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Message from the President

During the six months ended November 30, 2016, the U.S. stock and bond markets were somewhat volatile but generally provided positive
returns. In late June, the United Kingdom voted to leave the European Union in a referendum popularly known as �Brexit.� The news caused a
temporary slump in stocks around the world. Although the British pound dropped in value following the vote, stocks generally recovered
through the end of the reporting period. Domestic stocks gained momentum after the U.S. presidential election in early November 2016.

According to FTSE-Russell data, U.S. stocks tended to provide positive returns during the reporting period regardless of company size.
Smaller-capitalization stocks generally outperformed stocks of larger companies. Value stocks outpaced growth stocks at all capitalization
levels, with the largest differences being between value micro-cap stocks and growth micro-cap stocks.

Stocks of major developed markets outside the United States and Canada generally declined during the reporting period. When stocks of all
countries around the world were taken into account, however, the results were positive�although there were differences by market and region.
Stocks of major European markets tended to see prices fall, largely as a result of Brexit and economic weakness in certain countries. On the
other hand, stock markets throughout the Pacific Rim�including Australia, New Zealand, Japan, Taiwan, Korea and others�tended to provide
positive returns. In emerging-markets�including several Latin American countries and smaller markets in Europe, the Middle East and
Africa�stocks tended to provide solid overall performance, boosted by advances in Latin America and stabilizing prices for oil, metals and other
commodities.

Anticipation of a possible Federal Reserve rate hike led to volatility in the bond market, but the Federal Open Market Committee chose not to
raise the federal funds target rate during the reporting period. Even so, U.S. Treasury yields rose across the maturity spectrum, taking a toll on
bond prices. Central banks around the world remained highly accommodative during the reporting period, particularly in light of Brexit. As of
June 30, 2016, more than a third of all sovereign debt carried negative yields. Total returns for many domestic fixed-income asset classes were
negative for the six-month reporting period, including virtually all types of municipal bonds.

Municipal bonds suffered from a broad sell-off that began in October and accelerated in November following the outcome of the U.S.
presidential election. The president-elect�s anticipated stimulus and tax platforms�along with expectations that the Federal Reserve would move to
raise interest rates in December 2016�contributed to municipal bond redemptions in the last month of the reporting period, especially among
lower-rated municipal credits. Despite setbacks in the municipal market, however, high-yield, convertible and emerging-market bonds generally
provided positive returns during the reporting period.

At MainStay, we know that political, economic and market events may influence the performance of your Fund investments. While our portfolio
managers often pay close attention to such events, their primary emphasis is seeking to invest for the long-term investment needs of our
shareholders. With this in mind, they seek to pursue the investment objectives of their respective Funds using the principal investment strategies
and investment processes outlined in the prospectus. By placing your assets in the care of our investment professionals, you gain access to their
extensive market insight, strategic investment discipline and in-depth experience in risk management over a wide range of market cycles.

The report that follows provides more detailed information about the market forces, portfolio strategies and individual securities that influenced
the performance of MainStay DefinedTerm Municipal Opportunities Fund during the six months ended November 30, 2016. We invite you to
read the report carefully as part of your personal investment-review process.

We thank you for your business, and we look forward to a continuing relationship as you pursue your long-range financial goals.

Sincerely,

Stephen P. Fisher

President
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The opinions expressed are as of the date of this report and are subject to change. There is no guarantee that any forecast made will come to pass. This material
does not constitute investment advice and is not intended as an endorsement of any specific investment. Past performance is no guarantee of future results.

Not part of the Semiannual Report
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Forward-looking statements include, among other things, projections, estimates and information about possible or future results or
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materially from the views expressed herein. The views expressed herein are subject to change at any time based upon economic, market,
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Fund Performance and Statistics (Unaudited)

Performance data quoted represents past performance of Common shares of the Fund. Past performance is no guarantee of future results. Because of
market volatility and other factors, current performance may be lower or higher than the figures shown. Investment return and principal value will
fluctuate, and as a result, when shares are redeemed, they may be worth more or less than their original cost. For performance information current to
the most recent month-end, please visit mainstayinvestments.com/mmd.

Total Returns Six

Months

One

Year
Since Inception

6/26/12

Net Asset Value (�NAV�)1 �4.87% 4.49% 6.72% 

Market Price1 �5.07 4.60 4.65

Bloomberg Barclays Municipal Bond Index2 �3.52 �0.22 2.61

Average Lipper General & Insured Municipal Debt Fund (Leveraged)3 �5.35 0.43 4.83

Fund Statistics (as of May 31, 2016)

NYSE Symbol MMD Premium/Discount4 �3.98% 

CUSIP 56064K100 Total Net Assets (millions) $ 526.1

Inception Date 6/26/12 Total Managed Assets (millions)5 $ 819.6

Market Price $18.33 Leverage6 35.4% 

NAV $19.09 Percent of AMT Bonds7 2.22% 

1. Total returns assume dividends and capital gains distributions are reinvested. For periods of less than one year, total return is not annualized.
2. The Bloomberg Barclays Municipal Bond Index is considered representative of the broad market for investment-grade, tax-exempt bonds with a maturity of at

least one year. Bonds subject to the alternative minimum tax or with floating or zero coupons are excluded. An investment cannot be made directly in an
index.

3. The Average Lipper General & Insured Municipal Debt Fund (Leveraged) is representative of funds that either invest primarily in municipal debt issues rated
in the top four credit ratings or invest primarily in municipal debt issues insured as to timely payment. These funds can be leveraged via use of debt, preferred
equity, and/or reverse repurchase agreements. This benchmark is a product of Lipper Inc. Lipper Inc. is an independent monitor of fund performance. Results
are based on average total returns of similar funds with all dividend and capital gain distributions reinvested.

4. Premium/Discount is the percentage (%) difference between the market price and the NAV price. When the market price exceeds the NAV, the Fund is
trading at a Premium. When the market price is less than the NAV, the Fund is trading at a Discount.

5. �Managed Assets� is defined as the Fund�s total assets, minus the sum of its accrued liabilities (other than Fund liabilities incurred for the purpose of creating
effective leverage (i.e. tender option bonds) or Fund liabilities related to liquidation preference of any preferred shares issued).

6. Leverage is based on the use of proceeds received from tender option bond transactions, issuing Preferred Shares, funds borrowed from banks or other
institutions or derivative transactions, expressed as a percentage of Managed Assets.

7. Alternative Minimum Tax (�AMT�) is a separate tax computation under the Internal Revenue Code that, in effect, eliminates many deductions and credits and
creates a tax liability for an individual who would otherwise pay little or no tax.

5
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Portfolio Composition as of November 30, 2016� (Unaudited)

Puerto Rico 14.1% 
Illinois 13.1
Michigan 12.7
California 10.4
Florida 4.8
New York 4.3
Ohio 4.0
New Jersey 3.7
Virginia 3.5
Maryland 2.8
Nebraska 2.7
Kansas 2.6
Texas 2.6
Washington 2.5
Pennsylvania 2.5
Utah 2.4
U.S. Virgin Islands 2.0
Rhode Island 2.0
Nevada 1.6
Guam 1.5%  
Tennessee 1.0
Louisiana 0.7
Alabama 0.7
Iowa 0.5
New Hampshire 0.4
Arizona 0.4
District of Columbia 0.4
Connecticut 0.3
Missouri 0.3
Minnesota 0.2
Indiana 0.1
Wisconsin 0.1
Colorado 0.0��

Georgia 0.0��

Other Assets, Less Liabilities �0.9

100.0% 

See Portfolio of Investments beginning on page 9 for specific holdings within these categories.
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Top Ten Holdings or Issuers Held as of November 30, 2016# (excluding short-term investment) (Unaudited)

1. Commonwealth of Puerto Rico, Public Improvement, Unlimited General Obligation, 5.00%�6.00%, due 7/1/19�7/1/37 (a)
2. Great Lakes Water Authority, Sewage Disposal System, Revenue Bonds, 4.00%�5.00%, due 7/1/34
3. Puerto Rico Highways & Transportation Authority, Revenue Bonds, 4.95%�5.50%, due 7/1/18�7/1/38 (a)
4. Metropolitan Pier & Exposition Authority, McCormick Place Expansion, Revenue Bonds, Zero Coupon & 5.50%, due 6/15/29�6/15/50
5. University of California, Regents Medical Center, Revenue Bonds, 5.00%, due 5/15/43
  6. County of Orange FL Tourist Development Tax Revenue, Revenue Bonds, 4.00%, due 10/1/33
  7. New York Transportation Development Corp., LaGuardia Airport Terminal B Redevelopment Project, Revenue Bonds, 4.00%�5.00%, due

7/1/36�7/1/41
  8. Chicago Board of Education, Unlimited General Obligation, 5.50%�7.00%, due 12/1/39�12/1/44 (a)
  9. Michigan Finance Authority, Trinity Health Corp., Revenue Bonds, 5.25%, due 12/1/41
10. Virginia Commonwealth Transportation Board, Capital Projects, Revenue Bonds, 5.00%, due 5/15/31

Credit Quality as of November 30, 2016� (Unaudited)

Ratings apply to the underlying portfolio of bonds held by the Fund and are rated by an independent rating agency, such as Standard & Poor�s (�S&P�), Moody�s
Investors Service, Inc. and/or Fitch Ratings, Inc. If ratings are provided by the ratings agencies, but differ, the higher rating will be utilized. If only one rating is
provided, the available rating will be utilized. Securities that are unrated by the rating agencies are reflected as such in the breakdown. Unrated securities do not
necessarily indicate low quality. S&P rates borrowers on a scale from AAA to D. AAA through BBB- represent investment grade, while BB+ through D represent
non-investment grade.

� As a percentage of Managed Assets.
��Less than one-tenth of a percent.
# Some of these holdings have been transferred to a Tender Option Bond (�TOB�) Issuer in exchange for the TOB residuals and cash.
� As a percentage of total investments.
(a) Municipal security features credit enhancements, such as bond insurance.

6 MainStay DefinedTerm Municipal Opportunities Fund
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Portfolio Management Discussion and Analysis (Unaudited)

Questions answered by portfolio managers Robert DiMella, CFA, John Loffredo, CFA, Michael Petty, Scott Sprauer and David Dowden of
MacKay Shields LLC, the Fund�s Subadvisor.

How did MainStay DefinedTerm Municipal Opportunities Fund perform relative to its benchmark and peers during the six months
ended November 30, 2016?

For the six months ended November 30, 2016, MainStay DefinedTerm Municipal Opportunities Fund returned �4.87% based on net asset value
applicable to Common shares and �5.07% based on market price. At net asset value and at market price, the Fund underperformed the �3.52%
return of the Bloomberg Barclays Municipal Bond Index1 and outperformed the �5.35% return of the Average Lipper2 General & Insured
Municipal Debt Fund (Leveraged) for the six months ended November 30, 2016.

What factors affected the Fund�s relative performance during the reporting period?

During the reporting period, the Fund maintained a longer duration3 than the Bloomberg Barclays Municipal Bond Index and had a lower
investment-grade rating profile than the Index. These factors contributed to the Fund�s underperformance relative to the Bloomberg Barclays
Municipal Bond Index during the reporting period. The Fund�s use of leverage also contributed to underperformance relative to the Index during
the reporting period. Below-investment-grade tobacco securities held by the Fund suffered as high-yield mutual fund complexes sold tobacco
bonds to meet redemptions. Special-tax U.S. Virgin Island bonds held by the Fund also detracted from performance. Despite the challenges
facing the U.S. Virgin Islands, the Fund chose to hold the securities because of underlying bond features and legislation passed by the territory to
further insulate the securities from economic and budget difficulties in the U.S. Virgin Islands.

How was the Fund�s leverage strategy implemented during the reporting period?

The Fund utilized preferred shares with Citigroup and several tender option bond trusts to achieve leverage in its portfolio. During the reporting
period, the Fund initiated three new tender option bond trusts and closed one trust because of the relative value and call structure of the position.

During the reporting period, how was the Fund�s performance materially affected by investments in derivatives?

During the reporting period, the Fund used a short U.S. Treasury futures hedge position to manage the overall duration of its

portfolio. The short position benefited from rising rates among 10-year U.S. Treasury securities during the reporting period.

What was the Fund�s duration strategy during the reporting period?

At the beginning of the reporting period, the Fund�s duration was longer than that of the Bloomberg Barclays Municipal Bond Index, and it
remained longer at the end of the reporting period, which contributed to the Fund�s underperformance relative to the Index. The Fund did reduce
the degree to which it was overweight duration by coming down the yield curve4 as well as holding higher-coupon and shorter-call structures
that were better protected relative to the benchmark in a rising rate environment. As of November 30, 2016, the Fund�s unleveraged modified
duration to worst5 was approximately 5.7 years.

What specific factors, risks or market forces prompted significant decisions for the Fund during the reporting period?

The outcome of the U.S. election and market expectations of potential inflationary policies caused several large municipal mutual fund
complexes to sell attractive securities to meet redemption requests. As a closed-end fund, MainStay DefinedTerm Municipal Opportunities Fund
did not experience any of these redemption requests, which allowed it to operate fully invested and maximize its tax-exempt income stream.
Without the redemption pressure that some open-end funds experienced, the Fund was better positioned to take advantage of market
opportunities toward the end of the reporting period.

The Fund chose to reduce exposure to tobacco-backed bonds during the early part of the reporting period because of the strong performance
these bonds had experienced in prior periods. While the Fund remained overweight relative to the benchmark in tobacco-backed bonds, the
decision to reduce exposure to this market segment helped offset some of the Fund�s underperformance. As of November 30, 2016, the Fund held
7.6% of it�s total investments in tobacco-backed bonds.
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Which sectors were the strongest positive contributors to the Fund�s performance and which sectors were particularly weak?

