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The information in this proxy statement/prospectus/information statement is not complete and may be changed. Targacept may not sell its securities
pursuant to the proposed transactions until the Registration Statement filed with the Securities and Exchange Commission is effective. This proxy
statement/prospectus/information statement is not an offer to sell these securities and we are not soliciting an offer to buy these securities in any state
or other jurisdiction where the offer or sale is not permitted.

Subject to completion, dated June 30, 2015

TARGACEPT CATALYST

BI0SCIENCES

PROPOSED MERGER
YOUR VOTE IS VERY IMPORTANT

To the Stockholders of Targacept, Inc. and Catalyst Biosciences, Inc.:

Targacept, Inc., or Targacept, and Catalyst Biosciences, Inc., or Catalyst, have entered into an Agreement and Plan of Merger, as amended, or the Merger Agreement, pursuant
to which a wholly owned subsidiary of Targacept will merge with and into Catalyst, with Catalyst surviving as a wholly owned subsidiary of Targacept, which we refer to as
the merger. Catalyst and Targacept believe that the merger will result in a financially strong pharmaceutical company focused on harnessing the catalytic power of engineered
human proteases to develop next-generation biopharmaceuticals addressing serious unmet needs in multiple high value indications. We expect the combined company to have
the resources to advance its pipeline of protease therapeutics and three additional promising drug candidates through multiple important development milestones.

Immediately prior to the effective time of the merger, each share of Catalyst preferred stock will be converted into shares of Catalyst common stock at a ratio determined in
accordance with the Catalyst certificate of incorporation then in effect. At the effective time of the merger, each share of Catalyst common stock outstanding immediately prior
to the effective time of the merger will be converted into the right to receive a fraction of a share of Targacept common stock calculated pursuant to the Merger Agreement, the
precise number of which will be determined by a formula that is subject to adjustments as described in this proxy statement/prospectus/information statement. Also, at the
effective time of the merger, each outstanding option and warrant, whether or not vested, to purchase Catalyst common stock unexercised immediately prior to the effective
time of the merger will be converted into an option or warrant to purchase Targacept common stock. All rights with respect to each Catalyst option or warrant will be assumed
by Targacept in accordance with its terms. Targacept stockholders will continue to own and hold their existing shares of Targacept common stock.

Holders of Targacept common stock as of a record date to be set prior to the closing will also receive a dividend of $37.0 million in aggregate principal amount of redeemable
convertible notes and approximately $19.0 million in cash. We refer to this dividend as the Pre-Closing Dividend. The notes will be convertible, at the option of the
noteholders, into shares of the combined company at a conversion rate of $1.313 per share, which represents 130% of the negotiated per-share value of Targacept’s assets
following the anticipated Pre-Closing Dividend.

Immediately following the effective time of the proposed merger, existing Catalyst equity holders are expected to own approximately 58% of the combined company, and
existing Targacept equity holders are expected to own approximately 42% of the combined company. If, in the future, the redeemable convertible notes are fully converted into
Targacept common stock, existing Targacept equity holders would own approximately 57% of the outstanding capital stock of the combined company on a pro forma basis.
Cash from Targacept remaining in the combined company is expected to be $35.0 million, and it is anticipated that Catalyst will have approximately $5.0 million of cash at the
time of the closing.

Shares of Targacept common stock are currently listed on the NASDAQ Global Select Market under the symbol “TRGT.” Prior to completion of the merger, Targacept intends
to file an initial listing application with the NASDAQ Global Select Market relating to the combined company, pursuant to NASDAQ “reverse merger” rules. After completion
of the merger, Targacept will be renamed “Catalyst Biosciences, Inc.” and expects to trade on the NASDAQ Global Select Market under the symbol “CBIO.” On [e], 2015, the
last trading day before the date of this proxy statement/prospectus/information statement, the closing sale price of Targacept common stock was $[e] per share.

As part of its 2015 annual stockholders meeting, Targacept will be seeking the stockholder approvals necessary to complete the merger and related matters. The Targacept
annual stockholders meeting will be held at [®], local time, on [e], 2015, at [e], unless postponed or adjourned to a later date. At the annual meeting, Targacept will ask its
stockholders to, among other things:

1. approve the Agreement and Plan of Merger, or the Merger Agreement, dated as of March 5, 2015, as amended on May 6 and May 13, 2015, by and among Targacept,
Talos Merger Sub, Inc. and Catalyst, a copy of which is attached as Annex A to this proxy statement/prospectus/information statement, and the issuance of shares of
Targacept common stock to Catalyst stockholders and the issuance of redeemable convertible notes of Targacept to Targacept stockholders by virtue of the merger
contemplated by the Merger Agreement;

2. approve an amendment to Targacept’s restated certificate of incorporation effecting a reverse stock split of Targacept common stock, at a ratio ranging from 2-for-1 to 10-
for-1, which is referred to herein as the reverse stock split;

3. approve an amendment to Targacept’s restated certificate of incorporation changing Targacept’s corporate name to “Catalyst Biosciences, Inc.”;

4.  approve the Targacept 2015 Stock Incentive Plan;
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5. elect one Class III director to Targacept’s board of directors for a term of three years (provided, however, that, if the merger is completed, the board of directors will be
reconstituted as provided in the Merger Agreement);

6. approve, on an advisory basis, the compensation of Targacept’s named executive officers;
7. approve, on an advisory basis, the golden parachute compensation that may be paid or become payable to Targacept’s named executive officers as a result of the merger;
8. ratify the appointment of Ernst & Young, LLP as Targacept’s independent registered public accounting firm for the fiscal year ending December 31, 2015;

9. consider and vote on a proposal to adjourn the annual meeting, if necessary, to solicit additional proxies, in the event that there are not sufficient votes at the time of the
annual meeting to approve the items under 1, 2 and 3 above; and

10. transact such other business as may properly come before the stockholders at the Targacept annual stockholders meeting or any adjournment or postponement thereof.

As described in the accompanying proxy statement/prospectus/information statement, certain Catalyst securityholders who, in the aggregate, own approximately 84% of the
outstanding shares of Catalyst common stock on an as-converted to common stock basis, are parties to voting agreements with Targacept and Catalyst whereby the
stockholders agreed to vote in favor of the adoption of the Merger Agreement. Also, certain Targacept securityholders who, in the aggregate, own approximately 41% of the
outstanding shares of Targacept common stock, are parties to voting agreements with Targacept and Catalyst whereby such stockholders agreed to vote in favor of the issuance
of Targacept common stock in the merger as contemplated by the Merger Agreement. In addition, the same securityholders of Catalyst subject to the voting agreements are also
parties to lock-up agreements, whereby such securityholders agreed not to, except in limited circumstances, sell or transfer, or engage in swap or similar transactions with
respect to, shares of Catalyst capital stock, stock options and warrants, including, as applicable, shares received in the merger and issuable upon exercise of certain warrants
and options, from the effective date of the merger until 120 days after the closing date of the merger.

In addition, pursuant to the Merger Agreement, following the registration statement on Form S-4, of which this proxy statement/prospectus/information statement is a part,
being declared effective by the Securities and Exchange Commission, Catalyst securityholders who are party to the voting agreements and lock-up agreements will each
execute an action by written consent of the Catalyst stockholders, referred to herein as the written consent, indicating their approval of the merger, adoption of the Merger
Agreement and consent to Catalyst taking all actions necessary in connection therewith. Therefore, holders of a sufficient number of shares of Catalyst capital stock required to
adopt the Merger Agreement will adopt the Merger Agreement, and no meeting of Catalyst stockholders to adopt the Merger Agreement and approve the merger and related
transactions will be held. Nevertheless, all Catalyst stockholders will have the opportunity to elect to adopt the Merger Agreement, thereby approving the merger and related
transactions, by signing and returning to Catalyst a written consent.

After careful consideration, the Targacept and Catalyst boards of directors have unanimously approved the Merger Agreement and each of the Targacept and Catalyst boards of
directors has determined that it is advisable to enter into the merger. The board of directors of Targacept unanimously recommends that its stockholders vote “FOR” the
proposals described in the accompanying proxy statement/prospectus/information statement, and the board of directors of Catalyst recommends that its stockholders sign and
return the written consent indicating their approval of the merger, adoption of the Merger Agreement and consent to Catalyst taking all actions necessary in connection
therewith.

More information about Targacept, Catalyst and the proposed transaction is contained in this proxy statement/prospectus/information
statement. Targacept and Catalyst urge you to read the accompanying proxy statement/prospectus/information statement carefully and
in its entirety. IN PARTICULAR, YOU SHOULD CAREFULLY CONSIDER THE MATTERS DISCUSSED UNDER “RISK
FACTORS” BEGINNING ON PAGE 18.

Targacept and Catalyst are excited about the opportunities the merger brings to both Targacept and Catalyst stockholders. Thank you for your consideration and continued
support.

Dr. Stephen A. Hill Dr. Nassim Usman
President and Chief Executive Officer President and Chief Executive Officer
Targacept, Inc. Catalyst Biosciences, Inc.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or passed upon the adequacy
or accuracy of this proxy statement/prospectus/information statement. Any representation to the contrary is a criminal offense.

The accompanying proxy statement/prospectus/information statement is dated [®], 2015, and is first being mailed to Targacept and Catalyst stockholders on or about [e], 2015.
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Targacept, Inc.

TA R( A C E PT 100 North Main Street, Suite 1510
Winston-Salem, North Carolina 27101 USA

Time:
Date:
Place:

Purposes:

Record Date:

Tel: 336-480-2100
Fax: 336-480-2107
www.targacept.com

NOTICE OF 2015 ANNUAL MEETING OF TARGACEPT STOCKHOLDERS
TO BE HELD ON [e], 2015

[e]

[e], 2015

[e]

1. To approve the Agreement and Plan of Merger dated as of March 5, 2015, as amended on May 6 and May 13, 2015, by and

among Targacept, Talos Merger Sub, Inc. and Catalyst, a copy of which is attached as Annex A to the accompanying proxy
statement/prospectus/information statement, and the issuance of shares of Targacept common stock to Catalyst stockholders and
the issuance of redeemable convertible notes of Targacept to Targacept stockholders by virtue of the merger contemplated by the
Merger Agreement;

To authorize an amendment to Targacept’s restated certificate of incorporation to effect a reverse stock split of Targacept’s issued
and outstanding shares of common stock, pursuant to which any whole number of outstanding shares between and including 2 and
10, such whole number to be determined by the Targacept board of directors, would be combined and reclassified into one share of
Targacept common stock;

To approve an amendment to Targacept’s restated certificate of incorporation to change the name “Targacept, Inc.” to “Catalyst
Biosciences, Inc.” in the form attached as Annex D to the accompanying proxy statement/prospectus/information statement;

To approve the Targacept 2015 Stock Incentive Plan, a copy of which is attached as Annex F to the accompanying proxy
statement/prospectus/information statement;

To elect one Class III director to Targacept’s board of directors for a term of three years (provided, however, that if the merger is
completed, the board of directors will consist of the seven persons identified in this proxy statement/prospectus/information
statement);

To hold an advisory vote to approve the compensation of Targacept’s named executive officers as disclosed in this proxy
statement/prospectus/information statement, pursuant to the compensation disclosure rules of the Securities and Exchange
Commission;

To approve, on an advisory basis, the golden parachute compensation that may be paid or become payable to Targacept’s named
executive officers as disclosed in this proxy statement/prospectus/information statement;

To ratify the appointment of Ernst & Young LLP as Targacept’s independent registered public accounting firm for the fiscal year
ending December 31, 2015;

To consider and vote on a proposal to adjourn the annual meeting, if necessary, to solicit additional proxies, in the event that there
are not sufficient votes at the time of the annual meeting to approve Proposal Nos. 1, 2 and 3; and

10. To consider any other business that is properly brought before the meeting and any adjournments or postponements thereof.

The board of directors has fixed the close of business on [®], 2015 as the record date for determining stockholders entitled to notice of
and to vote at the meeting. Only holders of record of shares of Targacept common stock at the close of business on the record date are
entitled to notice of, and to vote at, the Targacept annual stockholders meeting. At the close of business on the record date, Targacept
had [e] shares of common stock outstanding and entitled to vote.
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Your vote is important. The affirmative vote of the holders of a majority of the shares of Targacept common stock having voting power present in
person or represented by proxy at the Targacept annual stockholders meeting is required for approval of Targacept Proposal Neos. 1, 4, 6, 7, 8 and 9.
The affirmative vote of the holders of a majority of shares of Targacept common stock having voting power outstanding on the record date for the
Targacept annual stockholders meeting is required for approval of Targacept Proposal Nos. 2 and 3. The affirmative vote of a plurality of the votes
properly cast at the Targacept annual stockholders meeting is required for approval of Proposal No. 5. Each of Proposal Nos. 1, 2 and 3 are
conditioned upon each other and the approval of each such proposal is a condition to the completion of the merger. Therefore, the completion of the
merger, the issuance of Targacept common stock and redeemable convertible notes in connection with the merger and the amendments to the
restated certificate of incorporation of Targacept will not take place without the approval of Proposal Nos. 1, 2 and 3.

Even if you plan to attend the Targacept annual stockholders meeting in person, Targacept requests that you please sign and return the enclosed
proxy to ensure that your shares will be represented at the Targacept annual stockholders meeting if you are unable to attend. You may change or
revoke your proxy at any time before it is voted at the meeting.

THE TARGACEPT BOARD OF DIRECTORS HAS DETERMINED AND BELIEVES THAT EACH OF THE PROPOSALS OUTLINED ABOVE
IS ADVISABLE TO, AND IN THE BEST INTERESTS OF, TARGACEPT AND ITS STOCKHOLDERS AND HAS APPROVED EACH SUCH
PROPOSAL. THE TARGACEPT BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS THAT TARGACEPT STOCKHOLDERS VOTE
“FOR” EACH SUCH PROPOSAL.

By Order of the Targacept Board of Directors,

Patrick C. Rock,

Senior Vice President, General Counsel and Secretary
Winston-Salem, North Carolina

[e], 2015
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REFERENCES TO ADDITIONAL INFORMATION

This proxy statement/prospectus/information statement incorporates important business and financial information about Targacept that is not included in or
delivered with this document. You may obtain this information without charge through the Securities and Exchange Commission, or the SEC, website
(www.sec.gov) or upon your written or oral request by contacting the Chief Financial Officer of Targacept, Inc., 100 North Main Street, Suite 1510, Winston-
Salem, North Carolina 27101 or by calling (336) 480-2100.

To ensure timely delivery of these documents, any request should be made no later than [e], 2015 to receive them before the annual stockholders
meeting.

For additional details about where you can find information about Targacept, please see the section entitled “Where You Can Find More Information”
beginning on page 325.
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QUESTIONS AND ANSWERS ABOUT THE MERGER

Except where specifically noted, the following information and all other information contained in this proxy statement/prospectus/information statement does
not give effect to the proposed reverse stock split described in Targacept Proposal No. 2, beginning on page 176.

The following section provides answers to frequently asked questions about the merger. This section, however, provides only summary information. Please
refer to the more detailed information contained elsewhere in this proxy statement/prospectus/information statement and the annexes to and the documents
referred to or incorporated by references in this proxy statement/prospectus/information statement.

Q.
A:

Why am I receiving this proxy statement/prospectus/information statement?

You are receiving this proxy statement/prospectus/information statement because you have been identified as either a stockholder of Targacept as of the
record date for the Targacept annual stockholders meeting or a stockholder of Catalyst as of the record date for Catalyst’s notice of action taken by
written consent. In the former case, you are being asked to vote at the Targacept stockholders meeting to approve, among other things, the Merger
Agreement and the issuance of shares of Targacept common stock and the issuance of redeemable convertible notes as contemplated by the Merger
Agreement. In the latter case, you are being asked to sign and return the Catalyst written consent indicating your approval of the merger, adoption of the
Merger Agreement and consent to Catalyst taking all actions necessary in connection therewith. This document serves as:

* aproxy statement of Targacept used to solicit proxies for its stockholders meeting;

+ aprospectus of Targacept used to offer shares of Targacept common stock in exchange for shares of Catalyst common stock and to offer
redeemable convertible notes of Targacept, in each case pursuant to the terms of the Merger Agreement, and to offer shares of Targacept common
stock issuable upon conversion of the redeemable convertible notes pursuant to the terms thereof; and

+ an information statement of Catalyst used to solicit the written consent of its stockholders for the approval of the merger, adoption of the Merger
Agreement and the consent to Catalyst taking all actions necessary in connection therewith.

What is the merger?

Targacept, Inc., or Targacept, and Catalyst Biosciences, Inc., or Catalyst, have entered into an Agreement and Plan of Merger, dated as of March 5,
2015, as amended on May 6 and May 13, 2015, which we refer to as the Merger Agreement. The Merger Agreement contains the terms and conditions
of the proposed business combination of Targacept and Catalyst. Under the Merger Agreement, Talos Merger Sub, Inc., a wholly owned subsidiary of
Targacept, or Merger Sub, will merge with and into Catalyst, with Catalyst surviving as a wholly owned subsidiary of Targacept. Thereafter, Targacept
will change its corporate name to “Catalyst Biosciences, Inc.” as required by the Merger Agreement. This transaction is referred to as “the merger.”

At the effective time of the merger, each share of Catalyst common stock outstanding immediately prior to the effective time of the merger will be
converted into the right to receive a fraction of a share of Targacept common stock. It is currently anticipated that, at the closing of the merger, the
exchange ratio would be within the range of approximately 0.28 — 0.32, based on shares of Catalyst capital stock and Targacept capital stock anticipated
to be outstanding as of the closing of the merger, and assuming that Catalyst’s “net cash,” as defined in the Merger Agreement, at closing reaches the
target set forth in the Merger Agreement. The exchange ratio is also subject to adjustment to account for a reverse stock split of Targacept common
stock to be implemented prior to the closing of the merger. Following the closing of the merger, Catalyst warrantholders and optionholders will have
their Catalyst warrants and options converted into warrants and options to purchase Targacept common stock, as applicable, with the number of shares
and exercise price being appropriately adjusted to reflect the Exchange Ratio.

i
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As a result, following the completion of the merger, Catalyst’s current holders of common stock, options and warrants (together referred to as Catalyst’s
equity holders) would own in the aggregate approximately 58% of the combined company’s outstanding common stock (assuming full exercise of
outstanding options and warrants, whether vested or unvested) and Targacept’s current holders of common stock and in-the-money options (together
referred to as Targacept’s equity holders) would own in the aggregate approximately 42% of the combined company’s outstanding common stock
(assuming full exercise of outstanding options and warrants, whether vested or unvested). In addition, before the closing of the merger, Targacept
expects to distribute pro rata to its stockholders a dividend of $37.0 million in aggregate principal amount of redeemable convertible notes, in addition
to approximately $19.0 million in cash, collectively referred to as the “Pre-Closing Dividend.” If the redeemable convertible notes are fully converted
by noteholders into shares of the combined company, the existing Targacept equity holders would own approximately 57% of the combined company’s
outstanding common stock (assuming full exercise of outstanding options and warrants, whether vested or unvested) on a pro-forma basis as of the
anticipated closing date. For a more complete description of the redeemable convertible notes, see the section entitled “Description of the Convertible
Notes” beginning on page 294.

The number of shares of Targacept common stock into which each share of Catalyst common stock will be converted in the merger is referred to as the
“Exchange Ratio.” The rules applicable to the calculation of the Exchange Ratio, which are described in the sections entitled “The Merger—
Exchange Ratio Calculation” beginning on page 97 and “The Merger Agreement—Exchange Ratio” beginning on page 119, are complex, and
circumstances as of the effective time of the merger may result in an Exchange Ratio outside of the anticipated 0.28 — 0.32 range.

