaw Deadline, the stockholder will not be permitted to present
the proposal to our stockholders for a vote at the 2005 Annual Meeting.

The rules of the SEC also establish a different deadline for submission of stockholder proposals that are not
intended to be included in our proxy statement with respect to discretionary voting, or the Discretionary Vote
Deadline. The Discretionary Vote Deadline for the 2005 Annual Meeting is February 23, 2005, or the date which
is 45 calendar days prior to the anniversary of the mailing date of this Proxy Statement. If a stockholder gives notice
of such a proposal after the Discretionary Vote Deadline, our proxy holders will be allowed to use their discretionary
voting authority to vote against the stockholder proposal when and if the proposal is raised at the 2005
Annual Mzeting. ' '

Because the Bylaw Deadline is not capable of being determined until we publicly announce the date of our
2005 Annual Meeting, it is possible that the Bylaw Deadline may occur after the Discretionary Vote Deadline. In
such a case, a proposal received after the Discretionary Vote Deadline but before the Bylaw Deadline would be
eligible to be presented at the 2005 Annual Meeting and we believe that our proxy holders at such meeting would
be allowec to use the discretionary authority granted by the proxy to vote against the proposal at such meeting
without including any disclosure of the proposal in the proxy statement relating to such meeting.




CORPORATE GOVERNANCE AND OTHER MATTERS

Board Independence and Corporate Governance Guidelines

We have determined that all of our directors, other than Messrs. Markkula and Oshman, are independent
directors under the marketplace rules of the Nasdaq Stock Market. We have also determined that all directors serving
as members of our Audit Committee, Compensation Committee, and Nominating and Corporate Governance
Committee are independent under the marketplace rules of the Nasdaq Stock Market and the rules of the SEC. In
addition, in January 2003, our Board appointed Arthur Rock as our Presiding Director. Under our Corporate
Governance Guidelines, adopted by our Board of Directors in November 2002, the Presiding Director was selected
by our non-employee directors and assumed the responsibilities of chairing meetings of non-employee directors,
serving as the liaison between our Chief Executive Officer and -our independent directors, approving Board of
Directors’ meeting agendas and schedules and information flow to our Board of Directors and such further
responsibilities that the non-employee directors as a whole designate from time to time. Our Corporate Governance
Guidelines also give our Board of Directors responsibility over such matters as overseeing -our Chief Executive
Officer and other senior management in the competent and ethical operation of our company, gathering and
analyzing information obtained from management, retaining counsel and expert advisors, and overseeing and
monitoring the effectiveness of governance practices. A copy of our Corporate Governance Guidelines can be
viewed at the investor relations section of our website at www.echelon.com.

Consideration of Stockholder Recommendations and Nominations

The Nominating and Corporate Governance Committee of our Board of Directors will consider both
recommendations and nominations for candidates to our Board of Directors from stockholders. A stockholder that
desires to recommend a candidate for election to our Board of Directors shail direct the recommendation in writing
to the Company Corporate Secretary, Echelon Corporation, 550 Meridian Avenue, San Jose, California 95126, and
must include the candidate’s name, home and business contact information, detailed biographical data and
qualifications, information regarding any relationships between the candidate and the Company within the last three
years and evidence of the nominating person’s ownership of Company stock and amount of stock holdings. For
a stockholder recommendation to be considered by the Nominating and Corporate Governance Committee as a
potential candidate at an annual meeting, nominations must be received on or before the deadline for receipt of
stockholder proposals.

If, instead, a stockholder desires to nominate a person directly for election to our Board of Directors, the
stockholder must follow the rules set forth by the SEC (see “Deadline for Receipt of Stockholder Proposals” above)
and meet the deadlines and other requirements set forth in Section 2.15 of our Bylaws, including, (a) as to each
person, if any, whom the stockholder proposes to nominate for election or re-election as a director: (i) the name,
age, business address and residence address of such person, (ii) the principal occupation or employment of such
person, (iii) the class and number of shares of our company which are beneficially owned by such person, (iv) any
other information relating to such person that is required by law to be disclosed in solicitations of proxies for election
of directors and (v) such person’s written consent to being named as a nominee and to serving as a director if elected;
and (b) as to the stockholder giving the notice: (i) the name and address, as they appear on our company’s books,
of such stockholder, and (ii) the class and number of shares of our company which are beneficially owned by such
stockholder and (iii) a description of all arrangements or understandings between such stockholder and each
nominee and any other person or persons (naming such person or persons) relating to the nomination.

Identifying and Evaluating Nominees for Director

The Nomihating and Corporate Governance Committee shall use the following procedures to identify and
evaluate the individuals that it selects, or recommends that our Board of Directors selects, as director nominees:

¢ The Committee shall review the qualifications of any candidates who have been properly recommended
or nominated by stockholders, as well as those candidates who have been identified by management,
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individual members of our Board of Directors or, if the Committee determines, a search firm. Such review
may, in the Committee’s discretion, include a review solely of information provided to the Committee or
may also include discussions with persons familiar with the candidate, an 1nterv1ew with the candidate or
other actions that the Committee deems proper.

o ‘The Committee shall evaluate the performance and qualifications of individual members of our Board of
- Directors eligible for re-election at the annual meeting of stockholders.

e The Committee shall consider the suitability of each candidate, including the current members of our Board
of Directors, in light of the current size and:composition of our Board of Directors. In evaluating the
suitability of the candidates, the Committee considers many factors, including, among other things, issues
of character, judgment, independence, diversity, age, expertise, diversity of experience, length of service,
other commitments and the like. The Committee evaluates such factors, among others, and considers each
individual candidate in the context of the current perceived needs of our Board of Directors as a whole.
Except as may be required by rules promulgated by Nasdaq or the SEC, it is the current sense of the

-Committee that there are no specific minimum qualifications that must be met by each candidate for.our
Board of Directors, nor are there specific qualifies or skills that are necessary for one or more of the members
of our Board of Dlrectors to possess.

* After such review and cons1derat10n, the Committee selects, or recommends that our Board of Directors
select, the slate of director nominees, either at a meeting of the Committee at which a quorum is present
or by unanimous written consent of the Committee.

- e Tae Committee will endeavor to notify, or cause to be notified, all director candidates of its decision as
to whether to nominate such individual for election to our Board of Directors.

Stockholder Communication with our Board of Directors

. Any stockholder may contact any of our directors by writing to them by mail or express mail c/o Echelon
Corporation, 550 Meridian Avenue, San Jose, California 95126. '

Any stockholder communications directed to our Board of Directors (other than concerns regarding
questionable accounting or auditing matters directed to the Audit Committee or otherwise in accordance with our
Financial Information Integrity Policy) will first go to our General Counsel, who will log the date of receipt of the
communication as well as (for non-confidential communications) the identity of the correspondent in our
stockholder communications log.

Unless the communication is marked “confidential,” our General Counsel will review, summarize and, if
appropriate, draft a response to the communication in a timely manner. The summary and response will be in the
form of a rnemo, which will become part of our stockholder communications log that our General Counsel maintains
with respect to all stockholder communications.

At least quarterly, or more frequently as our General Counsel deems appropriate, our General Counsel will
forward all such original stockholder communications along with the related memos to our Board of Directors
for review.

Any stockholder communication marked “confidential” will be logged by our General Counsel as “received”
but will nct be reviewed, opened or otherwise held by our General Counsel. Such confidential correspondence will
be immediately forwarded to the addressee(s) without a memo or any other comment by our General Counsel.

Code of Business Conduct and Ethics

We have adopted a Code of Business Conduct and Ethics that applies to all directors, officers and employees
of Echelon. The Code of Business Conduct and Ethics is posted on our Internet website. The address of our website
is http://www.echelon.com., and the Code of Business Conduct and Ethics may be found under the investor relations




section of the website. We will post any amendments to, or waivers from, our Code of Business Conduct and Ethics
at that location on our website.

Attendance by Board Members at the Annual Meeting of Stockholders

It is the policy of our Board of Directors to strongly encourage board members to attend the annual meeting
of stockholders. All but one member of our Board of Directors attended our annual meeting of stockholders in person
on May 16, 2003.

PROPOSAL ONE
ELECTION OF DIRECTORS

General

We currently have eight members on our Board of Directors. Our Board of Directors is divided into three
classes, with each director serving a three-year term and one class being elected at each year’s Annual Meeting
of Stockholders. Directors Michael E. Lehman, Richard M. Moley and Arthur Rock are the Class C directors whose
terms expire at the 2004 Annual Meeting of Stockholders and they have been nominated by our Board of Directors
for reelection at the Annual Meeting of Stockholders to be held May 21, 2004. Directors M. Kenneth Oshman and
Larry W. Sonsini are the Class A directors whose terms will expire at the 2005 Annual Meeting of Stockholders
and Robert J. Finocchio, Jr., Armas Clifford Markkula, Jr. and Robert R. Maxfield are the Class B directors whose
terms will expire at the 2006 Annual Meeting of Stockholders. All of the directors, including the Class C nominees,
are incumbent directors. There are no.family relationships among any of our directors or executive officers,
including any of the nominees mentioned above. Unless otherwise instructed, the holders of proxies solicited by
this Proxy Statement will vote the proxies received by them for the three Class C nominees. In the event that any
nominee is unable or declines to serve as a director at the time of the Annual Meeting, the proxy holders will vote
for a nominee designated by the present Board of Directors to fill the vacancy. We are not aware of any reason
that any nominee will be unable or will decline to serve as a director. Our Board of Directors recommends a vote
“FOR?” the election of each of the Class C nominees listed above.

Nominees

The names of the members of our Board of Directors, including the Class C nominees, their ages as of
March 31, 2004 and certain information about them, are set forth below.

Name Age  Principal Occupation

M. Kenneth Oshman (1) ........... 63 Chairman of the Board and Chief Executive Officer of Echelon
Robert J. Finocchio, Jr. (3) ......... 53  Corporate director, private investor and part time professor
Michael E. Lehman (2) (3) ......... 53  Financial consultant

Armas Clifford Markkula, Jr. ....... 62  Vice Chairman of the Board of Directors of Echelon

Robert R. Maxfield (4) ............. 62  Private investor

Richard M. Moley (2) (4) .......... 65 Private investor

Arthur Rock ) 3) (5) ....oovvtt. 77  Principal of Arthur Rock & Co.

Larry W. Sonsini (5) ............... 63  Chairman and Chief Executive Officer of Wilson Sonsini

Goodrich & Rosati, P.C.

(1) Member of the Stock Option Committee.

(2) Denotes nominee for election at the 2004 Annual Meeting of Stockholders.
(3) Member of the Audit Committee.

(4) Member of the Compensation Committee.

(5) Member of the Nominating and Corporate Governance Committee.
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M. Kenneth Oshman has been Chief Executive:Officer of our company since December 1988 and Chairman
of our Beard of Directors since September 1989: He also served as our President from 1988 to 2001. Mr. Oshman,
with three associates, founded ROLM Corporation, a telecommunications equipment company, in 1969. He was
Chief Executive Officer, President and a director.at ROLM from its founding until its merger with IBM in 1984.
Following the merger, he became a Vice President of IBM and a member of its Corporate Management Board. He
remamed in that position until 1986. Prior to founding ROLM, Mr. Oshman was a member of the technical staff
at Sylvania Electric Products from 1963 to 1969. Mr. Oshman also serves as a director of Sun Microsystems and
Knight-Ridder. Mr. Oshman earned B.A. and B.S E.E. degrees from Rice University and M.S. and Ph.D. degrees
in Electrical Engineering from Stanford University. "

Robert J. Finocchio, Jr has been a director of our company since August 1999. Mr. Finocchio served as
Chairmar: of the Board of Informix Corpor.itlon an information management software company, from August 1997
to September 2000. Since September 2000, Mr. Finocchio has been a dean’s executive professor at Santa Clara
University’s Leavey School of Business. From July 1997 until July 1999, Mr. Finocchio served as President and
Chief Exccutive Officer of Informix. From December 1988 until May 1997, Mr. Finocchio was employed with
3Com Corporation, a global data networking company, where he held various positions, most recently serving as
President, 3Com Systems. Mr. Finocchio also serves as a director of Altera Corp., PalmSource, Inc. and Pinnacle
Systems, Inc. Mr. Finocchio is also a Trustee of Santa Clara University. Mr. Finocchio holds a B.S. degree in
economics from.Santa Clara University and an M.B.A. degree from the Harvard Business School.

" Michael E. Lehman has been a director of our company since November 2002. During the past 15 years,
Mr. Lehman held various management positions at Sun Microsystems, Inc., a provider of computer systems and
professional support services. While at Sun, he served as Executive Vice President from July 2002 until his
resignation from his employment position in September 2002. From July 2000 to July 2002, he served as Executive
Vice President, Corporate Resources and Chief Financial Officer, and as Vice President, Corporate Resources and
Chief Financial Officer from January 1998 to July 2000. He served as Vice President and Chief Financial Officer
from February 1994 to January 1998. Mr. Lehman held various positions in the finance organization of Sun from
August 1987 to February 1994, Prior to his tenure at Sun, Mr. Lehman was a senior manager in the San Francisco
office of PricewaterhouseCoopers, the international accounting firm, where he was responsible for audits of
multinational entities. Mr. Lehman is also a director of Sun Microsystems, MGIC Investment Corporation and NetIQ
Corporauon Mr. Lehman holds a B.B.A. degree in accounting from the University of Wisconsin-Madison.

Armas Clifford Markkula, Jr. is the founder of our company and has served as a director since 1988, He has
been Vice Chairman of our Board of Directors since 1989. Mr. Markkula was Chairman of the Board of Apple
Computer, Inc. from January 1977 to May 1983 and from October 1993 to February 1996 and was a director from
1977 to 1997. A founder of Apple, he held a variety of positions there, including President/Chief Executive Officer
and Vice President of Marketing. Prior to founding Apple, Mr. Markkula was with Intel Corporation as Marketmg
Manager, Fairchild Camera and Instrument Corporation as Marketing Manager in the Semiconductor Division, and
Hughes Aircraft as a member of the technical staff in the company’s research and development laboratory.
Mr. Markkula is a trustee of Santa Clara University. Mr. Markkula received B.S. and M.S. degrees in Electrical
Engineering from the University of Southern California.

Robert R. Maxfield has been a director of our company since 1989. He was a co-founder of ROLM in 1969,
and served as Executive Vice President and a director until ROLM’s merger with IBM in 1984. Following the
merger, he continued to serve as Vice President of ROLM until 1988. Since 1988, he has been a private investor,
and is a consulting professor in the Management Science and Engineering Department at Stanford University. Dr.
Maxfield was a partner with Kleiner, Perkins, Caufield & Byers, a venture capital firm, from 1989 to 1992. Dr.
Maxfield received B.A. and B.S.E.E. degrees from Rice University, and M.S. and Ph.D. degrees in Electrical
Engineering from Stanford University. -

Richuard M. Moley has been a director of our company since February 1997. Since August 1997, Mr. Moley
has been a private investor. From July. 1996 to August 1997, he served as Senior Vice President, Wide Area Business
Unit and as a director of Cisco Systems, followmg Cisco Systems’ purchase of StrataCom, Inc., where he was
Chairman of the Board, Chief Executive Officer and President. Mr. Moley also serves as a director of Linear
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Technology and Spirent PLC. Mr. Moley received a B.S. degree in Electrical Engineering from Manchester
University, an.M.S. degree in Electrical Engineering from Stanford University and an M.B.A. degree from Santa
Clara University.

Arthur Rock has been a director of our company since 1988. Mr. Rock has been Pn‘néipal of Arthur Rock &
Co., a venture capital firm, since 1969. Mr. Rock also serves as a director of The Nasdaq Stock Market, Inc. Mr. Rock
received a B.S. degree in Political Science and Finance from Syracuse Umversrty and an M.B.A. degree from the
Harvard Business School.

Larry W. Sonsini has been a director of our company since 1993. Mr. Sonsini serves as Chairman and Chief
Executive Officer of the law firm of Wilson Sonsini Goodrich & Rosati, P.C., where he has practiced since 1966.
Mr. Sonsini also serves as a director of Brocade Communications Systems, Lattice Semiconductor Corporation,
LSI Logic Corporation, Pixar and Silicon Valley Bancshares. Mr. Sonsini received an A.B. degree in Polmcal
Science and Economics and an L.L.B. degree from the University of California at Berkeley.