The Fund�s exposure to insured Puerto Rico securities produced positive absolute returns during the reporting period, helping to partially offset
underperformance in the rest of the portfolio. The

1. See footnote on page 5 for more information on the Bloomberg Barclays Municipal Bond Index.
2. See footnote on page 5 for more information on Lipper Inc.
3. Duration is a measure of the price sensitivity of a fixed-income investment to changes in interest rates. Duration is expressed as a number of years and is

considered a more accurate sensitivity gauge than average maturity.
4. The yield curve is a line that plots the yields of various securities of similar quality�typically U.S. Treasury issues�across a range of maturities. The U.S. Treasury

yield curve serves as a benchmark for other debt and is used in economic forecasting.
5. Modified duration is inversely related to the approximate percentage change in price for a given change in yield. Duration to worst is the duration of a bond

computed using the bond�s nearest call date or maturity, whichever comes first. This measure ignores future cash flow fluctuations due to embedded optionality.

7
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outperformance of these securities resulted from an improved market perception regarding claims-paying ability of the bond

insurers as well as the fact that these securities were not as widely held by mutual funds that faced redemption pressure.

Tobacco-backed bonds underperformed, but as previously noted, the Fund benefited by reducing its position in these bonds early in the reporting
period.

Did the Fund make any significant purchases or sales during the reporting period?

The Fund increased its exposure to a 2036 maturity insured New York State Transportation Development Corporation special facility revenue
bond that will finance improvements to LaGuardia Airport Terminal B under a multibillion-dollar public�private partnership.

The Fund reduced its exposure to tobacco-backed bonds by partially selling a position in the Tobacco Settlement Financing Corporation of New
Jersey maturing in 2041 early in the reporting period because of strong demand from high-yield mutual fund complexes and limited total-return
prospects on the security.

How did the Fund�s sector weightings change during the reporting period?

The Fund�s strategy did not materially change during the reporting period, so there were no major changes to the structure of the Fund. During
the reporting period, the Fund reduced its exposure to tobacco-backed bonds and increased its exposure to water/sewer and health care bonds.

How was the Fund positioned at the end of the reporting period?

As of November 30, 2016, the Fund maintained an overweight position relative to the Bloomberg Barclays Municipal Bond Index in the
industrial development revenue/pollution control revenue sector, which contains tobacco bonds, as well as an overweight exposure to the special
tax and health care sectors. From a quality perspective, we favored credits with AA (enhanced) and below-investment-grade credits while
underweighting A+6 credits relative to the benchmark. As of November 30, 2016, the Fund�s unleveraged modified duration was slightly longer
than the duration of the Bloomberg Barclays Municipal Bond Index.

6. An obligation rated �AA� by Standard & Poor�s (�S&P�) is deemed by S&P to differ from the highest-rated obligations only to a small degree. In the opinion of
S&P, the obligor�s capacity to meet its financial commitment on the obligation is very strong. An obligation rated �A� by S&P is deemed by S&P to be somewhat
more susceptible to the adverse effects of changes in circumstances and economic conditions than obligations in higher-rated categories. In the opinion of S&P,
however, the obligor�s capacity to meet its financial commitment on the obligation is still strong. Ratings from �AA� to �CCC� may be modified by the addition of a
plus (+) or minus (�) sign to show relative standing within the major rating categories. When applied to Fund holdings, ratings are based solely on the
creditworthiness of the bonds in the portfolio and are not meant to represent the security or safety of the Fund.

The opinions expressed are those of the portfolio managers as of the date of this report and are subject to change. There is no guarantee that any forecasts made
will come to pass. This material does not constitute investment advice and is not intended as an endorsement of any specific investment.

8 MainStay DefinedTerm Municipal Opportunities Fund
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Portfolio of Investments November 30, 2016 (Unaudited)

Principal
Amount Value

Municipal Bonds 157.2%�
Alabama 1.0% (0.7% of Managed Assets)
Alabama Special Care Facilities Financing Authority, Methodist Home For The Aging, Revenue Bonds
5.25%, due 6/1/25 $ 1,000,000 $ 1,017,840
Jefferson County, Public Building Authority, Revenue Bonds
Insured: AMBAC
5.00%, due 4/1/26 4,500,000 4,522,500

5,540,340

Arizona 0.6% (0.4% of Managed Assets)
Phoenix Industrial Development Authority, Downtown Phoenix Student LLC, Revenue Bonds
Series A, Insured: AMBAC
4.50%, due 7/1/42 150,000 150,245
Phoenix Industrial Development Authority, Espiritu Community Development Corp., Revenue Bonds
Series A
6.25%, due 7/1/36 2,000,000 2,001,120
Pima County Industrial Development Authority, PLC Charter Schools Project, Revenue Bonds
6.75%, due 4/1/36 1,075,000 1,075,806

3,227,171

California 16.2% (10.4% of Managed Assets)
California County Tobacco Securitization Agency, Asset-Backed, Revenue Bonds
5.60%, due 6/1/36 (a) 2,575,000 2,617,513
California Municipal Finance Authority, Southwestern Law School, Revenue Bonds
6.50%, due 11/1/41 2,165,000 2,523,827
Carson Redevelopment Agency, Redevelopment Project Area 1, Tax Allocation
Series B, Insured: NATL-RE (zero coupon), due 10/1/25 75,000 51,767
Ceres Unified School District, Unlimited General Obligation
Series A
(zero coupon), due 8/1/43 6,375,000 1,097,648
City of Sacramento, California, Water, Revenue Bonds
5.00%, due 9/1/42 (b)(c) 19,500,000 21,466,185

Principal
Amount Value

California 16.2% (10.4% of Managed Assets) (continued)
Golden State Tobacco Securitization Corp., Asset-Backed, Revenue Bonds
Series A-1
5.00%, due 6/1/33 $ 4,000,000 $ 3,628,640
Series A-2
5.30%, due 6/1/37 (a) 5,000,000 4,619,600
Riverside County Transportation Commission, Limited Tax, Revenue Bonds
Series A
5.25%, due 6/1/39 (b)(c) 19,100,000 21,525,696
Stockton Public Financing Authority, Parking & Capital Projects, Revenue Bonds
Insured: NATL-RE
4.50%, due 9/1/17 100,000 99,454
Insured: NATL-RE
4.80%, due 9/1/20 105,000 102,374
Stockton Public Financing Authority, Water System, Capital Improvement Projects, Revenue Bonds
Series A, Insured: NATL-RE
5.00%, due 10/1/31 175,000 175,452
¨University of California, Regents Medical Center, Revenue Bonds
Series J
5.00%, due 5/15/43 (b)(c) 23,260,000 25,656,450
Westminster School District, Unlimited General Obligation
Series B, Insured: BAM
(zero coupon), due 8/1/48 10,000,000 1,442,400
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85,007,006

Colorado 0.1% (0.0%� of Managed Assets)
E-470 Public Highway Authority, Revenue Bonds
Series B, Insured: NATL-RE
(zero coupon), due 9/1/29 660,000 337,656

Connecticut 0.5% (0.3% of Managed Assets)
Connecticut State Health & Educational Facility Authority, Connecticut College, Revenue Bonds
Series L-1
4.00%, due 7/1/39 2,730,000 2,676,137

District of Columbia 0.6% (0.4% of Managed Assets)
Metropolitan Washington Airports Authority, Revenue Bonds
Series C, Insured: AGC
6.50%, due 10/1/41 (a) 2,400,000 3,022,032

� Percentages indicated are based on Fund net assets.
¨ Among the Fund�s 10 largest holdings or issuers held, as of November 30, 2016. May be subject to change daily.

The notes to the financial statements are an integral part of,
and should be read in conjunction with, the financial statements. 9
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Portfolio of Investments November 30, 2016 (Unaudited) (continued)

Principal
Amount Value

Municipal Bonds (continued)
Florida 7.5% (4.8% of Managed Assets)
¨County of Orange FL Tourist Development Tax Revenue, Revenue Bonds
4.00%, due 10/1/33 $ 25,000,000 $ 25,039,000
JEA Electric System, Revenue Bonds
Series C
5.00%,&nbk management policies, including our investment policies.

Nominating and Corporate Governance Committee

In 2014, the Nominating and Corporate Governance Committee consisted of directors Armas Clifford Markkula, Jr., Robert R. Maxfield, and Richard M. Moley. The
current members of the Nominating and Corporate Governance Committee are Armas Clifford Markkula, Jr. (Chair), Robert R. Maxfield and Richard M. Moley. The
Nominating and Corporate Governance Committee held two meetings during 2014. Among other items, the Nominating and Corporate Governance Committee�s
responsibility and authority is to:

� determine that our Board of Directors is properly constituted to meet its fiduciary obligations to stockholders;

-13-
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� assist our Board of Directors by identifying prospective director nominees and to recommend to our Board of Directors the director nominees for the
next annual meeting of stockholders;

� develop and recommend to our Board of Directors the governance principles applicable to our Company; and

� prepare the report that the rules of the SEC require to be included in our annual proxy statement.
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; overseeing the performance evaluation process of our Board of Directors and Board
committees; making recommendations to our Board of Directors concerning the appointment of directors to committees, and selecting Board committee chairs and
proposing the slate of directors for election.

Director Independence

Our Board of Directors has affirmatively determined that each of its members, other than Ronald A. Sege, are independent directors under the listing standards of the
Marketplace Rules of NASDAQ and applicable SEC rules, and that all of its members, other than Mr. Sege, were independent directors under the listing standards of
the Marketplace Rules of NASDAQ in the three prior years.

Our Board of Directors has also determined that all directors serving as members of our Audit Committee, Compensation Committee, and Nominating and Corporate
Governance Committee are independent under the NASDAQ listing standards and the rules of the SEC. Additionally, our Board of Directors has determined that all
members of the Compensation Committee meet the non-employee director definition of Rule 16b-3 promulgated under Section 16 of the Securities Exchange Act of
1934, as amended, and the outside director definition of Section 162(m) of the Internal Revenue Code of 1986, as amended (the �Code�).

Director Compensation

Each non-employee director is eligible to receive a cash payment of $40,000 per fiscal year, one-quarter of which is to be paid quarterly for service on our Board of
Directors. In addition, each non- employee director is eligible to receive a cash payment of $1,000 per Board of Directors meeting attended. Each member serving on
our Compensation and/or Nominating and Corporate Governance Committee is eligible to receive a cash payment of $1,000 for each meeting attended; and each
member of our Audit Committee is eligible to receive a cash payment of $2,000 per Audit Committee meeting attended, in acknowledgment of the greater time
commitment and risks attendant to that Committee. In 2014, our Board of Directors also continued to utilize the ad hoc Strategy Committee established in 2013, to
assist the Company in evaluating strategic opportunities that arise from time to time. Commencing with the third quarter of 2014, there is no additional compensation
paid to any member for service on the Strategic Committee. From time to time, our Board of Directors may establish additional ad hoc committees constituted for a
specific purpose or purposes. Payments, if any, to directors for serving on these committees are determined by our Board of Directors on a real-time basis. All Board
and committee meeting consideration is payable quarterly in arrears of the quarter in which the date of such meeting occurred.

Furthermore, our Board of Directors adopted a program for automatically granting awards of nonqualified stock options to non-employee directors under our 1997
Stock Plan. Such program provides for the automatic grant of an option to purchase 25,000 shares of common stock on the date on which such person

-14-
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first becomes a non-employee director. Additionally, 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 program are fully vested at grant.
On May 20, 2014, the date of our 2014 annual meeting of stockholders, directors Finocchio, Markkula, Maxfield, Moley and Rafael were each granted a fully vested
option to purchase 10,000 shares at a per share exercise price of $2.42, the closing price of our common stock on that date.

Director Summary Compensation Table for Fiscal 2014

The table below summarizes the compensation paid by our Company to non-employee directors for the fiscal year ended December 31, 2014.

Name

  Fees Earned or  
Paid in Cash

($)
  Option Awards  

($) (1)(2)(3)      Total ($)     
Robert J. Finocchio, Jr. (4) 67,000  11,462  78,462  
Armas Clifford Markkula, Jr. 55,000  11,462  66,462  
Robert R. Maxfield (4) 69,000  11,462  80,462  
Richard M. Moley (4) 64,000  11,462  75,462  
Betsy Rafael (4) 72,000  11,462  83,462  

(1) Amounts shown do not reflect compensation actually received by the directors. Instead, the amounts shown are the grant date fair value of the stock awards
(disregarding an estimate of forfeitures) as determined in accordance with FASB ASC Topic 718, which were recognized for financial statement purposes. The
assumptions used in the valuation of these awards are set forth in the notes to our consolidated financial statements, which are included in our Annual Report on
Form 10-K for the year ended December 31, 2014, filed with the SEC on March 12, 2015. These amounts do not correspond to the actual value that will be
recognized by the directors upon exercise or sale of such awards.

(2) On May 20, 2014, the date of our annual meeting of stockholders, each non-employee director serving in such capacity for at least the prior six months was
granted a fully vested option to purchase 10,000 shares at a per share exercise price of $2.42, the closing price of our common stock on that date.

(3) As of December 31, 2014, the aggregate number of shares underlying options outstanding for each of our non-employee directors was:

Name

Aggregate
    Number of    

Shares
Robert J. Finocchio, Jr. 50,000
Armas Clifford Markkula, Jr. 50,000
Robert R. Maxfield 40,000
Richard M. Moley 50,000
Betsy Rafael 50,000

(4) Includes payments for participation on the ad hoc Strategy Committee in the amount of $5,000 for each of the first two quarters of 2014.
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PROPOSAL ONE

ELECTION OF DIRECTORS

General

We currently have six 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. Robert J. Finocchio, Jr., Armas Clifford Markkula, Jr. and Robert R. Maxfield are the Class B
directors whose terms will expire at the 2015 Annual Meeting of Stockholders, and each has been nominated by our Board of Directors for reelection at the Annual
Meeting of Stockholders to be held May 19, 2015. Richard M. Moley and Betsy Rafael are the Class C directors whose terms will expire at the 2016 Annual Meeting
of Stockholders, and Ronald A. Sege is the Class A director whose term will expire at the 2017 Annual Meeting of Stockholders. All of the directors, including the
Class B 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 Class B
nominees. In the event that any of Mr. Finocchio, Mr. Markkula, or Mr. Maxfield 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 of the proposed
nominees will be unable or will decline to serve as a director. Our Board of Directors recommends a vote �FOR� the election of the Class B nominees listed above.