For a more complete description of what Catalyst stockholders, warrantholders and optionholders will receive in the merger, please see the sections
entitled “The Merger Agreement—Exchange Ratio” beginning on page 119 and “The Merger Agreement—Merger Consideration” beginning on page
118.

Q: What impact will the recent termination of Catalyst’s agreement with Pfizer have on the merger?

A:  As previously reported, on April 1, 2015, Catalyst notified Targacept that Pfizer, Inc. would be exercising its right to terminate in its entirety the
June 29, 2009, research and license agreement between Catalyst and Wyeth LLC (a wholly owned subsidiary of Pfizer), which governs the
development and commercialization of Catalyst’s leading human Factor VIIa product candidate for the treatment of hemophilia and surgical bleeding
indications, known as CB 813d/PF-05280602. On April 2, 2015, Pfizer provided Catalyst with its formal written notice of termination of the research
and license agreement.

Upon the June 1, 2015, effective date of the termination, the license and certain rights under the research and license agreement will terminate and
revert to Catalyst. Catalyst has informed Targacept that Pfizer is committed to an orderly transfer of data, regulatory documentation and related
technology under the agreement to Catalyst to enable Catalyst to continue the clinical development of this product candidate.

As previously reported, following the termination of the Pfizer agreement, Targacept and Catalyst renegotiated certain terms of the merger agreement.
The merger is now expected to close in the third quarter of 2015.

Q: What will happen to Targacept if, for any reason, the merger does not close?

A: If, for any reason, the merger does not close, the Targacept board of directors may elect to, among other things, attempt to complete another strategic
transaction like the merger, attempt to sell or otherwise dispose of the various assets of Targacept or continue to operate the business of Targacept. If
Targacept decides to dissolve and liquidate its assets, Targacept would be required to pay all of its debts and contractual obligations and to set aside
certain reserves for potential future claims, and there can be no assurances as to the amount or timing of available cash left to distribute to stockholders
after paying the debts and other obligations of Targacept and setting aside funds for reserves in the event of such a liquidation.

ii
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If Targacept were to continue its business, it would need to identify, acquire and develop other products or product candidates, as it has no current plans
to, and does not believe it is in the best interest of Targacept to, pursue development of its current product candidates. In addition, as of May 15, 2015,
the Targacept workforce was comprised of 13 employees, most of whom are involved in general and administrative roles. Targacept has only one
employee currently engaged in development and regulatory activities. If Targacept decides to reestablish its business, Targacept will need to hire
managerial and other personnel to lead and staff a variety of necessary functions, including in particular research, development and commercialization.

Q: Why are the two companies proposing to merge?

A:  Catalyst and Targacept believe that the merger will result in a financially strong pharmaceutical company focused on harnessing the catalytic power of
engineered human proteases to develop next-generation biopharmaceuticals addressing serious unmet needs in multiple high value indications. Catalyst
and Targacept expect that the combined company will have the resources to advance its pipeline of protease therapeutics and three additional promising
drug candidates through multiple important development milestones. For a discussion of Targacept’s and Catalyst’s reasons for the merger, please see
the sections entitled “The Merger—Targacept Reasons for the Merger” beginning on page 73 and “The Merger—Catalyst Reasons for the Merger”
beginning on page 75.

Q: How much cash will Targacept have at the closing of the merger?

A:  Cash from Targacept remaining in the combined company is expected to be $35.0 million, and it is anticipated that Catalyst will have approximately
$5.0 million of cash at the time of the closing. In addition, current Targacept stockholders will receive $37.0 million of non-interest bearing redeemable
convertible notes as part of the Pre-Closing Dividend. The notes will be convertible into shares of the combined company’s common stock at any time
within 30 months after the closing of the merger at the noteholders’ discretion. If the redeemable convertible notes are fully converted into common
stock, an additional $37.0 million to be held in escrow would be made available to the combined company within the 30 months following closing.

Q: What is required to complete the merger?

A:  To complete the merger, Targacept stockholders must approve the Merger Agreement and the issuance of Targacept common stock to Catalyst
stockholders and redeemable convertible notes of Targacept to Targacept stockholders by virtue of the merger as contemplated by the Merger
Agreement, the amendment to the restated certificate of incorporation of Targacept effecting the reverse stock split, and an amendment to the restated
certificate of incorporation of Targacept to change Targacept’s name to “Catalyst Biosciences, Inc.,” and Catalyst stockholders must approve the
merger.

The approval of the Merger Agreement and the issuance of shares of Targacept common stock and redeemable convertible notes requires the
affirmative vote of the holders of a majority of the shares of Targacept common stock having voting power present in person or represented by proxy at
the Targacept annual stockholders meeting. The approval of the reverse stock split and the change of Targacept’s name requires the affirmative vote of
the holders of a majority of the outstanding shares of Targacept common stock entitled to vote on the record date for the Targacept annual stockholders
meeting. The approval of the reverse stock split is required in order to authorize Targacept’s issuance of the shares of its common stock pursuant to the
Merger Agreement and to maintain the listing of Targacept common stock on The NASDAQ Global Select Market. Each of these proposals is
conditioned upon the approval of all other proposals required to complete the merger. Therefore, if the requisite number of stockholders of Targacept
approve the Merger Agreement and the issuance of shares of Targacept common stock and redeemable convertible notes by virtue of the merger but do
not approve the reverse stock split, the merger will not be completed.

The adoption of the Merger Agreement and the approval of the merger and related transactions by the stockholders of Catalyst requires the affirmative
vote or action by written consent of (i) the holders of a
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majority of the outstanding shares of Catalyst common stock and preferred stock, voting together as a single class on an as-converted to Catalyst
common stock basis, and (ii) holders of at least 66 2/3% of the outstanding shares of Catalyst preferred stock voting together as a single class on an as-
converted to Catalyst common stock basis. In addition to the requirement of obtaining such stockholder approvals and appropriate regulatory approvals,
each of the other closing conditions set forth in the Merger Agreement must be satisfied or waived.

Certain Catalyst securityholders who, in the aggregate, own approximately 84% of the outstanding shares of Catalyst common stock on an as-converted
to common stock basis, are parties to voting agreements with Targacept and Catalyst whereby the stockholders agreed to vote in favor of the adoption
of the Merger Agreement. Also, certain Targacept securityholders who, in the aggregate, own approximately 41% of the outstanding shares of
Targacept common stock, are parties to voting agreements with Targacept and Catalyst whereby the stockholders agreed to vote in favor of the issuance
of Targacept common stock in the merger as contemplated by the Merger Agreement. In addition, pursuant to the Merger Agreement, following the
registration statement on Form S-4, of which this proxy statement/prospectus/information statement is a part, being declared effective by the Securities
and Exchange Commission, Catalyst stockholders who are party to the voting agreements will each execute written consents indicating their approval
of the merger, adoption of the Merger Agreement and consent to Catalyst taking all actions necessary in connection therewith. Therefore, holders of a
sufficient number of shares of Catalyst capital stock required to approve the merger and adopt the Merger Agreement, have agreed to do so via written
consent.

For a more complete description of the closing conditions under the Merger Agreement, you are urged to read the section entitled “The Merger
Agreement—Conditions to Completion of the Merger” beginning on page 132.

Q: Who will be the directors of Targacept following the completion of the merger?

A: Following the merger, the combined company’s directors will consist of three members of the current Targacept board of directors, namely John P.
Richard, Errol B. De Souza, Ph.D. and Stephen A. Hill, M.D., and four members of the current Catalyst board of directors, namely Harold E. Selick,
Ph.D., who will be the Chairman, Nassim Usman, Ph.D., Jeff Himawan, Ph.D., and Augustine Lawlor. The staggered structure of the current Targacept
board of directors will remain in place for the combined company following the completion of the merger, provided that Dr. Hill will be re-appointed as
a Class I director.

Pursuant to the terms of the Merger Agreement, it is anticipated the director classes of the combined company board of directors will be as follows:
*  Class I directors (term ending 2016): Dr. Hill and Mr. Lawlor;
+  Class II directors (term ending 2017): Mr. Richard and Dr. Himawan; and

*  Class III directors (term ending 2018): Dr. De Souza, Dr. Selick and Dr. Usman.

Q: Who will be the executive officers of Targacept immediately following the completion of the merger?

A: Immediately following the completion of the merger, the executive management team of Targacept is expected to be composed solely of the members
of Catalyst’s executive management team and will operate under the leadership of Nassim Usman, Ph.D., serving as the President and Chief Executive
Officer of the combined company, Fletcher Payne serving as Chief Financial Officer, and Edwin Madison, Ph.D., serving as Chief Scientific Officer.

Q: What is the Pre-Closing Dividend?

A:  Pursuant to the Merger Agreement, before the closing of the merger, Targacept expects to distribute pro-rata to its stockholders a Pre-Closing Dividend,
consisting of $37.0 million in aggregate principal amount of
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redeemable convertible notes and approximately $19.0 million in cash. At the option of the noteholders, the notes will be redeemable at any time within
30 months after the closing of the merger or convertible into shares of common stock of the combined company at a conversion rate of $1.313 per
share, which represents 130% of the negotiated per-share value of Targacept’s assets following the distribution of the Pre-Closing Dividend.

For a more complete description of the Pre-Closing Dividend, please see the section entitled “Agreements Related to the Merger—Pre-Closing
Dividend” beginning on page 138.

Q: AmI entitled to appraisal rights?
A:  Holders of Targacept common stock are not entitled to appraisal rights in connection with the merger.

Under the Delaware General Corporation Law, or Delaware Law, holders of Catalyst capital stock who deliver to Catalyst a written demand for
appraisal within 20 days of [e], 2015, the date of mailing of this proxy statement/prospectus/information statement and who do not deliver their written
consent approving the merger and adopting the Merger Agreement have the right to seek appraisal of the fair value of their shares as determined by the
Delaware Court of Chancery if the merger is completed, but only if they comply with all requirements of Delaware law, which are summarized in this
proxy statement/prospectus/information statement beginning on page 114. This appraisal amount could be more than, the same as, or less than the
amount a Catalyst stockholder would be entitled to receive under the Merger Agreement. Any holder of Catalyst capital stock intending to exercise
appraisal rights must, among other things, submit a written demand for appraisal to Catalyst within 20 days of [e], 2015, the date of mailing of this
proxy statement/prospectus/information statement, not approve the Merger Agreement or the transactions contemplated thereunder, and not submit a
letter of transmittal. Failure to follow exactly the procedures specified under Delaware law will result in the loss of appraisal rights. Because of the
complexity of the Delaware law relating to appraisal rights, if you are considering exercising your appraisal rights, you are encouraged to seek the
advice of your own legal counsel.

Q: What are the material U.S. federal income tax consequences of the merger to Catalyst stockholders?

A:  Targacept and Catalyst intend the merger to qualify as a reorganization within the meaning of Section 368(a) of the Internal Revenue Code of 1986, as
amended, or the Code. Assuming the merger qualifies as a reorganization under the Code, then, in general, the material tax consequences to each
Catalyst stockholder will be as follows:

»  Each Catalyst stockholder will not recognize gain or loss upon the exchange of Catalyst common stock for Targacept common stock pursuant to
the merger, except to the extent of cash received in lieu of a fractional share of Targacept common stock as described below; and

»  Each Catalyst stockholder will recognize gain or loss to the extent any cash received in lieu of a fractional share of Targacept common stock
exceeds or is less than the basis of such fractional share.

If the merger is not a reorganization under Section 368(a) of the Code, then, subject to the limitations and qualifications described in “The Merger—
Material U.S. Federal Income Tax Consequences of the Merger to Holders of Catalyst Common Stock” beginning on page 99, each Catalyst
stockholder will generally recognize gain or loss, for U.S. federal income tax purposes, on the receipt of shares of Targacept common stock issued to
such Catalyst stockholder in connection with the merger to the extent that the value of the shares of Targacept common stock received exceeds or is less
than the basis such stockholder had in the shares of Catalyst stock surrendered.

Tax matters are very complicated, and the tax consequences of the merger to a particular Catalyst stockholder will depend on such stockholder’s
circumstances. Accordingly, you should consult your tax advisor for a full understanding of the tax consequences of the merger to you, including the
applicability and effect of federal, state, local and foreign income and other tax laws. For more information, please see the section entitled “The Merger
—Material U.S. Federal Income Tax Consequences of the Merger to Holders of Catalyst Common Stock” beginning on page 99.
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Q: What are the material U.S. federal income tax consequences of the merger and the Pre-Closing Dividend to Targacept stockholders?

A:  Since Targacept stockholders will continue to own and hold their existing shares of Targacept common stock following the merger, the merger generally
will not result in U.S. federal income tax consequences to Targacept shareholders.

For U.S. federal income tax purposes, Targacept intends to treat the Pre-Closing Dividend as a distribution to the recipients on the date the Pre-Closing
Dividend is paid, or the Pre-Closing Dividend Date. For U.S. federal income tax purposes, such distribution may be a dividend subject to withholding,
return of basis and/or gain from the disposition of Targacept stock, depending in part on the current earnings and profits of Targacept as calculated
under U.S. federal income tax principles. Targacept expects that it will not have current or accumulated earnings and profits for its current taxable year
(which will end in connection with the merger), but it is possible that, contrary to expectations, Targacept will have current earnings and profits for its
current taxable year. If there are current or accumulated earnings and profits, the Pre-Closing Dividend will generally be treated as a dividend to the
extent of such amount. Dividends received by individual U.S. holders of Targacept common stock generally should qualify for reduced tax rates so long
as certain holding period requirements are met. Dividends received by corporate holders may be eligible for the dividends received deduction if the
U.S. holder of Targacept common stock is an otherwise qualifying corporate holder that meets the holding period and certain other requirements for the
dividends received deduction. Targacept will not be able to make this determination until after the Pre-Closing Dividend Date. Once the determination
is made, Targacept will post its determination regarding its earnings and profits for U.S. federal income tax purposes on its website or otherwise inform
its shareholders of its determination.

Tax matters are very complicated and the tax consequences of the Pre-Closing Dividend to a particular Targacept stockholder will depend on such
stockholder’s circumstances. Accordingly, you should consult your tax advisor for a full understanding of the tax consequences of the merger, pre-
closing dividend and reverse stock split to you, including the applicability and effect of federal, state, local and foreign income and other tax laws. For
more information, please see the section entitled “The Merger—Material U.S. Federal Income Tax Consequences of the Pre-Closing Dividend to
Holders of Targacept Common Stock” beginning on page 101.

Q: What are the material U.S. federal income tax consequences to Targacept shareholders of holding the redeemable convertible notes received as
part of the pre-closing dividend?

A: Targacept intends to treat the notes as issued with “original issue discount” for U.S. federal income tax purposes, even though they do not pay stated
interest, and holders will be required to include the original issue discount in gross income on a constant yield to maturity basis. Generally, for U.S.
federal income tax purposes, a holder will not recognize any income, gain or loss upon conversion of a note into common stock. A redemption of a note
will generally be treated as a taxable sale of a note for U.S. federal income tax purposes. For more information, please see the section entitled “The
Merger—Material U.S. Federal Income Tax Consequences of the Ownership of the Redeemable Convertible Notes” beginning on page 107.

Q: Do persons involved in the merger have interests that may conflict with mine as a Targacept stockholder?

A:  Yes. When considering the recommendation of the Targacept board of directors you should be aware that certain members of the Targacept board of
directors and executive officers of Targacept have interests in the merger that may be different from, or in addition to, interests they may have as
Targacept stockholders. The Targacept board of directors was aware of these interests and considered them, among other matters, in its decision to
approve the Merger Agreement. Upon a termination of employment in connection with the merger, Targacept’s executive officers may receive cash
severance payments and other benefits with a total value of approximately $2.8 million (collectively, not individually, and excluding the value of any
accelerated vesting of stock options). In addition, the closing of the merger will result in the acceleration of
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vesting of stock options to purchase approximately 635,275 shares of Targacept common stock and the acceleration of vesting of 395,000 shares of
stock awards held by the Targacept executive officers and directors, before giving effect to the proposed reverse stock split, and assuming no
continuation of employment with the combined company by the current executive officers of Targacept. In addition, John P. Richard and Errol B. De
Souza, Ph.D., current directors of Targacept, and Dr. Stephen A. Hill, current President and Chief Executive Officer and a director of Targacept, have
been designated to serve on the board of directors of the combined company following the completion of the merger.

Q: Do persons involved in the merger have interests that may conflict with mine as a Catalyst stockholder?

A:  Yes. When considering the recommendation of the Catalyst board of directors with respect to consenting to the adoption of the Merger Agreement and
the approval of the merger and related transactions, you should be aware that certain members of the board of directors and executive officers of
Catalyst have interests in the merger that may be different from, or in addition to, interests they may have as Catalyst stockholders. The Catalyst board
of directors was aware of these interests and considered them, among other matters, in its decision to approve the Merger Agreement. Prior to the
closing of the merger, shares of convertible preferred stock held by certain of Catalyst’s directors, executive officers and affiliates of Catalyst’s directors
will convert into shares of Catalyst common stock. In addition, upon the closing of the merger, options to purchase approximately 4,394,022 shares of
Catalyst common stock held by Catalyst’s executive officers and directors as of May 15, 2015 will convert into options to purchase a number of shares
of Targacept common stock determined by the Exchange Ratio, rounding any resulting fractional shares down to the nearest whole share, and will also
result in the accelerated vesting of stock options held by Fletcher Payne. Moreover, Nassim Usman, Ph.D., Fletcher Payne and Edwin Madison, Ph.D.,
all currently executive officers of Catalyst, are expected to become executive officers of the combined company upon the closing of the merger, with
Dr. Usman serving as President and Chief Executive Officer, Mr. Payne serving as Chief Financial Officer and Dr. Madison serving as Chief Scientific
Officer. Harold E. Selick, Ph.D., Nassim Usman, Ph.D., Jeff Himawan, Ph.D., and Augustine Lawlor, all currently directors of Catalyst, have been
designated to serve on the board of directors of the combined company following the completion of the merger.

Q: As a Targacept stockholder, how does the Targacept board of directors recommend that I vote?

A:  After careful consideration, the Targacept board of directors unanimously recommends that Targacept stockholders vote “FOR” Proposal Nos. 1
through 9. For a detailed description of each of Proposal Nos. 1 through 9, see the section entitled “Matters Being Submitted to a Vote of Targacept
Stockholders” beginning on page 176.

Q: As a Catalyst stockholder, how does the Catalyst board of directors recommend that I vote?

A:  After careful consideration, the Catalyst board of directors recommends that Catalyst stockholders execute and return an action by written consent
indicating their approval of the merger, adoption of the Merger Agreement and consent to Catalyst taking all actions necessary in connection therewith.

Q: What risks should I consider in deciding whether to vote in favor of the merger or to execute and return the written consent, as applicable?

A:  You should carefully review the section of this proxy statement/prospectus/information statement entitled “Risk Factors,” beginning on page 18, which
sets forth certain risks and uncertainties related to the merger, risks and uncertainties to which the combined company’s business will be subject, and
risks and uncertainties to which each of Targacept and Catalyst, as an independent company, is subject.
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What is “golden parachute” compensation and why I am being asked to vote on it?

The Securities and Exchange Commission, or SEC, has adopted rules that require Targacept to seek an advisory (non-binding) vote on “golden
parachute” compensation. “Golden parachute” compensation is compensation that is tied to or based on the merger and that will or may be paid by
Targacept to its named executive officers in connection with the merger.