Board Meetings

Our Board of Directors held seven meetings in 2003. Each director is expected to attend each meeting of our
Board of Directors and those Committees on which he serves. Each incumbent director attended at least 75% of
our Board of Directors and Committee meetings during 2003 held during the period for which such director was
a director or member of a committee. Certain matters were approved by our Board of Directors or a Committee
of our Board of Directors by unanimous written consent. Directors are strongly encouraged to attend annual
meetings of our stockholders. Six directors attended our last annual meetmg of stockholders, which was held on
May 16, 2003,

Board Commlttees

" Our Board of Directors currently has a standing Audit Committee, Compensation Committee, and Nominating
and Corporate Governance Committee. The Audit Committee, Compensation Committee, and Nominating and
Corporate Governance Committee each has a written charter that has been approved by our Board of Directors,
copies of which can be viewed at the investor relations section of our website at www.echelon.com. Pursuant to
our 1997 Stock Option Plan, our Board delegated authority to Mr. Oshman to grant stock options to employees
who are not executive officers of up to a maximum of 25,000 shares per person per year and, generally, up to an
aggregate of 250,000 shares per year. The Compensation Committee, Audlt Committee, and Nominating and
Corporate Governance Committee are described as follows: L :

Audit Committee: The current members of the Audit Committee are Robert J. Finocchio, Jr., Michael E.
Lehman and Arthur Rock. The Board has determined that directors Finocchio and Lehman are “audit committee
financial experts” as that term is defined in Item 401 (h) of Regulation S-K of the Securities Act of 1933, as amended,
and that all members of our Audit Committee are independent within the meaning of Rule 4200(a)(15) of the
National Association of Securities Dealers’ listing standards. The Audit Committee held four meetings in 2003.
The purposes of the Audit Committee are to:

 oversee our accounting and financial reportmg processes and the internal and external audrts of our financial
statements;

e assist our Board of Directors in the oversight and monitoring of (i) the integrity of our financial statements,
(ii) our compliance with legal and regulatory requirements, (iii) the independent auditor’s qualifications,
independence and performance, and (iv) our internal accounting and financial controls;

e outline to our Board of Directors the results of its monitoring and recommendations derived therefrom and
improvements made, or to be made, in internal accounting controis;

e prepare the report that the rules of the SEC require to be included in our annual proxy statement;

¢ appoint independent auditors; and

10




¢ _provide to our Board of Directors such :additional information and.materials as it may deem necessary to
mnake our Board of Directors aware of significant financial matters that requrre the attention of our Board
“of Drrectors »

‘ The respon51b111t1es of the Audit Cornmittee include the continuous review of the adequacy of our system of
internal controls; oversight of the work of our independent auditors, including a post-audit review of the financial
statements and audit findings; over31ght of compliance with SEC, requirements regarding audit related matters;
review, in conjunction with counsel, any legal matters that could srgmﬁcantly impact our financial statements; and
oversight and review of our 1nforrnat10n technology and management information systems pollcles and risk
management policies, including our 1nve<,tment policies.

Compensation Committee: The current members of the Compensatlon Committee are Robert R. Maxﬁeld
and Richard M: Moley. The Comipénsation Committee held four meetings in 2003. The purposes of the
Compensation Committee are to:

e discharge the responsibilities of our Board of Directors relating to compensation of our executive officers;
& approve and evaluate executive officer compensation plans, policies and programs; and
" produce an annual report on executrve compensatron for mclusron in our proxy statement.

The respon51b1ht1es of the Compensallon Comnnttee include annually revrewrng and approving, for our Chief
Executive Officer and our other executive officers, (i) annual base salary, (ii) annual incentive bonus, including
the specific goals and amount, (iii) equity compensation, (iv) employment agreements, severance arrangements and
change in control agreements and provisions and (v) any other benefits, compensation or arrangements and
conducting ‘an annual review of the performance of our Chief Executive Officer.

Noniinating and Corperate Governance Committee: The current members of the Nominating and
Corporate Governance Committee are Arthur Rock and Larry Sonsini. The Nominating and Corporate Governance
Committee held one meeting in 2003. The purposes of the Nominating and Corporate Governance Committee
are to:

e assist our Board of Dlrectors by ide ntlfyrng prospective d1rector nominees and to recommend to our Board
of Directors the director nomlnee‘ ‘for the next annual meetrng of stockholders;

. develop and recommend to our Board of Directors the govemance principles applicable to our company;
. oversee the evaluatlon of our Board of Directors and management and ‘
» recommend to our Board of Diréctors director nominees for each committee.

"~ The responsibilities of the Nominating and Corporate Governance Committee include evaluating the
composition; organization and governance of our Board of Directors and its committees, including determining
future requirements; receiving and evaluating complaints that may be rendered under our code of business conduct
and ethict and proposing actions in'response thereto; overseeing of the performance evaluation process of our Board
of Directors; making recommendations-to our Board of Directors concerning the appointment of directors to
committees; selecting Board committee chairs and proposing the slate’ of directors for election; and making
recommendations to our Board of Directors regardmg compensatlon for non-employee directors and Board
committes members :

Director Compensation

In November 2002, we determined that in consideration for service on our Board of Directors, each non-
employee director shall receive a cash payment of $20,000 per fiscal year, to be payable on or before the day of
the first meeting of our Board of Directors in each fiscal year. In addition, we determined that in consideration for
service on our Board of Directors or on one or more of our Compensation and/or Nominating and Corporate
Governanie Committees of our Board of Directors, each non-employee director shall receive a cash payment of
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$1,000 per Board of Directors meeting or Committee meeting attended, to be payable on the date of each such
meeting so attended. In addition, we determined that in consideration of the significantly greater time commitment
and potential risk exposure for serving as a member of our Audit Committee, each non-employee director shall
receive a cash payment of $2,000 per Audit Committee meeting attended, to be payable on the date of each such
meeting so attended. In addition, non-employee directors are eligible to participate in our 1998 Director Option
Plan which provides for the automatic grant of an option to purchase 25,000 shares of common stock to each non-
employee director who first becomes a non-employee director after May 29, 1998. In addition, each non-employee
director shall automatically be granted a 10,000 share option on the date of each annual meeting of stockholders,
provided he or she is re-elected to our Board of Directors or otherwise remains on our Board of Directors on such
date and provided that on such date he or she shall have served on our Board of Directors for at least the preceding
six months. All options granted under this plan are fully vested at grant. During 2003, Messrs. Finocchio, Lehman,
Markkula, Maxfield, Moley, Rock and Sonsini were each granted a 10,000 share option at a per share exercise price
of $14.77. .

Vote Required

Directors shall be elected by a plurality vote. The three Class C nominees for director receiving the highest
number of affirmative votes of the shares entitled to be voted for them shall be elected as directors. Votes against,
abstentions and broker non-votes have no legal effect on the election of directors due to the fact that such elections
are by a plurality. ' '

Board Recommendation

OUR BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE “FOR” THE
PROPOSED SLATE OF CLASS C DIRECTORS.

PROPOSAL TWO

THE AMENDED AND RESTATED 1997 STOCK PLAN

Our stockholders are being asked to approve our amended and restated 1997 Stock Plan (the “Plan”) so that
we can continue to use the Plan to achieve our goals and also continue to receive a federal income tax deduction
for certain compensation paid under the Plan. In March 2004, our Board of Directors approved the amended and
restated Plan, subject to approval from our stockholders at the Annual Meeting. If our stockholders approve the
amended and restated Plan, it will replace the current version of the Pian. Otherwise, the current version of the
Plan will remain in effect. Our named executive officers and directors have an interest in this proposal.

Our stockholders are also being asked to approve an amendment to the Plan to permit the award of stock
appreciation rights and performance shares and performance units under the Plan and to extend the term of the Plan
for an additional ten years, until March 2014. The Plan currently allows for the grant of stock options and awards
of restricted stock. While we believe that stock appreciation rights and performance shares and/or units can currently
be made under the Plan through the grant of other types of awards already permitted thereunder, we want to avoid
any confusion regarding the types of awards that we may grant under the Plan and we want to ensure that we have
maximum flexibility in determining the appropriate equity compensation for our employees and other service
providers. The amended and restated Plan has also been amended to add specific performance criteria that the Plan
administrator may use to establish performance objectives the achievement of which will allow certain awards to
vest or be issued. This will allow us to receive income tax deductions under Section 162(m) of the Internal Revenue
Code. The amended and restated Plan has also been amended to (i) prohibit the repricing of stock options, (ii)
prohibit the granting of options with a per share exercise price less than fair market value on the date of grant,
(iii) reduce the percentage component of the automatic annual increase from 5% to 4% of our outstanding common
stock at the beginning of any applicable fiscal year, (iv) allow the surrender of stock options or stock appreciation
rights in exchange for stock options or stock appreciation rights with a lower exercise price, (v) lower the maximum
number of option shares that may be granted to a participant in any fiscal year from 1,860,000 to 1,000,000 and
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(vi) lower the maximum number of additional shares that may be granted to a participant in connection with his
or her initial service with our company from 1,860,000 to 1,000,000. We are not seeking stockholder approval to
any other material amendments to the Plan.

We believe strongly that the approval of the amended and restated Plan is essential to our continued success.
Our employees are our most valuable assets. Stock options and other awards such as those provided under the
amended and restated Plan are vital to our ability to attract and retain outstanding and highly skilled individuals
in the extremely competitive labor markets in which we must compete. Such awards also are crucial to our ability
to motivate employees to achieve our goals. For the reasons stated above, our stockholders are being asked to
approve the amended and restated Plan, ’

Summary of the Amended and Restated 1997 Stock Plan

The following paragraphs provide a summary of the principal features of the Plan as amended and restated
and its coperation. The following summary is qualified in its entirety by reference to the Plan as set forth in
Appendix A. » -

~ The Plan provides for the grant of the following types of incentive awards: (i) stock options; (ii) stock purchase
rights, (ii) stock appreciation rights; and (iv) performance units and performance shares, which are referred to
individually as an “Award.” Those who will be eligible for Awards under the plan include employees, directors
and consultants who provide services to our company and our company’s parent and subsidiary companies.

As of February 29, 2004, approximately 270 employees and seven non-employee directors were eligible to
participate in the Plan.

Number of Shares of Common Stock Available Under the Plan. A total of 6,200,000 shares of our common
stock were initially reserved for issuance under the Plan. Additionally, beginning on the first day of our fiscal year
beginning in 1999, an additional number of shares of common stock have been added, and additiona! shares of
common stock will continue to be added to the Plan equal to the least of (i) 5,000,000 shares of common stock,
(ii) 5% (4% for fiscal years beginning after our 2004 fiscal year) of the outstanding shares of our common stock
at the beginning of any applicable fiscal year, or (iii) an amount determined by our Board of Directors. As of
March 31, 2004, 10,221,210 shares were subject to outstanding Awards granted under the Plan, and 3,391,094 shares
remained available for any new Awards to be granted in the future. Except for automatic annual increases, we are
not proposing to add additional shares for issuance under the Plan.

If we experience a stock split, reverse stock split, stock dividend, combination or reclassification of our
common stock, or any other increase or decrease in the number of issued shares of common stock effected without
the receipt of consideration, our Board of Directors or the Compensation Committee, which are collectively referred
to as the “Administrator,” will adjust the number of shares (i) available for issuance under the Plan, (ii) that may
be added to Plan each year, (iii) subject to outstanding Awards, and (iii) applicable to the per-person limits on
Awards, as appropriate to reflect any such change.

Administration of the Plan. The Administrator will administer the Plan, Members of the Compensation
Committee must qualify as “non-employee directors” under Rule 16b-3 of the Securities Exchange Act of 1934,
as amended, and “outside directors” under Section 162(m) of the Internal Revenue Code. Subject to the terms of
the Plan, the Administrator will have the sole discretion to select the employees, directors and consultants who will
receive Awards, determine the terms and conditions of Awards and interpret the provisions of the Plan. The
Administrator will be able to delegate the administration of the Plan in accordance with the terms of the Plan.

Options. The Administrator is able to grant nonqualified stock options and incentive stock options under the
Plan. The Administrator will determine the number of shares subject to each option, but no participant will be able
to be granted options covering more than 1,000,000 shares during any of our fiscal years, except that a participant
may be granted an option covering up to an additional 1,000,000 shares in connection with his or her initial service
with our company. The Administrator will determine the exercise price of options granted under the Plan, which
exercise price must at least be equal to the fair market value of our common stock on the date of grant. In addition,
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the exercise price of an incentive stock option granted to any participant who owns more than 10% of the total
voting power of all classes of our outstanding stock, must be at least 110% of the fair market value of our common
stock on the grant date. ‘

The term of an incentive stock option may not exceed ten years, except that with respect to any participant
who owns 10% of the voting power of all classes of our outstanding capital stock, the term may not exceed five
years. The Administrator determines the term of nonstatutory stock options.

After termination of service with our company, a participant will be able to exercise the vested portion of his
or her option for the period of time stated in the Award agreement. If no such period of time is stated in a participant’s
option agreement, a participant will generally be able to exercise his or her option for (i) three months following
his or her termination for reasons other than death or disability, and (ii) one year following his or her termination
due to death or disability. In no event will an option be able to be exercised later than the expiration of its term.

Stock Appreciation Rights. The Administrator is able to grant stock appreciation rights either alone or in
tandem with stock options. A stock appreciation right is the right to receive the appreciation in fair market value
of common stock between the exercise date and the date of grant. We can pay the appreciation in either cash or
shares of common stock. Stock appreciation rights will become exercisable at the times and on the terms established
by the Administrator, subject to the terms of the Plan. No participant will be granted stock appreciation rights
covering more than 1,000,000 shares during any fiscal year, except that a participant may be granted stock
appreciation rights covering up to an additional 1,000,000 shares in connection with his or her initial service with
our company.

After termination of service with our company, a participant will be able to exercise the vested portion of his
or her stock appreciation right for the period of time stated in the Award agreement. If no such period of time is
stated in a participant’s award agreement, a participant will generally be able to exercise his or her stock appreciation
right for (i) three months following his or her termination for reasons other than death or disability, and (ii) one
year following his or her termination due to death or disability. In no event will a stock appreciation right be
exercised later than the expiration of its term.

Stock Purchase Rights. In the case of stock purchase rights (i.e., rights to acquire restricted stock), unless the
Administrator determines otherwise, the Award agreement will grant us a repurchase option exercisable upon the
termination of the participant’s service with our company for any reason (including death or disability). The purchase
price for shares repurchased pursuant to the restricted stock purchase agreement will generally be the original price
paid by the purchaser and may be paid by cancellation of any indebtedness of the purchaser to us. The Administrator
may impose whatever conditions to vesting it determines to be appropriate. For example, the Administrator may
set restrictions based on the achievement of specific performance goals. The Administrator will determine the
number of shares granted pursuant to a stock purchase right, but no participant will be granted a right to purchase
or acquire more than 200,000 shares of common stock during any fiscal year, except that a participant may be granted
a stock purchase right covering up to an additional 400,000 shares in connection with his or her initial service with
our company.

Performance Units and Performance Shares. The Administrator is able to grant performance units and
performance shares, which are Awards that will result in a payment to a participant only if the performance goals
or other vesting criteria established by the Administrator are achieved or the Awards otherwise vest. The
Administrator will establish organizational, individual performance goals or other vesting criteria in its discretion,
which, depending on the extent to which they are met, will determine the number and/or the value of performance
units and performance shares to be paid out to participants. No participant will receive performance units with an
initial value greater than $1,000,000 and no participant will receive more than 1,000,000 performance shares during
any fiscal year, except that a participant may be granted performance shares covering up to an additional 1,000,000
shares in connection with his or her initial service with our company. Performance units will have an initial dollar
value established by the Administrator prior to the grant date. Performance shares will have an initial value equal
to the fair market value of a share of our common stock on the grant date. :

Performance Goals. As determined by the Administrator, the performance goals applicable to an Award may
provide for a targeted level or levels of achievement using one or more of the following measures: (i) cash position,
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(ii) earnings per share, (iii) individual objectives, (iv) net income, (v) operating cash flow, (vi) operating income;
(vii) return on assets, (viii) return on equity, (ix) return on sales, (x) revenue, and (xi) total stockholder return. The
performance goals may differ from participant to participant and from Award to Award and may be stated in absolute
terms or relative to comparison companies' or indices to be achieved during a period of time.

Transferability of Awards. The Plan generally will not allow for the transfer of Awards, and all rights with
respect to an Award granted to a participant generally will be available during a participant’s lifetime only to
the participant.

‘Merger or Sale of Assets. In the event of our merger with or into another corporation, or the sale of all or
substantially all.of our assets, each outstanding Award will be assumed or substituted for by the successor
corporation (or a parent or subsidiary or such successor corporation). If there is no assumption or substitution of
outstanding Awards, the Administrator will provide notice to the recipient that he or she has the right to exercise
the option and stock appreciation right as to all of the shares subject to the Award, all restrictions on restricted stock
will lapse, and all performance goals or other vesting requirements for performance shares and units will be deemed
achieved, and all other terms and conditions met. In such event, the Administrator shall notify the participant that
the Award is fully exercisable for 15 days from the date of such notice and that the Award will terminate upon
expiration of such period. In'the event of involuntary termination of employment (or termination of status as a
director of a successor corporation) within 12 months following a change of control merger pursuant to which
options and stock purchase rights are assumed or substituted by a successor corporation, such options or rights will
become vested and exercisable as to all shares subject to the option or right, including shares as to which the options
or rights would not otherwise be vested or exercisable.