Director Information

Current Directors

The names of the members of our Board of Directors, including the Class B nominees, their ages as of March 26, 2015, and certain information about them, are set
forth below.

Name   Age  Principal Occupation
Robert J. Finocchio, Jr. (1) (4) 63 Corporate director, private investor and part time professor
Armas Clifford Markkula, Jr. (2) (3) (4) 73 Vice Chairman of the Board of Directors of Echelon
Robert R. Maxfield (1) (3) (4) 73 Private investor
Richard M. Moley (2) (3) 76 Private investor
Betsy Rafael (1) (2) 53 Corporate Director
Ronald A. Sege (5) 57 Chairman of the Board, Chief Executive Officer and President of Echelon

(1) Member of the Audit Committee.
(2) Member of the Compensation Committee.
(3) Member of the Nominating and Corporate Governance Committee.
(4) Denotes nominee for election at the 2015 Annual Meeting of Stockholders.
(5) Sole member of the stock option committee.

-16-

Edgar Filing: MainStay DefinedTerm Municipal Opportunities Fund - Form N-CSRS

Table of Contents 19



Table of Contents

Director Biographies

The business experience and other specific skills, attributes and qualifications of each member of our Board of Directors is as follows:

Class B Directors�Nominees for Election

Robert J. Finocchio, Jr. has been a director of our Company since 1999. Mr. Finocchio served as Chairman of the Board of Informix Corporation, 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 Executive 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 Broadcom Corporation and served as a director of Altera Corp. from 2002 to
December 2011 and as a director of Sun Microsystems from 2006 to January 2010. Mr. Finocchio is Chair of the Board of Trustees 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.

Our Nominating and Corporate Governance Committee has reviewed Mr. Finocchio�s qualifications and background and has determined that based on his extensive
executive and financial experience, Mr. Finocchio is well qualified to serve as a director of our Company in light of our Company�s business activities.

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 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 Marketing 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 former
trustee of Santa Clara University and served as Chair of the Board of Trustees from 2003 through 2009. Mr. Markkula received B.S. and M.S. degrees in Electrical
Engineering from the University of Southern California.

Our Nominating and Corporate Governance Committee has reviewed Mr. Markkula�s qualifications and background and has determined that based on his extensive
executive experience, Mr. Markkula is well qualified to serve as a director of our Company in light of our Company�s business activities.

Robert R. Maxfield has been a director of our Company since 1989 and served as President and Chief Executive Officer of our Company from November 2009 until
August 18, 2010 and as assistant to the CEO/President from August 19, 2010 to November 4, 2010. He also served as our Company�s Senior Vice President of
Products from April 2008 through September 2008 and a consultant to our Company from October 2008 through April 2009. 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. Mr. Maxfield was a venture partner with Kleiner, Perkins, Caufield & Byers, a venture capital firm,
from 1989 to 1992. Mr. 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.

Our Nominating and Corporate Governance Committee has reviewed Mr. Maxfield�s qualifications and background and has determined that based on his extensive
executive experience, Mr. Maxfield is well qualified to serve as a director of our Company in light of our Company�s business activities.
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Continuing Directors

Ronald A. Sege has been President, Chief Executive Officer and a member of our Board of Directors since August 19, 2010. Our Board of Directors appointed
Mr. Sege as Chairman of the Board on October 12, 2011. Mr. Sege served as President and Chief Operating Officer and a member of the board of directors of 3Com
Corporation (�3Com�) from April 2008 until the acquisition of 3Com by Hewlett-Packard Company effective April 12, 2010. Prior to re-joining 3Com, Mr. Sege
served as President and Chief Executive Officer of Tropos Networks, Inc., a provider of wireless broadband networks, from 2004 to 2008. Prior to Tropos, Mr. Sege
was President and Chief Executive Officer of Ellacoya Networks, Inc., a provider of broadband service optimization solutions based on deep packet inspection
technology, from 2001 to 2004. Prior to Ellacoya, Mr. Sege was Executive Vice President of Lycos, Inc., an internet search engine, from 1998 to 2001. Prior to
Lycos, Mr. Sege spent nine years at 3Com, from 1989 to 1998, serving in a variety of senior management roles including Executive Vice President, Global Systems
Business Unit. Mr. Sege joined the Board of Directors of Ubiquiti Networks, Inc. in October 2012. Mr. Sege holds an M.B.A. from Harvard University and a B.A.
degree from Pomona College.

Our Nominating and Corporate Governance Committee has reviewed Mr. Sege�s qualifications and background and has determined that based on his extensive
executive experience, Mr. Sege is well qualified to serve as a director of our Company in light of our Company�s business activities.

Richard M. Moley has been a director of our Company since 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, following Cisco Systems� purchase of StrataCom, where he was
Chairman of the Board, Chief Executive Officer and President. Mr. Moley also serves as a director of Linear Technology. 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.

Our Nominating and Corporate Governance Committee has reviewed Mr. Moley�s qualifications and background and has determined that based on his extensive
executive experience, Mr. Moley is well qualified to serve as a director of our Company in light of our Company�s business activities.

Betsy Rafael has been a director of our Company since 2005. Ms. Rafael served as Principal Accounting Executive of Apple Inc. from January 2008 to October 19,
2012 and as its Vice President and Corporate Controller until October 19, 2012. From September 2006 to August 2007, Ms. Rafael held the position of Vice
President, Corporate Finance for Cisco Systems. From April 2002 to September 2006, she served as Vice President, Corporate Controller and Principal Accounting
Officer of Cisco Systems. From December 2000 to April 2002, Ms. Rafael was the Executive Vice President, Chief Financial Officer, and Chief Administrative
Officer of Aspect Communications, Inc., a provider of customer relationship portals. From April 2000 to November 2000, Ms. Rafael was Senior Vice-President and
CFO of Escalate Inc., an enterprise e-commerce application service provider. From 1994 to 2000, Ms. Rafael held a number of senior positions at Silicon Graphics,
culminating her career at Silicon Graphics as Senior Vice President and Chief Financial Officer. Prior to SGI, Ms. Rafael held senior management positions in
finance with Sun Microsystems and Apple Computer. Ms. Rafael began her career with Arthur Young & Company. Ms. Rafael also serves as a director of Autodesk,
Inc. and GoDaddy Inc. Ms. Rafael received a B.S.C. degree in Accounting from Santa Clara University.

Our Nominating and Corporate Governance Committee has reviewed Ms. Rafael�s qualifications and background and has determined that based on her extensive
executive and financial experience, Ms. Rafael is well qualified to serve as a director of our Company in light of our Company�s business activities.
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Vote Required

Directors shall be elected by a plurality vote. The Class B nominees for director receiving the highest number of affirmative votes of the shares present in person or
represented by proxy and entitled to be voted at the annual meeting shall be elected as directors. Votes against, abstentions and broker non-votes have no legal effect
on the election of any director due to the fact that such election is by a plurality.

Board Recommendation

OUR BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE �FOR� THE PROPOSED CLASS B DIRECTORS.

PROPOSAL TWO

RATIFICATION OF APPOINTMENT OF

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

With authority granted by our Board of Directors, the Audit Committee of our Board of Directors has appointed KPMG LLP as our independent registered public
accounting firm to audit our consolidated financial statements for the fiscal year ending December 31, 2015, and our Board of Directors recommends that our
stockholders vote �FOR� ratification of such appointment.

KPMG LLP was originally appointed as our independent registered public accounting firm on March 21, 2002, when we retained the firm to perform the annual audit
of our financial statements for the fiscal year ended December 31, 2002. A representative of KPMG LLP is expected to be present at the annual meeting, will have an
opportunity to make a statement if he or she so desires and is expected to be available to respond to appropriate questions from our stockholders.

Audit and Non-Audit Fees

The following table sets forth fees for services KPMG LLP provided during fiscal years 2014 and 2013:

2014 2013
Audit fees (1)  $     949,749   $     907,275  
Audit-related fees  $ �   $ �  
Tax fees (2)  $ �   $ 6,439  
All other fees (3)  $ 17,400   $ 17,400  

Total  $ 967,149   $ 931,114  

(1) Represents fees for professional services provided in connection with the audit of our annual financial statements and our internal control over financial
reporting, the review of our quarterly financial statements, and other advice on accounting matters. The audit fees for 2014 represent the amount billed to our
Company as of the date of this Proxy Statement.

(2) Represents fees for professional services provided to assist expatriate non-executive employees to comply with U.S. and/or local tax requirements.
(3) All other fees in 2014 and 2013 represent fees for due diligence services provided in connection with contemplated business transactions.
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Our 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 2014, 100% of the services were pre-approved by
the Audit Committee in accordance with this policy.

Stockholder ratification of the selection of KPMG LLP as our independent registered public accounting firm is not required 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 determines that such a change
would be in our best interests and the best interests of our stockholders.

Vote Required

Ratification of the appointment of KPMG LLP as our independent registered public accounting firm requires the affirmative vote of a majority of the shares present
in person or represented by proxy and entitled to be voted at the annual meeting.

Board Recommendation

OUR BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS THAT YOU VOTE �FOR� RATIFICATION OF THE APPOINTMENT OF KPMG
LLP AS OUR INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM.

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 26, 2015, for:

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

� each of our directors and the director nominees;

� each of the Named Executive Officers; and

� all of our directors and Section 16 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 or other rights held by such person that are exercisable within 60 calendar days of March 26, 2015, but excludes
shares of common stock underlying options or other rights held by any other person. Percentage of beneficial ownership is based on 44,111,807 shares of common
stock outstanding as of March 26, 2015.
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Name

Shares
    Beneficially    

Owned

Percentage
    Beneficially    

Owned
5% Stockholders:
ENEL Investment Holding BV (1) 3,000,000 6.8%
Barbara S. Oshman (2) 2,513,793 5.7%
Royce & Associates, LLC (3) 2,292,586 5.2%
Directors and Executive Officers:
Armas Clifford Markkula, Jr. (4) (5) 1,827,038 4.1%
Ronald A. Sege (4) (6) 614,607 1.4%
Robert R. Maxfield (4) (7) 413,983 *
Richard M. Moley (4) (8) 225,589 *
William R. Slakey (4) 179,130 *
Russell R. Harris (4) (9) 161,692 *
Robert J. Finocchio, Jr. (4) (10) 115,000 *
Betsy Rafael (4) 60,000 *
Alicia J. Moore (4) 56,806 *
Michael T. Anderson (11) --  --  
All directors and Section 16 executive officers as a group (11 persons) (4) 3,739,493 8.3%

* Less than 1%.
(1) Affiliate of Enel S.p.A. The principal address is Viale Regina Margherita 137, Rome, Italy 00198.
(2) The number of shares beneficially owned is as reported in a Schedule 13G/A filed by Barbara S. Oshman with the SEC on March 10, 2015. Barbara S.

Oshman�s address is c/o 545 Middlefield Road, Suite 165, Menlo Park, California 94025. As of December 31, 2014 shares were held by the following trusts, of
which Barbara S. Oshman serves as sole trustee: (i) 2,461,400 by the M. Kenneth and Barbara S. Oshman Trusts dated July 10, 1979, and (ii) 52,393 by the
Peter Lawrence Oshman 2010 Trust.

(3) The number of shares beneficially owned is as reported in a Schedule 13G filed by Royce & Associates, LLC with the SEC on January 8, 2015. The address of
Royce & Associates, LLC is 745 Fifth Avenue, New York, NY 10151.

(4) Includes, for the applicable director or executive officer, the following shares exercisable within 60 days of March 26, 2015 upon the exercise of options,
performance shares and/or SARs, as shown in the table below. The number of shares issued upon the exercise of SARs will be reduced at the time of exercise
by (i) a number of shares sufficient to cover the grant price times the number of shares with respect to which the SAR is being exercised plus (ii) a number of
shares sufficient to cover the amount of certain minimum withholding taxes due at the time of exercise. The number of shares withheld to cover the grant price
and withholding taxes will be calculated based on the fair market value of our common stock on the date of exercise.

Name       Options      
Performance

Shares       SARs      
Armas Clifford Markkula, Jr. 50,000  �  �  
Ronald A. Sege 105,000  �  250,000  
Robert R. Maxfield 40,000  �  �  
Richard M. Moley 50,000  �  �  
Russell R. Harris 55,200  �  �  
Robert J. Finocchio, Jr. 50,000  �  �  
William R. Slakey 62,100  �  75,000  
Betsy Rafael 50,000  �  �  
Alicia J. Moore 45,000  �  �  
All directors and executive officers as a group 522,300  �  325,000  
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and 121,928 shares held by the Markkula Family Limited
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Partnership. Mr. Markkula and his spouse disclaim beneficial ownership of all but 27,500 of the shares held by the Markkula Family Limited Partnership.
(6) Includes 197,107 shares held by R. A. Sege & E. Sege Co-TTEE Ronald A. and Eugenia Sege TR U/T/A DTD 10/19/2010. See �Executive Compensation and

Related Matters�Compensation Discussion and Analysis,� ��Outstanding Equity Awards at 2014 Fiscal Year-End,� footnote (8), and ��Potential Payments
Upon Termination or Change in Control� for information regarding vesting criteria applicable to the outstanding shares held by Mr. Sege. Effective April 1,
2015, 62,500 unvested shares acquired by Mr. Sege in August 2010 pursuant to a restricted stock award agreement will be forfeited and automatically
transferred to and reacquired by the Company at no cost to the Company as required performance criteria were not satisfied to render such shares vested.

(7) Includes 373,983 shares held by Robert R. Maxfield, Trustee UA DTD 12/14/87.
(8) Includes 175,589 shares held by the Richard Michael Moley and Elizabeth Moley 1989 Revocable Trust dtd 9/29/89, as amended 8/23/02.
(9) Includes 86,492 shares held by The Harris living Trust dated March 22, 2004, and 20,000 shares held by The Russell R. Harris 2004 Children�s Trust dated

April 22, 2004. Mr. Harris served as Senior Vice President, Operations until his termination on March 16, 2015.
(10) Includes 65,000 shares held by the Robert J. and Susan H. Finocchio Family Trust dated January 9, 1990.
(11) Mr. Anderson served as Senior Vice President and General Manager � Grid Modernization until September 30, 2014.