When do you expect the merger to be completed?

Targacept and Catalyst anticipate that the merger will occur soon after the Targacept annual stockholders meeting to be held on [e], 2015, but Targacept
cannot predict the exact timing. For more information, please see the section entitled “The Merger Agreement—Conditions to Completion of the
Merger” beginning on page 132.

Do I need to send in my Catalyst stock certificates now?

No. You should not send in your Catalyst stock certificates now. Promptly after the effective time of the merger, the exchange agent will provide stock
certificate transmittal materials to the holders of Catalyst capital stock. The transmittal materials will contain instructions for surrendering Catalyst
stock certificates to the exchange agent in exchange for the merger consideration.

You bear the risk of delivery and should send your letter of transmittal by courier, by hand or by fax, with stock certificates delivered by courier or by
hand, to the appropriate addresses shown on the letter of transmittal.

What do I need to do now?

Targacept and Catalyst urge you to read this proxy statement/prospectus/information statement carefully, including its annexes, and to consider how the
merger affects you.

If you are a stockholder of Targacept, you may provide your proxy instructions by mailing your signed proxy card in the enclosed return envelope.
Please provide your proxy instructions only once, unless you are revoking a previously delivered proxy instruction, and as soon as possible so that your
shares can be voted at the Targacept annual stockholders meeting.

If you are a stockholder of Catalyst, you may execute and return your written consent to Catalyst in accordance with the instructions provided.

What happens if I do not return a proxy card or an executed written consent, as applicable?

If you are a Targacept stockholder, the failure to return your proxy card or otherwise provide proxy instructions will have the same effect as voting
against Targacept Proposal Nos. 2 and 3, but, assuming a quorum is present, a failure to return your proxy card or otherwise provide proxy instruction
will have no effect on the outcome of Targacept Proposal Nos. 1, 4, 5, 6, 7, 8 and 9. If you are a Catalyst stockholder, the failure to return an executed
written consent will have the same effect as voting against the merger.

What happens if I abstain?

Shares abstaining from voting on a matter will be counted for the purpose of determining whether a quorum exists for the Targacept annual
stockholders meeting, but are treated as having not voted. Abstentions will have the same effect as voting against Targacept Proposal Nos. 2 and 3, but
will have no impact on the outcome of the vote for Targacept’s Proposal Nos. 1, 4, 5, 6, 7, 8 and 9.
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May I vote in person at the Targacept annual stockholders meeting?

If your shares of Targacept common stock are registered directly in your name with the Targacept transfer agent, you are considered to be the
stockholder of record with respect to those shares, and the proxy materials and proxy card are being sent directly to you by Targacept. If you are a
Targacept stockholder of record, you may attend the Targacept annual stockholders meeting and vote your shares in person. Even if you plan to attend
the Targacept annual stockholders meeting in person, Targacept requests that you sign and return the enclosed proxy to ensure that your shares will be
represented at the Targacept annual stockholders meeting if you are unable to attend. If your shares of Targacept common stock are held in a brokerage
account or by another nominee, you are considered the beneficial owner of shares held in “street name,” and the proxy materials are being forwarded to
you by your broker or other nominee together with a voting instruction card. As the beneficial owner, you are also invited to attend the Targacept
annual stockholders meeting. Because a beneficial owner is not the stockholder of record, you may not vote these shares in person at the Targacept
annual stockholders meeting unless you obtain a proxy from the broker, trustee or nominee that holds your shares, giving you the right to vote the
shares at the meeting.

If my Targacept shares are held in “street name” by my broker, will my broker vote my shares for me?

Unless your broker has discretionary authority to vote on certain matters, your broker will not be able to vote your shares of Targacept common stock
without instructions from you. Brokers are not expected to have discretionary authority to vote for Targacept Proposal Nos. 1, 2, 3, 4, 5, 6, 7 or 9. To
make sure that your vote is counted, you should instruct your broker to vote your shares, following the procedures provided by your broker.

When and where is the Targacept annual stockholders meeting being held?

The Targacept annual stockholders meeting will be held at [e], at [®], local time, on [e], 2015. Subject to space availability, all Targacept stockholders
as of the record date, or their duly appointed proxies, may attend the meeting. Since seating is limited, admission to the meeting will be on a first-come,
first-served basis.

May I change my vote after I have submitted a proxy or provided proxy instructions?

Targacept stockholders of record, other than those Targacept stockholders who are parties to voting agreements, may revoke their proxy at any time
before their proxy is voted at the Targacept annual stockholders meeting in one of three ways. First, a stockholder of record of Targacept can send a
written notice to the Secretary of Targacept stating that it would like to revoke its proxy. Second, a stockholder of record of Targacept can submit new
proxy instructions on a new proxy card. Third, a stockholder of record of Targacept can attend the Targacept annual stockholders meeting and vote in
person. Attendance alone will not revoke a proxy. If a Targacept stockholder of record or a stockholder who owns Targacept shares in “street name” has
instructed a broker to vote its shares of Targacept common stock, the stockholder must follow directions received from its broker to change those
instructions.

Who is paying for this proxy solicitation?

Each of Targacept and Catalyst will bear its own expenses in printing and filing this proxy statement/prospectus/information statement and the proxy
card. Arrangements will also be made with brokerage firms and other custodians, nominees and fiduciaries who are record holders of Targacept
common stock for the forwarding of solicitation materials to the beneficial owners of Targacept common stock. Targacept will reimburse the brokers,
custodians, nominees and fiduciaries for the reasonable out-of-pocket expenses they incur in connection with the forwarding of solicitation materials to
beneficial owners of Targacept common stock.
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Q: Who can help answer my questions?

A: If you are a Targacept stockholder and would like additional copies, without charge, of this proxy statement/prospectus/information statement or if you
have questions about the merger, including the procedures for voting your shares, you should contact:

Targacept, Inc.

100 North Main St, Suite 1510
Winston-Salem, North Carolina 27101
Tel: (336) 480-2100

Attn: Patrick Rock, General Counsel
patrick.rock@targacept.com

If you are a Catalyst stockholder and would like additional copies, without charge, of this proxy statement/prospectus/information statement or if you
have questions about the merger, including the procedures for voting your shares, you should contact:

Catalyst Biosciences, Inc.

260 Littlefield Avenue

South San Francisco, CA 94080
Tel: (630) 871-0761

Attn: Fletcher Payne
fpayne@catbio.com
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PROSPECTUS SUMMARY

This summary highlights selected information from this proxy statement/prospectus/information statement and may not contain all of the information that
is important to you. To better understand the merger, the proposals being considered at the Targacept annual stockholders meeting and the Catalyst
stockholder actions that are the subject of the written consent, you should read this entire proxy statement/prospectus/information statement carefully,
including the Merger Agreement attached as Annex A, the opinion of Stifel, Nicolaus & Company, Incorporated attached as Annex B and the other
annexes to which you are referred herein. For more information, please see the section entitled “Where You Can Find More Information” beginning on
page 325.

The Companies
Targacept, Inc.

100 North Main Street, Suite 1510
Winston-Salem, North Carolina 27101
(336) 480-2100

Targacept, Inc., or Targacept, is a biopharmaceutical company that historically has been engaged in the development of novel NNR Therapeutics™ to
treat patients suffering from serious nervous system and gastrointestinal/genitourinary diseases and disorders. Targacept’s NNR Therapeutics selectively
target a class of receptors known as neuronal nicotinic receptors, which Targacept refers to as NNRs. NNRs are found on nerve cells throughout the
nervous system and serve as key regulators of nervous system activity.

Catalyst Biosciences, Inc.

260 Littlefield Avenue
South San Francisco, CA 94080
(650) 871-0761

Catalyst is a clinical-stage biopharmaceutical company focused on creating and developing novel products based on engineered human
proteases. Catalyst is developing engineered human proteases to address serious unmet medical needs in multiple high value indications. To date,
Catalyst has focused its product development efforts in the following areas:

*  Hemostasis—treatment of hemophilia and surgical bleeding using long acting and potent variants of proteases that promote blood clotting,
including coagulation Factors VIIa, IX and Xa.

+ Inflammation—prevention of delayed graft function, or DGF, in renal transplants and the treatment of dry age-related macular degeneration,
or dry AMD, a condition that can cause visual impairment or blindness, using novel proteases that cleave complement factor C3, or C3.

Catalyst’s most advanced program is an improved next-generation coagulation Factor VIIa variant, CB 813d/PF-05280602, which has completed a Phase
1 clinical trial evaluating safety and tolerability as well as pharmacokinetics, pharmacodynamics and coagulation activity in severe hemophilia A and B
patients. Pfizer conducted the Phase 1 clinical trial of CB 813d/PF-05280602 pursuant to a research and license agreement, which Pfizer terminated
effective June 1, 2015. To Catalyst’s knowledge, such termination was the result of an internal review of products in development at Pfizer. Annual
worldwide sales in 2014 for currently approved Factor VIIa products were approximately $1.5 billion. In addition to Catalyst’s lead Factor VIIa program,
Catalyst has two other next-generation coagulation factors, a Factor IX variant, CB 2679d/ISU 304, that is in advanced preclinical development, and a
Factor Xa variant. Annual worldwide sales in 2014 for currently approved Factor IX and Factor Xa-containing products were approximately $1.8 billion.
Catalyst seeks to develop these three product candidates to form the basis of a hemostasis franchise.
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Catalyst is also developing novel proteases that inhibit inflammation and tissue damage by cleaving certain components of the complement cascade,
initially focused on complement factor C3 (C3). Catalyst has created and characterized a development candidate for the treatment of DGF in kidney
transplants and discovered lead candidates for the potential treatment of dry AMD.

With drug candidates in clinical and advanced preclinical development across a range of diseases, Catalyst is a leader in the field of engineered protease
biopharmaceuticals. Catalyst has assembled an experienced management team, world-class scientists and advisors, strong strategic collaborators, an
enabling technology platform, and a leading intellectual property position to advance its clinical and preclinical pipeline.

Talos Merger Sub, Inc.

Talos Merger Sub, Inc., or the Merger Sub, is a wholly owned subsidiary of Targacept, and was formed solely for the purposes of carrying out the merger.

The Merger (see page 59)

If the merger is completed, Merger Sub will merge with and into Catalyst, with Catalyst surviving as a wholly owned subsidiary of Targacept.

At the effective time of the merger, each outstanding share of common stock of Catalyst will be converted into the right to receive that number of shares
of Targacept common stock, if any, as determined pursuant to the Exchange Ratio described in the Merger Agreement. At the effective time of the
merger, each outstanding option and warrant, whether or not vested, to purchase shares of Catalyst common stock unexercised immediately prior to the
effective time of the merger will be converted into an option or warrant to purchase shares of Targacept common stock. All rights with respect to each
Catalyst option or warrant will be assumed by Targacept in accordance with its terms. Accordingly, from and after the effective time of the merger, each
option or warrant assumed by Targacept may be exercised solely for shares of Targacept common stock.

Following the completion of the transactions contemplated by the Merger Agreement, the current equityholders of Catalyst and current equityholders of
Targacept are expected to own 58% and 42% of the combined company, respectively, subject to a downward or upward adjustment in Catalyst’s
percentage ownership if Catalyst has an amount of net cash as of a certain determination date prior to the effective time of less than or greater than a
target of $5.0 million, respectively, provided that the measurement amount of net cash used to determine such adjustment will be reduced by $150,000
for each week after July 29, 2015 until the merger is completed.

Each share of Targacept common stock issued and outstanding at the time of the merger will remain issued and outstanding and those shares will be
unaffected by the merger. Targacept stock options and other equity awards that are vested and unexercised immediately prior to the effective time of the
merger will also remain outstanding and be unaffected by the merger, provided that there will be an adjustment to such options and equity awards
relating to the Pre-Closing Dividend. Please see “The Merger—Stock Options and Warrants” beginning on page 96.

For a more complete description of the merger Exchange Ratio, please see the section entitled “The Merger Agreement—Exchange Ratio” beginning on
page 119.

The merger will be completed as promptly as practicable after all of the conditions to completion of the merger are satisfied or waived, including the
approval of the stockholders of Targacept and Catalyst. Targacept and Catalyst are working to complete the merger as quickly as practicable. However,
Targacept and Catalyst cannot predict the exact timing of the completion of the merger because it is subject to various conditions. After completion of the
merger, assuming that Targacept receives the required stockholder approval of Targacept Proposal No. 3, Targacept will be renamed “Catalyst
Biosciences, Inc.”
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Reasons for the Merger (see pages 73 and 75)

Following the merger, the combined company will focus on the discovery and development of novel biopharmaceutical products based on engineered
human proteases. Catalyst’s most advanced drug candidate is CB 813d/PF-05280602, a pro-coagulant for the treatment of hemophilia and surgical
bleeding. Catalyst plans to initiate a clinical efficacy trial for CB 813d/PF-05280602 in 2016.

Targacept and Catalyst believe that the combined company will have the following potential advantages:

A pipeline of protease therapeutics including CB 813d/PF-05280602, an engineered Factor VIIa (FVIIa) drug candidate that completed a
Phase 1 clinical trial evaluating safety and tolerability as well as pharmacokinetics, pharmacodynamics and coagulation activity. CB
813d/PF-05280602 is designed to address an established approximately $1.5 billion hemophilia market by potentially enabling lower and
fewer doses of an engineered Factor VIla to control bleeding episodes and to potentially achieve effective prophylaxis in hemophilia
inhibitor patients;

Three additional promising drug candidates, including: CB 2679d/ISU 304, an improved Factor IX for hemophilia B and two novel proteases
for the treatment of complement mediated disorders, as well as a promising drug lead in an engineered Factor Xa that can potentially be used
for both hemophilia and the control of bleeding in non-hemophilia patients;

Immediate committed capital to the combined entity expected to include cash and cash equivalents of approximately $40 million at the
closing of the transaction.

Each of the board of directors of Targacept and Catalyst also considered other reasons for the merger, as described herein. For example, the board of
directors of Targacept considered, among other things:

unsuccessful results of the most recent clinical trials with Targacept’s NNR Therapeutics;

the strategic alternatives of Targacept to the merger, including licensing opportunities and discussions that Targacept management and the
Targacept board of directors previously conducted with other potential merger partners;

the risks associated with, and uncertain value and costs to stockholders of, liquidating Targacept;

the risks of continuing to operate Targacept on a stand-alone basis, including the need to rebuild infrastructure and management to continue
its operations;

the opportunity as a result of the merger for Targacept stockholders to participate in the value of the Catalyst product candidate portfolio; and

a Pre-Closing Dividend to Targacept stockholders prior to closing of approximately $19.0 million in cash and $37.0 million in aggregate
principal amount of redeemable convertible notes, which provides the potential for additional future capital investment in the combined
company.

In addition, the board of directors of Catalyst approved the merger based on a number of factors, including the following:

the potential for increased access to sources of capital and a broader range of investors to support the clinical development of its clinical
stage products than it could otherwise obtain if it continued to operate as a privately held company;

the potential to provide its current stockholders with greater liquidity by owning stock in a public company;

the board’s belief that no alternatives to the merger were reasonably likely to create greater value for Catalyst’s stockholders after reviewing
the various strategic options to enhance stockholder value that were considered by Catalyst’s board;
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+  the cash resources of the combined company expected to be available at the closing of the merger; and

» the expectation that the merger will be treated as a reorganization for U.S. federal income tax purposes, with the result that the Catalyst
stockholders will generally not recognize taxable gain or loss for U.S. federal income tax purposes.

Opinion of the Targacept Financial Advisor (see page 77)

Stifel, Nicolaus & Company, Incorporated, or Stifel, the financial advisor of Targacept, delivered to the board of directors of Targacept a written opinion
dated May 13, 2015, addressed to the board of directors of Targacept, as of that date and subject to and based on the assumptions made, procedures
followed, matters considered, limitations of the review undertaken and qualifications contained in the written opinion, as to the fairness, from a financial
point of view, to Targacept of the merger consideration to be paid by Targacept in the merger pursuant to the Merger Agreement, as amended. The full
text of this written opinion to the Targacept board of directors, which describes, among other things, the assumptions made, procedures followed, factors
considered, qualifications and limitations on the review undertaken, is attached as Annex B to this proxy statement/prospectus/information statement and
is incorporated by reference in its entirety. Holders of Targacept common stock are encouraged to read the opinion carefully in its entirety. The Stifel
opinion was provided to the board of directors of Targacept in connection with its evaluation of the consideration provided for in the merger. It
does not address any other aspect of the proposed merger or any alternative to the merger and does not constitute a recommendation as to how
any stockholders of Targacept or Catalyst should vote or act in connection with the merger or otherwise.

Overview of the Merger Agreement
Merger Consideration and Exchange Ratio (see page 118)

Prior to the closing, each share of Catalyst preferred stock outstanding at the time will be converted into shares of Catalyst common stock at a ratio
determined in accordance with the Catalyst certificate of incorporation then in effect. At the effective time of the merger:

»  each share of Catalyst common stock outstanding immediately prior to the effective time of the merger will automatically be converted into
the right to receive a number of shares of Targacept common stock at a rate per share equal to the Exchange Ratio;

» each option to purchase shares of Catalyst common stock outstanding and unexercised immediately prior to the effective time of the merger
will be assumed by Targacept and will become an option to purchase shares of Targacept common stock, with the number of shares and
exercise price being adjusted by the Exchange Ratio; and

»  each warrant to purchase shares of Catalyst preferred stock outstanding and not terminated or exercised immediately prior to the effective
time of the merger will be assumed by Targacept and will become a warrant to purchase shares of Targacept common stock, with the number
of shares and exercise price being adjusted by the Exchange Ratio.

Based on shares of Catalyst and Targacept capital stock anticipated to be outstanding as of the closing of the merger, assuming no future issuances of
Targacept capital stock prior to the closing of the merger and assuming that Catalyst’s net cash at closing reaches the applicable target, subject to
adjustment to account for the reverse stock split and for the payment of cash in lieu of fractional shares, the exchange ratio in the merger would be within
the range of approximately 0.28—0.32. As a result, following the completion of the merger, Catalyst’s equity holders would own in the aggregate
approximately 58% of the combined company’s outstanding common stock (assuming full exercise of outstanding options and warrants, whether vested
or unvested) and Targacept’s equity holders would own in the aggregate approximately 42% of the combined company’s outstanding common stock
(assuming full exercise of outstanding options and warrants, whether vested or unvested).
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The Merger Agreement does not include a price-based termination right, and there will be no adjustment to the Exchange Ratio (or, as a result, the
number of shares of Targacept common stock that Catalyst stockholders will be entitled to receive) due to changes in the market price of Targacept
common stock. Accordingly, the market value of the shares of Targacept common stock issued pursuant to the merger will depend on the market value of
the shares of Targacept common stock at the time the merger closes, and could vary significantly from the market value on the date of this proxy
statement/prospectus/information statement.

Treatment of Catalyst Stock Options and Warrants (see page 96)

At the effective time of the merger, each outstanding option and warrant, whether or not vested, to purchase shares of Catalyst common stock
unexercised immediately prior to the effective time of the merger will be converted into an option or warrant to purchase shares of Targacept common
stock. All rights with respect to each Catalyst option or warrant will be assumed by Targacept in accordance with its terms. Accordingly, from and after
the effective time of the merger each option or warrant assumed by Targacept may be exercised solely for shares of Targacept common stock.