Amendment and Termination of the Plan. The Board will have the authority to amend, suspend or terminate
the Plan, sxcept that stockholder approval will be required for any amendment to the plan to the extent required
by any applicable law, regulation or stock exchange rule. Any amendment, suspension or termination will not,
without the consent of the participant, materially adversely affect any rights or obligations under any Award
previously granted. The Plan will terminate on March 26, 2014, unless the Board terminates it earlier.

Awards to be Granted to Certain Individuals and Groups

The number of awards that an employee, director or consultant may receive under the Plan is in the discretion
of the Adrainistrator and therefore cannot be determined in advance. To date, only stock options have been granted
under the Plan. The following table sets forth (a) the aggregate number of shares subject to options granted under
the Plan during the fiscal year ended December 31, 2003 and (b) the average per share exercise price of such options.

: Average Per
Number of Share

Options "~ Exercise
Name ' ' ' Granted () _Price §)
M. Kenneth Oshman ..., 120,000 1291 -
Beatrice Yormark' ............c.coviiiiiininnt. e 80,000 1291
Oliver R. Stanfield ..... FUR OSSR 80,000 1291
Frederik H. Bruggink ................cooiieiio... e 50,000 12.91
Peter A. Mehring ....... e e 50,000 12.91
All executive officers as a group ..........ccoevvieiiiiiineninnn. 746,000 12.44
All directors who are not executive officers, as a group ......... — —
All employees who are not executive. officers, as a'group ....... 1,530,245 12.72
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Equity Compensation Plan Information

The following table provides information as of December 31, 2003 about our equity compensation plans under
which shares of our common stock may be issued to employees, consultants or members of our Board of Directors:

(a)

Number of securities
to be issued upon

()

Weighted average
exercise price of

(¢}

Number of securities
remaining available
for future issuance

under equity
compensation plans

exercise of outstanding outstanding (excluding securities
options, warrants and options, warrants reflected in
Plan Category rights and rights column(a))
Equity compensation plans approved by
security holders(1)(2)(3) ................ 8,944,182 $16.49 3,601,792
Equity compensation plans not approved by
security holders ......................... ... — — —
Total .....ociiiiiii ST 8,944,182 $16.49 3,601,792

(1) These plans include our 1997 Stock Plan and our 1998 Director Option Plan,

(2) The number of shares reserved for issuance under our 1997 Stock Plan is subject to an automatic annual increase equal
to the lesser of (i) 5,000,000 shares, (ii) 5% (4% for fiscal years.beginning after our 2004 fiscal year) of our outstanding
common stock on the first day of our fiscal year or (iii) a lesser number of shares determined by our Board of Directors.

(3) The number of shares reserved for issuance under our 1998 Director Option Plan is subject to an automatic annual increase
equal to the lesser of (i) 100,000 shares or (ii) a lesser number of shares determined by our Board of Directors.

Federal Tax Aspects

The following paragraphs are a summary of the general federal income tax consequences to U.S. taxpayers
and our company of Awards granted under the Plan. Tax consequences for any particular individual may be different.

Nongqualified Stock Options. No taxable income is reportable when a nonqualified stock option is granted to
a participant. Upon exercise, the participant will recognize ordinary income in an amount equal to the excess of
the fair market value (on the exercise date) of the shares purchased over the exercise price of the option. Any
additional gain or loss recognized upon any later disposition of the shares would be capital gain or loss.

Incentive Stock Options. No taxable income is reportable when an incentive stock option is granted or
exercised (except for purposes of the alternative minimum tax, in which case taxation is the same as for nonqualified
stock options}. If the participant exercises the option and then later sells or otherwise disposes of the shares more
than two years after the grant date and more than one year after the exercise date, the difference between the sale
price and the exercise price will be taxed as capital gain or loss. If the participant exercises the option and then
later sells or otherwise disposes of the shares before the end of the two- or one-year holding periods described above,
he or she generally will have ordinary income at the time of the sale equal to the fair market value of the shares
on the exercise date (or the sale price, if less) minus the exercise price of the option.

Stock Appreciation Rights. No taxable income is reportable when a stock appreciation right is granted to a
participant. Upon exercise, the participant will recognize ordinary income in an amount equal to the amount of cash
received and the fair market value of any shares received. Any additional gain or loss recognized upon any later
disposition of the shares would be capital gain or loss.

Stock Purchase Rights, Performance Units and Performance Shares. A participant generally will not have
taxable income at the time an Award of stock purchase rights (i.e., restricted stock), performance shares or
performance units is granted. Instead, he or she will recognize ordinary income in the first taxable year in which
his or her interest in the shares undertying the Award becomes either (i) freely transferable or (ii) no longer subject
to substantial risk of forfeiture. However, the recipient of a restricted stock award may elect to recognize income
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at the time he or she receives the award in an amount equal to the fair market value of the shares underlying the
Award (! ess any cash paid for the shares) on the date the Award is granted.

Tax Effect for the Company. We generally will be entitled to a tax deducnon in connection with an Award
under the Plan in an amount equal to the ordinary income realized by a participant and-at the time the participant
recognizes such income (for example, the exercise of a nonqualified stock option). Special rules limit the
deductibility of compensation paid to our Chief Executive Officer and to each of our four other most highly
compensated executive officers. Under Section 162(mn) of the Internal Revenue Code, the annual compensation paid
to any of these specified executives will be deductible only to the extent that it does not exceed $1,000,000. However,
we can preserve the deductibility of certain compensation in excess of $1,000,000 if the conditions of Section
162(m) are met. These conditions include stockholder approval of the Plan, setting limits on the number of Awards
that any individual may receive and for Awards other than certain stock options, establishing performance criteria
that must be met before the Award actually will vest or be paid. The Plan has been designed to permit the
Administrator to grant Awards that qualify as performance-based for purposes of satisfying the conditions of Section
162(m), thereby permitting us to continue to receive a federal income tax deduction in connection with such Awards.

" THE FOREGOING IS ONLY A SUMMARY OF THE EFFECT OF FEDERAL INCOME TAXATION UPON
PARTICIPANTS AND OUR COMPANY WITH RESPECT TO THE GRANT AND EXERCISE OF AWARDS
UNDER THE PLAN. IT DOES NOT PURPORT TO BE COMPLETE, AND DOES NOT DISCUSS THE TAX
CONSEQUENCES OF A SERVICE PROVIDER’S DEATH OR THE PROVISIONS OF THE INCOME TAX
LAWS OF ANY MUNICIPALITY, STATE OR FOREIGN COUNTRY IN WHICH THE SERVICE PROVIDER
MAY RESIDE.

PROPOSAL THREE

THE MANAGEMENT BONUS PLAN

Our Board of Directors has adopted an Management Bonus Plan (the “Bonus Plan™), subject to the approval
of a majority of the shares of our common stock that are present in person or by proxy at the Annual Meeting.

The following paragraphs provide a summary of the principal features of the Bonus Plan and its operation.
The Bonus Plan is set forth in its entirety as Appendlx B to this Proxy Statement. The following summary is qualified
in its entirety by reference to Appendix B.

Purpose

The purpose of the Bonus Plan is to motivate key members of management to perform to the best of their
abilities and to achieve our objecuves The Bonus Plan accomplishes this by paying awards under the Bonus Plan
only after the achievement of the specified goals

The Bonus Plan also is designed to qualify as “performance-based” compensation under section 162(m) of the
Internal Revenue Code. Under section 162(m), the Company may not receive a federal income tax deduction for
compensation paid to our Chief Executive Officer or any of the four other most highly compensated executive officers
to the extent that any of these persons receives more than $1,000,000 in any one year. However, if we pay compensation
that is “performance-based” under section 162(m), the Company still can receive a federal income deduction for the
compensation even if it is more than $1,000,000 during a single year. The Bonus Plan allows us to pay incentive
compensation that is performance-based and therefore fully tax deductible on our federal income tax return.

Eligibility to Participate

The Compensation Committee selects which of our employees (and employees of our affiliates) will be eligible
to receive awards under the Bonus Plan. The actual number of employees who will be eligible to receive an award
during any particular year cannot be determined in advance because the Compensation Committee has discretion
to select the participants. However, it is expected that approximately 30 employees will participate in the Bonus
Plan in anv year.
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Target Awards and Performance Goals

Each performance period, the Compensation Committee assigns each participant a target award and
performance goal or goals that must be achieved before an award actually will be paid to the participant. The
participant’s target award may be expressed as a percentage of his or her base salary at the end of the fiscal year,
or may be designated as a dollar amount or some other fashion as the Compensation Committee may determine.
The performance goals require the achievement of objectives for one or more of:

o (ash Pbsition,

¢ Earnings per Share,

¢ Individual Objectives,
¢ Net Inccme,

e Operating Cash Flow,
e Operating Income,

e Return on Assets,

e Return on Equity,

e Return on Sales,

e Revenue, or

¢ Total Stockholder Return.

Each of these performance measures is' defined inlthe Bonus Plan.

Actual Awards

After the performance period ends, the Compensation Committee certifies in writing the extent to which the
pre-established performance goals actually were achieved or exceeded. The actual award that is payable to a
participant is determined using a formula that increases or decreases the participant’s target award based on the
level of actual performance attained. However, the Bonus Plan limits actual awards to a maximum of $5,000,000
per person in any performance period, even if the formula otherwise indicates a larger award.

Actual awards generally are paid in cash within 90 days after the perfdrmance period ends. If a participant
terminates employment before the end of the performance period in which the bonus is to be earned, the
Compensation Committee has discretion to pay out part or all of the -award otherwise earned. ’

Administration, Amendment and Termination

The Compensation Committee administers the Bonus Plan. Members of the Compensation Committee must
qualify as outside directors under section 162(m). Subject to the terms of the plan, the Compensation Committee
has sole discretion to:

o select the employees who will receive awards;
e determine the target award for each participant;
‘e determine the performance goals that must be achieved before any actual awards are paid;

e determine a formula to increase or decrease an award to reflect actual performance versus the predetermined
performance goals; and o ' '

interpret the provisions of the Bonus Plan.
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The Board may amend or terminate the plan at any time and for any reason. An amendment also will be
submitted for stockholder approval if necessary to maintain the Bonus Plan’s compliance with Section 162(m).

PROPOSAL FOUR

RATIFICATION OF APPOINTMENT OF INDEPENDENT AUDITORS

With authority granted by our Board of Directors, the Audit Committee of our Board of Directors has appointed
KPMG LLP as our independent auditors to audit our consolidated financial statements for the fiscal year ending
December 31, 2004, and our Board of Directors recommends that our stockholders vote “FOR” ratification of
such appointment.

KPMG LLP was ‘appouﬁed as our independent auditors on March 21, 2002, when we retained KPMG LLP
to perform the annual audit of our financial statements for the fiscal year ending December 31,2002.A representatlve
of KPMG LLP is expected to be present at the Arinual Meeting, will have an opportunity to make a statement if
he or she so desires and is e;xpected to be avallable_to respond to appropriate questions from our stockholders.

Audit and Non-Audit Fees
The following table sets forth fees for services KPMG LLP provided durmg fiscal years 2003 and 2002:
2003 _ 2002
Audit fees (1) ...... P $202,200 $224,700
Audit-related fees (2) ...vvviiiiiiiiii $ — $126,060.
B - - O $ - % —
AlL Other 888 ..ot it e $ — $ —

Total ............... T P $202,200 $350,760

(1) Represents fees for professional services prov1ded in connection with the audit of our annual financial statements and
review of our quarterly financial statements, advice on accounting matters that arose during the audit and audlt services
provided in connection with other statutory or regulatory filings.

(2) Reprzsents fees for consultation and due diligence assistance regarding various acquisitions.

The Audit Committee has considered whether the non-audit services provided by KPMG LLP are compatible
with maintaining the independence of KPMG LLP and has concluded that the independence of KPMG LLP is
maintained and is not compromised by the services provided. In accordance with its charter, the Audit Committee
approves in advance all audit and non-audit services to be provided by KPMG LLP. During fiscal year 2003, 100%
of the services were pre-approved by the Audit Committee in accordance with thlS policy.

Stockholder ratification of the selection of KPMG LLP as our independent auditors is not requlred by our
Bylaws or other applicable legal requirement. However, our Board of Directors is submitting the selection of KPMG
LLP to our stockholders for ratification as a matter of good corporate practice. If our stockholders fail to ratify the
selection, the Audit Committee will reconsider whether or not to retain that firm. Even if the selection is ratified,
the Audit Committee at its discretion may direct the appointment of a different independent accounting firm at any
time during the year if it deterrmnes that such a change would be in our best interests and the best mterests of
our stockholders.
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SHARE OWNERSHIP BY PRINCIPAL STOCKHOLDERS AND MANAGEMENT

To our knowledge, the following table sets forth certain information with respect to beneficial ownership of
our common stock, as of March 31, 2004, for:

s each person who we know beneficially owns more than 5% of our common stock;
e each of our directors;

o each of our executive officers set forth in the Summary Compensation.Table; and
¢ all of our directors and executive officers as a group.

Beneficial ownership is determined in accordance with the rules of the SEC and includes voting or investment
power with respect to the securities. Except as indicated by footnote, and subject to applicable community property
laws, each person identified in the table possesses sole voting and investment power with respect to all shares of
common stock shown held by them. The number of shares of common stock outstanding used in calculating the
percentage for each listed person includes shares of common stock underlying options held by such person that
are exercisable within 60 calendar days of March 31, 2004, but excludes shares of common stock underlying options
held by any other person. Percentage of beneficial ownership is based on 40,624,123 shares of common stock
outstanding as of March 31, 2004.

Shares Percentage

Beneficially Beneficially
Name _ Owned _Owned
5% Stockholders:
ENEL S.p.A. (1) oot it e 3,000,000 7.4%
Directors and Executive Officers:
M. Kenneth Oshman (2) .......cocoiiiiiiiiii i i e 6,224,281 15.3%
Armas Clifford Markkula, Jr. (3) .ooiviiiii i 1,827,038 4.5%
Beatrice YOrmark (4) .. ...uuuneite e e 1,028,438 2.5%
Oliver R, Stanfield (5) ..ovovviiiiiiii i e e et e 982,702 2.4%
Arthur Rock (6) ............ e e e e e 779,563 1.9%
Frederik H. Bruggink (7) .............ooooiiiiiiinnn... e, 474,790 1.2%
Robert R. Maxfield (8) ..ottt e 448,037 1.1%
Peter A. Mehring (9) ..ot e cen 275,374 ox
Richard M. Moley (7) ..cooviiiiiiniiniaiennnns e P 195,589 Lo
Larry W, Sonsini (10) ... e e 73,261 *
Robert J. Finocchio, J&. (11) .ooviiiiee ittt e 85,000 *
Michael E. Lehman (12) ..... e e e e e e e, 40,000 *

All directors and executive officers as a group (15 persons) (13) ........... 12,668,070 . 31.2%

*  Less than 1%.
(1)  Principal address is Viale Regina Margherita 137, Rome, Italy 00198.

(2)  Mr. Oshman’s principal address is c/o Echelon Corporation, 550 Meridian Avenue, San Jose, California 95126. Includes
4,907,333 shares held by M. Kenneth Oshman and Barbara S. Oshman, Trustees of the Oshman Trust dated July 10, 1979,
488,428 shares held by O-S Ventures, of which Mr. Oshman is general partner, and an aggregate of 38,520 shares held
by trusts, not for the benefit of Mr. Oshman, of which Mr. Oshman serves as trustee and as to which Mr. Oshman disclaims
beneficial ownership. Includes options to purchase 790,000 shares of common stock exercisable within 60 calendar days
of March 31, 2004, of which 394,790 shares are vested at March 31, 2004.

(3) Includes 1,627,610 shares held by Armas Clifford Markkula, Jr. and Linda Kathryn Markkula, Trustees of the Restated
Arlin Trust Dated December 12, 1990, and 151,928 shares held by the Markkula Family Limited Partnership.
Mr. Markkula and his spouse disclaim beneficial ownership of all but 27,500 of the shares held by the Markkula Family
Limited Partnership. Includes options to purchase 40,000 shares of common stock exercisable within 60 calendar days
of March 31, 2004, all of which shares are vested at March 31, 2004.
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(4) Includes 788,649 shares held by Justin C. Walker and Beatrice Yormark, Trustees of the Walker- Yormark Family Trust
Dared October 2, 1992, Includes options to purchase 239,789 shares of common stock exercisable within 60 calendar
days of March 31, 2004, of which 212,499 shares are vested at March 31, 2004.

(5) Includes 647,313 shares by held by Oliver Rueben Stanfield and Janet Helen Stanfield, Trustees of the Stanfield Family
Trust UDT dated February 2, 2001. Includes an aggregate of 170,600 shares held in individual retirement accounts for
the benefit of Mr. Stanfield and his spouse. Includes options to purchase 164,789 shares of common stock exercisable
within 60 calendar days of March 31, 2004, of which 137,499 shares are vested at March 31, 2004.