EXECUTIVE COMPENSATION AND RELATED MATTERS

Compensation Discussion and Analysis

This section discusses the principles underlying our policies and our Compensation Committee�s decisions concerning the compensation of our executive officers and
the reasons those decisions were made.

Executive Summary

Pay for Performance

The cornerstone of our executive compensation program is pay for performance. Accordingly, while we pay competitive base salaries and other benefits, a significant
portion of the Named Executive Officers� compensation opportunity is based on variable pay.

In 2014, our Company responded to challenging and dynamic business and market conditions by implementing a fundamental change in Company organization
structure designed to bring more focus and accountability to distinct market opportunities in the respective Grid Modernization and the emerging Industrial Internet
of Things markets. Our goal was to streamline decision-making, create clearer accountability for short- and long-term results, and focus resources on the highest
priorities for our business.

Recognizing the continuing challenges facing our business and focusing on pay for performance within the revised structure, the Compensation Committee decided
not to make any adjustments to the base salaries of the Named Executive Officers for 2014. Reflecting its pay for performance emphasis, the Compensation
Committee approved a 2014 Bonus Plan to be funded by cash generated above the operating plan target and to pay out for achievement of specific business metrics,
in alignment with the Company�s business plan, for each of the Internet of Things, Grid Modernization and Shared Services groups. The metrics included specific
revenue, bookings, contribution margin and operating expense targets.
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The Plan as it applied to the Company�s Senior Vice President and General Manager, Grid Modernization, was tied to 33.3% to revenue targets, 33.3% to bookings
targets and 33.3% to contribution margin, in each case for the full year 2014.

The Plan as it applied to the Chief Executive Officer and Chief Financial Officer and certain other officers eligible to earn cash payouts was tied 33.3% to Internet of
Things revenue and contribution margin targets, 33.3% to Grid Modernization revenue, bookings and contribution margin targets; and 33.3% to Shared Expenses
targets.

Following the end of fiscal 2014, the Compensation Committee reviewed achievement against the 2014 Bonus Plan metrics, and determined that the specific business
metrics had not been met. Accordingly, no participant received any of the target annual cash incentive under the 2014 Bonus Plan.

The Compensation Committee also approved an equity participation incentive program for 2014 consisting of performance based RSUs. The grants of RSUs under
this program were divided and tied to specific performance criteria by each functional group across the Company, including the Internet of Things, Grid
Modernization, Finance, Human Resources, Information Technology, Legal, Marketing, and Operations. The performance RSUs granted to the Chief Executive
Officer and Chief Financial Officer and certain other officers would be earned based on: 33% for Grid Modernization performance criteria, 33% for Internet of
Things performance criteria, 17% for Finance/HR/IS/Legal performance criteria and 17% for Marketing performance criteria. The performance RSUs granted to the
Senior Vice President and General Manager, Grid Modernization, would be earned based on 100% for Grid Modernization performance criteria. Each grant included
an additional condition that the participant remain an employee through March 14, 2015 in order to vest. In this manner, the Compensation Committee intended to tie
performance rewards with Company goals, align objectives with creation of shareholder value, and retain talent.

Following the end of fiscal 2014, the Compensation Committee reviewed the performance criteria, and determined that out of the 953,300 RSUs granted under the
program, 419,100 were cancelled due to termination of employment, largely in conjunction with the sale of the Company�s Grid Modernization business. Of the
remaining 534,200 shares eligible for vesting, 280,950 shares were forfeited because the Company did not fully meet each element of the criteria for the Internet of
Things performance, 90,950 shares were forfeited because the Company did not fully meet each element of the criteria for the Grid Modernization performance, and
13,251 shares were forfeited because the Company did not fully meet each element of the criteria for the performance in Marketing. The performance criteria that
were met resulted in an aggregate of 149,049 earned performance RSUs that were eligible to vest, and did vest, on March 14, 2015. See �What Decision did the
Compensation Committee make with respect to long-term incentive compensation in 2014,� for a chart detailing the grants and vesting to the Named Executive
Officers under this equity incentive program.

Corporate Governance Best Practices

Our Company endeavors to maintain sound governance standards consistent with our executive compensation policies and practices. The Compensation Committee
evaluates our executive compensation program on an ongoing basis to ensure that it is consistent with our Company�s short-term and long-term goals, given the
dynamic nature of our business and the market in which we compete for executive talent. The following policies and practices were in effect during 2014:

� Independent Compensation Committee. The Compensation Committee is comprised solely of independent directors who have established effective
means for communicating with stockholders regarding their executive compensation ideas and concerns.
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� Independent Compensation Committee Advisors. The Compensation Committee engaged its own compensation consultant to assist with its 2014
compensation reviews. This consultant performed no consulting or other services for our Company.

� Annual Executive Compensation Review. The Compensation Committee conducted an annual review and approval of our compensation strategy,
including a review to ensure that our compensation-related risks are not reasonably likely to have a material adverse effect on our Company.

� Executive Compensation Policies and Practices. Our compensation philosophy and related corporate governance policies and practices are
complemented by several specific compensation practices that are designed to align our executive compensation with long-term stockholder
interests, including the following:

� Compensation At-Risk. Our executive compensation program is designed so that a significant portion of compensation is �at risk� based on
corporate performance, as well as equity-based to align the interests of our executive officers and stockholders;

� No Special Retirement Plans. We do not currently offer, nor do we have plans to provide, pension arrangements, retirement plans (other than
the broad-based Company-sponsored 401(k) plan) or nonqualified deferred compensation plans or arrangements to our executive officers;

� No Perquisites. We do not provide any perquisites or other personal benefits to our executive officers;

� No Tax Reimbursements. We do not provide any tax reimbursement payments (including �gross- ups�) on any perquisites or other personal
benefits, other than standard relocation benefits;

� No Special Health or Welfare Benefits. Our executive officers participate in broad-based Company-sponsored health and welfare benefits
programs on the same basis as our other full-time, salaried employees;

� �Double-Trigger� Change in Control Arrangements. All change in control payments and benefits are based on a �double-trigger� arrangement
(that is, they require both a change in control of our Company plus a qualifying termination of employment before payments and benefits are
paid);

� Performance-Based Incentives. We use performance-based short- and long-term incentives;

� Multi-Year Vesting Requirements. The new-hire and annual equity awards granted to our executive officers typically vest or are earned over
multi-year periods, consistent with current market practice and our retention objectives; and

� Hedging Prohibited. We prohibit our employees from hedging any securities of our Company.
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Results of Prior Stockholder Advisory Vote

At our 2014 Annual Meeting of Stockholders, our stockholders strongly approved the compensation of the Named Executive Officers, with 16,851,717 votes cast in
favor of our say-on-pay proposal and 1,261,278 votes cast against the proposal. As we evaluated our executive compensation program for 2014, we considered the
strong support our stockholders expressed in our approach to setting reasonable executive compensation that both retains and motivates the Named Executive
Officers and closely aligns their interests with those of our stockholders. Accordingly, our Board of Directors determined to retain the general philosophy and
structure of our executive compensation program for 2014.

Executive Compensation Questions and Answers

Q. What is our Company�s overall executive compensation philosophy?

A. Our executive compensation programs are designed to meet the following objectives:

� Attract and retain motivated and talented executives with a view to the competitive nature of the marketplace in Silicon Valley and
other areas in which we seek talent;

� Motivate our executives to perform to their best abilities through a compensation strategy that includes meaningful pay for performance;

� Position base salary, targeted variable compensation and equity compensation to the 50th to 75th percentile of competitive market
compensation (based on a comparison to similarly situated companies);

� Link executive compensation to our Company�s performance and the individual�s performance;

� Align the interests of our executives with those of our stockholders by (i) providing our executive officers with incentives to attain our
long-term goals, (ii) specifically linking our financial and operating results to compensation paid to our executive officers, and (iii) with
respect to long-term equity compensation, generally keeping within industry guidelines for dilution; and

� Provide a compensation structure that is not only competitive in our geographic and industry areas, but is internally equitable
and consistent based on level of responsibilities and performance.

These objectives fit within our overall compensation philosophy by providing incentive to our executive officers continuously to work to improve our performance,
as well as position our Company for long-term growth. Our compensation philosophy is also intended to enhance stockholder value, provide proper compliance with
regulatory and related requirements, and create a cohesive executive team.

To meet these objectives, we have designed an executive compensation program based on the following general policies:

�
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� Pay for variable compensation:

� through an annual bonus plan that is based upon our performance when compared to our annual financial and strategic objectives; and

� by providing significant long-term incentives in the form of equity awards, specifically in the form of options to purchase shares of
our common stock and/or performance shares awards covering shares of our common stock, to motivate and retain those individuals
with the leadership abilities necessary to increase long-term stockholder value, and to align behavior with stockholder interests.

Q.   Who are the Named Executive Officers?
A.         The Named Executive Officers include our principal executive officer, principal financial officer and the three other most highly-compensated executive
officers of our Company as follows:

 Title Name
 Chairman of the Board, Chief Executive Officer and President  Ronald A. Sege
 Executive Vice President and Chief Financial Officer  William R. Slakey
 Former Senior Vice President and General Manager � Grid Modernization  Michael T. Anderson (1)
 Senior Vice President, General Counsel and Secretary  Alicia J. Moore
 Former Senior Vice President of Operations  Russell R. Harris (2)

  (1) Mr. Anderson�s position was terminated without cause as a result of the sale of the Grid Modernization business.
  (2) Mr. Harris� employment with the Company terminated on March 16, 2015.

Q.        What is the role of the Compensation Committee of our Board of Directors?
A.         The Compensation Committee is responsible for ensuring compliance with our executive compensation objectives and policies. Accordingly, the
Compensation Committee reviews and approves our annual executive compensation arrangements, including approving specific performance objectives for the
annual management bonus plan. These arrangements include, among other items, annual base salary, an annual incentive bonus opportunity, long-term incentive
compensation in the form of equity awards, and certain other benefits. In performing these duties, the Compensation Committee is assisted by our Human Resources
Department and receives input from our executive management, particularly our Chief Executive Officer, Chief Financial Officer and Senior Vice President and
General Counsel, as well as independent compensation consultants.

Management provides the Compensation Committee with information about our Company and individual executive performance, market data, and management�s
perspective and recommendations on compensation matters. The Compensation Committee is authorized to obtain the assistance of compensation and legal
consultants at any time, and may also rely on consultants retained by our Company. In 2014, we retained the services of Compensia, a management compensation
consulting firm that provides executive compensation advisory services, to provide input regarding executive compensation, including base salary, annual bonuses,
long-term incentive compensation and other benefits or compensation.

The Compensation Committee approves and interprets our executive compensation and benefits plans and policies, including our stockholder-approved 1997 Stock
Plan. The Compensation Committee is appointed by our Board of Directors, and consists entirely of directors who are independent for purposes of
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the listing standards of the NASDAQ Stock Market, �outside directors� for purposes of Section 162(m) of the Code, and �non-employee directors� for purposes of
Rule 16b-3 of the Securities Exchange Act of 1934, as amended. The Compensation Committee regularly meets in executive session without management present.

Q.        What is the role of our Chief Executive Officer in compensation decisions?
A.         Our Chief Executive Officer sets individual performance objectives, in line with the corporate objectives, for each executive officer (other than himself) at
the beginning of the calendar year and reviews the performance of our executive officers during the year as well as during an annual review process following the end
of the calendar year. He then presents his findings to the Compensation Committee, together with recommendations for their compensation arrangements. In 2014,
our Chief Executive Officer also obtained input about comparative salary data within comparator technology companies from Compensia.

In 2014, we implemented an employee performance management feedback program under which employees, including each of our executive officers, is asked to
establish specific, measurable performance objectives that are consistent with our overall business objectives. Our executive officers� objectives are approved by our
Chief Executive Officer who evaluates each executive officer periodically against those objectives. In evaluating each executive officer, it is the view of our Chief
Executive Officer and the Compensation Committee that he or she is expected to perform at a very high level and to also function as an integral part of a cohesive
team. The goals of the performance management feedback program are to provide objective criteria against which to evaluate the performance of our executive
officers and support a �pay for performance� culture.

The Compensation Committee considers these findings and recommendations, but makes its own final determinations. This review process is generally conducted in
advance of annual base salary adjustments, if any, the adoption of the annual management bonus program for the year, and the grant of annual equity awards.

The Compensation Committee alone or in consultation with our full Board of Directors (other than our Chief Executive Officer) reviews the performance of our
Chief Executive Officer. As with the other executive officers, our Chief Executive Officer is expected to perform at a very high level.

Q:        What is the role of compensation consultants and competitive positioning in determining executive compensation?
A.         In 2013, we engaged Compensia to provide input on a broad range of executive matters, including base salary, annual cash bonuses, long-term incentive
compensation, and post-employment compensation practices. Specifically, in 2013 Compensia provided information on annual incentive compensation plan design
and post-employment compensation practices. In 2014, we received data from Compensia relating to base salary against comparative technology companies.

The Compensation Committee uses compensation surveys and publicly-available data, as well as advice from our independent advisors. In addition, although we did
not conduct a competitive market analysis for purposes of establishing executive compensation levels in 2014, the Compensation Committee did consider and rely on
the data previously collected and analyzed as part of its compensation-setting process. In 2014, the Compensation Committee used compensation data drawn from
peer companies, including the following, as a reference in making its executive compensation decisions:
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Bigband Networks, Inc. Falconstor Software, Inc. Radisys Corporation

Blue Coat Systems, Inc. Globecomm Systems Inc. Silver Spring Networks, Inc.

DDi Corp Infinera Corporation Sonus Networks, Inc.

Demandtec, Inc. Internap Network Services Corporation Tessera Technologies, Inc.

Digi International Inc. Maxwell Technologies Inc. TiVo Inc.