The number of shares of Targacept common stock subject to each outstanding Catalyst option or warrant assumed by Targacept will be determined by
multiplying the number of shares of Catalyst common stock that were subject to such option or warrant, as applicable, by the Exchange Ratio and
rounding the resulting number down to the nearest whole number of shares of Targacept common stock. The per share exercise price for the shares of
Targacept common stock issuable upon exercise of each Catalyst option or warrant assumed by Targacept will be determined by dividing the per share
exercise price of Catalyst common stock subject to such option or warrant, as applicable, by the Exchange Ratio and rounding the resulting exercise price
up to the nearest whole cent. Any restriction on the exercise of any option or warrant will continue in full force and effect and the term, exercisability,
vesting schedule and other provisions of such option will, subject to certain exceptions set forth in the Merger Agreement, otherwise remain unchanged.
Likewise, any restriction on any warrant assumed by Targacept will continue in full force and effect and the term, exercisability, vesting schedule and
other provisions of such warrant will, subject to certain exceptions set forth in the Merger Agreement, otherwise remain unchanged.

Conditions to Completion of the Merger (see page 132)

To complete the merger, Targacept stockholders must approve the Merger Agreement and the issuance of shares of Targacept common stock to Catalyst
stockholders and the issuance of redeemable convertible notes of Targacept to Targacept stockholders by virtue of the merger contemplated by the
Merger Agreement, and, if deemed necessary, the restated certificate of incorporation of Targacept effecting the proposed reverse stock split, and an
amendment to the restated certificate of incorporation effecting a change of the Targacept name to “Catalyst Biosciences, Inc.” Additionally, the Catalyst
stockholders must approve the merger and adopt the Merger Agreement. In addition to obtaining such stockholder approvals and appropriate regulatory
approvals, each of the other closing conditions set forth in the Merger Agreement must be satisfied or waived.

No Solicitation (see page 127)

The Merger Agreement contains provisions prohibiting Targacept and Catalyst from seeking a competing transaction, subject to specified exceptions
described in the Merger Agreement. Under these “no solicitation” provisions, each of Targacept and Catalyst has agreed that neither it nor its
subsidiaries, nor any of its officers, directors, employees, representatives, affiliates, advisors or agents will directly or indirectly:

+ initiate, solicit, seek or knowingly encourage or support any inquiries, proposals or offers that constitute or may reasonably be expected to
lead to any competing proposal;
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*  engage or participate in, or knowingly facilitate, any discussions or negotiations regarding, or furnish any nonpublic information to any
person in connection with, any inquiries, proposals or offers that constitute, or may reasonably be expected to lead to, a competing proposal;

« enter into any letter of intent, agreement in principle or other similar type of agreement relating to a competing proposal, or enter into any
agreement or agreement in principle requiring either Targacept or Catalyst, as the case may be, to abandon, terminate or fail to complete the
merger; or

* resolve, propose or agree to do any of the foregoing.

Termination of the Merger Agreement (see page 134)

Either Targacept or Catalyst can terminate the Merger Agreement under certain circumstances, which would prevent the merger from being completed.

Termination Fee (see page 134)

The Merger Agreement provides that, upon termination of the Merger Agreement under specified circumstances, Targacept may be required to pay
Catalyst a termination fee of $3.22 million or up to $1.25 million in expense reimbursements, or Catalyst may be required to pay Targacept a termination
fee of $2.275 million.

Voting Agreements (see page 137)

In connection with the execution of the Merger Agreement, certain stockholders of Catalyst entered into voting agreements with Targacept and Catalyst
under which such stockholders have agreed to vote in favor of the merger and against any alternative acquisition proposal, agreement or transaction. As
of May 15, 2015, these entities collectively beneficially own or control approximately 84% of the voting power of Catalyst on an as-converted to
common stock basis and 89% of the voting power of Catalyst preferred stock on an as-converted to common stock basis. These voting agreements grant
Targacept irrevocable proxies to vote or give consent with respect to any shares of Catalyst stock over which such stockholder has voting power in favor
of each of the Catalyst proposals described elsewhere in this proxy statement/prospectus/information statement and against any alternative acquisition
proposal, agreement or transaction.

In connection with the execution of the Merger Agreement, certain stockholders of Targacept, who collectively beneficially own or control
approximately 41% of Targacept’s outstanding common stock as of May 15, 2015, also entered into voting agreements with Targacept and Catalyst under
which such stockholder has agreed to vote in favor of the Targacept proposals that relate to the merger described elsewhere in this proxy
statement/prospectus/information statement and against any alternative acquisition proposal, agreement or transaction. Each of these voting agreements
grant Catalyst irrevocable proxies to vote any shares of Targacept stock over which such stockholder has voting power in favor of each of the Targacept
proposals described elsewhere in this proxy statement/prospectus/information statement and against any alternative acquisition proposal, agreement or
transaction.

Each stockholder executing a voting agreement has made representations and warranties to Targacept and Catalyst regarding ownership and
unencumbered title to the shares thereto, such stockholder’s power and authority to execute the voting agreement, and due execution and enforceability
of the voting agreement. Unless otherwise waived, all of these voting agreements prohibit the sale, assignment, transfer or other disposition by the
stockholder of their respective shares of Targacept or Catalyst stock, or the entrance into an agreement or commitment to do any of the foregoing, except
for transfers by will or by operation of law, in which case the voting agreement will bind the transferee. Each stockholder executing a voting agreement
has also waived its statutory appraisal rights in connection with the merger.
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The voting agreements will terminate at the earlier of the effective time of the merger, termination of the Merger Agreement in accordance with its terms
or upon mutual written consent of such stockholder, Targacept and Catalyst.

Lock-up Agreements (see page 137)

As a condition to the closing of the merger, the Catalyst securityholders who entered into voting agreements also entered into lock-up agreements,
pursuant to which the securityholders have agreed not to, except in limited circumstances, sell, assign, transfer, tender, or otherwise dispose of, any
Catalyst securities and shares of Targacept common stock, including, as applicable, shares received in the merger and issuable upon exercise of certain
warrants and options, from the effective date of the merger until 120 days after the closing date of the merger.

The Catalyst stockholders who have executed lock-up agreements as of May 15, 2015 owned in the aggregate approximately 84% of the outstanding
shares of Catalyst stock on an as-converted to common stock basis.

Pre-Closing Dividend (see page 138)

Prior to the closing of the merger but following such time as a determination of the net cash of Targacept has been made, Targacept plans to declare a
dividend, pro rata to its stockholders as of the record date for such dividend. Such dividend will consist of $37.0 million in aggregate principal amount of
redeemable convertible notes and approximately $19.0 million in cash, collectively the Pre-Closing Dividend. The date on which the Pre-Closing
Dividend is paid is referred to as the Pre-Closing Dividend Date. At the option of the noteholders, the notes will be redeemable at any time within 30
months of the closing of the merger or convertible into shares of common stock of the combined company at a conversion rate of $1.313 per share, which
represents 130% of the negotiated per-share value of Targacept’s assets following the anticipated Pre-Closing Dividend.

Management Following the Merger (see page 272)

Effective as of the closing of the merger, Targacept’s executive officers are expected to be composed solely of the members of the Catalyst executive
management team prior to the merger and will operate under the leadership of Nassim Usman, Ph.D. serving as the President and Chief Executive
Officer, Fletcher Payne serving as Chief Financial Officer and Edwin Madison, Ph.D. serving as Chief Scientific Officer.

Interests of Certain Directors, Officers and Affiliates of Targacept and Catalyst (see pages 87 and 92)

In considering the recommendation of the Targacept board of directors with respect to issuing shares of Targacept common stock pursuant to the Merger
Agreement and the other matters to be acted upon by Targacept stockholders at the Targacept annual meeting, Targacept stockholders should be aware
that certain members of the Targacept board of directors and executive officers of Targacept have interests in the merger that may be different from, or in
addition to, interests they have as Targacept stockholders. For example, Targacept has entered into certain employment and severance benefits
agreements with its executive officers that may result in the receipt by such executive officers of cash severance payments and other benefits with a total
value of approximately $2.8 million (collectively, not individually, and excluding the value of any accelerated vesting of stock options). In addition, the
closing of the merger will result in the acceleration of vesting of stock options to purchase approximately 635,275 shares of Targacept common stock and
the acceleration of vesting of 395,000 shares of stock awards held by the Targacept executive officers and directors, before giving effect to the proposed
reverse stock split, and assuming no continuation of employment with the combined company by the current executive officers of Targacept. In addition,
John P. Richard and Errol B. De Souza, Ph.D., current directors of Targacept, and Dr. Stephen A. Hill, current President and Chief Executive Officer and
a director of Targacept, have been designated to serve on the board of directors of the combined company following the completion of the merger.
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The affirmative vote of the holders of a majority of the shares of Targacept common stock having voting power present in person or represented by proxy
at the Targacept annual meeting is required for approval of Targacept Proposal No. 1. The affirmative vote of the holders of a majority of shares of
Targacept common stock having voting power outstanding on the record date for the Targacept annual meeting is required for approval of Targacept
Proposal Nos. 2 and 3. Each of Proposal Nos. 1, 2 and 3 are conditioned upon each other and the approval of each such proposal is a condition to the
completion of the merger. Certain Targacept officers and directors, and their affiliates, also entered into voting agreements in connection with the merger.
The voting agreements are discussed in greater detail in the section entitled “Agreements Related to the Merger—Voting Agreements” beginning on
page 137.

In considering the recommendation of the Catalyst board of directors with respect to consenting to the adoption of the Merger Agreement and the
approval of the merger and related transactions, Catalyst stockholders should be aware that certain members of the board of directors and executive
officers of Catalyst have interests in the merger that may be different from, or in addition to, interests they have as Catalyst stockholders. For example,
Catalyst’s executive officers have options to purchase shares of Catalyst common stock that will be converted into options to purchase shares of
Targacept common stock, and certain of Catalyst’s directors and executive officers are expected to become directors and executive officers of the
combined company upon the closing of the merger. Specifically, Nassim Usman, Ph.D., Fletcher Payne and Edwin Madison, Ph.D., all currently
executive officers of Catalyst, are expected to become executive officers of the combined company upon the closing of the merger, with Dr. Usman
serving as the President and Chief Executive Officer, Mr. Payne serving as Chief Financial Officer and Dr. Madison serving as Chief Scientific Officer,
and Harold E. Selick, Ph.D., Nassim Usman, Ph.D., Jeff Himawan, Ph.D., and Augustine Lawlor, all currently directors of Catalyst, have been
designated to serve on the board of directors of the combined company following the completion of the merger. Certain Catalyst officers, directors and
significant shareholders also entered into voting agreements in connection with the merger. The voting agreements are discussed in greater detail in the
section entitled “Agreements Related to the Merger—Voting Agreements” beginning on page 137.

Material U.S. Federal Income Tax Consequences of the Merger to Holders of Catalyst Common Stock (see page 99)

Each of Targacept and Catalyst intends the merger to qualify as a reorganization within the meaning of Section 368(a) of the Internal Revenue Code of
1986, as amended, or the Code. Assuming the merger qualifies as a reorganization under the Code, then, in general, the material tax consequences to
U.S. Holders (as defined herein) of Catalyst common stock will be as follows:

+ a Catalyst stockholder will not recognize gain or loss upon the exchange of Catalyst common stock for Targacept common stock pursuant to
the merger, except to the extent of cash received in lieu of a fractional share of Targacept common stock as described below;

» a Catalyst stockholder who receives cash in lieu of a fractional share of Targacept common stock in the merger will generally recognize
capital gain or loss in an amount equal to the difference between the amount of cash received instead of a fractional share and the
stockholder’s tax basis allocable to such fractional share;

» aCatalyst stockholder’s aggregate tax basis for the shares of Targacept common stock received in the merger (including any fractional share
interest for which cash is received) will equal the stockholder’s aggregate tax basis in the shares of Catalyst common stock surrendered upon
completion of the merger; and

+ the holding period of the shares of Targacept common stock received by a Catalyst stockholder in the merger will include the holding period
of the shares of Catalyst common stock surrendered in exchange therefor.
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Since Targacept stockholders will continue to own and hold their existing shares of Targacept common stock following the merger, the merger generally
will not result in U.S. federal income tax consequences to Targacept shareholders.

Tax matters are very complicated, and the tax consequences of the merger to a particular Catalyst stockholder will depend on such stockholder’s
circumstances. Accordingly, you should consult your tax advisor for a full understanding of the tax consequences of the merger to you, including the
applicability and effect of federal, state, local and foreign income and other tax laws. For more information, please see the section entitled “The Merger
—Material U.S. Federal Income Tax Consequences of the Merger to Holders of Catalyst Common Stock” beginning on page 99.

Material U.S. Federal Income Tax Consequences of the Pre-Closing Dividend to Holders of Targacept Common Stock (see page 101)

For U.S. federal income tax purposes, Targacept intends to treat the Pre-Closing Dividend on the Pre-Closing Dividend Date as a distribution in an
amount equal to the sum of (1) the fair market value (on the Pre-Closing Dividend Date) of the redeemable convertible notes and (2) the Pre-Closing
Cash Dividend. For U.S. federal income tax purposes, such distribution may be a dividend subject to withholding, return of basis and/or gain from the
disposition of Targacept stock, depending in part on the current earnings and profits of Targacept as calculated under U.S. federal income tax principles.
Targacept expects that it will not have current or accumulated earnings and profits for its current taxable year (which will end in connection with the
merger), but it is possible that, contrary to expectations, Targacept will have current earnings and profits for its current taxable year. If there are current or
accumulated earnings and profits, the Pre-Closing Dividend will generally be treated as a dividend to the extent of such amount. Dividends received by
individual U.S. Holders of Targacept common stock generally should qualify for reduced tax rates so long as certain holding period requirements are
met. Dividends received by corporate holders may be eligible for the dividends received deduction if the U.S. Holder of Targacept common stock is an
otherwise qualifying corporate holder that meets the holding period and certain other requirements for the dividends received deduction. Targacept will
not be able to make this determination until after the Pre-Closing Dividend Date. Once the determination is made, Targacept will post its determination
regarding its earnings and profits for U.S. federal income tax purposes on its website or otherwise inform its shareholders of such determination.

Tax matters are very complicated, and the tax consequences of the Pre-Closing Dividend to a particular Targacept stockholder will depend on such
stockholder’s circumstances. Accordingly, you should consult your tax advisor for a full understanding of the tax consequences of the Pre-Closing
Dividend and reverse stock split to you, including the applicability and effect of federal, state, local and foreign income and other tax laws. For more
information, please see the section entitled “The Merger—Material U.S. Federal Income Tax Consequences of the Pre-Closing Dividend to Holders of
Targacept Common Stock” beginning on page 101.

Material U.S. Federal Income Tax Consequences of Ownership of the Redeemable Convertible Notes (see page 107)

Targacept intends to treat the notes as issued with “original issue discount” for U.S. federal income tax purposes, even though they do not pay stated
interest, and holders will be required to include the original issue discount in gross income on a constant yield to maturity basis. Generally, for U.S.
federal income tax purposes, a holder will not recognize any income, gain or loss upon conversion of a note into common stock. A redemption of a note
will generally be treated as a taxable sale of a note for U.S. federal income tax purposes. For more information, please see the section entitled “The
Merger—Material U.S. Federal Income Tax Consequences of the Ownership of the Redeemable Convertible Notes” beginning on page 107.
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Risk Factors (see page 18)

Both Targacept and Catalyst are subject to various risks associated with their businesses and their industries. In addition, the merger, including the
possibility that the merger may not be completed, poses a number of risks to each company and its respective stockholders, including the following risks:

The market price of Targacept common stock following the completion of the merger may decline as a result of the transaction;

Targacept and Catalyst stockholders will have a reduced ownership and voting interest in, and will exercise less influence over the
management of, the combined company following the completion of the merger;

Targacept and Catalyst stockholders may not realize a benefit from the proposed merger commensurate with the ownership dilution they will
experience in connection with the merger;

Pfizer’s termination of its research and license agreement with Catalyst will delay the closing of the merger and may have other effects on
the merger and the combined company’s shareholders;

Failure to complete the proposed merger may adversely affect the common stock price of Targacept and future business and operations of
Targacept and Catalyst;

The anticipated benefits of the merger may not be realized;

During the pendency of the merger, Targacept and Catalyst may not be able to enter into a business combination with another party at a
favorable price because of restrictions in the Merger Agreement, which could adversely affect their respective businesses;

Provisions of the Merger Agreement may discourage third parties from submitting alternative acquisition proposals, including proposals that
may be superior to the proposed merger;

The lack of a public market for Catalyst shares makes it difficult to determine the fair value of Catalyst, and the merger consideration to be
issued to Catalyst securityholders may exceed the actual value of Catalyst;

If the redeemable convertible notes are redeemed for cash instead of converted into stock, the combined company may need to raise
additional dilutive capital;

Targacept and Catalyst will incur substantial transaction-related costs in connection with the proposed merger;

A failure by Targacept to comply with the initial listing standards of the NASDAQ Global Select Market may subject its stock to delisting
from the NASDAQ Global Select Market, which listing is a condition to the completion of the merger;

Targacept and Catalyst may become involved in securities class action litigation that could divert management’s attention and harm the
combined company’s business and insurance coverage may not be sufficient to cover all costs and damages;

If the merger is not completed, the Pre-Closing Dividend will not be paid to Targacept stockholders;

Targacept may not be able to complete the proposed merger and may elect to pursue another strategic transaction similar to the proposed
merger, which may not occur on commercially reasonably terms or at all;

If the proposed merger is not completed, Targacept may elect to liquidate its remaining assets, and there can be no assurances as to the
amount of cash available to distribute to stockholders after paying its debts and other obligations; and
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»  If the proposed merger is not completed, and Targacept fails to acquire or develop other products or product candidates on commercially
reasonable terms, or at all, Targacept may be unable to reestablish a viable operating business.

These risks and other risks are discussed in greater detail under the section entitled “Risk Factors” beginning on page 18. Targacept and Catalyst both
encourage you to read and consider all of these risks carefully.

Regulatory Approvals (see page 130)

Targacept must comply with applicable federal and state securities laws and the rules and regulations of The NASDAQ Global Select Market in
connection with the issuance of shares of Targacept common stock and the filing of this proxy statement/prospectus/information statement with the SEC.
As of the date hereof, the registration statement of which this proxy statement/prospectus/information statement is a part has not become effective.

NASDAQ Stock Market Listing (see page 113)

Prior to completion of the merger, Targacept intends to file an initial listing application with The NASDAQ Global Select Market pursuant to NASDAQ
Stock Market LL.C “reverse merger” rules. If such application is accepted, Targacept anticipates that Targacept’s common stock will be listed on The
NASDAQ Global Select Market following the closing of the merger under the trading symbol “CBIO.”

Anticipated Accounting Treatment (see page 113)

The merger will be treated by Targacept as a reverse merger under the acquisition method of accounting in accordance with accounting principles
generally accepted in the United States. For accounting purposes, Catalyst is considered to be acquiring Targacept in the merger.

Appraisal Rights and Dissenters’ Rights (see page 114)

Holders of Targacept common stock are not entitled to appraisal rights in connection with the merger. Catalyst stockholders are entitled to appraisal
rights in connection with the merger under Delaware law. For more information about such rights, see the provisions of Section 262 of the Delaware
General Corporation Law, referred to as the DGCL, attached hereto as Annex C, and the section entitled “The Merger—Appraisal Rights and Dissenters’
Rights” beginning on page 114.