(6) Includes 20,000 shares held by a trust for the benefit of Mr. Rock’s spouse, of which Mr. Rock serves as trustee, and
as to which Mr. Rock disclaims beneficial ownership, and 2,000 shares held by a trust, not for the benefit of Mr. Rock,
of which Mr. Rock serves as trustee and as to which Mr. Rock disclaims beneficial ownership. Includes options to purchase
50,000 shares of common stock exercisable within 60 calendar days of March 31, 2004, all of which shares are vested
at March 31, 2004,

(7)  Includes options to purchase 252,290 shares of common stock exercisable within 60 calendar days of March 31, 2004,
of which 124,116 shares are vested at March 31, 2004,

(8)  Includes options to purchase 50,000 shares of common stock exercisable within 60 calendar days of March 31, 2004,
all of which shares are vested at March 31, 2004.

(9) - Includes options to purchase 209,790 shares of common stock exercisable within 60 calendar days of March 31, 2004,
of which 190,666 shares are vested at March 31, 2004. :

(10) Includes 9,000 shares held by a partnership account of Wilson Sonsini Goodrich & Rosati, Professional Corporation, as
to which Mr. Sonsini disclaims beneficial ownership except as to his pecuniary interest therein. Includes options to
purchase 50,000 shares of common stock exercisable within 60 calendar days of March 31, 2004, all of which shares
are vested at March 31, 2004,

(11) Includes options to purchase 65,000 shares of common stock exercisable within 60 calendar days of March 31, 2004,
all of which shares are vested at March 31, 2004.

(12) Includes 5,000 shares held by Michael E. Lehman, Trustee of‘ the Re;;ulse Bay Road Living Trust. Includes options to -
purchase 35,000 shares of common stock exercisable within 60 calendar days of March 31, 2004, all of which shares
are vested -at March 31, 2004.

(1‘3) Includes options to purchase an aggregate of 2,‘045,655 shares of common stock exercisable within 60 calendar days of
March 31, 2004, of which 1,559,986 shares are vested at March 31, 2004.

OTHER INFORMATION
Section 16(a) Beneficial Ownership Reporting Compliance

Secticn 16(a) of the Securities Exchange Act of 1934, as amended, requires our executive officers, directors:
and persons who own more than 10% of a registered class of our equity securities to file certain reports with the
SEC regarding ownership of, and transactions in, our securities. Such officers, directors and 10% stockholders are
also required by the SEC to furnish us with copies of all Section 16(a) forms that they file.

Based solely on our review of such forms furnished to us and written representations from certain reporting
persons, we believe that all filing requirements applicable to our executive officers, directors and more than 10%
stockholders were complied with during the fiscal year ended December 31, 2003.

Certain Transactions

Loans to Employees

In April 2001, we loaned Peter Mehring, our Senior Vice President of Engineering, an aggregate of $1,000,000
which Mr. Mehring used to pay his federal income taxes. Mr. Mehring issued to us two promissory notes, each
in the principal amount of $500,000 and bezring interest at the rate of 4.54% per annum, compounded monthly.
One of the notes was secured by a second deed of trust on his primary residence (the “First Note™) and the other
note was secured by a second deed of trust on a second residence (the “Second Note™). The interest accruing under
the First Noie was due and payable in monthly installments over the three-year term of the note, and the principal
was due and payable on April 6, 2004, subject to earlier repayment upon the occurrence of certain events. The First
Note and accrued and unpaid interest thereon were paid in full on November 26, 2003. The interest accruing under
the Second Note was due and payable in monthly instaliments over the three-year term of the note, and the principal
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was due and payable on April 6, 2004, subject to earlier repayment upon the occurrence of certain events. The
Second Note and accrued and unpaid interest thereon were paid in full on February 21, 2003. The terms of these
loans have never been amended.

On October 29, 2001, we loaned Russell Harris, our Senior Vice President of Operations, $1,000,000 to
purchase a principal residence. Mr. Harris issued to us a promissory note secured by residential real estate. The
note bears interest at the rate of 4.5% per annum, compounded monthly. The interest accruing under the note is
due and payable in monthly installments over the nine year term of the note, and the principal is due and payable
on October 29, 2010, subject to earlier repayment upon the occurrence of certain events. The terms of this loan
have never been amended.

On December 31, 2001, we loaned Frederik Bruggink, our Senior Vice President and General Manager —
Service Provider Group, $700,000 to exercise stock options. Mr. Bruggink issued to us a promissory note secured
by a security interest in personal assets. The note bore interest at the rate of 2.48% per annum, compounded monthly.
The interest accruing under the note was due and payable in monthly installments over the one year term of the
note, and the principal was due and payable on December 31, 2002, subject to earlier repayment upon the occurrence
of certain events. The note and accrued and unpaid interest thereon were paid in full on February 7, 2003.

Agreements with ENEL

Pursuant to a research and development and technological cooperation agreement, dated June 28, 2000, as
amended, between our company and ENEL Distribuzione SpA, an affiliate of ENEL S.p.A. (“ENEL”), we are
cooperating with ENEL to integrate our LonWorks system into ENEL’s remote metering management project in
Italy. Through this project, ENEL is replacing its existing stand-alone electricity meters with networked electricity
meters to 27 million customers throughout ENEL's service territory. If the ENEL project achieves its targeted
volumes during 2004, we believe that revenues attributable to this project will account for the majority of our
revenues for the year ending December 31, 2004. We continue to devote significant resources to this project.

Pursuant to a common stock purchase agreement, dated June 30, 2000, between our company and ENEL, ENEL
agreed to purchase, for cash, three million newly issued shares of our common stock for a purchase price to be
based on the average trading price prior to the closing (subject to a minimum price of $87.3 million and a maximum
price of $130.9 million). The closing of this stock purchase ocenrred on September 11, 2000. Based on the average
price of our common stock prior to that date, the total purchase price for the three million shares was $130.9 million
and after deducting expenses associated with the transaction, we received $130.7 million. It was agreed that until
the earlier of September 11, 2003 or 30 days following the termination of the research and development and
technological cooperation agreement with ENEL Distribuzione, ENEL would not, except under limited
circumstances, sell or otherwise transfer such shares. As a result, ENEL is now free to sell shares of our common
stock. The stock purchase agreement also gives ENEL the right to nominate a member of our Board of Directors
as long as ENEL owns at least two million shares of our commen stock. As a condition to the closing of the stock
purchase agreement, our directors and our Chief Financial Officer agreed to enter into a voting agreement with
ENEL in which each of them agreed to vote the shares of our company’s common stock that they beneficially own
or control in favor of ENEL’s nominee to our Board of Directors. M. Francesco Tato served as ENEL’s representative
on our Board of Directors from September 2000 until June 2002. ENEL has not nominated a replacement for
Mr. Tatd on our Board of Directors.

Pursuant to a registration rights agreement, dated September 11, 2000, between our company and ENEL, ENEL
may, subject to certain conditions and limitations, request that we register the shares purchased under the common
stock purchase agreement. In the event we elect to register any of our securities, ENEL may, subject to certain
limitations, include the shares purchased under the common stock purchase agreement in such registration.
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Steck Option Grants

In addition to the option grants listed below under “Option Grants in Last Fiscal Year,” in 2003 and 2004 we
granted stock options under our 1997 Stock Plan to the following executive officers as of the grant dates and for
the number of shares of common stock and at the exercise prices set forth below opposite their names:

X . Per Share )
Officer o Date of Grant ~~ Shares Granted (#) Exercise Price ($) Expiration Date
Anders Axelsson .................. 05/26/2003 150,000(1) 13.46 05/26/2008
Anders Axelsson .................. 03/17/2004 60,000(1) 10.89 03/17/2009
Kathleen B. Bloch ................ 02/01/2003 150,000(1) 10.00 02/01/2013
Kathleen B. Bloch ................ 05/21/2003 16,000(1) 12.91 05/21/2008
Kathleen B. Bloch ................ .. 03/17/2004 - 60,000(1) 10.89 03/17/2009
Frederick H. Bruggink ............ 03/17/2004 ~60,000(2) 10.89 03/17/2009
Russell Harris ......... R 05/21/2003 - o 50,000(1) 12.91° 05/21/2008
Russell Huarris ............. SR 05/17/2004 ‘ 60,000(1) 10.89 ©03/17/2009
Peter A. Mehring e 03/17/2004 - 60,000(1) 10.89 : 03/17/2009
M. Kenneth Oshman .............. 03/17/2004 120,000(2) 10.89 03/17/2009
Oliver R. Stanfield ................ 03/17/2004 80,000(1) 10.89 03/17/2009

Beatrice Yormark ........ PRI 03/17/2004 80,000(1) _ 10.89 03/17/2009

(1) ' One-fourth of the shares vest on the one-year anniversary of the date of grant and one-forty-eighth of the shares vest at
the end of each month thereafter, subject to the employee’s continued employment with our company.

(2) One-fourth of the shares vest on the one year anniversary of the date of grant and one-forty-eighth of the shares vest at
the end of each month thereafter, subject to the employee’s continued employment with our company. This option may
‘be exercised prior to full vesting, subject to the employee entering into a restricted stock purchase agreement with respect
to unvested shares. ’ - : :

Air Travel Arrangement

~. From time to time, Mr. Oshman, our Chairman and Chief Executive Officer, uses private air travel services
for business trips for himself and for any employees accompanying him. These private air travel services are
provided by certain entities controlled by Mr. Oshman or Mr. Markkula, a director of our company. Our net cash
outlay with respect to such private air travel services is no greater than comparable first class commercial air travel
services. Such net outlays to date have not been material.

Legal Services

During fiscal year 2003, the law firm of Wilson Sonsini Goodrich & Rosati, P.C. acted as pr'mcibal outside counsel
to our company. Mr. Sonsini, a director of cur company, is a member of Wilson Sonsini Goodrich & Rosati, P.C.




EXECUTIVE COMPENSATION

Summary Compensation Table

The following table sets forth information concerning the compensation that we paid during the last three fiscal
years to our Chief Executive Officer and our four other most highly compensated executive officers who earned
more than $100,000 during the fiscal year ended December 31, 2003. All option grants were made under our 1997
Stock Plan.

Long-Term
Compensation
Awards
Securities
Annual Compensation Underlying . Al Other
Fiscal . Salary Bonus Options Compensation
Name and Principal Position Year ()] (%) o ®» ®
M. Kenneth Oshman ........... 2003 100,000 283,676 120,000 2,024(1)
Chairman of the Board and 2002 100,000 319,200 200,000 1,584
Chief Executive Officer 2001 1 = 250,000 1,584
Beatrice Yormark .............. 2003 . 325,000 80,670 80,000 2,177(1)
President and Chief 2002 - 325,000 90,773 100,000 1,793
Operating Officer 2001 300,000 — 50,000 1,531
Oliver R. Stanfield .......... i 2003 . 325,000 80,670 80,000 2,177(1)
Executive Vice President & 2002 325,000 90,773 100,000 1,815
Chief Financial Officer 2001 300,000 ‘ — 50,000 1,502
Frederik H. Bruggink 2003 328,218 46,157(2) 50,000 11,584(3)
Senior Vice President and 2002 300,000 59,850 80,000 = - 12,587
General Manager — Service 2001 250,000 45,246 50,000 1,584
Provider Group '
Peter A. Mehring .............. 2003 300,000 . 53,189 50,000 .1,683(1)
Senior Vice President of 2002 300,000 59,850 60,000 1,320
Engineering ‘ 2001 300,000 —_ 50,000 1,320

(1) Consists of premiums paid by the Company for life insurance coverage.
(2) Includes commission payment of $21,978.

(3) Includes premiums of $1,584 paid by the Company for life insurance coverage and €9,649.5 (approximately $10,000) in
pension plan payment.
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Option Grants in Last Fiscal Year

The following table sets forth certain information with respect to stock options granted to our Chief Executive
Officer and our four other most highly compensated executive officers during the fiscal year ended December 31,
2003. We have never granted any stock appreciation rights. All option grants were made under our 1997 Stock Plan.

Individual Grants

Number of %Oof‘Total Potential Realizable Value
Sum er o ptions . At Assumed Annual Rates of
ecurities Granted to Exercise Stock Price Appreciation
Underlying Employees in Price .
. ) Options - Fiscal Year Per Share ., Expiration For Option Term ($)(5)

Name “. Granted () (%)(3) ] ($)(4) Date 3% ‘ 10%
M. Kenneth Oshman . 120,000(1) 53 - 1291 05/21/2008 428,015 945,802
Beatrice Yormark ......... . 80,000(2) 35 1291 05/21/2008 285,344 630,535
Oliver R. Stanfield .......... 80,000(2) 3.5 12.91 05/21/2008 285,344 630,535
Frederik H. Bruggink .. frees 50,000(1 )’ 2.2 12.91 05/21/2008 - 178,340 394,084
Peter A. Mehring ..... P 50,000(2) 2.2 12.91 05/21/2008 178,340 394,084

(1) This option was granted on May 21, 2003 and vests as to one-fourth of the shares on May 21, 2004 and as to one-forty-eighth

-~ of the shares at the end of each month thereafter, subject to the employee’s continued employment with our company.

This option may be exercised prior to full vesting, subject to the employee entering into a restricted stock purchase
agreement with respect to unvested shares.

(2) This option was granted on May 21, 2003 and vests as to one-fourth of the shares on May 21, 2004 and as to one-forty-eighth

- of the shares at the end of each month thereafter, subject to the employee’s continued employment with our company.

(3) Based on a total of 2,276,245 options granted to all employees in the fiscal year ended December 31, 2003.
(4> The exercise price per share is equal to the closing price of our common stock on the market trading day immediately
preceding the date of grant.

(5) Potential gains are net of the exercise price but before taxes associated with the exercise. The 5% and 10% assumed annual
rates of compounded stock appreciation based upon the deemed fair market value are for illustrative purposes only and
do not represent the Company’s estimate or projection of the future common stock price. Actual gains, if any, on stock
option exercises are dependent on several factors, including the Company’s future financial performance, overall market
conditions, and the option holder’s continued employment with the Company. There can be no assurance that the amounts
reflected in this table will be achieved.

Aggregated Option Exercises in Last Fiscal Year and Fiscal Year-End Option Values

The following table sets forth certain information for our Chief Executive Officer and our four other most
highly compensated executive officers concerning shares acquired upon exercise of stock options in the fiscal year
ended December 31, 2003 and exgrqisable and unexercisable options held as of December 31, 2003.

Number of Securities

Underlying Unexercised Valuclev;)f Unexercised
i -the- ti
N ciﬁfy’;ﬁ o R Decembar 31, 2003 (2) Depember 31, ?0%:;0(3(;;
Name ) Exercise(#) ($)(1) Exercisable  Unexercisable  Exercisable = Unexercisable
M. Kenneth Oshman ........ 100,000 591,000 §20,000(4) — 611,550 —
Beatrice Yormark ........... 50,000 295,500 199,999(5) 155,001 305,775 —
Oliver R. Stanfield .......... 125,000 860,775 124,999(6) 155,001 - —
Frederik H. Bruggink ....... —_ —_— 180,833(7) 49,167 12,400 —_—

Peter A. Me:hring e ‘ 75,000 547,750  185,833(8) 99,167 305,775 —

(1) The value realized is based on the closing price of our common stock on the date of exercise, minus the per share exercise
price, multiplied by the number of shares exercised.

(2) Certain options granted to our officers under our 1997 Stock Plan may be exercised immediately upon grant and prior
to full vesting, subject to the-.employee entering into a restricted stock purchase agreement with respect to unvested shares..
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(3) The value of underlying securities is based on the $11.14 per share closing price of our common stock on December 31,
2003 minus the aggregate exercise price.

(4) Includes 510,415 vested shares and 309,585 unvested shares as of December 31, 2003.
(5) Includes 199,999 vested shares and no unvested shares as-of December 31, 2003.

(6) " Includes 124,999 vested shares and no unvested shares as of December 31, 2003.

(7) Includes 112,916 vested shares and 67,9 17 unvested shares as of December 31, 2003.
(8) Includes 181,666 vested shares and 4,167 unvested shares. as of December 31, 2003.

Compensation Committee Interlocks and Insider Participation

During 2003, the Compensation Committee was comprised of Robert R. Maxfield and Richard M. Moley, both
of whom were non-employee directors. No interlocking relationship exists between any member of our Board of
Directors or Compensation Committee and the Board of Directors or Compensation Committee of any other
company, nor has any such interlocking relationship existed in the past. o

REPORT OF THE COMPENSATION COMMITTEE OF OUR BOARD OF DIRECTORS

Norwithstanding any statement to the contrary in any of our previous or future filings with the SEC, this board
compensation committee report on executive compensation shall not be deemed “filed” with the SEC or “soliciting
material” under the Securities Exchange Act of 1934, as amended, and shall not be incorporated by reference into
any such filings. ‘ : '

The Compensation Committee sets the compensation of our Chief Executive Officer, reviews the design and
effectiveness of compensation programs for other key executives, and approves stock option grants for our
employees. The Committee is comprised entirely of non-employee directors who have never served as officers of.
our company.

The goals of the Compensation Committee are to align compensation with our performance and objectives
and to attract, retain and reward executive officers and employees whose contributions are critical to the long-term
success of our company.