Emulex Corporation OPNET Technologies, Inc. Zygo Corporation

Extreme Networks, Inc. Powersecure International, Inc.
This compensation peer group was the same group of peer companies that were selected and used for purposes of evaluating the competitive market in 2013. The
Compensation Committee considered and discussed a number of factors, including the dynamics both in the Company�s current and proposed positioning and focus,
as well as the broad nature of the Internet of Things market, and the wide variety in size and scope of companies focusing on that market; and the Compensation
Committee determined that the size and composition of the existing peer group provided the appropriate benchmarking in 2014.

Q.        What are the elements of our Company�s executive compensation program?

A.        Our executive officers� compensation has three primary components:

            �        Base salary;

            �        Annual cash bonus opportunities through our annual management bonus plan; and

            �        Long-term incentive compensation in the form of annual equity awards.

In addition, we provide our executive officers with 401(k), vacation, health and welfare benefits that are available to all salaried employees in the geographical
location in which they are based. We do not provide pension arrangements, deferred compensation or other similar benefits to our current executive officers.

We believe that this combination of elements provides an appropriate mix of fixed and variable pay, balances short- term operational performance with long-term
stockholder value, and is conducive to executive recruitment and retention.

Q.        When are decisions concerning executive compensation made?

A.        Typically, the Compensation Committee makes its decisions concerning base salaries and target annual cash bonus opportunities of our executive officers
early in the year, as was the case in 2014. Decisions regarding executive compensation may also be made at other times of the year.

Our equity compensation grant guidelines, which are described below, call for annual equity awards to be made effective on the date of our Annual Meeting of
Stockholders, or such other date as is selected by the Compensation Committee. Although our most recent Annual Meeting of Stockholders was held on May 20,
2014, because we were determined to revise the design of our equity awards plan to include specific performance criteria to support corporate goals, and consistent
with the equity grant date the prior year, the equity awards granted to our executive officers, including the Named Executive Officers, were made on June 10, 2014.
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Q: How are individual performance and other factors taken into consideration when making executive compensation decisions?
A:         As noted above, the Compensation Committee relies on input from our Chief Executive Officer to evaluate the performance of our executive officers. For
example, our Chief Executive Officer meets frequently with each of our executive officers, enabling him to develop in-depth knowledge of each executive officer�s
performance. In addition, in 2014 we continued the implementation of our employee performance management feedback program described above. Under this
program, each executive officer�s objectives reflected the applicable department�s overall objectives and were approved by our Chief Executive Officer. Our Chief
Executive Officer and each executive officer are expected to periodically evaluate the executive officer�s performance against those objectives. The Chief Executive
Officer then reviews the strengths, accomplishments and areas for growth of each executive with the Compensation Committee.

Q:        How are base salaries determined?
A:         Base salary is used in our executive compensation program as a means to attract and retain qualified executives, and to be competitive in our geographic
region and industry sector. The Compensation Committee sets the base salaries of our executive officers, including the Named Executive Officers, to compensate
them for services rendered during the year, and to meet competitive norms and reward performance on an annual basis. As described above, the Compensation
Committee used competitive market data as a reference source when making compensation decisions to keep our base salaries competitive with the market. In
addition, when considering base salary adjustments, the Compensation Committee also considers each executive officer�s current performance, expected future
contributions, and internal equity.

For 2014, the Compensation Committee, in recognition of the continuing challenges facing our business and industry sector, decided not to make any adjustments to
the base salaries of the Named Executive Officers.

The following table sets forth the annual base salaries of the Named Executive Officers for 2014:

 Named Executive Officer Title     2014 Salary    
 Ronald A. Sege Chairman of the Board, Chief Executive Officer and President  $     400,000  
 William R. Slakey Executive Vice President and Chief Financial Officer  $ 312,000  
 Michael T. Anderson Former Senior Vice President and General Manager � Grid Modernization  $ 325,000  
 Alicia J. Moore Senior Vice President, General Counsel and Secretary  $ 305,000  
 Russell R. Harris Former Senior Vice President of Operations  $ 345,000  
In the case of Mr. Anderson, who is a resident of Washington state, we reimbursed him for the California state income taxes payable on his base salary. We
continued this practice in 2014.

Q:        What determinations were made for the Bonus Plan in 2014?
A:         2014 Bonus Plan. For 2014, we determined that the key imperatives for our Company continue to be to increase revenues, move towards profitability,
control spending and conserve cash. Consequently, the Compensation Committee approved a management bonus plan for 2014 that would be tied to, and reward,
achieving targets for revenue generation, gross margins and non-GAAP operating income or loss (NGOI), as well as reducing expenses in accordance with our 2014
operating plan. For purposes of the 2014 Bonus Plan, NGOI was calculated as our Company�s actual net operating income or loss for full year
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2014, adjusted to remove stock-based compensation charges and charges related to the sale of the Grid Modernization portion of the business.

In February 2014, the Compensation Committee approved a management bonus plan for 2014 (the �2014 Bonus Plan�) pursuant to which our executive officers,
including the Named Executive Officers, were eligible to earn cash payments contingent upon the achievement of specified target levels for a series of specific
performance objectives.

The key features of the 2014 Bonus Plan were as follows:

For the Named Executive Officers, including our Chief Executive Officer, the 2014 Bonus Plan was directly linked to the revenue, contribution margin, bookings,
and expense targets of our two divisions; and each participant�s target bonus opportunity plan was based on the achievement of specific performance objectives.

� Funding for the 2014 Bonus Plan was based on cash generated by exceeding the 2014 operating plan cash balance, so the 2014 Bonus Plan
would pay out fully only after we achieved the cash balance defined by our 2014 annual operating plan.

� For our Chief Executive Officer, Ms. Moore, and Messrs. Slakey and Harris, 33.3% of their target bonus opportunity was tied to Internet of
Things revenue and contribution margin targets, 33.3% to Grid Modernization revenue, bookings and contribution margin targets, and
33.3% to Shared Expenses targets.

� For Mr. Anderson, our former Senior Vice President and General Manager, Grid Modernization, 33.3% of his target bonus opportunity
was tied to revenue targets, 33.3% to bookings targets, and 33.3% to contribution margin targets for the Grid Modernization business.

Under the 2014 Bonus Plan, the total management bonus payout for our executive officers that could be earned was limited to a total of 200% of the target bonus
achievement except in Mr. Sege�s case which was limited to a total of 150% of the target bonus per his employment agreement.

Target Bonus Opportunities. The 2014 target bonus opportunity for each of the Named Executive Officers was not changed from 2013, when bonus targets were set
relative to each such executive officer�s total compensation and internal equity. The 2014 Bonus Plan design funded payouts from cash generated above the year-end
target set by the 2014 operating plan in place at the beginning of the year. Specific performance metrics for the participants varied by function and role, and included
specific criteria from elements such as total revenue, revenue by focus area, bookings, NGOI, and cash reserve conservation.

Actual Bonus Decisions. At the end of 2014, our Company did not satisfy the target levels for the performance measures in 2014. Our revenue, bookings, and
contribution were below 2014 Bonus Plan in the Grid Modernization business prior to its sale; revenue and contribution margin for the Internet of Things segment of
the business also missed achieving the targets. The expense reductions in the shared services component of the plan fell just short of objectives. As a result, our
Compensation Committee determined that no cash bonus would be paid out under the plan formula.

-30-

Edgar Filing: MainStay DefinedTerm Municipal Opportunities Fund - Form N-CSRS

Table of Contents 36



Table of Contents

The bonuses paid to the Named Executive Officers under the 2014 Bonus Plan were as follows:

Named Executive Officer Title

2014 Total
Bonus Amount
at 100% of
Target

2014 Total
Bonus

Amount Paid
Ronald A. Sege Chairman of the Board, Chief Executive Officer and President     $ 400,000      $     0    
William R. Slakey Executive Vice President and Chief Financial Officer     $ 124,800      $     0    
Michael T. Anderson Former Senior Vice President and General Manager � Grid Modernization     $ 150,000      $     0    
Alicia J. Moore Senior Vice President, General Counsel and Secretary     $ 95,000      $     0    
Russell R. Harris Former Senior Vice President of Operations     $ 54,500      $     0    
Q:        What is the basis for equity awards?

A:        Equity awards are made under our 1997 Stock Plan, which was last approved by our stockholders at our 2013 annual meeting. Our 1997 Stock Plan provides
for the grant of the following types of incentive awards:

            �        Stock options;

            �        Stock purchase rights;

            �        Stock appreciation rights (SARs);

            �        Restricted Stock Units (RSUs);

            �        Performance units and performance shares; and

            �        Restricted stock.

As of March 26, 2015, a total of 9,125,955 shares of our common stock were reserved for issuance under our 1997 Stock Plan, with 2,959,827 of such shares subject
to outstanding awards and 6,166,128 of such shares remaining available for new awards to be granted in the future.

Q.        What forms of equity awards may our Company grant each year?

A.        The Compensation Committee regularly monitors equity compensation practices based upon data from Compensia and compensation surveys and makes
changes to our equity compensation program to help us meet our goals, including achieving long-term stockholder value and employee and executive retention. We
use various equity vehicles to motivate, retain and reward long-term performance. Typically, we have granted stock options, performance shares awards, SARs, and
restricted stock awards, each of which carries a time-based vesting requirement.

Each year, the Compensation Committee approves an equity award for our executive officers, including the Named Executive Officers, under our 1997 Stock Plan.
The Compensation Committee intends that equity awards granted under our 1997 Stock Plan provide an appropriate incentive for our executive officers to remain
with our Company and continue to perform well.
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Q:         What decisions did the Compensation Committee make with respect to long-term incentive compensation in 2014?

A:         In 2014, the Compensation Committee granted equity awards to the Named Executive Officers consisting of performance-based restricted stock units (�RSUs�)
covering shares of our common stock. These RSUs were designed to motivate strong future performance by our executive officers, since the value of the award
increases if and as our common stock value appreciates. These awards, which were conditioned on achievement of specific performance criteria and further subject to
time-based vesting, were granted to meet our retention objectives for each executive officer.

In determining the amount of the 2014 equity awards for each of the Named Executive Officers, including our Chief Executive Officer, the Compensation Committee
reviewed our most recent executive compensation analysis, as well as the current value of each executive officer�s outstanding and unvested equity awards, and a
target multiplier of the executive officer�s target annual cash compensation. In determining the amount of the 2014 equity awards for the Named Executive Officers,
the Compensation Committee also sought to reward and retain our most valuable contributors and reinforce our pay- for-performance culture. In addition, the
Compensation Committee reviewed the individual performance of each Named Executive Officer (other than our Chief Executive Officer) after receiving input from
our Chief Executive Officer and based the amount of his or her award on this assessment as well as the individual�s perceived criticality to our Company. The
Compensation Committee reviewed the individual performance of our Chief Executive Officer, following input on his performance from the full Board of Directors
(excluding our Chief Executive Officer).

The following equity awards were granted to the Named Executive Officers in June 2014 as part of the Company�s annual grant program:

Performance-based RSUs
 Name             Granted            Earned and Vested (1)             Cancelled (2)            
 Ronald A. Sege 100,000        28,333        71,667
 William R. Slakey 55,000        15,583        39,417
 Michael T. Anderson 30,000        --        30,000
 Alicia J. Moore 30,000        8,500        21,500
 Russell R. Harris 30,000        8,500        21,500

(1) Represents the number of shares earned and vested effective March 14, 2015.
(2) Represents the number of shares cancelled and forfeited because the Company did not fully meet each element of the criteria for the Grid Modernization,

Internet of Things and Marketing organizations.
In addition, in March 2014, Messrs. Anderson and Harris were awarded time-based RSUs for 45,000 shares and 25,000 shares, respectively, as retention awards.

Q:        How does our Company determine grant dates for equity awards?

A:        In May 2014, our Board of Directors and the Compensation Committee approved equity compensation grant guidelines regarding the timing of granting
equity awards to our employees, including our executive officers.

The equity compensation grant guidelines provide that awards will generally be granted on the 10th day of the calendar month (or the next business day, if the 10th
day is not a business day). The grant date of the award is also the date that the exercise price (determined as the closing price for our common stock on the NASDAQ
Stock Market) and vesting date(s) are set. Awards may be approved in advance of the grant date

-32-

Edgar Filing: MainStay DefinedTerm Municipal Opportunities Fund - Form N-CSRS

Table of Contents 38



Table of Contents

for that month. Generally, award approvals by the Compensation Committee will be made at an in-person or telephonic committee meeting. If an award is approved
by unanimous written consent, the effective date of such written consent will be the date the last signature is obtained.

The guidelines apply to awards for both new and existing employees, including executive officers. The grant date for new employees will generally be the 10th day of
the month following the date the award is approved, provided that the grant date cannot be prior to the employee�s first day of employment. The guidelines provide
that, in the case of the annual equity award to all or any subset of existing employees, the grant date will be the date of our Annual Meeting of Stockholders for such
year, or such other date as determined by the Compensation Committee. In the case of awards to our executive officers (including the annual award), if our
Company�s �insider trading window� is not then open, the grant date shall be the day the insider trading window next opens.

The Compensation Committee has not granted, nor does it intend to grant in the future, equity awards in anticipation of the release of material nonpublic information
that is likely to result in changes to the price of our common stock, such as a significant positive or negative earnings announcement. Similarly, the Compensation
Committee has not timed, nor does it intend to time in the future, the release of material nonpublic information based on equity award grant dates.

Q: How was the compensation for our Company�s Chief Executive Officer and other Named Executive Officers determined?
A:        In February and May 2014, the Compensation Committee reviewed Mr. Sege�s compensation, which was initially set by the employment agreement between
him and our Company. The employment agreement had provided for Mr. Sege�s compensation for 2010 and 2011 to be $400,000 in base salary and $400,000 in
target bonus opportunity (prorated, in the case of 2010, for the period of time during which Mr. Sege was an employee of our Company), with the bonus to be tied to
performance criteria to be established by the Compensation Committee.