Comparison of Stockholder Rights (see page 310)

Both Targacept and Catalyst are incorporated under the laws of the State of Delaware and, accordingly, the rights of the stockholders of each are
currently, and will continue to be, governed by the DGCL. If the merger is completed, Catalyst stockholders will become stockholders of Targacept, and
their rights will be governed by the DGCL, the bylaws of Targacept and, assuming Targacept Proposal No. 2 is approved by Targacept stockholders at the
Targacept annual stockholders meeting, the restated certificate of incorporation of Targacept attached to this proxy statement/prospectus/information
statement as Annex D. The rights of Targacept stockholders contained in the amended and restated certificate of incorporation and bylaws of Targacept
differ from the rights of Catalyst stockholders under the restated certificate of incorporation and bylaws of Catalyst, as more fully described under the
section entitled “Comparison of Rights of Holders of Targacept Stock and Catalyst Stock” beginning on page 310.
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SELECTED HISTORICAL AND UNAUDITED PRO FORMA CONDENSED
COMBINED FINANCIAL DATA

The following tables present summary historical financial data for Targacept and Catalyst, summary unaudited pro forma condensed combined financial
data for Targacept and Catalyst, and comparative historical and unaudited pro forma per share data for Targacept and Catalyst.

Selected Historical Financial Data of Targacept

The selected financial data as of December 31, 2014 and 2013 and for the years ended December 31, 2014, 2013 and 2012 are derived from the
Targacept audited financial statements prepared using accounting principles generally accepted in the United States, which are included in this proxy
statement/prospectus/information statement. The selected financial data as of December 31, 2012, 2011, and 2010 and for the years ended December 31,
2011 and 2010 are derived from the Targacept audited financial statements, which are not included in this proxy statement/prospectus/information
statement. The selected financial data as of March 31, 2015 and for the three months ended March 31, 2015 and 2014 are derived from the Targacept
unaudited financial statements and related notes, which are included in this proxy statement/prospectus/information statement. The financial data should
be read in conjunction with “Targacept Management’s Discussion and Analysis of Financial Condition and Results of Operations” and the Targacept
financial statements and related notes appearing elsewhere in this proxy statement/prospectus/information statement. The historical results are not
necessarily indicative of results to be expected in any future period.

Three Months Ended
Year Ended December 31, March 31,
2014 2013 2012 2011 2010 2015 2014
(unaudited)
(in thousands, except share and per share data)

Statement of Operations Data:
Net operating revenues $ 275 $ 3,629 $ 57,860 $ 97,637 $ 85713 $ 60 $ 87
Operating expenses:

Research and development 19,499 38,840 49,087 95,215 64,546 2,340 9,080

General and administrative 10,172 12,005 13,193 12,167 8,052 3,387 2,763

Reduction in force 318 — 3,718 — — 1,156 —
Total operating expenses 29,989 50,845 65,998 107,382 72,598 6,883 11,843
(Loss) income from operations (29,714) (47,216) (8,138) (9,745) 13,115 (6,823) (11,756)
Interest income 585 784 1,070 1,348 1,463 92 178
Gain (loss) on sale of property and equipment 13 (213) 55 — — — —
Interest expense (23) (53) (86) (132) (153) — )
(Loss) income before income taxes (29,139) (46,698) (7,099) (8,529) 14,425 (6,731) (11,587)
Income tax (expense) benefit (3,484) 7) 101 — (3,526) (21) (3,412)
Net (loss) income $ (32623) $ (46,705) $ (6,998) $ (8,529) $ 10,899 $ (6,752)  $ (14,999)
Basic net (loss) income per share $ 0.97) $ (1.39) $ 021) $ 0.27)  $ 0.38 $ (0200 $ (0.44)
Diluted net (loss) income per share $ 097) $ (1.39) % 0.21) $ 0.27) $ 0.36 $ 0200 $ (0.44)
Cash distribution declared per common share $ — $ — $ — $ — $ — $ — $ —
Weighted average common shares outstanding

—basic 33,780,433 33,640,323 33,476,316 31,637,283 28,543,408 33,796,380 33,746,917
Weighted average common shares outstanding
—diluted 33,780,433 33,640,323 33,476,316 31,637,283 30,150,324 33,796,380 33,746,917
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As of December 31, As of March 31,
2014 2013 2012 2011 2010 2015
(unaudited)

(in thousands)
Balance Sheet Data:

Cash, cash equivalents and investments $ 110,803 $ 143,777 $ 184,927 $ 249,270 $ 252,509 $ 106,277
Working capital 105,227 82,627 116,394 119,606 119,422 101,333
Total assets 111,999 145,873 189,579 258,126 262,787 107,136
Long-term debt, net of current portion — 283 1,136 1,986 1,349 —

Accumulated deficit (313,256) (280,633) (233,928) (226,930) (218,401) (320,008)
Total stockholders’ equity 109,085 134,611 175,915 174,288 91,847 103,233

Selected Historical Financial Data of Catalyst

The selected financial data as of December 31, 2014 and 2013 and for the years ended December 31, 2014 and 2013 are derived from the Catalyst
audited financial statements prepared using accounting principles generally accepted in the United States, which are included in this proxy
statement/prospectus/information statement. The audit report on the financial statements for the years ended December 31, 2014 and 2013, which
appears elsewhere herein, includes an explanatory paragraph related to Catalyst’s ability to continue as a going concern. The selected financial data as of
December 31, 2012 and for the year ended December 31, 2012 are derived from the Catalyst audited financial statements, which are not included in this
proxy statement/prospectus/information statement. The selected financial data as of March 31, 2015 and for the three months ended March 31, 2015 and
2014 are derived from the Catalyst unaudited financial statements and related notes, which are included in this proxy statement/prospectus/information
statement. The financial data should be read in conjunction with “Catalyst Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and the Catalyst financial statements and related notes appearing elsewhere in this proxy statement/prospectus/information statement. The
historical results are not necessarily indicative of results to be expected in any future period.

Three Months Ended
Year Ended December 31, March 31,
2014 2013 2012 2015 2014
(unaudited)

(in thousands, except share and per share data)
Statements of Operations Data:

Contract revenue $ 1,813 $ 523 $ — $ 672 $ 297
Operating expenses:
Research and development 5,267 6,557 14,176 1,383 1,248
General and administrative 4,055 4,086 4,558 2,321 912
Total operating expenses 9,322 10,643 18,734 3,704 2,160
Loss from operations (7,509) (10,120) (18,734) (3,032) (1,863)
Other income 541 154 1 96 129
Change in fair value of warrant liability 355 — — 78 —
Interest Expense — — (340) — —
Net loss $ (6,613) $ (9,966) $ (19,073) $ (2,858) $ (1,734)
Net loss per share, basic and diluted (unaudited) $ (0.69) $ (1.04) $ (2.17) $ (0.29) $ (0.18)
Weighted-average common shares outstanding, basic
and diluted (unaudited) 9,622,682 9,560,572 8,783,215 9,751,016 9,560,572
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As of December 31,
2014 2013 2012

As of March 31,
2015

(in thousands)
Balance Sheet Date:

Selected Unaudited Pro Forma Condensed Combined Financial Data of Targacept and Catalyst
(In thousands, except share and per share amounts)

Year Ended
December 31, 2014

Cash and cash equivalents $ 1,544 $ 2,828 $ 3,401
Restricted cash 50 50 50
Working capital (266) 1,165 2,715
Total assets 2,981 5,274 6,783
Warrant liability 391 — —
Convertible preferred stock 108,877 104,641 98,899
Accumulated deficit (116,275) (109,661) (99,695)
Total stockholders’ deficit (109,352) (103,008) (93,340)

(unaudited)

$ 2,069
107

130

3,705

313

112,148
(119,133)
(112,153)

The following information does not give effect to the proposed reverse stock split of Targacept common stock described in Targacept Proposal No. 2.

Three Months Ended

March 31, 2015

Unaudited Pro Forma Combined Statement of Operations Data:

Contract revenue $ 2,088
Operating expenses:
Research and development 24,766
General and administrative 14,227
Reduction in force 318
Total operating expenses 39,311
Net loss $ (39,591)
Basic and diluted net loss per share $ (0.48)
As of March 31, 2015
(In thousands)
Unaudited Pro Forma Combined Balance Sheet Data:
Cash and cash equivalents $ 48,410
Restricted cash 37,107
Working capital 38,764
Redeemable convertible notes payable 28,982
Embedded derivatives 8,018
Total stockholders’ equity 38,948

Comparative Historical and Unaudited Pro Forma Per Share Data

stock split of Targacept common stock described in Targacept Proposal No. 2.

statement/prospectus/information statement and the audited and unaudited financial

$

You should read the tables below in conjunction with the audited and unaudited financial statements of Targacept included in this proxy

(in thousands except per share amount)

732

3,723
5,708
1,156

10,587

(9,688)
(0.12)

The information below reflects the historical net loss and book value per share of Targacept common stock and the historical net loss and book value per
share of Catalyst common stock in comparison with the unaudited pro forma net loss and book value per share after giving effect to the proposed merger
of Targacept with Catalyst on pro forma basis. The unaudited pro forma net loss and book value per share does not give effect to the proposed reverse
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statements of Catalyst included in this proxy statement/prospectus/information statement and the related notes and the unaudited pro forma condensed
combined financial information and notes related to such financial statements included elsewhere in this proxy statement/prospectus/information

statement.

TARGACEPT
Three Months
Ended Year Ended
March 31, December 31,
2015 2014
Historical Per Common Share Data:
Basic and diluted net loss per share $ (0.20) $ (0.97)
Book value per share 3.01 3.18
CATALYST
Three Months
Ended Year Ended
March 31, December 31,
2015 2014
Historical Per Common Share Data:
Basic and diluted net loss per share $ (0.29) $ (0.69)
Book value per share $ (11.43) $ (11.26)
TARGACEPT AND CATALYST
Three Months
Ended Year Ended
March 31, December 31,
2015 2014
Combined Company Pro Forma Data:
Basic and diluted net loss per share $ (0.12) $ (0.48)
Book value per share $ 0.48 $ 0.47
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MARKET PRICE AND DIVIDEND INFORMATION

Targacept common stock is listed on The NASDAQ Global Select Market under the symbol “TRGT.” The following table presents, for the periods
indicated, the range of high and low per share sales prices for Targacept common stock as reported on The NASDAQ Global Select Market for each of
the periods set forth below. Catalyst is a private company and its common stock and preferred stock are not publicly traded. These per share sales prices
do not give effect to the proposed reverse stock split of Targacept common stock to be implemented prior to the completion of the merger.

Targacept Common Stock

High _Low_

2013:
First Quarter $4.83 $4.19
Second Quarter $5.77 $4.06
Third Quarter $5.84 $4.28
Fourth Quarter $6.11 $3.75

2014:
First Quarter $5.23 $4.04
Second Quarter $4.88 $3.52
Third Quarter $4.68 $2.47
Fourth Quarter $2.85 $2.25

2015:
First Quarter $3.23 $2.44
Second Quarter (until May 20, 2015) $2.94 $2.15

The closing price of Targacept common stock on March 4, 2015, the last trading day prior to the public announcement of the merger, was $2.60 per share
and the closing price of Targacept common stock on May 20, 2015 was $2.45 per share, in each case as reported on The NASDAQ Global Select Market.

Because the market price of Targacept common stock is subject to fluctuation, the market value of the shares of Targacept common stock that Catalyst
stockholders will be entitled to receive in the merger may increase or decrease.

Assuming approval of Targacept Proposal No. 3 and successful application for initial listing with The NASDAQ Global Select Market, following the
completion of the merger, Targacept common stock will be listed on The NASDAQ Global Select Market and will trade under Targacept’s new name,
“Catalyst Biosciences, Inc.,” and new trading symbol, “CBIO.”

As of [e], 2015, the record date for the Targacept annual stockholders meeting, Targacept had approximately [®] holders of record of its common stock.
As of [e], 2015, the record date for Catalyst’s notice of action taken by written consent, Catalyst had [e] holders of record of its common stock and [e]
holders of record of its preferred stock.

Dividends

Targacept has never paid or declared any cash dividends on its common stock. The Targacept board of directors intends to declare a dividend to its
stockholders of record as of a date prior to the closing of the merger, as discussed in greater detail in the section entitled “Agreements Related to the
Merger—Pre-Closing Dividend”
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beginning on page 138. Apart from this dividend, Targacept does not anticipate paying periodic cash dividends on its common stock for the foreseeable
future. Notwithstanding the foregoing, any determination to pay dividends subsequent to the merger will be at the discretion of Targacept’s then-current
board of directors and will depend upon a number of factors, including its results of operations, financial condition, future prospects, contractual
restrictions, restrictions imposed by applicable law and other factors Targacept’s then-current board of directors deems relevant.

Catalyst has never paid or declared any cash dividends on its common or preferred stock. If the merger does not occur, Catalyst does not anticipate
paying any cash dividends on its common or preferred stock in the foreseeable future, and Catalyst intends to retain all available funds and any future
earnings to fund the development and expansion of its business. Any future determination to pay dividends will be at the discretion of Catalyst’s board of
directors and will depended upon a number of factors, including its results of operations, financial condition, future prospects, contractual restrictions,
restrictions imposed by applicable law and other factors Catalyst’s then-current board of directors deems relevant.
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RISK FACTORS

The combined company will be faced with a market environment that cannot be predicted and that involves significant risks, many of which will be beyond its
control. In addition to the other information contained in this proxy statement/prospectus/information statement, you should carefully consider the material
risks described below before deciding how to vote your shares of stock. In addition, you should read and consider the risks associated with the business of
Targacept because these risks may also dffect the combined company—these risks can be found in Targacept’s Annual Report on Form 10-K, as updated by
subsequent Quarterly Reports on Form 10-Q, all of which are filed with the SEC. You should also read and consider the other information in this proxy
statement/prospectus/information statement and the other documents incorporated by reference into this proxy statement/prospectus/information statement.
Please see the section entitled “Where You Can Find More Information” beginning on page 325.

Risks Related to the Merger
The market price of Targacept common stock following the completion of the merger may decline as a result of the transaction.
The market price of Targacept common stock may decline as a result of the merger for a number of reasons, including if:

» investors react negatively to the prospects of the combined company’s business and prospects; or

»  the performance of the combined company’s business or its future prospects are not consistent with the expectations of financial or industry
analysts.

Targacept and Catalyst equityholders will have a reduced ownership and voting interest in, and will exercise less influence over the management of,
the combined company following the completion of the merger.

After the completion of the merger, the current stockholders of Targacept and Catalyst will own a significantly smaller percentage of the combined company
than their ownership of their respective companies prior to the merger. At the effective time of the merger, Targacept equityholders will collectively own
approximately 42% of the combined company, and Catalyst equityholders will collectively own up to approximately 58% of the combined company, based on
shares of Catalyst and Targacept outstanding as of May 15, 2015, and assuming Catalyst’s net cash at closing meets the target set forth in the Merger
Agreement. In addition, the seven-member Board of Directors of the combined company will initially be comprised of four current Catalyst directors and
three current Targacept directors. Consequently, stockholders of Targacept and Catalyst will be able to exercise less influence over the management and
policies of the combined company than they currently exercise over the management and policies of their respective companies.

Targacept and Catalyst stockholders may not realize a benefit from the merger commensurate with the ownership dilution they will experience in
connection with the merger.

If the combined company is unable to realize the full strategic and financial benefits anticipated from the merger, Targacept and Catalyst stockholders will
have experienced substantial dilution of their ownership interests without receiving any commensurate benefit, or only receiving part of the commensurate
benefit to the extent the combined company is able to realize only part of the strategic and financial benefits currently anticipated from the merger.
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Pfizer’s termination of its research and license agreement with Catalyst has delayed the originally anticipated schedule for the closing of the merger
from the second quarter of 2015 to the third quarter of 2015. This delay will result in additional operating costs that will reduce the amount of the
originally anticipated cash dividend to Targacept’s stockholders in connection with the merger. The Pfizer termination may have other effects on the
merger and the combined company’s shareholders.

As Targacept reported on April 6, 2015, Catalyst notified Targacept on April 1, 2015, that Pfizer would be exercising its right to terminate in its entirety the
June 29, 2009, research and license agreement between Catalyst and Wyeth LLC (a wholly owned subsidiary of Pfizer), which governs the development and
commercialization of Catalyst’s leading human Factor VIIa product candidate for the treatment of hemophilia and surgical bleeding indications, known as CB
813d/PF-05280602. On April 2, 2015, Pfizer provided Catalyst with its formal written notice of termination of the research and license agreement.

This development will delay the anticipated closing date of the merger from the second quarter of 2015 to the third quarter of 2015. Targacept had originally
anticipated a cash dividend to its shareholders, prior to the closing of the merger, of approximately $20.0 million. Given the delay in the closing date of the
merger and associated operating costs incurred in the interim, the amount of this cash dividend is now likely to be approximately $19.0 million. This
development may also require the combined company to raise additional financing in the capital markets sooner than originally planned, resulting in
additional dilution to the combined company’s stockholders.

Failure to complete the merger may adversely affect the common stock price of Targacept and future business and operations of Targacept and
Catalyst.

If the merger is not completed, Targacept and Catalyst are subject to the following risks:

« if the Merger Agreement is terminated under certain circumstances, Targacept will be required to pay Catalyst a termination fee of $3.22 million,
or reimburse Catalyst for up to $1.25 million in certain transaction expenses;

+ the attention of management of Targacept and Catalyst will have been diverted to the merger instead of being directed solely to their own
operations and the pursuit of other opportunities that may have been beneficial to Targacept;

» the loss of time and resources of Targacept and Catalyst;
+  the price of Targacept stock may decline and remain volatile; and
»  costs related to the merger, such as legal, accounting and transaction agent fees, some of which must be paid even if the merger is not completed.

In addition, if the Merger Agreement is terminated and the board of directors of Targacept or Catalyst determines to seek another business combination, there
can be no assurance that Targacept or Catalyst will be able to find a transaction that is superior or equal in value to the merger.

Targacept and Catalyst may fail to realize the anticipated benefits of the merger.

The success of the merger will depend on, among other things, the combined company’s ability to achieve its business objectives, including the development
of its product candidates. If the combined company is not able to achieve these objectives, the anticipated benefits of the merger may not be realized fully,
may take longer to realize than expected, or may not be realized at all.

Targacept and Catalyst have operated and, until the completion of the merger, will continue to operate independently. It is possible that the integration process
could result in the loss of key employees, the disruption of each company’s ongoing business or inconsistencies in standards, controls, procedures or policies
that could adversely affect our ability to comply with reporting obligations as a public company, to satisfy our obligations
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to third parties or to achieve the anticipated benefits of the merger. Integration efforts between the two companies will also divert management’s attention and
resources. Any delays in the integration process or inability to realize the full extent of the anticipated benefits of the merger could have an adverse effect on
our business and the results of our operations. Such an adverse effect on our business may impact the value of the shares of the combined company’s common
stock after the completion of the merger.

In addition, Catalyst could be materially adversely affected prior to the closing of the merger, which could have a material adverse effect on the combined
company if Targacept is required to complete the merger. For example, Targacept is required under the Merger Agreement to complete the merger despite any
changes in general economic or political conditions or the capital or securities markets in general to the extent they do not disproportionately affect Catalyst;
any changes in or affecting the industries in which Catalyst operates, to the extent they do not disproportionately affect Catalyst; any changes, effects or
circumstances resulting from the announcement or pendency of the Merger Agreement or the completion of the contemplated transactions or compliance with
the terms of the Merger Agreement; any changes in laws or applicable accounting principles, or interpretations thereof; and the commencement, continuation
or escalation of war, terrorism or hostilities, or natural disasters or political events. If any such adverse changes occur and the merger is still completed,
Targacept’s stock price may suffer. This in turn may reduce the value of the merger to the stockholders of Targacept.