The primary components of our executive compensation package are salary, commissions for sales executives
and stock options. We set our compensation package to be competitive with the marketplace.

Salary

The level of base salary for executive officers is set based upon their scope of responsibility, level of experience
and individual performance. The salary range for each position is reviewed against the Radford Survey (a third-party
compensation survey) data for high-tech companies with similar sales volumes located in the same geographic area.
Additionally, the Compensation Committee takes into account general business and economic conditions and
current circumstances of our company.

Commission for sales executives

Our 2003 sales commission plan provided the opportunity for commission payments based on meeting our
revenue and other business objectives. ‘

Stock options

The Compensation Committee believes that the granting of stock options is an important method of rewarding
and motivating our employees by aligning employees’ interests with our stockholders. The Compensation
Committee also recognizes that-a stock incentive program is a necessary element in a competitive compensation
package. The program utilizes a vesting schedule to encourage our employees to continue in the employ of our
company and to encourage employees to maintain a long-term perspective. In determining the size of stock option
grants, the Compensation Committee focuses primarily on the employees’ current and expected future value to our.
company. The Compensation Committee also considers the number of unvested options held by the employee.
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Management bonus plan

On January 13, 2003, the Compensation Committee, with the approval of our Board of Directors on March 14,
2003, approved a management bonus plan for certain of our officers that provided for potential cash bonus awards,
with target bonuses ranging from approximately $15,000 per year to approximately $114,000 per year, for the fiscal
year ended December 31, 2003. The bonus plan was tied to specific performance criteria, including targeted profits,
growth in revenue, and milestones related to the Networked Energy Services business. Actual bonuses paid ranged
from $10, 638 to $80,670.

C ompensatzon of the Chief Executtve Oﬁ‘icer

On Je nuary 13, 2003, the Compensation Comnuttee, with the approval of our Board of Directors on March 14,
2003 set Mr. Oshman’s base salary at $100,000 with a targeted cash bonus, in connection with our management
bonus plan, of approximately $400,000 for the fiscal year ended December 31, 2003. The bonus plan compensation
was tied to specific’ performance criteria, including targeted profits, growth in revenue, ‘and milestones related to
the Networked Energy Services business. The actual bonus paid for fiscal year 2003 was $283,676.

In May 2003, the Compensation Committee, in consultation with our Board of Directors, granted Mr. Oshman
an option to purchase 120,000 shares of our common stock at an exercise price of $12.91, the then current fair
market value. Twenty-five percent of the option vests on May 21, 2004. The option vests at a rate of 1/48 per month
thereafter until fully vested on May 21, 2007. -

Compensation Committee

" Robert R. Maxfield
" Richard M. Moley '
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REPORT OF THE AUDIT COMMITTEE OF OUR BOARD OF DIRECTORS

Norwithstanding any statement to the contrary in any of our previous or future filings with the SEC, this report
of the audit committee of the board of directors shall not be deemed “filed” with the SEC or “soliciting material”
under the Securities Exchange Act of 1934, as amended, and shall not be incorporated by reference into any
such filings.

The Audit Committee of our Board of Directors serves as the representative of our Board of Directors for
general oversight of our financial accounting and reporting process, system of internal control, audit process, and
process for monitoring compliance with laws and regulations. Our management has primary responsibility for
preparing our financial statements and our financial reporting process. Our independent auditors, KPMG LLP, are
responsible for expressing an opinion on the conformity of our fiscal year 2003 audited financial statements to
generally accepted accounting principles. In this context, the Audit Committee hereby reports as follows:

1. The Audit Committee has reviewed and discussed the audited financial statements with our management.

2. The Audit Committee has discussed with KPMG LLP the matters required to be discussed by Statement
on Auditing Standards No. 61 (“SAS No. 617), Communication with Audit Committees, as modified
or supplemented.

3. The Audit Committee has received the written disclosures and the letter from the independent accountants
required by Independence Standards Board Standard No. 1, Independence Discussions with Audit
Committees, as modified or supplemented, and has discussed with them their independence.

4. Based on the review and discussions referred to in paragraphs (1) through (3) above, the Audit Committee
recommended to our Board of Directors, and our Board of Directors has approved, that the audited financial
statements be included in our Annual Report on Form 10-K for the fiscal year ended December 31, 2003,
for filing with the SEC.

Our Board of Directors has adopted a written charter for the Audit Committee, a copy of which can be viewed
at the investor relations section of our website at www.echelon.com. Each of the members of the Audit Committee
is independent as defined under the listing standards of the National Association of Securities Dealers.

Audit Committee

Robert J. Finocchio, Jr.
Michael E. Lehman
Arthur Rock
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STOCK PRICE PERFORMANCE GRAPH

The graph below compares the cumulative total stockholder return on our common stock (assuming
reinvestment of dividends) with the cumulative total return on the S&P 500 Index and the S&P 500 Information
Technology Index (which is comprised of those companies in the information technology sector of the S&P 500
Index). The graph assumes that $100 was invested in our common stock on December 31, 1998 and in the S&P
500 Index and the S&P 500 Information Technology Index. Historic stock price performance is not necessarily
indicative: of future stock price performance. .
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OTHER MATTERS

As of the date hereof, our Board of Directors is not aware of any other matters to be submitted at the Annual
Meeting. If any other matters properly come before the meeting, it is the intention of the persons named in the
enclosed Proxy to vote the shares they represent as our Board of Directors recommends or as they otherwise
deem advisable. ‘

VOTING VIA THE INTERNET OR BY TELEPHONE

For Shares Directly Registered in the Name of the Stockholder

Stockholders with shares registered in their own names may vote those shares telephonically by calling 1-800-
690-6903 (within the U.S. and Canada only, toll-free), or via the Internet at ADP Investor Communication Services’
voting Web site (www.proxyvote.com).

For Shares Registered in the Name of a Broker or a Bank

A number of brokers and banks are participating in a program provided through ADP Investor Communication
Services that offers telephone and Internet voting options. If your shares are held in an account with a broker or
a bank participating in the ADP Investor Communication Services program, you may vote those shares-
telephonically by calling the telephone number shown on the voting form received from your broker or bank, or
via the Internet at ADP Investor Communication Services’ voting Web site (www.proxyvote.com). :

General. Information for All Shares. Voted Via the Internet or By Telephone

Votes submitted via the Internet or by telephone must be received by 11:59 p.m., Eastern Time, on Thursday,
May 20, 2004. Submitting your proxy via the Internet or by telephone will not affect your right to vote in person
~ should you decide to attend the Annual Meeting. The telephone and Internet voting procedures are designed to
authenticate stockholders’ identities, to allow stockholders to give their voting instructions and to confirm that
stockholders’ instructions have been recorded properly. Stockholders voting via the Internet should understand that
there may be costs associated with electronic access, such as usage charges from Internet access providers and
telephone companies, that must be borne by the stockholder.

THE BOARD OF DIRECTORS

San Jose, California
April 9, 2004
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APPENDIX A
" ECHELON CORPORATION

1997 STOCK PLAN
(as amended and restated March 26, 2004)

1. Purposes of the Plan. The purposes of this 1997 Stock Plan are:

e to attract and retain the best avallable personne] for positions of substantial respons1b111ty,
. to prov1de additional incentive to Employees Directors and Consultants, and
» to promote the success of the Company’s business.

" The Plan permits the grant of Incentive Stock Options, Nonstatutory Stock Options, Stock Purchase
nghts, 'Stock Appreciation Rights, Performance Units and Performance Shares.

« 2. - Definitions. As used herein, the following definitions shall apply:

(a) “Administrator” means the Board or any of its Committees as shall be administering the Plan, in
accordance with Section 4 of the Plan.

(b) “Affiliated SAR” means an SAR that is granted in connection with a related Option, and which
automaticzlly will be deemed to be exercised at the same time that the related Option is exercised.

() “AQA plicable Laws” means the requirements relating to the administration of equity:based awards
under U.S. state corporate laws, U.S. federal and state securities laws, the Code, any stock exchange or quotation
system on which the Common Stock is listed or quoted and the applicable laws of any foreign country or jurisdiction
where Awards are, or will be, granted under the Plan.

()] “Award” means, individually or collectively, a grant under the Plan of Options, Stock Purchase
Rights, SARs, Performance Units or Performance Shares.

“(e) “Award Agreement” means the written or electronic agreement setting forth the terms and provisions
applicable to each Award granted under the Plan. The Award Agreement is subject to the terms and conditions of
the Plan.

{f) “Board” means the Board of Directors of the Company.

(g) “Cash Position” means as to ‘any Performance Period, the Company’ s level of cash and cash
equivalents, including, without limitation, amounts classified for financial reporting purposes as short-term
investments and restricted investments. -

(h) “Code” means the Internal Revenue Code of 1986, as amended. Any reference to a section of the
Code herein will be a reference to any successor or amended section of the Code.

(i) “Committee” means a committee of Directors appointed by the Board in accordance with Section
4 of the Plan.

{j) “Common Stock” means the common stock of the Company.
(k) “Company” means Echelon Corporation, a Delaware corporation.

(1) “Consultant” means any person, including an advisor, erigaged by the Company or a Parent or
Subsidiary to render services to such entity.

(m) “Determination Date” means the latest possible date that will not jeopardize the qualification of an
Award granted under the Plan as “performance-based compensation” under Section 162(m) of the Code.

(n)* “Director” means a member of the Board.
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(o) “Disability” means total and permanent disability as defined in Section 22(e)(3) of the Code.

(p) “Earnings Per Share” means as to any Performance Period, the Company’s or a business unit’s Net
Income, divided by a weighted average number of common shares outstanding and dilutive common equivalent
shares deemed outstanding, determined in accordance with U.S. GAAP; provided, however, that if Net Income as
to any such Performance Period is a negative amount, then Earnings Per Share means the Company’s or business
unit’s Net Income, divided by a weighted average number of common shares outstanding, determined in accordance
with U.S. GAAP.

(@) “Employee” means any person, including Officers and Directors, employed by the Company or any
Parent or Subsidiary of the Company. A Service Provider shall not cease to be an Employee in the case of (i) any
leave of absence approved by the Company or (ii) transfers between locations of the Company or between the
Company, its Parent, any Subsidiary, or any successor. For purposes of Incentive Stock Options, no such leave may
exceed ninety days, unless reemployment upon expiration of such leave is guaranteed by statute or contract. If
reemployment upon expiration of a leave of absence approved by the Company is not so guaranteed, on the 181st
day of such leave any Incentive Stock Option held by the Participant shall cease to be treated as an Incentive Stock
Option and shall be treated for tax purposes as a Nonstatutory Stock Option. Neither service as a Director nor
payment of a director’s fee by the Company shall be sufficient to constitute “employment” by the Company.

(r) “Exchange Act” means the Securities Exchange Act of 1934, as amended.

(s) “Excluded Items” includes, without limitation, (i) incentive compensation, (ii) in-process research
“and development expenses, (iii) acquisition costs, (iv) compensation expense from equity compensation, (v)
operating expenses from acquired businesses, (vi) amortization of acquired intangible assets, and (vii) such other
unusual or one-time items as may be identified by the Administrator.

(t) “Fair Market Value” means, as of any date, the value of Common Stock determined as follows:

(1) If the Common Stock is listed on any established stock exchange or a national market system,
including without limitation the Nasdaq National Market or The Nasdaq SmallCap Market of The Nasdaq Stock
Market, its Fair Market Value shall be the closing sales price for such stock (or the closing bid, if no sales were
reported) as quoted on such exchange or system on the day of determination, as reported in The Wall Street Journal
or such other source as the Administrator deems reliable;

(ii) If the Common Stock is regularly quoted by a recognized securities dealer but selling prices are
not reported, the Fair Market Value of a Share of Common Stock shall be the mean between the high bid and low
asked prices for the Common Stock on the day of determination, as reported in The Wall Street Journal or such
other source as the Administrator deems reliable; or

(iii) In the absence of an established market for the Common Stock, the Fair Market Value shall be
determined in good faith by the Administrator.

(u) “Fiscal Year” means the fiscal year of the Company.

(v) “Freestanding SAR” means a SAR that is granted independently of any Option.

(w) “Incentive Stock Option” means an Option intended to qualify as an incentive stock option within
the meaning of Section 422 of the Code and the regulations promulgated thereunder.

(x) “Individual Objectives” means as to a Participant for any Performance Period, the objective and
measurable goals set by a “management by objectives” process and approved by the Administrator (in its discretion).

(y) “NetIncome” means as to any Performance Period, the Company’s or a business unit’s income after
taxes determined in accordance with U.S. GAAP, adjusted for any Excluded Items approved for exclusion by
the Administrator.

(z) “Nonstatutory Stock Option” means an Option not intended to qualify as an Incentive Stock Option.
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7aa) “Officer” means a person who is an officer of the Company within the meaning of Section 16 of
the Exchange Act and the rules and regulations promulgated thereunder.

tbb) “Operating Cash Flow” means as to any Performance Period, the Company’s or a business unit’s
cash flow generated from operating activities, as reported in the Company’s cash flow statements and calculated
in accordance with U.S. GAAP, adjusted for any Excluded Items approved for exclusion by the Administrator.

(cc) “Operating Income” means as to any Performance Period, the Company’s or a business unit’s
income from operations determined in accordance with U.S. GAAP, adjusted for any Excluded Items approved for
exclusion by the Administrator.

(dd) “Option” means a stock option grantéd pursuant to the Plan.

iee) “Optionee” means the holder of an outstanding Option or Stock Purchase Right granted under
the Plan.

(ff) “Option Exchange Program” means a program whereby outstanding Options or SARs are
surrendered in exchange for Options or SARs with a lower exercise price.

(gg) “Optioned Stock” means the Common Stock subject to an Award.

thh) “Parent” means a “parent corporation,” whether now or hereafter existing, as defined in Section
424(e) of the Code.

(i) “Participant” means the holder of an outstanding Award, including any Optionee.
rarticipant g g any Up

{ji) “Performance Goals” means the goal(s) (or combined goal(s)) determined by the Administrator (in
its discretion) to be applicable to a Participant with respect to an Award granted under the Plan. As determined by
the Administrator, the Performance Goals applicable to an Award may provide for a targeted level or levels of
achievement using one or more of the following measures: (a) Cash Position, (b) Earnings Per Share, (c) Individual
Objectives, (d) Net Income, () Operating Cash Flow, (f) Operating Income, (g) Return on Assets, (h) Return on
Equity, (i) Return on Sales, (j) Revenue and (k) Total Shareholder Return. The Performance Goals may differ from
Participant to Participant and from Award to Award. Prior to the Determination Date, the Administrator shall
determine whether any significant element(s) shall be included in or excluded from the calculation of any
Performance Goal with respect to any Participant.

(kk) “Performance Period” means any Fiscal Year of the Company or such other period as determined
by the Administrator in its sole discretion.

(11} “Performance Share” means the right to receive Shares or cash pursuant to Section 9.

(mm) “Performance Unit” means the right to receive Shares or cash pursuant to Section 9.

(nn) “Period of Restriction” means the period during which the transfer of Shares of Restricted Stock
are subject to restrictions and therefore, the Shares are subject to a substantial risk of forfeiture. Such restrictions
may be based on the passage of time, the achievement of Performance Goals, or the occurrence of other events
as determined by the Administrator. 4

(00) “Plan” means this 1997 Stock Plan, as amended and restated.

(pp) “Restricted Stock” means shares of Common Stock issued pursﬁant to a Stock Purchase Right under
Section 7 of the Plan, or issued pursuant to the early exercise of an Option.

(qq) “Return on Assets” means as to any Performance Period, the percentage equal to the Company’s
or a business unit’s Operating Income divided by average net Company or business unit, as applicable, assets,
determined in accordance with U.S. GAAP.

{rr) “Return on Equity” means as to any Performance Period, the percentage equal to the Company’s
Net Income divided by average stockholder’s equity, determined in accordance with U.S. GAAP.
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(ss) “Return on Sales” means as to any Performance Period, the percentage equal to the Company’s or
a business unit’s Operating Income divided by the Company’s or the business unit’s, as applicable, Revenue. :

“(tt) “Revenue” means as to any Performance Period, the Company’s or busmess unit’s net sales,
determined i in accordance with U.S. GAAP.

(uu) “Rule 16b-3" means Rule 16b-3 of the Exchange Act or any successor to Rule 16b-3, as in effect
when discretion is being exercised with respect to the Plan.

(vv) “Section 16(b)” means Section 16(b) of the Exchange Act.
(ww) “Service Provider” means an Employee, Director or Consultant.
(xx) “Share” means a share of the Common Stock, as adjusted in accordance with Section 11 of the Plan.

(vy) “Stock Appreciation Right” or “SAR” means an Award, granted alone or in connection with an
Option, that pursuant to Section 8 is designated as a SAR.

(zz) “Stock Purchase Right” means the right to purchase Common Stock pursuant to Section 7 of
the Plan.