The Compensation Committee determined that Mr. Sege had performed well in 2014, he was initiating necessary actions with respect to our Company�s business, and
adverse market conditions were not within our control. Given the continued challenging market environment for our Company, the Compensation Committee
determined not to make any changes to the level of Mr. Sege�s compensation in 2014, and determined that the performance criteria applicable to Mr. Sege�s 2014
target bonus opportunity should be identical to the performance criteria applicable to the other Named Executive Officers, excluding Mr. Anderson, whose criteria
were limited to the Grid Modernization objectives only. The performance criteria, which are described in more detail above, were intended to drive revenue, increase
the contribution margins, and control spending. Mr. Sege�s potential 2014 bonus was capped at 150% of his target bonus opportunity, as stipulated in Mr. Sege�s
employment agreement.

In February and May 2014, the Compensation Committee also reviewed the accomplishments, strengths and areas for growth or improvement for each of Messrs.
Slakey, Anderson, and Harris and Ms. Moore, and determined that each of these Named Executive Officers was performing well. As with Mr. Sege, given the
continued challenging market environment for our Company�s products, the Compensation Committee determined not to make any changes to the level of
compensation in 2014 for the Named Executive Officers.
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Q: Does our Company maintain stock ownership guidelines for its directors and executive officers?
A:     Our Board of Directors adopted stock ownership guidelines applicable to our executive officers and non-employee directors that provide that non-employee
directors who are not also executive officers of our Company are expected to own and hold shares of common stock of our Company with a minimum of value of
$100,000. In addition, the following guidelines apply to our executive officers:

Position Minimum Ownership Guideline
Chief Executive Officer Shares with a value equal to five times base salary
President, Chief Operating Officer, Chief Financial Officer Shares with a value equal to three times base salary
Senior Vice President Lesser of 20,000 shares or shares with a value equal to one times base salary
The shares of our common stock that count towards satisfying the guidelines include:

� Shares owned outright by the director or executive officer and his or her immediate family members who share the same
household, whether held individually or jointly, and shares held in trust where the director or executive officer is the beneficial
owner;

� Shares owned outright and resulting from the exercise of stock options or SARs and the release of performance shares; and

� Shares purchased in the open market.
Under current guidelines, our executive officers and non-employee directors are expected to achieve the above specified stock ownership level within five years after
the August 2007 adoption date of the guidelines, in the case of individuals who were executive officers or non-employee directors as of that date, or five years after
the date of their appointment as a director or executive officer, in the case of new appointments. The Compensation Committee resolved to reevaluate the guidelines
in 2015 in light of the divestiture of the Grid Modernization business and volatility of the Company�s stock. Three of five non-employee directors, and one of five
Named Executive Officers exceed these stock ownership guidelines. Of the Named Executive Officers who currently do not own stock in the amounts set forth in the
guidelines, one, Mr. Anderson, is no longer an employee and three have not exhausted the time period within which to comply with the guidelines.

Q: Does our Company offer other benefits and programs to our executive officers?
A:     We offer a number of other benefits to our employees, including our executive officers, including vacation, medical, dental and vision insurance, long-term and
short-term disability insurance, life and accidental death and dismemberment insurance, health and dependent care flexible spending accounts, wellness programs,
educational assistance, and employee assistance programs. We also maintain a tax-qualified 401(k) Plan, which provides for broad-based employee participation. Our
Company does not offer matching for 401(k) Plan contributions, nor does our Company offer a pension program, except as mandated by local laws.

We believe that the availability of these benefits programs generally enhances employee productivity and loyalty to our Company. The main objectives of our
benefits programs are to give our employees access to quality healthcare, financial protection from unforeseen events, assistance in achieving retirement financial
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goals, and enhanced health and productivity. These generally available benefits typically do not specifically factor into decisions regarding an individual executive�s
total compensation or equity award package.

Q: Does our Company provide perquisites or other personal benefits?
A:     Currently, we do not view perquisites or other personal benefits as a significant component of our executive compensation program. Accordingly, we do not
provide perquisites to our executive officers, except in limited situations where we believe it is appropriate to assist an individual in the performance of his or her
duties, to make our executive officers more efficient and effective, and for recruitment and retention purposes.

In the future, we may provide perquisites or other personal benefits in limited circumstances, such as where we believe it is appropriate to assist an individual
executive officer in the performance of his or her duties, to make our executive officers more efficient and effective, and for recruitment, motivation, or retention
purposes. All future practices with respect to perquisites or other personal benefits will be approved and subject to periodic review by the Compensation Committee.

Q: Does our Company maintain any employment arrangements with our Named Executive Officers?
A:     Chief Executive Officer. Effective August 19, 2010, Mr. Sege entered into an employment agreement with our Company. The compensation payable to
Mr. Sege under the employment agreement is described above, and his post- employment compensation arrangements are described in the following section. If we
either terminate Mr. Sege�s employment for any reason other than �cause� or Mr. Sege resigns for �good reason� (either event being an �Involuntary Termination�), then
subject to his execution of a release of claims in favor of our Company which subsequently becomes effective, he will be entitled to receive: (a) a lump sum payment
equal to the sum of 12 months of his then-current base salary plus an amount equal to the pro-rata portion of his then-current target bonus; (b) up to 18 months of
COBRA reimbursement; and (c) 12 months vesting acceleration of his then outstanding and unvested equity awards other than any performance-based restricted
stock award. Under Mr. Sege�s employment agreement, in the event our Company experiences a change in control and he is subject to an Involuntary Termination
(not for cause) during the three month period prior to the change in control or following the change in control, then subject to his execution of a release of claims in
favor of our Company that subsequently becomes effective, he would be entitled to receive: (x) a lump sum payment equal to 18 months of his base salary and target
annual bonus (based on the average annual bonus paid over the last two years or the current target annual bonus, whichever is higher); (y) up to 18 months of
COBRA reimbursement; and (z) 100% vesting acceleration of outstanding and unvested equity awards (including at the target levels for any outstanding and
unvested performance-based awards).

Chief Financial Officer. We entered into a letter agreement with Mr. Slakey with respect to his appointment as Executive Vice President and Chief Financial
Officer, which became effective on November 7, 2011. The compensation payable to Mr. Slakey under this letter agreement is described in the �Executive
Compensation and Related Matters� section of this Proxy Statement. Mr. Slakey is also eligible for the change in control payments and benefits described below.

Other Named Executive Officers. On August 7, 2013, the Compensation Committee approved our Company entering into individual severance agreements with
certain individuals reporting to our Chief Executive Officer with operational responsibility over particular critical functions including the other Named Executive
Officers. Pursuant to this authorization, our Company entered into agreements with the following individuals:
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  Name Title
  William R. Slakey  Executive Vice President and Chief Financial Officer
  Michael T. Anderson  Former Senior Vice President and General Manager � Grid  Modernization
  Alicia J. Moore  Senior Vice President, General Counsel and Secretary
  Russell R. Harris  Former Senior Vice President of Operations
Each of these agreements has a term of four years, which renew automatically for additional two year periods, and provide severance benefits for nine months in the
event of non-fault involuntary terminations, or 12 months in the event of a change in control of our Company, respectively, in either case conditioned upon execution
of a release and continued compliance with our Company�s proprietary information agreement. The severance benefits include payment of base salary and an amount
equal to twice the monthly COBRA premium that would be required to continue group health, dental and vision coverage. None of the other Named Executive
Officers is a party to any other employment or comparable agreement.

Q: Does our Company provide any of its Named Executive Officers with change in control benefits?
A:     In June 2008, our Board of Directors approved modifications to the forms of equity award agreements under our 1997 Stock Plan. Under these modifications, if
within 12 months following a change in control of our Company, an employee of our Company or our subsidiaries at the level of Vice President and above is subject
to an involuntary (not for cause) termination within the meaning of our 1997 Stock Plan, then certain equity awards of that employee would become fully vested. Our
Board of Directors made this decision to reflect common practice among comparable situated companies in the Silicon Valley, following a review of such practices
and input from our Company�s outside counsel.

Q: What is the tax and accounting treatment of our executive compensation?

A:    Section 162(m)
Section 162(m) of the Code generally disallows a tax deduction to a public corporation for compensation in excess of $1 million paid for any fiscal year to its chief
executive officer or any of the three other most highly compensated executive officers (other than its chief financial officer). Compensation that qualifies as
�performance-based compensation� is not subject to this deduction limit if certain requirements are met. Our 1997 Stock Plan has been structured to permit our
Company to pay compensation in excess of $1 million per year to our executive officers without compromising the deductibility of such compensation under
Section 162(m). However, the Compensation Committee retains the flexibility to pay compensation to senior executives based on other considerations if it believes
that doing so is in the stockholders� interests. Our Company does not guarantee that compensation intended to qualify as performance-based compensation under
Section 162(m) so qualifies. Tax deductibility of executive compensation is one of the many factors the Compensation Committee considers in setting executive
compensation each year. From time to time, the Compensation Committee may, in its judgment, approve compensation for our executive officers that does not
comply with an exemption from the deductibility limit when it believes that such compensation is in the best interests of our Company and our stockholders.

Section 409A

Section 409A of the Code imposes a penalty tax on �nonqualified deferred compensation� that fails to satisfy the requirements of the statute with respect to the timing
of deferral elections, timing of payments and
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certain other matters. Accordingly, as a general matter, our Company attempts to structure its compensation and benefits plans and arrangements for all of our
employees, including the Named Executive Officers, so that they are either exempt from, or satisfy the requirements of, Section 409A. Our Company does not
guarantee that its benefits plans and arrangements all satisfy the requirements of Section 409A.

Accounting Treatment

We account for stock-based compensation in accordance with the requirements of ASC 718. We also take into consideration ASC 718 and other generally accepted
accounting principles in determining changes to policies and practices for our stock-based compensation programs.

Compensation Committee Report

The information contained in this report shall not be deemed to be �soliciting material� or �filed� with the SEC or subject to the liabilities of Section 18 of the
Securities Exchange Act of 1934, as amended, except to the extent that Echelon specifically incorporates it by reference into a document filed under the Securities
Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended.

The Compensation Committee has reviewed and discussed with management the Compensation Discussion and Analysis for fiscal 2014. Based on the review and
discussions, the Compensation Committee recommended to our Board of Directors that the Compensation Discussion and Analysis be included in Echelon�s Proxy
Statement for its 2015 Annual Meeting of Stockholders.

This report is submitted by the Compensation Committee of the Board of Directors of Echelon.

Compensation Committee

Betsy Rafael, Chairperson
Armas Clifford Markkula, Jr.
Richard M. Moley
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Summary Compensation Table

The following table shows compensation information for the fiscal years ended December 31, 2014, December 31, 2013 and December 31, 2012 for the Named
Executive Officers.

Name and Principal Position   Year  
Salary

        ($)        
Bonus

        ($)        

Stock
Awards

        ($) (1)        

Option
Grants

        ($) (1)        

Non-Equity
Incentive Plan

    Compensation    
        ($)        

All Other
    Compensation    

        ($)        
Total

        ($)        
Ronald A. Sege (2) 2014 400,000  �  246,000      �    �      �  646,000    
Chairman of the Board, Chief 2013 400,000  �  71,100      170,517    323,006      �  964,623    
Executive Officer and President 2012 400,000  �  118,875      278,235    �      �  797,110    
William R. Slakey (3) 2014 312,000  �  135,300      �    �      �  447,300    
Executive Vice President and 2013 312,000  �  49,770      119,362    100,778      �  581,910    
Chief Financial Officer 2012 312,000  �  65,144      152,473    �      �  529,617    
Michael T. Anderson (4) 2014 243,750  100,000 (5)  220,050      �    �      285,971 (6)    849,771    
Former Senior Vice President 2013 325,000  �  52,140      125,046    42,013      6,653 (7) 550,852    
and General Manager, Grid
Modernization

2012 325,000  �  77,031      180,296    �      6,534 (8) 588,861    

Russell R. Harris (9) 2014 345,000  �  155,050      �    �      �  500,050    
Former Senior Vice 2013 345,000  �  45,030      107,994    44,010      �  542,034    
President, Operations 2012 345,000  �  57,377      134,295    �          850 (10) 537,522    
Alicia J. Moore (11) 2014 305,000  65,000 (5)  73,800      �    �      �  443,800    
Senior Vice President, 2013 139,792  �  100,800      242,649    �      �  483,241    
General Counsel and Secretary 2012 �  �  �      �    �      �  �    

(1) Amounts shown do not reflect compensation actually received by the Named Executive Officers. Instead, the amounts shown are the grant date fair value of the
stock awards (disregarding an estimate of forfeitures) as determined in accordance with FASB ASC Topic 718, which were recognized for financial statement
purposes. The assumptions used in the valuation of these awards are set forth in the notes to our consolidated financial statements, which are included in our
Annual Report on Form 10-K for the year ended December 31, 2014, filed with the SEC on March 12, 2015. These amounts do not correspond to the actual
values that will be recognized by the Named Executive Officers.

(2) Mr. Sege has served as President and Chief Executive Officer of Echelon (the �Principal Executive Officer� or �PEO�) and Chairman of the Board since August 19,
2010. See �Executive Compensation and Related Matters�Compensation Discussion and Analysis� and ��Potential Payments Upon Termination or Change in
Control� for a description of the material terms of Mr. Sege�s employment agreement.

(3) Mr. Slakey has served as Executive Vice President and Chief Financial Officer of Echelon since November 7, 2011.
(4) Mr. Anderson served as Senior Vice President and General Manager � Grid Modernization until September 30, 2014.
(5) The Compensation Committee approved certain cash bonus awards to Mr. Anderson and Ms. Moore, respectively in recognition of their particular contributions

in closing the divestiture of the Grid Modernization business and acquisition of Lumewave.
(6) Represents (i) $4,266 in grossed-up reimbursement in 2014 for California income taxes paid by Mr. Anderson in 2013 and (ii) a $243,750 severance payment

and $37,955 in COBRA payments following Mr. Anderson�s termination of employment, of which $93,902 was paid in 2014 and $187,803 will be paid in 2015
pursuant to the terms of the severance agreement.