During the pendency of the merger, neither Targacept nor Catalyst may be able to enter into a business combination with another party at a
favorable price because of restrictions in the Merger Agreement, which could adversely affect their businesses.

Covenants in the Merger Agreement generally prohibit Targacept and Catalyst from entering into certain extraordinary transactions with any third-party,
including mergers, purchases or sales of assets, or other business combinations, subject to certain exceptions relating to fiduciary duties, or from completing
other transactions that are not in the ordinary course of business pending completion of the merger, including transactions that may be favorable to the
companies or their stockholders. As a result, if the merger is not completed, each company’s stockholders may be adversely impacted by its inability to pursue
other beneficial opportunities during the pendency of the merger.

Provisions of the Merger Agreement may discourage third parties from submitting alternative acquisition proposals, including proposals that may
be superior to the merger.

The terms of the Merger Agreement prohibit Targacept and Catalyst from soliciting alternative takeover proposals or cooperating with persons making
unsolicited takeover proposals, except in limited circumstances when its board of directors determines in good faith that an unsolicited alternative takeover
proposal constitutes or is reasonably likely to result in a superior acquisition proposal, and that failure to pursue such proposal would be considered a breach
of the board’s fiduciary duties. If Targacept terminates the Merger Agreement because it enters into an alternative superior transaction, Targacept would be
required to pay a termination fee of $3.22 million to Catalyst. Such termination fee may discourage third parties from submitting alternative takeover
proposals to Targacept, and may cause the board of directors to be less inclined to recommend an alternative proposal.

The lack of a public market for Catalyst shares makes it difficult to determine the fair market value of Catalyst, and the merger consideration to be
issued to Catalyst securityholders may exceed the actual value of Catalyst.

The outstanding capital stock of Catalyst is privately held and is not traded on any public market, which makes it difficult to determine the fair market value
of Catalyst. There can be no assurances that the merger consideration to be issued to Catalyst securityholders will not exceed the actual value of Catalyst.
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If the redeemable convertible notes are redeemed for cash instead of converted for stock, the combined company may need to raise additional
dilutive capital.

In connection with the merger, Targacept stockholders will receive a Pre-Closing Dividend, which consists in part of $37.0 million in aggregate principal
amount of redeemable convertible notes. The notes will be convertible at the option of the noteholders, at any time within 30 months following the closing
into shares of the combined company at a conversion rate of $1.313 per share, which represents 130% of the negotiated per-share value of Targacept’s assets
following the anticipated Pre-Closing Dividend. The combined company is expected to have a cash balance, exclusive of Targacept’s close-out costs, of
approximately $77.0 million upon closing of the merger, including $37.0 million to be held in escrow for the benefit of the note holders and the combined
company. If all of the notes are redeemed for cash or are repaid upon maturity and not converted into stock of the combined company, the approximately
$37.0 million of cash required to satisfy the redemption will not be available to fund the ongoing operations of the combined company. Targacept cannot
predict when or to what extent noteholders will elect to redeem or convert the principal under the notes, and decisions by noteholders by will be influenced by
a variety of factors, including the trading price of the combined company’s common stock during the 30 months following the closing. If a substantial amount
of the cash balance of the combined company is required to satisfy note redemptions, the combined company may need to raise additional capital in the future
to fund operations sooner than it otherwise would. Additional capital required in the future may cause dilution of the stockholders of the combined company.

Targacept, Catalyst and the combined company will incur substantial transaction-related costs in connection with the merger.

Targacept and Catalyst have incurred, and expect to continue to incur, a number of non-recurring transaction-related costs associated with completing the
merger and combining the two companies. These fees and costs have been, and will continue to be, substantial. Catalyst and Targacept together have incurred
$3.1 million in expenses related to completing the merger and estimate they will incur additional merger related expenses of $2.2 million before
consummation of the merger. Non-recurring transaction costs include, but are not limited to, fees paid to legal, financial and accounting advisors, severance
and benefit costs, filing fees and printing costs. Additional unanticipated costs may be incurred in the integration of the operations of Targacept and Catalyst,
which may be higher than expected and could have a material adverse effect on the combined company’s financial condition and operating results.

A failure by Targacept to comply with the initial listing standards of the NASDAQ Global Select Market may subject its stock to delisting from the
NASDAQ Global Select Market, which listing is a condition to the completion of the merger.

Targacept’s common stock is currently listed for trading on the NASDAQ Global Select Market. Immediately prior to the completion of the merger, Targacept
will be required to meet the initial listing requirements to maintain the listing and continued trading of its shares on the NASDAQ Global Select Market.
These initial listing requirements are more difficult to achieve than the continued listing requirements under which Targacept is now trading. Based on
information currently available to Targacept, Targacept anticipates that it will be unable to meet the $4.00 minimum bid price initial listing requirement at the
closing of the merger unless it effects a reverse stock split. If Targacept is unable to satisfy these requirements, NASDAQ may notify Targacept that its stock
will be subject to delisting from the NASDAQ Global Select Market. It is a condition to Catalyst’s obligation to complete the merger that Targacept maintain
the listing of its common stock on NASDAQ. In addition, oftentimes a reverse stock split will not result in a trading price for the affected common stock that
is proportional to the ratio of the split. Targacept believes that a reverse stock split will be in the best interest of the combined company and its stockholders
and, accordingly, asks for its shareholders to approve a proposed reverse stock split as set forth elsewhere in this proxy statement/prospectus/information
statement. However, Targacept cannot assure you that the implementation of the reverse stock split will have a positive impact on the price of its common
stock.
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The combined company may become involved in securities class action litigation that could divert management’s attention and harm the combined
company’s business and insurance coverage may not be sufficient to cover all costs and damages.

In the past, securities class action or shareholder derivative litigation often follows certain significant business transactions, such as the sale of a business
division or announcement of a merger. The combined company may become involved in this type of litigation in the future. Litigation often is expensive and
diverts management’s attention and resources, which could adversely affect the combined company’s business.

Risks Related to Targacept
If the merger is not completed, the Pre-Closing Dividend will not be distributed to Targacept stockholders.

Distribution of the Pre-Closing Dividend to the Targacept stockholders is contingent upon the completion of the merger. If the merger does not occur,
Targacept will not distribute the Pre-Closing Dividend, and there is no assurance the Targacept board of directors will declare or distribute any dividends on
the Targacept common stock in the future.

Targacept may not be able to complete the merger and may elect to pursue another strategic transaction similar to the merger, which may not occur
on commercially reasonable terms or at all.

Targacept cannot assure you that it will be able to complete the merger in a timely manner or at all. The Merger Agreement is subject to many closing
conditions and termination rights, including, among others, the right by either party to terminate if the merger has not been completed by September 30, 2015,
if the stockholders of Targacept do not give the requisite approval to complete the merger or any of the transactions contemplated by the Merger Agreement at
the Targacept stockholders meeting, or if the terminating party enters into a definitive agreement to effect a superior competing proposal. If the Merger
Agreement is terminated under certain circumstances, Targacept or Catalyst will be required to pay the other party a termination fee of $3.22 million or
$2.275 million, respectively. Targacept’s assets currently consist primarily of cash, cash equivalents and marketable securities, and its listing on the NASDAQ
Global Select Market. If Targacept does not complete the merger, its board of directors may elect to attempt to complete another strategic transaction similar
to the merger. Such attempts will likely be costly and time consuming, and Targacept cannot make any assurances that a future strategic transaction will occur
on commercially reasonable terms or at all.

If the merger is not completed, Targacept may elect to liquidate its remaining assets, and there can be no assurances as to the amount of cash
available to distribute to stockholders after paying its debts and other obligations.

If Targacept does not complete the merger, the board of directors may elect to take the steps necessary to liquidate all remaining assets of Targacept in light of
the risks of reestablishing an operating business. The process of liquidation may be lengthy and Targacept cannot make any assurances regarding the timing of
completing such a process. In addition, Targacept would be required to pay all of its debts and contractual obligations, and to set aside certain reserves for
potential future claims. There can be no assurance as to the amount of available cash that will be available to distribute to stockholders after paying
Targacept’s debts and other obligations and setting aside funds for reserves, nor as to the timing of any such distribution.

Targacept’s recent clinical trials have resulted in significant clinical pipeline attrition. Targacept has closed its laboratory operations and no longer
has the capability to discover new product candidates internally.

In 2012, Targacept completed two workforce reductions and closed its laboratory operations. Following these actions, Targacept does not have internal
discovery and research capabilities to identify and discover new product candidates. Targacept has no current plan to resume discovery or research activities.
Without internal discovery and research capability, Targacept will not be able to expand Targacept’s pipeline with internal candidates.
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A small number of Targacept’s stockholders beneficially own a substantial amount of Targacept’s common stock and have substantial control over
Targacept; therefore, your ability to influence corporate matters may be limited.

Certain stockholders of Targacept collectively beneficially own or control approximately 41% of Targacept’s outstanding common stock as of May 15, 2015
and, acting together, have the ability to affect matters submitted to Targacept stockholders for approval, including the approval of significant transactions, like
the merger. This concentration of ownership may have the effect of delaying, deferring or preventing a strategic transaction, even if such a transaction would
benefit other stockholders.

Targacept’s ability to use net operating loss and tax credit carryforwards and certain built-in losses to reduce future tax payments is limited by
provisions of the Internal Revenue Code, and may be subject to further limitation as a result of prior or future offerings of Targacept’s stock or
other transactions.

Sections 382 and 383 of the Internal Revenue Code of 1986, as amended, or the Code, contain rules that limit the ability of a company that undergoes an
ownership change, which is generally an increase in the ownership percentage of certain stockholders in the stock of a company by more than 50 percent over
a three-year period, to utilize its net operating loss and tax credit carryforwards and certain built-in losses recognized in years after the ownership change.
These rules generally operate by focusing on ownership changes involving stockholders owning directly or indirectly 5% or more of the stock of a company
and any change in ownership arising from a new issuance of stock by the company. Generally, if an ownership change as defined by Section 382 occurs, the
yearly taxable income limitation on the use of net operating loss and tax credit carryforwards and certain built-in losses is equal to the product of the
applicable long term tax exempt rate and the value of the company’s stock immediately before the ownership change. The merger may result in such an
ownership change. If any of Targacept’s past or future transactions are determined to have caused one or more Section 382 ownership changes, Targacept
generally would not be able to use Targacept’s pre-change loss or credit carryovers or certain built-in losses prior to such ownership change to offset future
taxable income in excess of the annual limitations imposed by Sections 382 and 383, which may result in the expiration of a portion of Targacept’s tax
attributes before utilization.

Targacept has a substantial accumulated deficit and expects to continue to incur losses for future periods.

As of March 31, 2015, Targacept had an accumulated deficit of $320.0 million. Targacept had a net loss of $6.8 million for the quarter ended March 31, 2015,
and net losses of $32.6 million and $46.7 million for the years ended December 31, 2014 and 2013, respectively. Targacept’s losses for other periods have
historically resulted principally from costs incurred in connection with Targacept’s research and development activities, including clinical trials, and from
general and administrative expenses associated with Targacept’s operations. Targacept expects to continue to incur losses for future periods. As a result,
following the completion of the merger, the combined company will need to generate significant revenues to achieve profitability in the future or, if Targacept
does achieve profitability for any particular period, to sustain or grow Targacept’s profitability on a quarterly or annual basis.

Targacept derived a substantial portion of its revenue in past years from Targacept’s strategic alliances and collaborations, which have all terminated.
Targacept does not currently have any source of product revenue.

If Targacept is unable to protect its intellectual property effectively, Targacept’s competitors may develop and market similar products and the value
of its technology and its ability to monetize its NNRs and related assets, or NNR Assets, would be damaged.

Targacept depends significantly on its ability to obtain and maintain meaningful intellectual property protection for its product candidates, technology and
know-how. Targacept generally seeks to protect its compounds and technologies by, among other methods, filing U.S. and foreign patent applications related
to its proprietary technology that is important to the development of its business. Targacept files patent applications directed to its product candidates in an
effort to establish intellectual property positions regarding new chemical entities, pharmaceutical compositions, formulations and uses in the treatment of
diseases and disorders.
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The patent positions of companies like Targacept are generally uncertain and involve complex legal and factual questions. Targacept’s ability to maintain and
solidify its proprietary position for its product candidates and technology will depend on the success that Targacept has in obtaining valid patent claims and
enforcing claims that are granted. Targacept does not know whether any of its patent applications or those patent applications that it licenses will result in the
issuance of any patents. Targacept’s issued patents and those that may issue in the future, or those licensed to Targacept, may be challenged, invalidated,
rendered unenforceable or circumvented, any of which could limit Targacept’s ability to stop competitors from marketing related products. In addition, the
rights granted under any issued patents may not provide it with competitive advantages against competitors with similar compounds or technologies.
Furthermore, Targacept’s competitors may independently develop similar technologies in a manner that does not infringe its patents or other intellectual
property. If Targacept is unable to obtain, enforce or defend the patents with respect to its product candidates, its ability to monetize its product candidates
would be materially and adversely affected.

Although Targacept owns or otherwise has rights to a number of patents, these patents may not effectively exclude competitors from engaging in activities
that could compete with it. Furthermore, the issuance of a patent is not conclusive as to its validity or enforceability, and third parties may challenge the
validity or enforceability of Targacept’s patents. The Leahy-Smith America Invents Act was signed into U.S. law September 26, 2011, and includes
significant changes to patent law. One of the most notable changes is the transition from a “first-to-invent” to a “first-inventor-to-file” patent system. This is
effective for patent applications filed on or after March 16, 2013. Because patent applications in the United States and many foreign countries are confidential
for a period of time after filing, and because publications of discoveries in the scientific literature often lag behind actual discoveries, Targacept cannot be
certain that it was the first to invent the inventions claimed in its issued U.S. patents or patent applications filed on or before March 16, 2013, or that
Targacept was or will be the first to file for protection of the inventions claimed in any of its U.S. patent applications filed after March 16, 2013 or in any of
its issued foreign patents or pending foreign patent applications. It is possible that a competitor may successfully challenge Targacept’s patents or that
challenges will result in the elimination or narrowing of patent claims and, therefore, reduce its patent protection.

Because of the extensive time required for development, testing and regulatory review of a new drug, it is possible that any patent covering one of Targacept’s
product candidates may expire before the product candidate can be commercialized or remain in force for only a short period following initial
commercialization. In either case, any advantages of the patent would be limited. Changes either in patent laws or in interpretations or enforcement of patent
laws in the United States and other countries may diminish the value of Targacept’s intellectual property or narrow the scope of its patent protection.

If Targacept is unable to protect the confidentiality of its proprietary information and know-how, the commercial value of its technology and product
candidates could be reduced.

In addition to patents, Targacept relies on protection of trade secrets, know-how and confidential and proprietary information to maintain its competitive
position. For example, Targacept generally does not seek patent protection for the computer-based molecular design technologies that form part of Pentad and
instead seeks to maintain those technologies as trade secrets.

To maintain the confidentiality of trade secrets and proprietary information, Targacept generally enters into confidentiality agreements with its employees,
consultants, contractors and collaborators upon the commencement of its relationship with them. These agreements typically require that all confidential
information developed by the individual or made known to the individual by Targacept during the course of the individual’s relationship with Targacept be
kept confidential and not disclosed to third parties. However, Targacept may not obtain these agreements in all circumstances, and individuals with whom
Targacept has these agreements may not comply with their terms. Even if obtained, these agreements may not provide meaningful protection for Targacept’s
trade secrets or other proprietary information or an adequate remedy in the event of their unauthorized use or disclosure. The loss or exposure of Targacept’s
trade secrets or other proprietary information could impair its competitive position.
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Targacept also typically enter into agreements with employees that provide that inventions conceived by them in the course of rendering services to Targacept
is its exclusive property and, where appropriate, it enters into similar agreements with consultants and contractors. To the extent that Targacept’s employees,
consultants or contractors use technology or know-how owned by others in their work for Targacept, disputes may arise as to the rights in related inventions.

If Targacept fails to comply with its obligations in Targacept’s intellectual property licenses with third parties, Targacept could lose license rights
that support its NNR Assets and, if it has sublicensed its license rights to a third-party, the loss of the license rights may breach Targacept’s
obligations to its sublicensee.

Targacept is a party to various license agreements. As an example, Targacept licenses patent rights covering the pharmaceutical composition and methods of
use of TC-5214 from University of South Florida Research Foundation. Targacept’s existing licenses impose, and Targacept expects future licenses will
impose, various diligence, milestone payment, royalty, insurance and other obligations on it. If Targacept fails to comply with these obligations, whether as a
result of actions or inactions by Targacept or by any potential future collaborator of Targacept’s to which Targacept out-license patent rights that Targacept has
in-licensed from a third-party, the licensor may have the right to terminate the license, in which event Targacept may not be able to market any product that is
covered by the licensed patents.

Targacept may be involved in lawsuits to protect or enforce Targacept’s patents that could be expensive and time-consuming.

Targacept may initiate patent litigation against third parties to protect or enforce Targacept’s patent rights and it may similarly be sued by third parties.
Targacept may also become subject to interference, review or opposition proceedings conducted in the patent and trademark offices of various countries to
determine its entitlement to patents. The defense and prosecution of intellectual property suits, interference proceedings and related legal and administrative
proceedings, regardless of their merit, lack of merit or eventual outcome, would be costly and a significant diversion of Targacept’s technical personnel’s and
management’s attention from conducting its business, which would harm its business. Moreover, Targacept may not prevail in any of these suits. An adverse
determination of any litigation or proceeding could put Targacept’s patents at risk of being invalidated or narrowly interpreted and its patent applications at
risk of not being issued and could prevent it from protecting its rights, particularly in countries where the laws may not protect such rights as fully as in the
United States.

Risks Related to Catalyst
Risks related to Catalyst’s financial condition and capital requirements

Catalyst has incurred significant losses since its inception, and the combined company after the merger is expected to continue to incur significant
losses for the foreseeable future.

Catalyst is a clinical-stage biotechnology company, and it has not yet generated significant revenues. Catalyst has incurred net losses in each year since its
inception in August 2002, including net losses of $6.6 million and $10.0 million for the years ended December 31, 2014 and 2013, respectively and $2.9
million for the three months ended March 31, 2015. As of March 31, 2015, Catalyst had an accumulated deficit of $119.1 million.

Catalyst is still in the early stages of development of its product candidates, and has no products approved for commercial sale. To date, Catalyst has financed
its operations primarily from private placements of convertible preferred stock, payments under collaboration agreements, and to a lesser extent through
issuances of shares of common stock. In addition, due to Pfizer’s termination of its research and license agreement with Catalyst, Catalyst’s ability to use
payments from collaboration agreements to finance its operations will be significantly reduced.

Catalyst has devoted most of its financial resources to research and development, including its preclinical development activities. Catalyst expects to continue
to incur significant expenses and operating losses over the
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next several years. After the merger, the combined company’s operating losses may fluctuate significantly from quarter to quarter and year to year. The
combined company is expected to continue to incur significant expenses and increasing operating losses for at least the next several years, and its expenses
will increase substantially if and as Catalyst:

»  continues clinical development of CB 813d/PF-05280602;

»  continues research and preclinical and clinical development of its other product candidates, including CB 2679d/ISU 304;

+ initiates additional preclinical, clinical or other studies for its product candidates;

»  further develops the manufacturing process for its product candidates;

» changes or adds additional manufacturers or suppliers;

+  attracts and retains skilled personnel;

»  seeks regulatory and marketing approvals for any of its product candidates that successfully complete clinical studies;

» establishes a sales, marketing and distribution infrastructure to commercialize any products for which it may obtain marketing approval;
»  seeks to identify and validate additional product candidates;

*  acquires or in-licenses other product candidates and technologies;

* makes milestone or other payments under collaboration agreements, including its collaboration agreement with ISU Abxis, or any in-license
agreements;

*  maintains, protects and expands its intellectual property portfolio;

»  creates additional infrastructure to support operations as a public company and its product development and planned future commercialization
efforts; and

+  experiences any delays or encounters issues with any of the above.