(aaa) “Subsidiary” means a “subsidiary corporation”, whether now or hereafter existing, as defined in
Section 424(f) of the Code. :

(bbb) “Tandem SAR” means a-SAR that is granted in connection with a related Option, the exercise
of which will require forfeiture of the right to purchase an equal number of Shares under the related Option (and
when a Share is purchased under the Option, the SAR will be canceled to the same extent).

(ccc) “Total Shareholder Return” means as to any Performance Period, the total return (change in share
price plus reinvestment of any dividends) of a Share. - »

(ddd) “U.S. GAAP” means generally accepted accounting principles in the United States.

3. Stock Subject to the Plan. Subject to the provisions of Section 11 of the Plan, the maximum aggregate
number of Shares which may be optioned and sold under the Plan is 6,200,000 Shares, plus an annual increase
to be added on the first day of the Company’s fiscal year (beginning in 1999) equal to the lesser of (i) 5,000,600
Shares, (ii) 5% (4% for fiscal years beginning after the Company’s 2004 fiscal year) of the outstanding shares on
such date or (iii) a lesser amount determined by the Board. The Shares may be authorized, but unissued, or reacquired
Common Stock. Shares will not be deemed to have been issued pursuant to the Plan with respect to any portion
of an Award that is settled in cash. Upon payment in Shares pursuant to the exercise of an-SAR, the number of
Shares available for issuance under the Plan will be reduced only by the number of Shares actually issued in such
payment. If the exercise price of an Option is paid by tender to the Company, or attestation to the ownership, of
Shares-owned by the Participant, the number of Shares available for issuance under the Plan will be reduced by
the gross number of Shares for which the Option is exercised.

If an Award expires or becomes unexercisable without having been exercised in full, or is surrendered
pursuant to an Option Exchange Program, the unpurchased Shares which were subject thereto shall become
available for future grant or sale under the Plan (unless the Plan has terminated); provided, however, that Shares
that have actually been issued under the Plan shall not be returned to the Plan and shall not become available for
future distribution under the Plan, except that if unvested Shares of Restricted Stock are forfeited or repurchased
by the Company, such Shares shall become available for future grant under the Plan.

4.  Administration of the Plan.
(a) Procedure.

(i) Multiple- Administrative Bodies. The Plan may be administered by different Committees with
respect to different groups of Service Providers.
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(ii) Section 162(m). To the extent that the Administrator determines it to be desirable to qualify
Options granted hereunder as “performance-based compensation” within the meaning of Section 162(m) of the
Code, the Plan shall be administered by a Comrmttee of two or more “outside directors” within the meaning of
Section.162(m) of the Code.

(iii) Rule 16b-3. To the extent desirable to qualify transactions hereunder as exempt under Rule
16b-3, the transactions contemplated hereumder shall be structured to satisfy the requirements for exemption under
Rule 16b-3.

(iv) Other Administration. Other than as provided above, the Plan shall be administered by (A) the
Board or (B) a Committee, which.committee shall be constituted to satisfy Applicable Laws.

(b) Powers of the Administrator. Subject to the provisions of the Plan, and in the case of a Committee,
subject to the specific dutles delegated by t]he Board to such Committee, the Administrator shall have the authority,
in its ‘discretion:

(i)_ to determine the Fair Market Value;

(i1) to select the Service Providers to whom Awards may be granted hereunder;

(iii) .to determine the number of Shares to be covered by each Award granted hereunder;
(iv) to approve forms of agreement for use under the Plan;

(v) to determine the terms and conditions, not inconsistent with the terms of the Plan, of any Award
granted hereunder. Such terms and conditions include, but are not limited to, the exercise price, the time or times
when Awards may be exercised (which may be based on performance criteria), any vesting acceleration or waiver
of forfeiture restrictions, and any restriction or limitation regarding any Award or the shares of Common Stock
relating thereto, based in each case on such factors as the Administrator, in its sole discretion, shall determine;

~ (vi) to'institute an Option Exchange Program ]
(vii) to construe and interpret the terms of the Plan and awards granted pursuant to the Plan;

(viii) to prescribe, amend and rescind rules and regulations relating to the Plan, including rules and
regulations relating to sub-plans established for the purpose of satisfying applicable foreign laws;

(ix) to modify or amend each Award (subject to Section 16(c) of the Plan), including the discretionary
authority t extend the post-termination exercisability period of Awards longer than is otherwise provided for in
the Plan. Notwithstanding the-foregoing, the Administrator may not modify or amend an Option or SAR to reduce
the exercise price of such Option or SAR after it has been granted (except for adjustments made pursuant to Section
11), unless approved by the Company’s stackholders;

(x) to allow Participants to satisfy Withholding tax obligations in such manner as prescribed in
Section-12;

(xi) to authorize any perédn to exeqﬁte on behalf of the Company any instrument required to effect
the grant of an Award previously granted by the Administrator;

(xii) to allow a Participant to defer the receipt of the payment of cash or the delivery of Shares that
would otherwise be due to such Participant under an Award; and

(xiii) to make all other determinations deemed necessary or advisable for administering the Plan.

(c) Effect of Administrator’s Decision. The Administrator’s decisions, determinations and
interpretations shall be final and binding on all Participants and any other holders of Awards.

5. Eligibility. Nonstatutory Stock Options, Stock Purchase Rights, Stock Appreciation Rights, Performance
Units and Performance Shares may be granted to Service Providers. Incentive Stock Options may be granted only
to Employees.
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6.  Stock Options.
(a) Limitations.

(i) Each Option shall be designated in the Award Agreement as either an Incentive Stock Option or
a Nonstatutory Stock Option. However, notwithstanding such designation, to the extent that the aggregate Fair
Market Value of the Shares with respect to which Incentive Stock Options are exercisable for the first time by the
Participant during any calendar year (under all plans of the Company and any Parent or Subsidiary) exceeds
$100,000, such Options shall be treated as Nonstatutory Stock Options. For purposes of this Section 6{a), Incentive
Stock Options shall be taken into account in the order in which they were granted. The Fair Market Value of the
Shares shall be determined as of the time the Option with respect to such Shares is granted.

(ii) The following limitations shall apply to grants of Options:

(A) No Service Provider shall be granted, in any Fiscal Year, Options to purchase more than
1,000,000 Shares.

(B) In connection with his or her initial service, a Service Provider may be granted Options to
purchase up to an additional 1,000,000 Shares which shall not count against the limit set forth in subsection (i) above.

(C) The foregoing limitations shall be adjusted proportionately in connection with any change
in the Company’s capitalization as described in Section 11.

(D) If an Option is cancelled in the same Fiscal Year in which it was granted {other than in
connection with a transaction described in Section 11), the cancelled Option will be counted against the limits set
forth in subsections (A) and (B) above. For this purpose, if the exercise price of an Option is reduced, the transaction
will be treated as a cancellation of the Option and the grant of a new Option.

(b) Term of Option. The term of each Option shall be stated in the Award Agreement. In the case of
an Incentive Stock Option, the term shall be ten (10} years from the date of grant or such shorter term as may be
provided in the Award Agreement. Moreover, in the case of an Incentive Stock Option granted to a Participant who,
at the time the Incentive Stock Option is granted, owns stock representing more than ten percent (10%) of the total
combined voting power of all classes of stock of the Company or any Parent or Subsidiary, the term of the Incentive
Stock Option shall be five (5) .years from the date of grant or such shorter term as may be provided in the
Award Agreement.

(c) Option Exercise Price and Consideration.

(i) Exercise Price. The per share exercise price for the Shares to be issued pursuant to exercise of
an Option shall be determined by the Administrator, subject to the following:

(A) In the case of an Incentive Stock Option

a) granted to an Employee who, at the time the Incentive Stock Option is granted, owns
stock representing more than ten percent (10%) of the voting power of all classes of stock of the Company or any
Parent or Subsidiary, the per Share exercise price shall be no less than 110% of the Fair Market Value per Share
on the date of grant. ' ’

b) granted to any Employee other than an Employee described in paragraph (A)
immediately above, the per Share exercise price shall be no less than 100% of the Fair Market Value per Share
on the date of grant.

(B) In the case of a Nonstatutory Stock Option, the per Share exercise price shall be determined
by the Administrator, but shall be no less than 100% of the Fair Market Value per Share on the date of grant.

(C) Notwithstanding the foregoing, Options may be granted with a per Share exercise price of
less than 100% of the Fair Market Value per Share on the date of grant pursuant to a merger or other corporate
transaction.
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(ii) Waiting Period and Exercise Dates. At the time an Option is granted, the Administrator shall
fix the period within which the Option may be exercised and shall determine any conditions which must be satisfied
before the Optmn may be exercised.

(111) Form of Consideration. The Administrator shall determme the acceptable form of consideration
for exercising an Option, including the. method of payment. In the case of an Incentive Stock Option, the .
Administrator shall determine the acceptable form of consideration at the time of grant. Such consideration may
consist entirely of: '

(A) cash;
(B) check;-

(C) promissory note (provided that a promissory note will not be acceptable consideration to
the extent the issuance of a promissory note would not be permitted by Applicable Laws);

(D) other Shares, provided Shares acquired directly or indirectly from the Company, (A) have
been owned by the Participant and not subject to substantial risk of forfeiture for more than six months on the date
of surrender, and (B) have a Fair Market Value on the date of surrender equal to the aggregate exercise price of
the Shares as to which said Option will be exercised;

(E) consideration received by the Company under a cashless exercise program implemented by
the Company in connection with the Plan,

(F) areduction in the amount of any Company liability to the Participant, including any liability
attributable to the Participant’s participation in any Company-sponsored deferred compensauon program
or arrangerent; . :

(G) any combination of the foregoing methods of payment; or

(H) such other consideration and methocl of payment for the issuance of Shares to the extent
permitted by Applicable Laws.

(d) Exercise of Option.

(1) Procedure for Exercise; Rights as a Stockholder. Any Option granted hereunder shall be
exercisable according to the terms of the Plan and at such times and under such conditions as determined by the
Administrator and set forth in the Award Agreement. Unless the Administrator provides otherwise, vesting of
Options granted hereunder shall be tolled during any unpaid leave of absence. An Option may not be exercised
for a fraction of a Share.

An Option shall be deemed exercised when the Company receives: (i) written or electronic
notice of exercise (in such form as the Administrator specify from time to time) from the person entitled to exercise
the Option, and (ii) full payment for the Shares with respect to which the Option is exercised (together with any
applicable withholding taxes). Full payment may consist of any consideration and method of payment authorized
by the Administrator and permitted by the Award Agreement and the Plan. Shares issued upon exercise.of an Option
shall be issued in the name of the Participant or, if requested by the Participant, in the name of the Participant and
his or her spouse. Until the Shares are issued (as evidenced by the appropriate entry on the books of the Company
or of a duly authorized transfer agent of the Company), no right to vote or receive dividends or any other rights
as a shareholder shall exist with respect to the Optioned Stock, notwithstanding the exercise of the Option. The
Company shall issue (or cause to be issued) such Shares promptly after the Option is exercised. No adjustment
will be made for a dividend or other right for which the record date is prior to the date the Shares are issued, except
as provided in Section 11 of the Plan.

Exercising an Option in any manner shall decrease the number of Shares thereafter available,
both for purposes of the Plan and for sale under the Option, by the number of Shares as to which the Option
is exercised.
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(ii) Termination of Relationship as a Service Provider. If a Participant ceases to be a Service
Provider, other than upon the Participant’s death or Disability, the Participant may exercise his or her Option within
such period of time as is specified in the Award Agreement to the extent that the Option is vested on the date of
termination (but in no event later than the expiration of the term of such Option as set forth in the Award Agreement).
In the absence of a specified time in the Award Agreement, the Option shall remain exercisable for three (3) months
following the Participant’s termination. If, on the date of termination, the Participant is not vested as to his or her
entire Optidn, the Shares covered by the unvested portion of the Opfion shall revert to the Plan. If, after termination,
the Participant does not exercise his or her Option within the time specified by the Administrator, the Option shall
terminate, and the Shares covered by such Option shall revert to the Plan.

(i) Disability of Participant. If a Participant ceases to be a Service Provider as a result of the
Participant’s Disability, the Participant may exercise his or her Option within such period of time as is specified
in'the Award Agreement to the extent the Option is vested on the date of termination (but in no event later than
the expiration of the term of such Option as set forth in the Award Agreement). In the absence of a specified time
in the Award Agreement, the Option shall remain exercisable for twelve (12) months following the Participant’s
termination. If, on the date of termination, the Participant is not vested as to his or her entire Option, the Shares
covered by the unvested portion of the Option shall revert to the Plan. If, after termination, the Participant does
not exercise his or her Option within the time specified herein, the Option shall terminate, and the Shares covered
by such Option shall revert to the Plan.

(iv) Death of Participant. If a Participant dies while a Service Provider, the Option may be
exercised within such period of time as is specified in the Award Agreement (but in no event later than the expiration
of the term of such Option as set forth in the Notice of Grant), by the Participant’s estate or by a person who acquires
the right to exercise the Option by bequest or inheritance, but only to the extent that the Option is vested on the
date of death. In the absence of a specified time in the Award Agreement, the Option shall remain exercisable for
twelve (12) months following the Participant’s termination. If, at the time of death, the Participant is not vested
as to his or her entire Option, the Shares covered by the unvested portion of the Option shall immediately revert
to the Plan. The Option may be exercised by the executor or administrator of the Participant’s estate or, if none,
by the person(s) entitled to exercise the Option under the Participant’s will or the laws of descent or distribution.
If the Option is not so exercised within the time specified herein, the Option shall terminate, and the Shares covered
by such Option shall revert to the Plan.

7. Stock Purchase Rights.

(a) Rights to Purchase. Stock Purchase Rights may be issued either alone, in addition to, or in tandem
with other Awards granted under the Plan and/or cash awards made outside of the Plan. After the Administrator
determines that it will offer Stock Purchase Rights under the Plan, it shall advise the offeree in writing or
electronically of the terms and conditions related to the offer, including the Period of Restriction, the number of
Shares that the Participant shall be entitled to purchase, the price to be paid, and the time within which the Participant
must accept such offer. Notwithstanding the foregoing, during any Fiscal Year no Participant will receive more than
an aggregate of 200,000 Shares subject to Stock Purchase Rights; provided, however, that in connection with a
Participant’s initial service as an Employee, an Employee may be granted an aggregate of up to an additional 400,000
Shares subject to Stock Purchase Rights. The offer shall be accepted by execution of an Award Agreement in the
form determined by the Administrator.-

: (b) Repurchase Option. Unless the Adrmmstrator determmes otherwise, during the Period of
Restriction, the Award Agreement shall grant the Company a repurchase option exercisable upon the voluntary or
involuntary termination of the purchaser’s service with the Company for any reason (including death or Disability).
Unless the Administrator determines otherwise, the purchase price for Shares repurchased pursuant to the Award
Agreement shall be the original price paid by the purchaser and may be paid by cancellation of any indebtedness
of the purchaser to the Company.

(c) Other Provisions. The Award Agreement shall contain such other terms, provisions and conditions
not inconsistent with the Plan as may be determined by the Administrator in its sole discretion.
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(d) Rights asa Stockholder. Once the Stock Purchase Right is exercised, the Participant shall have the
rights equivalent to those of a shareholder, and shall be a shareholder when his or her purchase is entered upon
the records. of the duly authorized transfer agent of the Company. No adjustment will be made for a dividend or
other right for which the’ record date is prior to the date the Stock Purchase Right is exercxsed except as prov1ded
in Section 11 of the Plan.

(e) Section 162(m) Performance Restrictions. For purposes of qualifying a Stock Purchase Right as
“performance-based compensation” under Section 162(m) of the Code, the Administrator, in its discretion, may
set restrictions based upon the achievement of Performance Goals, which shall be set by the Administrator on or
before the Determination Date. In this connection, the Administrator shall follow any procedures determined by
it from time to time to be necessary or appropriate to ensure qualification of the Stock Purchase Right under Section
162(m) of the Code (e.g., in determining the Performance Goals).

8.  Stock Appreciation Rights.

{a) Grant of SARs. Subject to the terms and conditions of the Plan, a SAR may be granted to Service
Providers at any time and from time to time as will be determined by the Administrator, in its sole discretion. The
Administrator may grant Affiliated SARs, Freestanding SARs, Tandem SARs, or any combination thereof..

(b) Number of Shares. The Administrator will have complete discretion to determine the number of
SARs granted to any Participant, provided that during any Fiscal Year, no Participant will be granted SARs covering
more than 1,000,000 Shares. Notwithstanding the foregoing limitation, in connection with a Participant’s initial
service as an Employee, an Employee may be granted SARs covering up to an additional 1,000,000 Shares.

(c) Exercise Price and Other Terms. - The Administrator, subject to thie provisions of the Plan, will have
complete discretion to determine the terms and conditions of SARs. granted under the Plan. In the case of a
Freestanding SAR, the exercise price will be not less than one hundred percent (100%) of the Fair Market Value
of a Share-on the date of grant. The exercise price of Tandem or Affiliated SARs will equa] the exercise price of
the re]ated Option.