(7) Represents grossed-up reimbursement in 2013 for California income taxes paid by Mr. Anderson in 2012.
(8) Represents grossed-up reimbursement in 2012 for California income taxes paid by Mr. Anderson in 2011.
(9) Mr. Harris served as Senior Vice President, Operations until March 16, 2015.
(10) Represents length of service award payment.
(11) Ms. Moore has served as Senior Vice President, General Counsel and Secretary since July 15, 2013.
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Grants of Plan-Based Awards in 2014

The following table presents information concerning each grant of an award made to a Named Executive Officer in fiscal 2014 under any plan. All equity awards
were granted under our 1997 Stock Plan.

Estimated Future Payouts
Under Non-Equity Incentive

Plan Awards

All Other
Stock

Awards:
Number of
Shares of
Stock or

    Units (#)    

All Other
Option
Awards:
Number of
Securities
Underlying
  Options (#)  

Exercise or
Base Price
of Option
Awards

    ($/Sh)    

Closing
Price on
Grant
Date

  ($/Sh)  

Grant
Date Fair
Value of
Stock and
Option
Awards
  ($)(1)  Name

Grant
Date

Approval
Date

Threshold
($)

Target
($)

  Maximum  
($)

Ronald A. Sege 02/03/2014 02/03/2014 � 400,000    600,000    �       � � �    �  
06/10/2014 05/21/2014 � �    �      100,000 (2)  � � 2.46    246,000  

William R. Slakey 02/03/2014 02/03/2014 � 124,800    249,600    �       � � �    �  
06/10/2014 05/21/2014 � �    �      55,000 (2)  � � 2.46    135,300  

Michael T.
Anderson 02/03/2014 02/03/2014 � 150,000    300,000    �       � � �    �  

03/10/2014 03/10/2014 � �    �      45,000 (3)  � � 3.25    146,250  
06/10/2014 05/21/2014 � �    �      30,000 (2)  � � 2.46    73,800  

Russell R. Harris 02/03/2014 02/03/2014 � 54,500    109,000    �       � � �    �  
03/10/2014 03/10/2014 � �    �      25,000 (4)  � � 3.25    81,250  
06/10/2014 05/21/2014 � �    �      30,000 (2)  � � 2.46    73,800  

Alicia J. Moore 02/03/2014 02/03/2014 � 95,000    190,000    �       � � �    �  
06/10/2014 05/21/2014 � �    �      30,000 (2)  � � 2.46    73,800  

(1) The amount shown reflects the grant date fair value of each equity award computed in accordance with FASB ASC Topic 718 (disregarding an estimate of
forfeitures). The assumptions used in the valuation of these awards are set forth in the notes to our consolidated financial statements, which are included in our
Annual Report on Form 10-K for the year ended December 31, 2014, filed with the SEC on March 12, 2015. These amounts do not correspond to the actual value
that will be recognized by the Named Executive Officers upon exercise or sale of such award.

(2) The amount shown reflects a performance share grant, which vests as to 100% of such shares on March 14, 2015 subject to the satisfaction of certain performance
criteria.

(3) The amount shown reflects a performance share grant, which was to vest as to 100% of such shares on March 10, 2015. Mr. Anderson�s employment with our
Company terminated on September 30, 2014 and he did not vest in any of the shares.

(4) The amount shown reflects a performance share grant, which vested as to 100% of such shares on March 10, 2015.
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Outstanding Equity Awards at 2014 Fiscal Year-End

The table below shows all outstanding equity awards held by the Named Executive Officers at the end of our fiscal year ended December 31, 2014. All awards were
granted under our 1997 Stock Plan.

Option Awards Stock Awards

Equity
Incentive Plan

Awards:
Number of
Securities
Underlying
Unexercised
Unearned
Options

        (#)        

Option
Exercise
Price

        ($)        

Option
Expiration

        Date        

Number of
Shares or Units
of Stock That
Have Not
Vested

        (#)        

Market Value
of Shares

or
Units of Stock
That Have Not

Vested
        ($)
(22)    

Equity Incentive
Plan Awards:
Number of
Unearned

Shares, Units
or

Other Rights
That Have Not

Vested
        (#)        

Equity Incentive
Plan

Awards:
Market or
Payout
Value of
Unearned
Shares,
Units or
Other
Rights

That Have
Not

Vested
        ($) (22)        

Number of Securities
Underlying Unexercised

Options
(#)

Name   Grant Date    Exercisable    Unexercisable  
Ronald A. Sege 8/19/2010 250,000 (1) �      � 7.46      8/19/2017 �           �  �            �    

6/11/2012 75,000 (2) 75,000 (2) � 3.17      6/11/2022 �           �  �            �    
6/10/2013 30,000 (3) 90,000 (3) � 2.37      6/10/2023 �           �  �            �    
8/10/2011 �      �       � �      � 25,000 (4)    42,500  �            �    
6/11/2012 �      �       � �      � 18,750 (5)    31,875  �            �    
6/10/2013 �      �       � �      � 22,500 (6)    38,250  �            �    
8/19/2010 �      �       � �      � �           �  62,500 (7)      106,250    
6/10/2014 �      �       � �      � �           �  100,000 (8)      170,000    

William R.
Slakey 11/10/2011 75,000 (9) 25,000 (9) � 5.53      11/10/2016 �           �  �            �    

6/11/2012 41,100 (2) 41,100 (2) � 3.17      6/11/2022 �           �  �            �    
6/10/2013 21,000 (3) 63,000 (3) � 2.37      6/10/2023 �           �  �            �    
11/10/2011 �      �      � �      � 12,500 (10)    21,250  �            �    
6/11/2012 �      �       � �      � 10,274 (11)    17,466  �            �    
6/10/2013 �      �       � �      � 15,750 (12)    26,775  �            �    
11/10/2011 �      �       � �      � �            �  50,000 (13)      85,000    
6/10/2014 �      �       � �      � �            �  55,000 (8)      93,500    

Michael T.
Anderson (14) � �      �       � �      � �            �  �            �    
Russell R.
Harris 6/11/2012 36,200 (2) 36,200 (2) � 3.17      6/11/2022 �            �  �            �    

6/10/2013 19,000 (3) 57,000 (3) � 2.37      6/10/2023 �            �  �            �    
8/10/2011 �      �       � �      � 3,750 (15)    6,375  �            �    
6/11/2012 �      �       � �      � 9,050 (16)    15,385  �            �    
6/10/2013 �      �       � �      � 14,250 (17)    24,225  �            �    
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3/10/2014 �      �       � �      � 25,000 (18)    42,500  �            �    
8/24/2010 �      �       � �      � �            �  17,500 (19)      29,750    
6/10/2014 �      �       � �      � �            �  30,000 (8)      51,000    

Alicia J. Moore 8/12/2013 45,000 (20) 135,000 (20) � 2.24      8/12/2023 �            �  �            �    
8/12/2013 �      �       � �      � 33,750 (21)    57,375  �            �    
6/10/2014 �      �       � �      � �            �  30,000 (8)      51,000    

(1) This SAR is subject to vesting at the rate of one-fourth of the shares on August 19, 2011 and each one-year anniversary thereafter, subject to continued
employment with our Company.
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(2) This stock option is subject to vesting at the rate of one-fourth of the shares on June 11, 2013 and each one-year anniversary thereafter, subject to continued
employment with our Company.

(3) This stock option is subject to vesting at the rate of one-fourth of the shares on June 10, 2014 and each one-year anniversary thereafter, subject to continued
employment with our Company.

(4) This performance share grant was originally for 100,000 shares and subject to vesting at the rate of one-fourth of the shares on August 10, 2012 and each
one-year anniversary thereafter, subject to continued employment with our Company. As of December 31, 2014, 75,000 of such performance shares have been
released.

(5) This performance share grant was originally for 37,500 shares and subject to vesting at the rate of one-fourth of the shares on June 11, 2013 and each one-year
anniversary thereafter, subject to continued employment with our Company. As of December 31, 2014, 18,750 of such performance shares have been released.

(6) This performance share grant was originally for 30,000 shares and subject to vesting at the rate of one-fourth of the shares on June 10, 2014 and each one-year
anniversary thereafter, subject to continued employment with our Company. As of December 31, 2014, 7,500 of such performance shares have been released.

(7) This performance-based restricted stock award was originally for 125,000 shares and vests as to 50% of the shares only if Mr. Sege remains employed with our
Company through August 19, 2011 and only if our Company reports four consecutive quarters of cumulative non-GAAP operating profit following the date of
grant and on or prior to April 1, 2015. The remaining 50% of the shares will vest only if Mr. Sege remains employed with our Company through August 19,
2012 and only if our Company reports a completed fiscal year with a specified non-GAAP operating profit following the date of grant on or prior to April 1,
2015. On May 10, 2012, it was determined that our Company had achieved four consecutive quarters of cumulative non-GAAP operating profit. As of
December 31, 2014, 62,500 of such shares of restricted stock have vested.

(8) This performance share grant vests as to 100% of the shares on March 14, 2015, subject to the satisfaction of certain performance criteria.
(9) This SAR is subject to vesting at the rate of one-fourth of the shares on November 10, 2012 and each one-year anniversary thereafter, subject to continued

employment with our Company.
(10) This performance share grant was originally for 50,000 shares and subject to vesting at the rate of one-fourth of the shares on November 10, 2012 and each

one-year anniversary thereafter, subject to continued employment with our Company. As of December 31, 2014, 37,500 of such performance shares have been
released.

(11) This performance share grant was originally for 20,550 shares and subject to vesting at the rate of one-fourth of the shares on June 11, 2013 and each one-year
anniversary thereafter, subject to continued employment with our Company. As of December 31, 2014, 10,276 of such performance shares have been released.

(12) This performance share grant was originally for 21,000 shares and subject to vesting at the rate of one-fourth of the shares on June 10, 2014 and each one-year
anniversary thereafter, subject to continued employment with our Company. As of December 31, 2014, 5,250 of such performance shares have been released.

(13) This performance share grant is subject to vesting at the rate of one-fourth of the shares on November 10, 2012 and each one-year anniversary thereafter, subject
to continued employment with our Company; provided, however, that vesting is subject to the following additional performance criteria: 50% of the shares will
vest only if our Company reports four consecutive quarters of cumulative non- GAAP operating profit following the date of grant on or prior to April 1, 2015.
The remaining 50% of the shares will vest only if our Company reports a completed fiscal year with a specified non-GAAP operating profit following the date
of grant on or prior to April 1, 2015.

(14) As a result of termination of Mr. Anderson�s employment with our Company on September 30, 2014, he did not hold any outstanding equity awards as of
December 31, 2014.

(15) This performance share grant was originally for 15,000 shares and subject to vesting at the rate of one-fourth of the shares on August 10, 2012 and each
one-year anniversary thereafter, subject to continued employment with our Company. As of December 31, 2014, 11,250 of such performance shares have been
released.

(16) This performance share grant was originally for 18,100 shares and subject to vesting at the rate of one-fourth of the shares on June 11, 2013 and each one-year
anniversary thereafter, subject to continued employment with our Company. As of December 31, 2014, 9,050 of such performance shares have been released.

(17) This performance share grant was originally for 19,000 shares and subject to vesting at the rate of one-fourth of the shares on June 10, 2014 and each one-year
anniversary thereafter, subject to continued employment with our Company. As of December 31, 2014, 4,750 of such performance shares have been released.

(18) This performance share grant vested as to 100% of the shares on March 10, 2015.
(19) This performance share grant was originally for 35,000 shares and vests as to 50% of the shares only if Mr. Harris remains employed with our Company through

the first anniversary of the grant date and only if our Company reports four consecutive quarters of cumulative non-GAAP operating profit following the date of
grant on or prior to April 1, 2015. The remaining 50% of the shares will vest only if Mr. Harris remains employed with our Company through August 24, 2012
and only if our Company reports a completed fiscal year with a specified non-GAAP operating profit following the date of grant on or prior to April 1, 2015. On
May 10, 2012, it was determined that our Company had achieved four consecutive quarters of cumulative non-GAAP operating profit. As of December 31,
2014, 17,500 of such performance shares have been released.
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(20) This stock option is subject to vesting at the rate of one-fourth of the shares on August 12, 2014 and each one-year anniversary thereafter, subject to continued
employment with our Company.

(21) This performance share grant was originally for 45,000 shares and subject to vesting at the rate of one-fourth of the shares on August 12, 2014 and each
one-year anniversary thereafter, subject to continued employment with our Company. As of December 31, 2014, 11,250 of such performance shares have been
released.

(22) The market value is based on the $1.70 per share closing price of our common stock on December 31, 2014, the last market trading day in 2014.
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Option Exercises and Stock Vested for Fiscal 2014

The table below shows all stock options and SARs exercised and value realized upon exercise, and all stock awards vested and value realized upon vesting, by the
Named Executive Officers during the fiscal year ended December 31, 2014.

Option Awards Stock Awards

 Name

Number of
Shares

    Acquired on    
Exercise

(#)

Value
Realized

    on Exercise    
($)

Number of
Shares

    Acquired on    
Vesting
(#)

Value
Realized

    on Vesting    
($) (1)

 Ronald A. Sege � � 73,125 159,013
 William R. Slakey � � 22,888   51,135
 Michael T. Anderson � � 30,325   71,480
 Russell R. Harris � � 20,775   50,608
 Alicia J. Moore � � 11,250   22,950

(1) The value realized equals the fair market value of our common stock on the date of vesting, multiplied by the number of shares vested.
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Potential Payments Upon Termination or Change in Control

The following table provides information concerning the estimated payments and benefits that would have been provided to each of the Named Executive Officers in
the event of termination in the regular course of business or termination in connection with a change in control, assuming a termination date of December 31, 2014.
See �Executive Compensation and Related Matters�Compensation Discussion and Analysis� for a description of Mr. Sege�s employment agreement and the executive
change in control and severance agreements entered into with the other Named Executive Officers.