To become and remain profitable, Catalyst must succeed in developing and eventually commercializing products that generate significant revenue. This will
require Catalyst to be successful in a range of challenging activities, including completing preclinical testing and clinical trials of product candidates,
discovering additional product candidates, obtaining regulatory approval for these product candidates and manufacturing, marketing and selling any products
for which regulatory approval is obtained. Catalyst is only in the preliminary stages of most of these activities. Catalyst may never succeed in these activities
and, even if it does, may never generate revenues that are significant enough to achieve profitability.

Because of the numerous risks and uncertainties associated with pharmaceutical product development, Catalyst is unable to accurately predict the timing or
amount of increased expenses or when, or if, Catalyst will be able to achieve profitability. Even if Catalyst does achieve profitability, it may not be able to
sustain or increase profitability on a quarterly or annual basis. Failure to become and remain profitable would depress the value of the combined company and
could impair its ability to raise capital, expand its business, maintain research and development efforts, diversify product offerings or even continue
operations. A decline in the value of the combined company could also cause you to lose all or part of your investment.

Catalyst’s independent registered public accounting firm has expressed doubt about Catalyst’s ability to continue as a going concern.

Based on Catalyst’s recurring losses, negative cash flows from operating activities and expectations to incur losses for the next several years, Catalyst’s
independent registered public accounting firm has included an explanatory paragraph in its report on Catalyst’s financial statements as of and for the years
ended December 31,
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2014 and December 31, 2013 expressing substantial doubt about Catalyst’s ability to continue as a going concern. Catalyst will require significant additional
funding to continue operations, in addition to those that will be contributed to its business in connection with the merger. If Catalyst is unable to continue as a
going concern, it may be forced to liquidate its assets and the values it receives for its assets in liquidation or dissolution could be significantly lower than the
values reflected in its financial statements.

Catalyst will need additional capital. If the combined company is unable to raise sufficient capital, it would be forced to delay, reduce or eliminate
product development programs.

Developing pharmaceutical products, including conducting preclinical studies and clinical trials, is expensive. Catalyst expects its research and development
expenses to increase in connection with its ongoing activities, particularly activities related to the continued clinical development of CB 813d/PF-05280602,
including a clinical efficacy trial, and if Phase 1 clinical trials of CB 2679d/ISU 304 are successful and this product candidate moves into Phase 2 clinical
trials. Catalyst will also incur additional expenses if Catalyst’s product candidates for delayed graft function or age-related macular degeneration enter Phase
1 clinical trials. Expenses are also likely to increase as Catalyst continues to work on its research programs. Catalyst believes that Catalyst’s available cash
immediately prior to the completion of the merger, together with cash held by Targacept following the Pre-Closing Distribution, will be sufficient for the
combined company to fund the Company’s operations at least through 2016. However, the combined company will need to raise substantial additional capital
to complete the development and commercialization of CB 813d/PF-05280602, CB 2679d/ISU 304 and its other product candidates, and depending on the
availability of capital, may need to delay development of its product candidates for delayed graft function or age-related macular degeneration.

Prior to the completion of the merger, Targacept will issue $37.0 million in aggregate principal amount of redeemable convertible notes to its stockholders as
part of the Pre-Closing Dividend, with an amount equal to the total principal deposited in an escrow account for the benefit of Targacept stockholders and
Catalyst. The notes may be redeemed for cash or repaid upon maturity, but to the extent holders elect to convert any principal amount of the notes into shares
of Targacept common stock within 30 months of the closing, those amounts would be released from escrow and made available to Catalyst. Except for this
arrangement, Catalyst has no commitments or arrangements for any additional financing to fund its research and development programs. There can be no
assurance regarding the amount of the notes that will be redeemed or the portion of the $37.0 million in capital that will become available to the combined
company.

Until Catalyst can generate a sufficient amount of revenue from its product candidates, if ever, the combined company is expected to finance future cash
needs through public or private equity offerings, debt financings, corporate collaborations and/or licensing arrangements. Additional funds may not be
available when Catalyst needs them on terms that are acceptable, or at all. If adequate funds are not available, Catalyst may be required to delay, reduce the
scope of or eliminate one or more of its research or development programs.

Because successful development of Catalyst’s product candidates is uncertain, Catalyst is unable to estimate the actual funds required to complete research
and development and commercialize its products under development. Catalyst’s future funding requirements, both near and long-term, will depend on many
factors, including, but not limited to:

» the initiation, progress, timing, costs and results of clinical trials for Catalyst’s product candidates in hemophilia, including CB 813d/PF-
05280602 and CB 2679d/1SU 304;

+ the timing, costs and results of preclinical studies for Catalyst’s other potential product candidates;

»  the number and characteristics of product candidates that Catalyst pursues;

» the terms and timing of any future collaboration, licensing or other arrangements that Catalyst may establish;
+  the outcome, timing and cost of regulatory approvals;
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» the cost of obtaining, maintaining, defending and enforcing intellectual property rights, including patent rights;
+ the effect of competing technological and market developments;

» the cost and timing of completing outsourced manufacturing activities;

»  market acceptance of any product candidates for which Catalyst may receive regulatory approval;

» the cost of establishing sales, marketing and distribution capabilities for any product candidates for which Catalyst may receive regulatory
approval; and

+ the extent to which Catalyst acquires, licenses or invests in businesses, products or technologies.

Raising additional funds by issuing securities or through licensing arrangements may cause dilution to stockholders, restrict Catalyst’s operations or
require Catalyst to relinquish proprietary rights.

To the extent that Catalyst raises additional capital through the sale of equity or convertible debt securities, stockholders following completion of the merger
will be diluted, and the terms of these new securities may include liquidation or other preferences that adversely affect the rights of common stockholders.
Debt financing, if available at all, may involve agreements that include covenants limiting or restricting Catalyst’s ability to take specific actions, such as
incurring additional debt, making capital expenditures or declaring dividends. If Catalyst raises additional funds through collaborations, strategic alliances or
licensing arrangements with third parties, Catalyst may have to relinquish valuable rights to its technologies, product candidates or future revenue streams or
grant licenses on terms that are not favorable to Catalyst. Catalyst may also seek to access the public or private capital markets whenever conditions are
favorable, even if Catalyst does not have an immediate need for additional capital at that time. There can be no assurance that Catalyst will be able to obtain
additional funding if and when necessary. If Catalyst is unable to obtain adequate financing on a timely basis, it could be required to delay, curtail or eliminate
one or more, or all, of its development programs or grant rights to develop and market product candidates that it would otherwise prefer to develop and
market itself.

Catalyst has no history of clinical development or commercialization of pharmaceutical products, which may make it difficult to evaluate the
prospects for the combined company’s future viability.

Catalyst began operations in August 2002. Its operations to date have been limited to financing and staffing the company, developing Catalyst’s technology
and product candidates and establishing collaborations. Catalyst has not yet demonstrated an ability to successfully conduct a clinical trial, obtain marketing
approvals, manufacture a product for clinical trials or at commercial scale, or arrange for a third-party to do so on its behalf, or conduct sales and marketing
activities necessary for successful product commercialization. Consequently, predictions about the combined company’s future success or viability may not be
as accurate as they could be if Catalyst had a longer operating history or a history of successfully developing and commercializing pharmaceutical products.

Risks related to the discovery, development and commercialization of Catalyst’s product candidates

Catalyst is substantially dependent upon the success of CB 813d/PF-05280602, which is its only product candidate that has completed a Phase 1
clinical trial.

The failure of CB 813d/PF-05280602 to achieve successful clinical trial endpoints, delays in clinical trial enrollment or in the clinical development of CB
813d/PF-05280602 generally, unanticipated adverse side effects related to CB 813d/PF-05280602 or any other adverse developments or information related to
CB 813d/PF-05280602 would significantly harm Catalyst’s business, its prospects and the value of the combined company’s common stock. Catalyst expects
to advance CB 813d/PF-05280602 into a clinical efficacy trial in hemophilia A and hemophilia B inhibitor patients. There is no guarantee that the results of
this clinical trial, if it occurs, will be positive or will not generate unanticipated safety concerns. The Phase 1 clinical trial of CB 813d/PF-05280602 was a
single-dose escalation trial that would not, compared to multi-dose trials, be expected to exclude the
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possibility of an immunological response to CB 813d/PF-05280602 in patients who received the product candidate. If subsequent multi-dose trials
demonstrate an immunological response, development of CB 813d/PF-05280602 could be halted.

Even if the next trials of CB 813d/PF-05280602 are positive, CB 813d/PF-05280602 may require substantial additional trials and other testing before
approving CB 813d/PF-05280602 for marketing. Even if the FDA or other regulatory agency approves CB 813d/PF-05280602, the approval may impose
significant restrictions on the indicated uses, conditions for use, labeling, advertising, promotion, marketing and/or production of such product and may
impose ongoing commitments or requirements for post-approval studies, including additional research and development and clinical trials. The FDA and
other agencies also may impose various civil or criminal sanctions for failure to comply with regulatory requirements, including withdrawal of product
approval. Regulatory approval from authorities in foreign countries will be needed to market CB 813d/PF-05280602 in those countries. Approval by one
regulatory authority does not ensure approval by regulatory authorities in other jurisdictions. If Catalyst fails to obtain approvals from foreign jurisdictions,
the geographic market for CB 813d/PF-05280602 would be limited.

CB 813d/PF-05280602 is not expected to be commercially available in the near term, if at all. Further, the commercial success of CB 813d/PF-05280602 will
depend upon its acceptance by physicians, patients, third-party payors and other key decision-makers as a therapeutic and cost effective alternative to
currently available products. If Catalyst is unable to successfully develop, obtain regulatory approval for and commercialize CB 813d/PF-05280602,
Catalyst’s ability to generate revenue from product sales will be significantly delayed and Catalyst’s business would be materially and adversely affected, and
it may not be able to earn sufficient revenues to continue as a going concern.

Catalyst must transition manufacturing and clinical activities related to CB 813d/PF-05280602 from Pfizer, which had conducted the Phase 1 clinical
trial of this product candidate, and this process will be lengthy and its outcome uncertain.

Pfizer conducted the Phase 1 clinical trial of CB 813d/PF-05280602 pursuant to a research and license agreement. Pfizer terminated this agreement effective
June 1, 2015, and to Catalyst’s knowledge such termination was the result of an internal review of products in development at Pfizer. Under this license
agreement, Catalyst and Pfizer collaborated on the development of CB 813d/PF-05280602, and Pfizer was responsible for product manufacturing and clinical
trials. To continue development of CB 813d/PF-05280602, Catalyst must successfully transition manufacturing and clinical development activities from
Pfizer. Catalyst is in discussions with Pfizer about obtaining manufacturing technology and know-how related to CB 813d/PF-05280602, although there can
be no assurance that Catalyst and Pfizer will agree to the terms or mechanism for such transfer, or that any such technology and know-how transfer will be
successful. If Catalyst is not able to successfully transfer manufacturing technology and know-how from Pfizer related to CB 813d/PF-05280602, clinical
development of this product candidate could be significantly delayed.

The biological basis of Catalyst’s product candidates exposes them to risk of adverse immunological response, which could result in the failure of a
product to advance further in clinical trials or, with respect to approved products, result in its removal from the market.

All of Catalyst’s product candidates are modified versions of human proteases. As a result, they have the potential to elicit an immunological response that
eliminates or neutralizes the product, severely inhibiting its efficacy. This in turn could result in the failure of any of Catalyst’s product candidates to advance
into further clinical trials, or for any approved products to be removed from the market if adverse immunological responses are identified after approval.
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Catalyst is very early in its development efforts and has only one product candidate that has completed a Phase 1 clinical trial. All of Catalyst’s other
product candidates are still in preclinical development. If Catalyst is unable to commercialize its product candidates or experiences significant delays
in doing so, the combined company’s business will be materially harmed.

Catalyst is very early in its development efforts and has only one product candidate that has completed a Phase 1 clinical trial, CB 813d/PF-05280602. All of
Catalyst’s other product candidates are still in preclinical development. Catalyst expects to advance CB 813d/PF-05280602 into a clinical efficacy trial in
hemophilia A and hemophilia B inhibitor patients. In addition, Catalyst expects that its collaborator ISU Abxis will initiate a Phase 1 clinical trial of CB
2679d/ISU 304, Catalyst’s next-generation Factor IX drug candidate for the treatment of patients with hemophilia B, in 2016. Catalyst also expects to initiate
preclinical IND-enabling studies for its anti-C3 protease for the prevention of renal delayed graft function, or DGF, in 2015. Catalyst’s ability to generate
product revenues, which it does not expect will occur for many years, if ever, will depend heavily on the successful development and eventual
commercialization of these and other product candidates. The success of its product candidates will depend on several factors, including the following:

»  successful completion of preclinical studies and clinical trials;

»  receipt of marketing approvals from applicable regulatory authorities;

+  obtaining and maintaining patent and trade secret protection and regulatory exclusivity for its product candidates;
+ making arrangements with third-party manufacturers for, or establishing, commercial manufacturing capabilities;
* launching commercial sales of the products, if and when approved, whether alone or in collaboration with others;
» acceptance of the products, if and when approved, by patients, the medical community and third-party payors;

» effectively competing with other therapies;

+  obtaining and maintaining healthcare coverage and adequate reimbursement;

»  protecting Catalyst’s rights in its intellectual property portfolio; and

*  maintaining a continued acceptable safety profile of the products following approval.

If Catalyst does not achieve one or more of these factors in a timely manner or at all, Catalyst could experience significant delays or an inability to
successfully commercialize its product candidates, which would materially harm the combined company’s business.

Clinical drug development involves a lengthy and expensive process with an uncertain outcome. Results from Catalyst’s successful Phase 1 trials
may not be confirmed in later trials, and if serious adverse or unacceptable side effects are identified during the development of Catalyst’s product
candidates, Catalyst may need to abandon or limit its development of some of its product candidates.

Clinical testing is expensive, time-consuming and uncertain as to outcome. Catalyst cannot guarantee that any preclinical studies and clinical trials will be
conducted as planned or completed on schedule, if at all. The clinical development of Catalyst’s product candidates is susceptible to the risk of failure
inherent at any stage of drug development, including failure to demonstrate efficacy in a clinical trial or across a broad population of patients, the occurrence
of severe or medically or commercially unacceptable adverse events, failure to comply with protocols or applicable regulatory requirements and
determination by the FDA or any comparable foreign regulatory authority that a drug product is not approvable. It is possible that even if one or more of
Catalyst’s product candidates has a beneficial effect, that effect will not be detected during clinical evaluation as a result of one or more of a variety of factors,
including the size, duration, design, measurements, conduct or analysis of
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Catalyst’s clinical trials. Conversely, as a result of the same factors, Catalyst’s clinical trials may indicate an apparent positive effect of a product candidate
that is greater than the actual positive effect, if any. Similarly, in its clinical trials Catalyst may fail to detect toxicity of or intolerability caused by its product
candidates, or mistakenly believe that its product candidates are toxic or not well tolerated when that is not in fact the case.

In addition, the outcome of preclinical studies and early clinical trials may not be predictive of the success of later clinical trials. For example, the Phase 1
clinical trial of CB 813d/PF-05280602 was a single dose trial, and adverse immunological reactions would not be likely to appear until patients received a
second dose.

Many companies in the pharmaceutical and biotechnology industries have suffered significant setbacks in late-stage clinical trials after achieving positive
results in earlier development, and Catalyst may face similar setbacks. The design of a clinical trial can determine whether its results will support approval of
a product and flaws in the design of a clinical trial may not become apparent until the clinical trial is well advanced. Catalyst has limited experience in
designing clinical trials and may be unable to design and execute a clinical trial to support marketing approval. In addition, preclinical and clinical data are
often susceptible to varying interpretations and analyses. Many companies that believed their product candidates performed satisfactorily in preclinical studies
and clinical trials have nonetheless failed to obtain marketing approval for the product candidates. Even if Catalyst believes that the results of clinical trials
for Catalyst’s product candidates warrant marketing approval, the FDA or comparable foreign regulatory authorities may disagree and may not grant
marketing approval of Catalyst’s product candidates.

In some instances, there can be significant variability in safety or efficacy results between different clinical trials of the same product candidate due to
numerous factors, including changes in trial procedures set forth in protocols, differences in the size and type of the patient populations, changes in and
adherence to the dosing regimen and other clinical trial protocols and the rate of dropout among clinical trial participants. Any Phase 2, Phase 3 or other
clinical trials that Catalyst may conduct may not demonstrate the efficacy and safety necessary to obtain regulatory approval to market Catalyst’s product
candidates.

If Catalyst’s product candidates are associated with undesirable side effects in clinical trials or have characteristics that are unexpected, Catalyst may need to
abandon development or limit development of the product candidate to more narrow uses or subpopulations in which the undesirable side effects or other
characteristics are less prevalent, less severe or more acceptable from a risk-benefit perspective.

If Catalyst experiences delays or difficulties in the enrollment of patients in clinical trials, its receipt of necessary regulatory approvals could be
delayed or prevented.

Catalyst or its collaborators may not be able to initiate or continue clinical trials for its product candidates if it is unable to locate, enroll and maintain
enrolment of a sufficient number of eligible patients to participate in these trials as required by the FDA or similar regulatory authorities outside the United
States. In particular, there are a relatively small number of hemophilia patients, which may cause delays in enrollment of clinical trials of CB 813d/PF-
05280602 or CB 2679d/ISU 304 in hemophilia. In addition, some of Catalyst’s competitors have ongoing clinical trials for product candidates that treat the
same indications as Catalyst’s product candidates, and patients who would otherwise be eligible for Catalyst’s clinical trials may instead enroll in clinical
trials of its competitors’ product candidates.
Patient enrollment is affected by other factors including:

+ the severity of the disease under investigation;

+ the eligibility criteria for the study in question;

» the perceived risks and benefits of the product candidate under study;

» the efforts to facilitate timely enrollment in clinical trials;

+ the patient referral practices of physicians;
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» the ability to monitor patients adequately during and after treatment; and

+  the proximity and availability of clinical trial sites for prospective patients.

Inability of Catalyst to enroll a sufficient number of patients for its clinical trials would result in significant delays and could require it to abandon one or
more clinical trials altogether. Enrollment delays in clinical trials conducted by Catalyst may also result in increased development costs for its product
candidates, which would cause the value of the combined company to decline and limit its ability to obtain additional financing.

Catalyst may not be successful in its efforts to use and expand its protease platform to discover and develop drugs that lead to marketable products.

A key element of Catalyst’s strategy is to use its protease platform to build a hemostasis franchise and an anti-compliment franchise, which include several
highly differentiated drug candidates that address diseases with high unmet medical needs, including delayed graft function, or DGF, and dry age-related
macular degeneration, or AMD. The discovery of biopharmaceutical products based on the creation of novel proteases is an emerging field, and the scientific
discoveries that form the basis for Catalyst’s efforts to discover and develop product candidates using this technology are relatively new. Although modified
human protease drugs have been developed, no drugs have been developed premised on novel engineered proteases that preferentially cleave the target of
interest. Furthermore, no drugs directly targeting complement factor C3 have been approved.