(d) Exercise of Tandem SARs. Tandem SARs may be exercised for all or part of the Shares subject to
the related Option upon the surrender of the right to exercise the equivalent portion of the related Option. A Tandem
SAR may be exercised only with respect to the Shares for which its related Option is then exercisable. With respect
to a Tandemn SAR granted in connection with an Incentive Stock Option: (a) the Tandem SAR will expire no later
than the expiration of the underlying Incentive Stock Option; (b) the value of the payout with respect to the Tandem
SAR will be for no more than one hundred percent (100%) of the difference between the exercise price of the
underlying Incentive Stock Option and the Fair Market Value of the Shares subject to the underlying Incentive Stock
Option at the time the Tandem SAR is exercised; and (c) the Tandem SAR will be exercisable only when the Fair
Market Value of the Shares subject to the Incentive Stock Option exceeds the Exercise Price of the Incentive
Stock Optxon '

* {e) Exercise of Affiliated SARs. An Affiliated SAR will be deemed to be exercised upon the exercise
of the related Option. The deemed exercise of an Affiliated SAR will not necessitate a reduction in the number
of Shares subject to the related Option.

f) Exercise of Freestanding SARs. Freestanding SARs will be exercisable on such terms and conditions
as the Administrator, in its sole discretion, will determine.

{g) 'SAR Agreement. Each SAR grant will be evidenced by an Award Agreement that will specify the
exercise price, the term of the SAR, the conditions of exercise, and such other terms and conditions as the
Administrator, in its sole discretion, will determine.

. h) Expiration of SARs. An SAR granted under the Plan will expire upon the.date determined by the
Administrator, in its sole discretion, and set forth in the Award Agreement. Notwithstanding the foregomg, the rules
of Section 6(d)-also will apply to SARs.
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(i) Payment of SAR Amount. Upon exercise of an SAR, a Participant will be entitled to receive payment
from the Company, less any apphcable withholding taxes, in an amount determined by multiplying: ‘

(i) The difference between the Fair Market Value of a Share on the date of exerase and the exercrse
price; times
(ii) The number of Shares with respect to which the SAR is exercised

. At the discretion of the Administrator, the payment upon SAR exercise may be in cash, in Shares of
equrvalent value, or in some combination thereof. ,

. 9 ‘ Performance Units and Performance Shares.

(a) Grant of Performance Units/Shares. Performance Units and Performance Shares may be granted to
Service Providers at any time and from time to time, as will be determined by the Administrator, in its sole discretion.
The Administrator will have complete discretion in determining the number of Performance Units and Performance
Shares granted to each Participant provided that during any Fiscal Year, (a) no Participant will receive Performance
Units having an initial value greater than $1,000,000, and (b).no Participant will receive more than 1,000,000
Performance Shares. Notwithstanding the foregoing limitation, in connection with a Participant’s initial service as
an Employee, an Employee may be granted up to an additional 1,000,000 Performance Shares.

(b) Value of Performance Units/Shares. Each Performance Unit- will have an initial value that is
established by the Administrator on or before the date of grant. Each Performance Share will have an initial value
equal to the Fair Market Value of a Share on the date of grant. -

(c) Performance Objectives and Other Terms. The Administrator will set performance objectives or
other vesting provisions (including, without limitation, continued status as a Service Provider) in its discretion
which, depending on the extent to which they are met, will determine the number or value of Performance Units/
Shares that will be paid out to the Service Provider. The time period during which the performance objectives or
other vesting provisions must be met will be called the “Performance Period.” Each Award of Performance Units/
Shares will be evidenced by an Award Agreement that will specify the Performance Period, and such other terms
and condmons as the Administrator, in its sole discretion, will determine.

(i) General Performance Objectives. The Administrator may set performance objectives based upon
the achievement of Company-wide, divisional, or .individual goals, or any other basis determined by the
Administrator in its discretion.

(ii) Section 162(m) Performance Objectives. For purposes of qualifying grants of Performance
Units/Shares as “performance-based compensatlon” under Section 162(m) of the Code, the Administrator, in its
discretion, may determine that the _performance objectives applicable to Performance Units/Shares will be based
on the achievement of Performance Goals. The Administrator will set the Performance Goals on or before the
Determination Date. In granting Performance Units/Shares which are intended to qualify under Section 162(m) of
the Code, the Administrator will follow any procedures determined by it from time to time to be necessary or
appropriate to ensure qualification of the Performance Units/Shares under Section 162(m) of the Code (e.g., in
determining the Performance Goals).

(d) Earning of Performance Units/Shares. After the applicable Performance Period has ended, the

 holder of Performance Units/Shares will be entitled to receive a payout of the number of Performance Units/Shares

earned by the Participant over the Performance Period, to be determined as a function of the extent to which the

corresponding performance objectives or other vesting provisions have been achieved. After the. grant of a

Performance Unit/Share, the Administrator, in its sole discretion, may reduce or waive any performance objectives
or other vesting provisions for such Performance Unit/Share.

(e) Form and Timing of Payment of Performance Units/Shares. Payment of earned Performance Units/
Shares will be made as soon as practicable after the expiration of the applicable Performance Period. The
Administrator, in its sole discretion, may pay earned Performance Units/Shares in the form of cash, in Shares (which
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have an aggregate Fair Market Value equal to the value of the earned Performance Units/Shares at the close of the
applicable Performance Period) or in a combination thereof, taking into consideration any applicable withholding
taxes which may be due as a result of the Award.

(f) Cancellation of Performance Units/Shares. On the date set forth in the Award Agreement, all
unearned or unvested Performance Units/Shares will be forfeited to the Company, and again will be available for
grant undzr the Plan.

10. Transferability of Awards. Unless determined otherwise by the Administrator, an Award may not be sold,
pledged, assigned, hypothecated, transferred, or disposed of in any manner other than by will or by the laws of
descent or distribution and may be exercised, during the lifétime of the Participant, only by the Participant. If the
Administrator makes an Award transferable, such Award will contain such additional terms and conditions-as the
Administrator deems appropriate.

11. Adjustments Upon Changes in Capitalization, Dissolution, Merger or Asset Sale.

(a) Changes in Capitalization. Subject to any required action by the shareholders of the Company, the
number and class of Shares that may be delivered under the Plan and/or the number, class, and price- of Shares
covered by each outstanding Award, and the numerical Share limits set forth in Sections 3, 6, 7, 8 and 9 shall be
proportionately adjusted for any increase or decrease in the number of issued shares of Common Stock resulting
from a stock split, reverse stock split, stock dividend, combination or reclassification of the Common Stock, or any
other increase or decrease in the number of issued shares of Common Stock effected withotit receipt of consideration
by the Company; provided, however, that conversion of any convertible securities of the Company shall not be
deemed to have been “effected without receipt of consideration.” Such adjustment shali be made by the Board,
whose determination in that respect shall be final, binding and conclusive. Except as expressly provided herein,
no issuance by the Company of shares of stock of any class, or securities convertible into shares of stock of any
class, shall affect, and no adjustment by reason thereof shall be made with respect to, the number or prlce of shares
of Commion Stock subject to an Award.

(b) Dissolution or Liquidation. In the event of the proposed dissolution or liquidation of the Company,
the Administrator shall notify each Participant as soon as practicable prior to the effective date of such proposed
transaction. The Administrator in its discretion may provide for a Participant to have the right to exercise his or
her Award until ten (10) days prior to such transaction as to all of the Optioned Stock covered thereby, including
Shares as to which the Award would not otherwise be exercisable. In addition, the Administrator may provide that
any Company repurchase option applicable to any Shares purchased upon exercise of an Award shall lapse as to
all such Shares, provided the proposed dissolution or liquidation takes place at the time and in the manner
contemplated. To the extent it has not been previously exercised, an Award will termmate 1mmed1ate1y prior to the
consumm ition of such proposed action.

(c) Merger or Asset Sale.

(i) General In the event of a merger of the Company with or into another corporatlon or the sale
of substartially all of the assets of the Company (a “Merger”), each outstanding Award shall be assumed or an
equivalent award substituted by the successor corporation or a Parent or Subsidiary of the successor corporation
(the “Successor Corporation”). In the event that the Successor Corporation refuses to assume or substitute for the
Award, ths Participant shall fully vest in and have the right to exercise his or her Option or Stock Appreciation
Right as to all of the Optioned Stock, including Shares as to which it would not otherwise be vested or exercisable,
all restrictions on Restricted Stock will lapse, and, with respect to Performance Shares and/or Units, all performance
goals or cther vesting criteria will be deemed achieved at target levels and all other terms and conditions met. If
an Option or Stock Appreciation Right becomes fully vested and exercisable in lieu of assumption or substitution
in the event of a Merger, the Administrator shall notify the Participant in writing or electronically that such Award
shall be fully vested and exercisable for a period .of fifteen (15) days from the date of such notice, and the Award
shall terminate upon the expiration of such period. For the purposes of this paragraph, the Award shall be considered
assumed if, following the Merger, the award confers the right to purchase or receive, for each Share subject to the
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Award immediately prior to the Merger, the consideration (whether stock, cash, or other securities or property) or,
in the case of a Stock Appreciation Right, upon the exercise of which the Administrator determines to pay cash
or a Performance Share and/or Unit which the Administrator can determine to pay in cash, the fair market value
of the consideration received in the Merger by holders of Common Stock for each Share held on the effective date
of the transaction (and if holders were offered a choice of consideration, the type of consideration chosen by the
holders of a majority of the outstanding Shares); provided, however, that if such consideration received in the Merger
is not solely common stock of the Successor Corporation or its Parent, the Administrator may, with the consent
of the Successor Corporation, provide for the consideration to be received upon the exercise of an Option or Stock
Appreciation Right or upon the payout of a Performance Share and/or Unit, for each Share subject to an Award
(or in the case of Performance Units, the number of implied Shares determined by dividing the value of the
Performance Units by the per share consideration received by holders of Common Stock in the Merger), to be solely
common stock of the Successor Corporation or its Parent equal in fair market value to the per share consideration
received by holders of Common Stock in the Merger.

Notwithstanding anything in this Section 11(c) to the contrary, an Award that vests, is earned or paid-out upon
the satisfaction of one or more performance goals will not be considered assumed if the Company or its successor
modifies any of such performance goals without the Participant’s consent; providéd, however, a modification to
such performance goals only to reflect the successor corporation’s corporate structure post merger or post-sale of
assets will not be deemed to invalidate an otherwise valid Award assumption.

(ii) Employee Options Following Assumption or Substitution. Following an assumption or
substitution in connection with a Merger as described in Section 11(c)(i) above, and in the event that upon the Merger
the stockholders of the Company immediately prior to the Merger hold less than 50% of the outstanding voting
equity . securities of the Successor Corporation following the Merger (a “Change of Control Merger”), if a
Part1c1pant S status as an Employee of the Successor Corporation is terminated by the Successor Corporation as
a result of an Involuntary Termination (as defined below) within twelve months following the Change of Control
Merger, the Participant shall fully vest in and have the right to exercise Participant’s Option or Stock Purchase Right
as to all of the Optioned Stock, including Shares as to which Participant would not otherwise be vested or
exercisable. Thereafter, the Option or Stock Purchase Right shall remain exercisable in accordance with its terms
as determined by the Administrator. :

(A) For purposes of this section, any of the following events shall constitute an “Involuntary
Termination”: (i) without the Participant’s express written consent, a significant reduction of the Participant’s duties,
authority or responsibilities, relative to the Participant’s duties, authority or responsibilities as in effect immediately
prior to the Change of Control Merger; (ii) without the Participant’s express written consent, a substantial reduction,
without good business reasons, of the facilities and perquisites (including office space and location) available to
the Participant immediately prior to the Change of Control Merger; (iii) a reduction in the base salary of the
Participant as in effect immediately prior to the Change of Control Merger; (iv) a material reduction in the kind
or level of employee benefits, including bonuses, to which the Participant was entitled immediately prior to the
Change of Control Merger with the result that the Participant’s overall benefits package is significantly reduced;
(v) the relocation of the Participant to a facility or a location more than thirty (30) miles from the Participant’s then
present location, without the Participant’s express written consent; or (vi) any purported termination of the
Part1c1pant which is not effected for Disability or for Cause (as defined below), or any purported termination for
which the grounds rehed upon are not valid.

(B) For purposes of this section, “Cause” shall mean (i) any act of personal dishonesty taken
by the Participant in connection with his responsibilities as a Service Provider and intended to result in substantial
personal enrichment of the Participant, (ii) Participant’s conviction of a felony, (iii) a willful act by the Participant
which constitutes gross misconduct and which is injurious to the Successor Corporation, and (iv) following delivery
to the Participant of a written demand for performance from the Successor Corporation which describes the basis
for the Successor Corporation’s belief that the Participant has not substantially performed his duties, continued
violations by the Participant of the Participant’s obligations to the-Successor Corporation which are demonstrably
willful and deliberate on the.Participant’s part. :
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(iii) Director Options’ Following Assumption or Substitution. Following an assumption or
substitution in connection with a Change of Control Merger, if a Participant’s status as a director of the Successor
Corporation terminates other than upon a voluntary resignation by the Participant, the Participant shall fully vest
in and have the right to exercise Participant’s Option or Stock Purchase.Right as to all of the Optioned Stock,
including Shares as to which Participant would not otherwise be vested or exercisable. Thereafter, the Option or
Stock Purchase Right shall remain‘exe'r'cisable in accordance with its terms as determined by the Administrator.

12,  Tax Withholding

(a) Withholding Requirements. "Prior to the delivery of any Shares or cash pursuant to an Award (or
exercise thereof), the Company will have the power and the right to deduct or withhold, or require a Participant
to remit 1o the Company, an amount sufficient to satisfy federal, state, local, foreign or other taxes (including the
Raqicipaxxt’s FICA obligation) required to be withheld with respect to such Award (or exercise thereof).

. (b) Withholding Arrangements. The. Administrator, in its sole- discretion and pursuant to such
procedures as it may specify from time to time, may permit a Participant to satisfy such tax withholding obligation,
in whole or in part by (a) paying cash, (b) electing to have the Company withhold otherwise deliverable cash or
-Shares having a Fair Market Value equal to the amount required to be withheld, or (c¢) delivering to the Company
already-owned Shares having a Fair Market Value equal to the amount required to be withheld. The amount of the
withholding requirement will be deemed to include any amount which the Administrator agrees may be withheld
at the time the election is made, not to exceed the amount determined by using the maximum federal, state or local
marginal income tax rates applicable to the Participant with respect to the Award on the date that the amount of
tax to be withheld is to be determined. The Fair Market Value of the Shares to be withheld or delivered will be
determined as of the date that the taxes are required to be withheld.

13.  No Effect on Employment or Service. Neither the Plan nor any Award will confer upon a Participant
any right with respect to continuing the Participant’s relationship as a Service Provider with the Company, nor will
they interfere in any way with the Participant’s right or the Company’s right to terminate such relationship at any
time, with or without cause, to the extent permitted by Applicable Laws.

14. Date of Grant. The date of grant of an Award shall be, for all purposes, the date on which the
Administrator makes the determination granting such Award, or such other later date as is determined by the

Administrator. Notice of the determination shall be provided to each Participant within a reasonable time after the
date of such grant.

15. Term of Plan. Subject to Section 20 of the Plan, the Plan, as amended and restated on March 26, 2004,
shall become effective upon its adoption by the Board. It shall continue in effect for a term of ten (10) years from
such date, unless terminated earlier under Section 16 of the Plan.

16. Amendment and Termination of the Plan.

(a) Amendment and Termination. The Board may at any time amend, alter, suspend or terminate the Plan.

(b) Stockholder Approval. The Company shall obtain shareholder approval of any Plan amendment to
the extent necessary and desirable to comply with Applicable Laws.

(c) Effect of Amendment or Termination. No amendment, alteration, suspension or termination of the
Plan shall impair the rights of any Participant, unless mutually agreed otherwise between the Participant and the
Administrator, which agreement must be in writing and signed by the Participant and the Company. Termination
of the Plan shall not affect the Administrater’s ability to exercise the powers granted to it hereunder with respect
to Awards granted under the Plan prior to the date of such termination.

17. Conditions Upon Issuance of Shares.

ra) Legal Compliance. Shares shall not be issued pursuant to the exercise of an Award unless the
exercise of such Award and the issuance and delivery of such Shares shall comply with Applicable Laws and shall
be further subject to the approval of counsel for the Company with respect to such compliance.
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(b) Investment Representations. As a condition to the exercise of an Award, the Company may require
the person exercising such Award to represent and warrant at the time of any such exercise that the Shares are being
purchased only for investment and without any present intention to sell or distribute such Shares if, in the opinion
of counsel for the Company, such a representation is required.

18. Inability to Obtain Authority. The inability of the Company to obtain authority from any regulatory body
having jurisdiction, which authority is deemed by the Company’s counsel to be necessary to the lawful issuance
and sale of any Shares hereunder, shall relieve the Company of any liability in respect of the failure to issue or
sell such Shares as to which such requisite authority shall not have been obtained.