Estimated Payments and Benefits
Involuntary Termination Other
Than for Cause or Voluntary
Termination for Good Reason
Not in

Connection
    with a Change    

in Control
($)

In
Connection

    with a Change    
in Control

($)
Ronald A. Sege
Salary 400,000    600,000    
Annual Incentive Bonus 400,000    600,000    
Vesting Acceleration on Equity Awards (1) 241,188    388,875    
Reimbursement for Premiums Paid for Continued Health Benefits (2) 41,347    41,347    
Total Termination Benefits 1,082,535    1,630,222    
William R. Slakey
Salary 234,000    312,000    
Vesting Acceleration on Equity Awards (1) �    243,991    
Reimbursement for Premiums Paid for Continued Health Benefits (3) 41,347    55,129    
Total Termination Benefits 275,347    611,120    
Russell R. Harris
Salary 258,750    345,000    
Vesting Acceleration on Equity Awards (1) �    169,235    
Reimbursement for Premiums Paid for Continued Health Benefits (3) 38,251    51,002    
Total Termination Benefits 297,001    565,237    
Alicia J. Moore
Salary 228,750    305,000    
Vesting Acceleration on Equity Awards (1) �    108,375    
Reimbursement for Premiums Paid for Continued Health Benefits (3) �    �    
Total Termination Benefits 228,750    413,375    

(1) Based on the aggregate market value of unvested SARs, stock options, shares of restricted stock and performance shares and assuming that the triggering event
took place on the last business day of fiscal 2014 (December 31, 2014), and the price per share of Echelon�s common stock is the closing price on the
NASDAQ Global Select Market as of that date ($1.70). Aggregate market value for SARs and stock options is computed by multiplying (i) the difference
between $1.70 and the stated exercise price of the SAR or the stock option, by (ii) the number of shares underlying unvested SARs or stock options at
December 31, 2014. Aggregate market value for shares of restricted stock and performance shares is computed by multiplying (i) $1.70 by (ii) unvested shares
of restricted stock or the number of shares underlying unvested performance shares at December 31, 2014. There can be no assurance that a triggering event
would produce the same or similar results as those estimated if such event occurs on any other date or at any other price, or if any other assumption used to
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estimate potential payments and benefits is not correct. Due to the number of factors that affect the nature and amount of any potential payments or benefits,
any actual payments and benefits may be different.

(2) Assumes continued coverage of health benefits for eighteen months for Mr. Sege, his spouse and dependents at the same level of coverage provided at
December 31, 2014.
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(3) Represents twice the monthly COBRA premium in effect at December 31, 2014, payable for nine months not in connection with a change in control and for
twelve months in connection with a change in control.

Compensation Committee Interlocks and Insider Participation

During fiscal 2014, the following directors were members of Echelon�s Compensation Committee: Armas Clifford Markkula, Jr., Richard M. Moley and Betsy Rafael.
None of these directors has at any time been an officer or employee of Echelon. None of Echelon�s executive officers serves, or in the past fiscal year has served, as a
member of the board of directors or compensation committee of any entity that has one or more of its executive officers serving on Echelon�s Board of Directors or
Compensation Committee.

Equity Compensation Plan Information

The following table provides information as of December 31, 2014 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) (b) (c)

Plan Category

Number of securities
to be issued upon

exercise of
outstanding
options,

warrants and
rights

Weighted average
exercise price of

outstanding options,
warrants and

rights

Number of securities
remaining
available

for future issuance
under equity
compensation

plans
(excluding
securities
reflected in
column(a))

Equity compensation plans approved by security holders (1) 3,890,220      $ 2.27 (2)  5,152,177      
Equity compensation plans not approved by security holders �      �      �      

Total 3,890,220      $ 2.27 (2)  5,152,177      

(1) Consists of securities issuable under our 1997 Stock Plan.
(2) The weighted average exercise price reflects the issuance of 1,293,429 performance shares, for which no consideration will be paid upon exercise. The

weighted average exercise price for the remaining securities to be issued upon exercise of outstanding options, warrants and rights (2,596,791 shares) is $3.40.
Policies and Procedures with Respect to Related Party Transactions

Our Corporate Governance Guidelines require our directors to take a proactive, focused approach to their position and to set standards that ensure our Company is
committed to business success through the maintenance of the highest standards of responsibility and ethics. Thus, our Board of Directors is committed to upholding
the highest legal and ethical conduct in fulfilling its responsibilities and recognizes that related party transactions can present heightened risk of potential or actual
conflicts of interest. Accordingly, as a general matter, it is Echelon�s preference to avoid related party transactions.

The charter of our Audit Committee requires that the members of the Audit Committee, all of whom are independent directors, review and approve in advance all
related party transactions for which approval is required under applicable law. Current SEC rules define a related party transaction to include any transaction,
arrangement or relationship in which our Company is a participant and in which any of the following persons has or will have a direct or indirect interest:
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� an executive officer, director or director nominee of Echelon;

� any person who is known to be the beneficial owner of more than 5% of our common stock;

� any person who is an immediate family member (as defined in Item 404 of Regulation S-K) of an executive officer, director or director nominee or
beneficial owner of more than 5% of our common stock; and

� any firm, corporation or other entity in which any of the foregoing persons is employed or is a partner or principal or in a similar position or in which
such person, together with any other of the foregoing persons, has a 5% or greater beneficial ownership interest in our common stock.

Certain Relationships

Agreements with ENEL

In June 2000, we entered into a stock purchase agreement with Enel pursuant to which Enel purchased 3.0 million newly issued shares of our common stock for
$130.7 million. The closing of this stock purchase occurred on September 11, 2000. At the closing, Enel had agreed that it would not, except under limited
circumstances, sell or otherwise transfer any of those shares for a specified time period. That time period expired September 11, 2003. To our knowledge, Enel has
not disposed of any of its 3.0 million shares. Under the terms of the stock purchase agreement, Enel has the right to nominate a member of our Board of Directors. A
representative of Enel is not presently serving on our Board of Directors; however, Livio Gallo, a representative of Enel, served on our Board of Directors from
June 30, 2011 until his resignation from our Board of Directors on March 14, 2012.

At the time we entered into the stock purchase agreement with Enel, we also entered into a research and development agreement with an affiliate of Enel (the �R&D
Agreement�). Under the terms of the R&D Agreement, we cooperated with Enel to integrate our LONWORKS technology into Enel�s remote metering management
project in Italy, the Contatore Elettronico. We completed the sale of our components and products for the deployment phase of the Contatore Elettronico project
during 2005. During 2006, we supplied Enel and its designated manufacturers with limited spare parts for the Contatore Elettronico system. In October 2006, we
entered into a new development and supply agreement and a software enhancement agreement with Enel. Under the development and supply agreement, Enel and its
contract manufacturers purchase additional electronic components and finished goods from us. Under the software enhancement agreement, we provided software
enhancements to Enel for use in its Contatore Elettronico system. The software enhancement agreement expired in December 2012 and the development and supply
agreement has been extended through December 2015.

OTHER INFORMATION

Section 16(a) Beneficial Ownership Reporting Information

Section 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.
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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, 2014.

Anti-Hedging and Anti-Pledging Policies

Our insider trading policy prohibits our directors and executive officers from hedging and pledging securities of our Company.

No Incorporation by Reference

In Echelon�s filings with the SEC, information is sometimes �incorporated by reference.� This means that we are referring you to information that has previously been
filed with the SEC and the information should be considered as part of the particular filing. As provided under SEC regulations, the �Report of the Audit Committee of
our Board of Directors� and the �Compensation Committee Report� contained in this Proxy Statement specifically are not incorporated into any other filings with the
SEC. In addition, this Proxy Statement includes several website addresses. These website addresses are intended to provide inactive, textual references only. The
information on these websites is not part of this Proxy Statement.

Stockholder Proposals�2016 Annual Meeting

Stockholders may present proposals for action at a future meeting if they comply with SEC rules and Echelon�s Bylaws. For additional details and deadlines for
submitting proposals, see �Deadline for Receipt of Stockholder Proposals� in this Proxy Statement above. If you would like a copy of the requirements contained in our
Bylaws, please contact: Alicia J. Moore, Senior Vice President, General Counsel and Secretary, Echelon Corporation, 550 Meridian Avenue, San Jose, California
95126.

Available Information

You may obtain a copy of our Annual Report on Form 10-K for the fiscal year ended December 31, 2014 without charge by sending a written request to Echelon
Corporation, 550 Meridian Avenue, San Jose, California 95126, Attention: Investor Relations. The annual report is also available online at www.echelon.com or the
SEC�s website at www.sec.gov.

REPORT OF THE AUDIT COMMITTEE OF OUR BOARD OF DIRECTORS

Notwithstanding any statement to the contrary in any of our previous or future filings with the SEC, this report of the Audit Committee of our 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 registered public accounting firm, KPMG LLP, is responsible for expressing
an opinion on the conformity of our fiscal year 2014 audited financial statements to generally accepted accounting principles. In this context, the Audit Committee
hereby reports as follows:
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1.         The Audit Committee has reviewed and discussed the audited financial statements with our management, including a discussion of the quality and
acceptability of the financial reporting, the reasonableness of significant accounting judgments and estimates and the clarity of disclosures in the financial statements.
In connection with this review and discussion, the Audit Committee asked a number of follow-up questions of management and KPMG LLP to help give the Audit
Committee comfort in connection with its review.

2.         The Audit Committee has discussed with KPMG LLP the matters required to be discussed by the Statement on Auditing Standards No. 61, as amended, as
adopted by the Public Company Accounting Oversight Board in Rule 3200T.

3.         The Audit Committee has received the written disclosures and the letter from KPMG LLP required by applicable requirements of the Public Company
Accounting Oversight Board regarding KPMG LLP�s communications with the Audit Committee concerning independence, and has discussed with KPMG LLP the
independence of KPMG LLP.

4.         Based on the review and discussions referred to in paragraphs (1) through (3) above, the Audit Committee recommended to our Board of Directors that the
audited financial statements be included in our Annual Report on Form 10-K for the fiscal year ended December 31, 2014, 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 NASDAQ listing standards.

Audit Committee

Robert J. Finocchio, Jr., Chairman
Robert R. Maxfield
Betsy Rafael

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 as proxies to vote the shares they represent as our Board of Directors recommends or as they otherwise deem
advisable.

THE BOARD OF DIRECTORS
San Jose, California

April 8, 2015
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Echelon Corporation

c/o Computershare

480 Washington B1vd.

Jersey City, NJ 07310

VOTE BY INTERNET�www.proxyvote.com

Use the Internet to transmit your voting instructions and for electronic delivery of information up until 11:59 P.M. Eastern Time the day before the cut-off date or meeting date. Have your proxy card in hand when you access the
web site and follow the instructions to obtain your records and to create an electronic voting instruction form.

ELECTRONIC DELIVERY OF FUTURE PROXY MATERIALS

If you would like to reduce the costs incurred by our company in mailing proxy materials, you can consent to receiving all future proxy statements, proxy cards and annual reports electronically via e-mail or the Internet. To sign
up for electronic delivery, please follow the instructions above to vote using the Internet and, when prompted, indicate that you agree to receive or access proxy materials electronically in future years.

VOTE BY PHONE�1-800-690-6903

Use any touch-tone telephone to transmit your voting instructions up until 11:59 P.M. Eastern Time the day before the cut-off date or meeting date. Have your proxy card in hand when you call and then follow the instructions.

VOTE BY MAIL

Mark, sign and date your proxy card and return it in the postage-paid envelope we have provided or return it to Vote Processing, c/o Broadridge, 51 Mercedes Way, Edgewood, NY 11717.

TO VOTE, MARK BLOCKS BELOW IN BLUE OR BLACK INK AS FOLLOWS:

THIS PROXY CARD

IS VALID ONLY WHEN SIGNED AND DATED.

KEEP THIS PORTION FOR YOUR RECORDS DETACH AND RETURN THIS PORTION ONLY

For All Withhold For All All Except

To withhold authority to vote for any individual nominee(s), mark �For All Except� and write the number(s) of the nominee(s) on the line below.

The Board of Directors recommends you vote FOR the following:

1. Election of Directors Nominees

01 Robert J. Finocchio, Jr 02 A. C. Markkula, Jr 03 Robert R. Maxfield

The Board of Directors recommends you vote FOR the following proposal: For Against Abstain

2. To ratify the appointment of KPMG LLP as our independent registered public accounting firm for the fiscal year ending December 31, 2015.

NOTE: Such other business as may properly come before the meeting or any adjournment thereof.

For address change/comments, mark here.

(see reverse for instructions) Yes No
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Please indicate if you plan to attend this meeting

Please sign exactly as your name(s) appear(s) hereon. When signing as attorney, executor, administrator, or other fiduciary, please give full title as such. Joint owners should each sign personally. All holders must sign. If a
corporation or partnership, please sign in full corporate or partnership name, by authorized officer.

Signature [PLEASE SIGN WITHIN BOX] Date Signature (Joint Owners) Date

0000240700_1 R1.0.0.51160
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Important Notice Regarding the Availability of Proxy Materials for the Annual Meeting: The Notice & Proxy Statement, 10K Wrap is/are available at www.proxyvote.com.

ECHELON CORPORATION 2015 Annual Meeting of Stockholders

THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS OF ECHELON CORPORATION

The undersigned stockholder of Echelon Corporation, a Delaware corporation, hereby acknowledges receipt of the Notice of Annual Meeting of Stockholders and Proxy Statement, each dated April 8, 2015, and hereby appoints
Alicia J. Moore and William R. Slakey, and each of them, proxy and attorney-in-fact, with full power to each of substitution, on behalf and in the name of the undersigned, to represent the undersigned at the 2015 Annual
Meeting of Stockholders of Echelon Corporation to be held on Tuesday, May 19, 2015, at 10:00 a.m., Pacific Time, at 550 Meridian Avenue, San Jose, CA 95126, and at any postponement or adjournment thereof, and to vote all
shares of common stock which the undersigned would be entitled to vote if then and there personally present, on the matters set forth on the reverse side, and, in their discretion, upon such other matter or matters which may
properly come before the meeting and any adjournment(s) thereof.

This proxy will be voted as directed, or, if no direction is given, will be voted �FOR� the nominees listed in Proposal 1, �FOR� Proposal 2, and as said Proxies deem advisable on such other matters as may properly come before the
meeting.)

Address change/comments:

(If you noted any Address Changes and/or Comments above, please mark corresponding box on the reverse side.)

Continued and to be signed on reverse side
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