19. Reservation of Shares. The Company, during the term of this Plan, will at all times reserve and keep
available such number of Shares as shall be sufficient to satisfy the requirements of the Plan.

20. Stockholder Approval. The Plan shall be subject to approval by the shareholders of the Company within
twelve (12) months after the date the Plan is adopted. Such shareholder approval shall be obtained in the manner
and to the degree required under Applicable Laws.
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ECHELON CORPORATION

'MANAG\EMENT BONUS PLAN

SECTION 1
BACKGROUND, PURPOSE AND DURATION

1.1 Effective Date. The Plan is effective as of March 26, 2004, subject to ratification by an affirmative vote
of the holders of a majority of the Shares that are present in person or by proxy and entitled to vote at the 2004
Annual Meeting of Stockholders of the Company.

1.2 Purpose of the Plan. The Plan is intended to increase shareholder value and the success of the Company
by motivating key members of management (1) to perform to the best of their abilities, and (2) to achieve the
Company’s objectives. The Plan’s goals are to be achieved by providing such members of management with
incentive awards based on the achievement of goals relating to the performance of the Company. The Plan is
intended to permit the grant of awards that qualify as performance-based compensation under section 162(m) of
the Code.

SECTION 2
DEFINITIONS

The following words and ‘phra_ses shall have the following meanings unless a different meaning is plainly
required by the context:

2.1 “1934 Act” means the Securities Exchange Act of 1934, as amended. Reference to a specific section of
the 1934 Act or regulation thereunder shall include such section or regulation, any valid regulation promulgated
under such section, and any comparable provision of any future legislation or regulation amendlng, supplementing
or superseding such section or regulation.

2.2 “Actual Award” means as to any Performance Period, the actual award (if any) payable to a Participant
for the Performance Period. Each Actual Award is determined by the Payout Formula for the Performance Period,
subject to the Committee’s authorlty under Section 3.6 to eliminate or reduce the award otherwise determined by
the Payout Formula.

2.3 “Affiliate” means any corporation or other entity (mcludmg, but not hmlted to, partnerships and joint
ventures) controlled by the Company.

2.4 “Base Salary” means as to any Performance Period, the Participant’s annualized salary rate on the last
day of the Performance Period. Such Base Salary shall be before both (a) deductions for taxes or benefits, and (b)
deferrals of compensation pursuant to Company-sponsored plans.

2.5 “Board” means the Board of Directors of the Company.

2.6 ““Cash Position” means as to any Performance Period, the Company’ s level of cash and cash equivalents,
including, without limitation, amounts classified for financial reporting purposes as short-term investments and
restricted investments.

2.7 “Code” means the Internal Revenue Code of 1986, as amended. Reference to a specific section of the Code
or regulation thereunder shall include such section or regulation, any valid regulation promulgated thereunder, and
any comparable provision of any future legislation or regulation amending, supplementing or superseding such
section or regulation.

2.8 “Committee” means the committee appointed by the Board (pursuant to Section 5.1) to administer the Plan.

2.9 “Company” means Echelon Corporation, a Delaware corporation, or any successor thereto.
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2,10 “Determination Date” means the latest possible date that will not jeopardize a Target Award or Actual
Award’s qualification as performance-based compensation under section 162(m) of the Code.

2.11 “Disabilitz"’ means a permanent and total disability determined in accordance with uniform and
nondiscriminatory standards adopted by the Committee from time to time.

2.12 “Earnings Per Share” means as to any Performance Period, the Company’s or a business unit's Net
Income, divided by a weighted average number of common shares outstanding and dilutive common equivalent
shares dezmed outstanding, determined in accordance with U.S. GAAP; provided, however, that if Net Income as
to any such Performance Period is a negative amount, then Earnings Per Share means the Company’s or business
unit’s Net Income, divided by a welghted average number of common shares outstanding, determined in accordance
with U.S. GAAP. :

2.13 “Employee” means any employee of the Company or of an Affiliate, whether such employee is so
employed at the time the Plan is adopted or becomes so employed subsequent to the adoption of the Plan.

2.14 “Excluded Items” includes, without limitation, (i) incentive compensation, (ii) in-process research and
development expenses, (iii) acquisition costs, (iv) compensation expense from equity compensation, (v) operating
expenses from acquired businesses, (vi) amortization of acquired intangible assets, and (vii) such other unusual
or one-time items as may be identified by the Committee.

2.15 “Fair Market Value” means the closing per share selling price for Shares, as quoted on the Nasdag
National Market for the date in question.

2 16 “Fiscal Year” means the fiscal year of the Company.

2.17 “Individual Objectlves means as to a Participant for any Performance Period, the objective and
measurable goals set by a “management by objectives” process and approved by the Committee (in its discretion).

2.18 “Maximum Award” means as to any Participant for any Performance Period, $5,000,000.

2.19 “NetIncome” means as to any Performance Period, the Company’s or a business unit’s income after taxes
determined in accordance with U.S. GAAP, adjusted for any Excluded Items approved for exclusion by the
Administrator.

2.20 “Operating Cash Flow” means as to any Performance Period, the Company’s or a business unit’s cash
flow generated from operating activities, as reported in the Company’s cash flow statements and calculated in
accordance with U.S. GAAP, adjusted for any Excluded Items approved for exclusion by the Administrator.

2.21 "Operating Income” means as to any Performance Period, the Company’s or a business unit’s income
from operations, determined in accordance with U.S. GAAP, adjusted for any Excluded Items approved for
exclusion by the Administrator.

2.22 “Participant” means as to any Performance Period, an Employee who has been selected by the Committee
for participation in the Plan for that Performance Period.

2.23 “Payout Formula” means as to arly Performance Period, the formula or payout matrix established by the
Committee pursuant to Section 3.4 in order to determine the Actual Awards (if any) to be paid to Participants. The
formula or matrix may differ from Participant to Participant.

2.24 “Performance Period” means any Fiscal Year of the Company or such other period as determined by the
Committee in its sole discretion.

2.25 “Performance Goals” means the goal(s) (or combined goal(s)) determined by the Committee (in its
discretion) to be applicable to a Participant for a Target Award for a Performance Period. As determined by the
Committee:, the Performance Goals for any Target Award applicable to a Participant may provide for a targeted
level or levels of achievement using one or more of the following measures: (a)Cash Position, (b) Earnings per
Share, (c) [ndividual Objectives, (d) Net Income, (e) Operating Cash Flow, (f) Operating Income, (g) Return on-

. B-5




Assets, (h) Return on Equity, (i) Return on Sales, (j) Revenue, and (k) Total Shareholder Return. The Performance
Goals may differ from Participant to Participant and from award to award. Prior-to the Determination Date, the
Committee shall determine whether any significant element(s) shall be included in or excluded from the calculation
of any Performance Goal with respect to any Participants.

2.26 “Plan” means the Echelon Corporatlon Management Bonus Plan, as set forth in this instrument and as
hereafter amended from time to time.

2.27 “Retir ement” means, with respect to any Participant, a Termination of Employment after attalnmg atleast
age 65. ‘ : :

2.28 “Return on Assets” means as to any Performance Period, the percentage equal to the Company’s or a
business unit’s Operating Income divided by average net Company or business unit, as applicable, assets, determmed
in accordance with U.S. GAAP. : :

2.29 “Return on Eguity ” means as to any Performance Period, the percentage equal to the Company’s Net
Income divided by average stockholder’s equity, determined in accordance with U.S. GAAP.

2.30 “Return on Sales” means as to any Performance Period, the percentage e_qual to the Company’s or a
business unit’s Operating Income divided by the Company’s or the business unit’s, as applicable, revenue,
determined in accordance with U.S. GAAP.

2.31 “Revenue” means as to any Performance Period, the Company s or business unit’s net sales, deterrmned
in accordance with U.S. GAAP. '

2.32 “Shares” means shares of the Company’s common stock.

2.33 “Target Award” means the target award payable under the Plan to a Participant for the Performance
Period, expressed as a percentage of his or her Base Salary, as determmed by the Committee in accordance with
Section 3.3. :

2.34 *Termination of Employment” means a cessation of the employee-employer relationship between an
Employee and the Company or an Affiliate for any reason, including, but not by way of limitation, a termination
by resignation, discharge, death, Disability, Retirement, or the disaffiliation of an Affiliate, but excluding any such
termination where there is a s1mu1taneous reemployment by the Company or an Afﬁhate

2.35 “Total Shareholder Return™ means as to any Performance Period, the total return (change in share price
plus reinvestment of any dividends) of a Share. : :

- 2.36 “U.S. GAAP” means generally- accepted accounting principles in the United States.

SECTION 3
SELECTION OF PARTICIPANTS AND DETERMINATION OF AWARDS

3.1 Selection of Participants. The Committee, in its sole discretion, shall select the Employees of the
Company who shall be Participants for any Performance Period. Participation in the Plan is in the sole discretion
of the Committee, and on a Performance Period by Performance Period basis. Accordingly, an Employee who is
a Participant for a given Performance Period in no way is guaranteed or assured of being selected for participation
in any subsequent Performance Period.

3.2 Determination of Performance Goals. The Committee, in its sole discretion, shall establish the
Performance Goals for each Pamc1pant for the Performance Period. Such Performance Goals shall be set forth
in writing. : :

3.3 Determination of Target Awards. The Committee, in its sole discretion, shall establish a Target Award for
each Participant. Each Participant’s Target Award shall be determined by the Committee in its sole discretion, and
each Target Award shall be set forth in writing.
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3.4 Determination of Payout Formula or Formulae. On or prior to the Determination Date, the Committee,
in its sole discretion, shall establish a Payout Formula or Formulae for purposes of determining the Actual Award
(if any) payable to each Participant. Each Payout Formula shall (a) be in writing, (b) be based on a comparison
of actual performance to the Performance Goals, (c) provide for the payment of a Participant’s Target Award if the
Performance Goals for the Performance Period are achieved, and (d) provide for an Actual Award greater than or
less than the Participant’s Target Award, depending upon the extent to which actual performance exceeds or falls
below the Performance Goals. Notwithstanding the preceding, in no event shall a Participant’s Actual Award for
any Perfcrmance Period exceed his or her Maximum Award. .

3.5 Date for Determinations. The Committee shall make all determinations under Section 3.1 through 3.4 on
or before the Determination Date. ‘

3.6 Determination of Actual Awards. After the end of each Performance Period, the Committee shall certify
in writing the extent to which the Performance Goals applicable to each Participant for the Performance Period
were achieved or exceeded. The Actual Award for each Participant shall be determined by applying the Payout
Formula to the level of actual performance that has been certified by the Committee. Notwithstanding any contrary
provision of the Plan, the Committee, in its sole discretion, may (a) eliminate or reduce the -Actual Award payable
to any Participant below that which otherwise would be payable under the Payout Formula, and (b) determine
what Actual Award, if any, will be paid in the event of a Termination of Employment prior to the end of the
Performance Period.

SECTION4 = .
PAYMENT OF AWARDS

4.1 Right to Receive Payment. Each Actual Award that may become payable under the Plan shall be paid
solely from the general assets of the Company. Nothing in this Plan shall be construed to create a trust or to establish
or evidence any Participant’s claim of any right to payment of an Actual Award other than as an unsecured general
creditor with respect to any payment to which he or she may be entitled.

4.2 Timing of Payment. Payment of eacﬁ Actual Award shall be made as soon as admjnistratively practicable,
but in no event later than 90 days after the end of the Performance Period during which the Award was earned.

4.3 Form of Payment. Each Aétual Award normally shall be paid in cash (or‘.its equivaifent) in a single
lump sum.

4.4' Payment in the Event of Death. If a Participant dies prior to the payment of an Actual Award earned by
him or her prior to death for a prior Performance Period, the Award shall be paid to his or her estate.

SECTION 5
ADMINISTRATION

5.1 Committee is the Administrator. The Plan shall be administered by the Committee. The Committee shall
consist of not less than two (2) members of the Board. The members of the Committee shall be appointed from
time to time by, and serve at the pleasure of, the Board. Each member of the Committee shall qualify as an “outside
director” under section 162(m) of the Code. If it is later determined that one or more members of the Committee
do not so qualify, actions taken by the Committee prior to such determination shall be valid despite such failure
to qualify.

5.2 Committee Authority. It shall be the duty of the Committee to administer the Plan in accordance with
the Plan’s orovisions. The Committee shall have all powers and discretion necessary or appropriate to administer
the Plan and to control its operation, including, but not limited to, the power to (a) determine which Employees
shall be granted awards, (b) prescribe the terms and conditions of awards, (c) interpret the Plan and the awards,
(d) adopt such procedures and subplans as are necessary or appropriate to permit participation in the Plan by
Employees who are foreign nationals or employed outside of the United States, (e) adopt rules for the administration,
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interpretation and application of the Plan as are consistent therewith, and (f) interpret, amend or revoke any
such rules..

53 Decisions Binding. Alldeterminations and decisions made by the Committee, the Board, and any delegate
of the Committee pursuant to the provisions of the Plan shall be final, conclusive, and binding on all persons, and
shall be given the maximum deference permitted by law.

5.4 Delegation by the Committee. The Committee, in its sole discretion and on such terms and conditions
as it may provide, may delegate all or part of its authority and powers under the Plan to one or more directors and/or
officers of the Company; provided, however, that the Committee may delegate its authority and powers only with
respect to awards that are not intended to qualify as performance-based compensatlon under section 162(m) of
the Code.

SECTION 6
GENERAL PROVISIONS

6.1 Tax Withholding. The Company shall withhold all applicable taxes from any Actual Award, including
any .federal, state, local, foreign or other taxes (including, but not limited to, the Participant’s FICA and
SDI obligations).

6.2 No Effect on Employment. Nothing in the Plan shall interfere with or limit in any way the right of the
Company to terminate any Participant’s employment or service at any time, with or without cause. For purposes
of the Plan, transfer of employment of a Participant between the Company and any one of its Affiliates (or between
Affiliates) shall not be deemed a Termination of Employment. Employment with the Company and its Affiliates
is on an at-will basis only. The Company expressly reserves the right, which may be exercised at any time and
without regard to when during a Performance Period such exercise occurs, to terminate any individual’s employment
with or without cause, and to treat him or her without regard to the effect which such treatment might have upon
him or her as a Participant.

6.3 Participation. No Employee shall have the right to be selected to receive an award under this Plan, or,
having been so selected, to be selected to receive a future award.

6.4 Indemnification. Each person who is or shall have been a member of the Committee, or of the Board,
shall be indemnified and held harmless by the Company against and from (a) any loss, cost, liability, or expense
that may be imposed upon or reasonably incurred by him or her in connection with or resulting from any claim,
action, suit, or proceeding to which he or she may be a party or in which he or she may be involved by reason
of any action taken or failure to act under the Plan or any award, and (b) from any and all amounts paid by him
or her in settlement thereof, with the Company’s approval, or paid by him or her in satisfaction of any judgment
in any such claim, action, suit, or proceeding against him or her, provided he or she shall give the Company an
opportunity, at its own expense, to handle and defend the same before he or she undertakes to handle and defend
it on his or her own behalf. The foregoing right of indemnification shall not be exclusive of any other rights of
indemnification to which such persons may be entitled under the Company’s Certificate of Incorporation or Bylaws,
by contract, as a matter of law, or otherwise, or under any power that the Company may have to indemnify them
or hold them harmless.

6.5 Successors. All obligations of the Company under the Plan, with respect to awards granted hereunder,
shall be binding on any successor to the Company, whether the existence of such successor is the result of a direct
or indirect purchase, merger, consolidation, or otherwise, of all or substantially all of the business or assets of
the Company.

6.6 Beneficiary Designations. If permitted by the Committee, a Participant under the Plan may name a
beneficiary or beneficiaries to whom any vested but unpaid award shall be paid in the event of the Participant’s
death. Each such designation shall revoke all prior designations by the Participant and shall be effective only if
given in a form and manner acceptable to the Committee. In the absence of any such designation, any vested benefits
remaining unpaid at the Participant’s death shall be paid to the Participant’s estate.
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6.7 Nontransferability of Awards. No award granted -under the Plan may be sold, transferred, pledged,
assigned, or otherwise alienated or hypothecated, other than by will, by the laws.of descent and distribution, or
to the limited extent provided in Section 6.6. All rights with respect to an award granted to a Participant shall be
available during his or her lifetime only to the Participant.

6.8 Deferrals. The Committee, in its sole discretion, may permit a Participant to defer receipt of the payment
of cash that would otherwise be delivered to a Part101pant under the Plan. Any such deferral elections shall be subject
to such rules and procedures as shall be determined by the Committee in its sole discretion.

SECTION 7
AMENDMENT, TERMINATION AND DURATION

7.1 Amendment, Suspension or Termination. The Board, in its sole discretion, may amend or terminate the
Plan, or any part thereof, at any time and for any reason. The amendment, suspension or termination of the Plan
shall not, without the consent of the Participant, alter or impair any rights or obligations under any Target Award
theretofors granted to such Participant. No award may be granted during any period of suspension or a