Accordingly, Catalyst does not know if its approach of using proteases to regulate coagulation and complement cascades will successfully result in the
development of additional product candidates for target indications that are safe and effective. Even if Catalyst is successful in continuing to build its pipeline,
the potential product candidates that Catalyst identifies may not be suitable for clinical development, including as a result of being shown to have harmful
side effects or other characteristics that indicate that they are unlikely to be product candidates that will receive marketing approval and achieve market
acceptance. If Catalyst does not successfully develop and commercialize product candidates based upon its technological approach, it will not be able to
obtain product revenues in future periods, which likely would result in significant harm to its financial position and adversely affect the combined company’s
stock price.

Risks related to Catalyst’s reliance on third parties
Catalyst depends on its collaborative relationship with ISU Abxis for the Phase 1 development of CB 2679d/ISU 304.

Catalyst has entered into a collaboration agreement with ISU Abxis for preclinical and Phase 1 development of an improved, next-generation Factor IX
product, CB 2679d/ISU 304, to enable an investigational new drug application, which will require ISU Abxis to obtain approval from South Korean
regulatory authorities to conduct trials. Under this agreement, ISU Abxis is responsible for manufacturing and Phase 1 clinical trials of this product candidate,
and Catalyst depends on ISU Abxis to complete these activities.

Catalyst’s ability to generate revenues from this arrangement will depend on the ability of ISU Abxis to successfully perform the functions assigned to it in
this arrangement, and accordingly, any failure by ISU Abxis to develop this product candidate could adversely affect Catalyst’s cash flows. Further, this
collaboration agreement may not lead to development or commercialization of this product candidate in the most efficient manner or at all, and ISU Abxis has
the right to abandon research or development projects and terminate applicable agreements, including funding obligations, prior to or upon the expiration of
the agreed upon terms. Catalyst is subject to a number of risks associated with its dependence on ISU Abxis:

»  Catalyst is not able to control any decisions by ISU Abxis regarding the amount and timing of resource expenditures for the development or
commercialization of CB 2679d/ISU 304, and may have limited or no ability to control such decisions with respect to other product candidates
subject to collaboration agreements;
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« ISU Abxis may delay clinical trials, provide insufficient funding, or manufacture insufficient amounts of product, for a clinical trial, stop a
clinical trial or abandon products, repeat or conduct new clinical trials or require a new formulation of products for clinical testing;

+ ISU Abxis may not perform its obligations as expected;

*  Adverse regulatory determinations or other legal action may interfere with the ability of ISU Abxis to conduct clinical trials or other development
activity, such as any failure by ISU Abxis to obtain approvals from South Korean regulatory authorities to conduct Phase I clinical trials of CB
2679d/1SU 304;

» ISU Abxis may be subject to regulatory or legal action resulting from the failure to meet healthcare industry compliance requirements in the
conduct of clinical trials or the promotion and sale of products;

*  Catalyst’s relationship with ISU Abxis could be adversely impacted by changes in their key management personnel and other personnel that are
administering collaboration agreements; and

*  The collaboration with ISU Abxis may be terminated and, if terminated, may result in a need for additional capital to pursue further development
or commercialization of CB 2679d/ISU 304.

Catalyst expects to seek to establish additional collaborations, and, if it is not able to establish them on commercially reasonable terms, Catalyst may
have to alter its development and commercialization plans.

Catalyst’s drug development programs and the potential commercialization of its product candidates will require substantial additional cash to fund expenses.
Accordingly, Catalyst may seek one or more additional collaborators for the development and commercialization of one or more of its product candidates. For
example, Catalyst may seek a new collaborator to develop CB 813d/PF-05280602 and might also seek collaborators for CB 2689d/ISU 304 or its Factor Xa
product candidates. In addition, full development efforts on the use of Catalyst’s novel proteases for the treatment of DGF or dry AMD will likely involve
significant cost, and Catalyst expects that it may conduct any such efforts in collaboration with one or more partners.

Catalyst faces significant competition in seeking appropriate collaborators. Whether Catalyst can reach a definitive agreement for a collaboration will depend,
among other things, upon Catalyst’s assessment of the collaborator’s resources and expertise, the terms and conditions of the proposed collaboration and the
proposed collaborator’s evaluation of a number of factors. Those factors may include the design or results of preclinical trials, the likelihood of approval by
the FDA or comparable foreign regulatory authorities and the regulatory pathway for any such approval, the potential market for the product candidate, the
costs and complexities of manufacturing and delivering the product to patients and the potential of competing products. The collaborator may also consider
alternative product candidates or technologies for similar indications that may be available for collaboration and whether such a collaboration could be more
attractive than the one with Catalyst for its product candidate. There can be no assurance that any collaboration agreements will be on favorable terms.

Collaborations are complex and time-consuming to negotiate and document. In addition, there have been a significant number of recent business
combinations among large pharmaceutical companies that have resulted in a reduced number of potential future collaborators. Catalyst may not be able to
negotiate collaborations on a timely basis, on acceptable terms, or at all. If Catalyst is unable to do so, it may have to curtail the development of the product
candidate for which it is seeking to collaborate, reduce or delay its development program or one or more of its other development programs, delay its potential
commercialization or reduce the scope of any sales or marketing activities, and increase its expenditures and undertake development or commercialization
activities at its own expense. If Catalyst elects to increase its expenditures to fund development or commercialization activities on its own, Catalyst may need
to obtain additional capital, which may not be available to it on acceptable terms or at all. If Catalyst does not have sufficient funds, it may not be able to
further develop its product candidates or bring them to market and generate product revenue.
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Catalyst contracts with third parties for the manufacture of its product candidates for preclinical testing and expects to continue to do so for clinical
testing and commercialization. This reliance on third parties increases the risk that Catalyst will not have sufficient quantities of its product
candidates or products or such quantities at an acceptable cost, which could delay, prevent or impair its development or commercialization efforts.

Catalyst currently has no internal capabilities to manufacture its product candidates for clinical use or for preclinical trials following good manufacturing
practices, or GMP, or good laboratory practices, or GLP. Catalyst expects to rely on one or more third-party contractors to manufacture, package, label and
distribute clinical supplies and commercial quantities of any product candidate that Catalyst commercializes following approval for marketing by applicable
regulatory authorities. Catalyst also expects to rely on one or more third-party contractors to manufacture its product candidates for use in its clinical trials.
Reliance on such third-party contractors entails risks, including:

» the inability of Catalyst to identify and negotiate manufacturing and supply agreements with suitable manufacturers;

+ manufacturing delays if Catalyst’s third-party contractors give greater priority to the supply of other products over Catalyst’s product candidates
or otherwise do not satisfactorily perform according to the terms of the agreements between Catalyst and them;

» the possible termination or nonrenewal of agreements by Catalyst’s third-party contractors at a time that is costly or inconvenient for Catalyst;
»  the possible breach by the third-party contractors of Catalyst’s agreements with them;
+ the failure of third-party contractors to comply with applicable regulatory requirements;

» the possible mislabeling of clinical supplies, potentially resulting in the wrong dose amounts being supplied or active drug or placebo not being
properly identified;

+ the possibility of clinical supplies not being delivered to clinical sites on time, leading to clinical trial interruptions, or of drug supplies not being
distributed to commercial vendors in a timely manner, resulting in lost sales; and

» the possible misappropriation of Catalyst’s proprietary information, including Catalyst’s trade secrets and know-how.

Catalyst may incur delays in product development resulting from the need to identify or qualify manufacturers for its product candidates. Catalyst’s current
and anticipated future dependence upon others for the manufacture of its product candidates may adversely affect its future profit margins and its ability to
commercialize any products that receive marketing approval on a timely and competitive basis.

Catalyst and its contract manufacturers will be subject to significant regulation with respect to manufacturing Catalyst’s products. The
manufacturing facilities on which Catalyst will rely may not continue to meet regulatory requirements and have limited capacity.

All entities involved in the preparation of therapeutics for clinical studies or commercial sale, including any contract manufacturers for Catalyst’s product
candidates, are subject to extensive regulation. Components of a finished therapeutic product approved for commercial sale or used in late-stage clinical
studies must be manufactured in accordance with GMP. These regulations govern manufacturing processes and procedures (including record keeping) and the
implementation and operation of quality systems to control and assure the quality of investigational products and products approved for sale. Poor control of
production processes can lead to the introduction of adventitious agents or other contaminants, or to inadvertent changes in the properties or stability of
Catalyst’s product candidates that may not be detectable in final product testing. Catalyst or its contract manufacturers must supply all necessary
documentation in support of a Biologics License Application on a timely basis and must adhere to the FDA’s good laboratory practices, or GLP, and GMP
regulations
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enforced by the FDA through its facilities inspection program. Catalyst’s facilities and quality systems and the facilities and quality systems of some or all of
its third-party contractors must pass a pre-approval inspection for compliance with the applicable regulations as a condition of regulatory approval of
Catalyst’s product candidates. In addition, the regulatory authorities may, at any time, audit or inspect a manufacturing facility involved with the preparation
of Catalyst’s product candidates or the associated quality systems for compliance with the regulations applicable to the activities being conducted. If these
facilities do not pass a pre-approval plant inspection, FDA approval of the products will not be granted.

The regulatory authorities also may, at any time following approval of a product for sale, audit Catalyst’s manufacturing facilities or those of its third-party
contractors. If any such inspection or audit identifies a failure to comply with applicable regulations or if a violation of Catalyst’s product specifications or
applicable regulations occurs independent of such an inspection or audit, Catalyst or the relevant regulatory authority may require remedial measures that may
be costly and/or time-consuming for Catalyst or a third-party to implement and that may include the temporary or permanent suspension of a clinical study or
commercial sales or the temporary or permanent closure of a facility. Any such remedial measures imposed upon Catalyst or third parties with whom Catalyst
contracts could materially harm Catalyst’s business.

If Catalyst or any of its third-party manufacturers fail to maintain regulatory compliance, the FDA can impose regulatory sanctions including, among other
things, refusal to approve a pending application for a new drug product or biologic product, or revocation of a pre-existing approval. As a result, Catalyst’s
business, financial condition and results of operations may be materially harmed.

Additionally, if supply from one approved manufacturer is interrupted, there could be a significant disruption in commercial supply. An alternative
manufacturer would need to be qualified through a Biologics License Application supplement which could result in further delay. The regulatory agencies
may also require additional studies if a new manufacturer is relied upon for commercial production. Switching manufacturers may involve substantial costs
and is likely to result in a delay in Catalyst’s desired clinical and commercial timelines.

These factors could cause the delay of clinical studies, regulatory submissions, required approvals or commercialization of Catalyst’s product candidates,
cause Catalyst to incur higher costs and prevent it from commercializing its products successfully. Furthermore, if Catalyst’s suppliers fail to meet contractual
requirements, and Catalyst is unable to secure one or more replacement suppliers capable of production at a substantially equivalent cost, Catalyst’s clinical
studies may be delayed or Catalyst could lose potential revenue.

Catalyst expects to rely on third parties to conduct its clinical trials, and these third parties may not perform satisfactorily, including failing to meet
deadlines for the completion of such trials.

Catalyst expects to rely on third parties such as contract research organizations, or CROs, medical institutions and clinical investigators to enroll qualified
patients and conduct, supervise and monitor clinical trials. Catalyst’s reliance on these third parties for clinical development activities will reduce its control
over these activities. Catalyst’s reliance on these third parties, however, will not relieve Catalyst of its regulatory responsibilities, including ensuring that its
clinical studies are conducted in accordance with good clinical practices, or GCP, and the investigational plan and protocols contained in the relevant
regulatory application, such as an investigational new drug application, or IND. In addition, the CROs with whom Catalyst contracts may not complete
activities on schedule, or may not conduct Catalyst’s preclinical studies or clinical studies in accordance with regulatory requirements or Catalyst’s clinical
study design. If these third parties do not successfully carry out their contractual duties or meet expected deadlines, Catalyst’s efforts to obtain regulatory
approvals for, and to commercialize, its product candidates may be delayed or prevented.
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Risks related to employee matters, managing growth and Catalyst’s business operations
Catalyst’s future success depends on its ability to retain key executives and to attract, retain and motivate qualified personnel.

Catalyst’s ability to compete in the highly competitive biotechnology and pharmaceutical industries depends upon its ability to attract and retain highly
qualified managerial, scientific and medical personnel. Catalyst is highly dependent on its management and scientific personnel, including its President and
Chief Executive Officer, Dr. Usman, its Chief Scientific Officer, Dr. Madison, and its Chief Financial Officer, Fletcher Payne. Catalyst does not maintain “key
man” insurance policies on the lives of these individuals or the lives of any of its other employees. In addition, Catalyst will need to add personnel to its
clinical development program in order to achieve its business objectives, including a Chief Medical Officer and head of manufacturing. The loss of the
services of any of Catalyst’s executive officers, other key employees, and Catalyst’s inability to find suitable replacements, or Catalyst’s inability to hire new
clinical development and manufacturing personnel, could result in delays in product development and harm Catalyst’s business.

Catalyst conducts operations at its facility in the San Francisco Bay Area. This region is headquarters to many other biopharmaceutical companies and many
academic and research institutions. Competition for skilled personnel in Catalyst’s market is intense and may limit Catalyst’s ability to hire and retain highly
qualified personnel on acceptable terms or at all.

To induce valuable employees to remain at Catalyst, in addition to salary and cash incentives, Catalyst has provided stock options that vest over time. The
value to employees of stock options that vest over time may be significantly affected by movements in the combined company’s stock price that are beyond
Catalyst’s control, and may at any time be insufficient to counteract more lucrative offers from other companies. Despite Catalyst’s efforts to retain valuable
employees, members of management and scientific and development teams may terminate their employment with us on short notice. Catalyst’s employees are
under at-will employment arrangements, which means that any of its employees could leave employment with Catalyst at any time, with or without notice.
Failure to retain, replace or recruit personnel could harm Catalyst’s business.

Catalyst expects to expand its development and regulatory capabilities and as a result, may encounter difficulties in managing its growth, which
could disrupt its operations.

Catalyst expects to experience significant growth in the number of its employees and the scope of its operations, particularly in the areas of clinical
development and, if any of its product candidates receive marketing approval, sales, marketing and distribution. To manage Catalyst’s anticipated future
growth, Catalyst must continue to implement and improve its managerial, operational and financial systems, expand its facilities and continue to recruit and
train additional qualified personnel. Catalyst may not be able to effectively manage the expansion of its operations or recruit and train additional qualified
personnel. The expansion of Catalyst’s operations may lead to significant costs and may divert management and business development resources. Any
inability to manage growth could delay the execution of Catalyst’s business plans or disrupt its operations.

Catalyst’s employees, principal investigators, consultants and commercial partners may engage in misconduct or other improper activities, including
non-compliance with regulatory standards and requirements and insider trading.

Catalyst is exposed to the risk of fraud or other misconduct by its employees, principal investigators, consultants and collaborators. Misconduct by these
parties could include intentional failures to comply with the regulations of the FDA and non-U.S. regulators, provide accurate information to the FDA and
non-U.S. regulators, comply with healthcare fraud and abuse laws and regulations in the United States and abroad, report financial information or data
accurately or disclose unauthorized activities to Catalyst. In particular, sales, marketing and business arrangements in the healthcare industry are subject to
extensive laws and regulations intended to prevent fraud, misconduct, kickbacks, self-dealing and other abusive practices. These laws and regulations may
restrict or

36



Table of Contents

prohibit a wide range of pricing, discounting, marketing and promotion, sales commission, customer incentive programs and other business arrangements.
Such misconduct could also involve the improper use of information obtained in the course of clinical studies, which could result in regulatory sanctions and
cause serious harm to Catalyst’s reputation. It is not always possible to identify and deter employee misconduct, and the precautions Catalyst takes to detect
and prevent this activity may not be effective in controlling unknown or unmanaged risks or losses or in protecting Catalyst from governmental investigations
or other actions or lawsuits stemming from a failure to comply with these laws or regulations. If any such actions are instituted against Catalyst and it is not
successful in defending itself or asserting its rights, those actions could have a significant impact on its business, including the imposition of significant fines
or other sanctions.

Catalyst will incur significant increased costs as a result of operating as a public company, and its management will be required to devote substantial
time to new compliance initiatives.

Following completion of the merger and operating as a public company, Catalyst’s business will incur significant legal, accounting and other expenses that
Catalyst has not incurred as a private company. In addition, the Sarbanes-Oxley Act, as well as rules subsequently implemented by the Securities and
Exchange Commission, or SEC, and The Nasdaq Global Select Market have imposed various requirements on public companies. In July 2010, the Dodd-
Frank Wall Street Reform and Consumer Protection Act, or the Dodd-Frank Act, was enacted. There are significant corporate governance and executive
compensation related provisions in the Dodd-Frank Act that require the SEC to adopt additional rules and regulations in these areas such as “say on pay” and
proxy access. Stockholder activism, the current political environment and the current high level of government intervention and regulatory reform may lead to
substantial new regulations and disclosure obligations, which may lead to additional compliance costs and impact the manner in which Catalyst operates its
business in ways that are not currently anticipated. Catalyst’s management and other personnel will need to devote a substantial amount of time to these
compliance initiatives. Moreover, these rules and regulations will increase Catalyst’s legal and financial compliance costs and will make some activities more
time-consuming and costly. For example, Catalyst expects these rules and regulations to make it more difficult and more expensive for Catalyst to obtain
director and officer liability insurance and Catalyst may be required to incur substantial costs to maintain its current levels of such coverage. Catalyst
estimates that it will annually incur significant additional expenses to comply with the requirements imposed on it as a public company.

Catalyst or the third parties upon whom it depends may be adversely affected by earthquakes or other natural disasters and Catalyst’s business
continuity and disaster recovery plans may not adequately protect it from a serious disaster.

Earthquakes or other natural disasters could severely disrupt Catalyst’s operations, and have a material adverse effect on its business, results of operations,
financial condition and prospects. If a natural disaster, power outage or other event occurred that prevented Catalyst from using all or a significant portion of
its headquarters, that damaged critical infrastructure, such as the manufacturing facilities of its third-party contract manufacturers, or that otherwise disrupted
operations, it may be difficult or, in certain cases, impossible for Catalyst to continue its business for a substantial period of time. The disaster recovery and
business continuity plans Catalyst has in place currently are limited and are unlikely to prove adequate in the event of a serious disaster or similar event.
Catalyst may incur substantial expenses as a result of the limited nature of its disaster recovery and business continuity plans, which, particularly when taken
together with its lack of earthquake insurance, could have a material adverse effect on its business.

Risks related to Catalyst’s intellectual property

If Catalyst is unable to obtain, protect or enforce intellectual property rights related to its product candidates, it may not be able to compete
effectively in its markets.

Catalyst relies upon a combination of patents, trade secret protection and confidentiality agreements to protect the intellectual property related to its product
candidates. The strength of patents in the biotechnology and
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pharmaceutical field involves complex legal and scientific questions and can be uncertain. Third parties may challenge the validity, enforceability or scope of
Catalyst’s patents, which may result in those patents being narrowed or invalidated. The patent applications that Catalyst owns may fail to result in issued
patents with claims that cover its product candidates in the United States or in other foreign countries. Furthermore, even if they are unchallenged, Catalyst’s
patents and patent applications may not adequately protect Catalyst’s intellectual property, provide exclusivity for Catalyst’s product candidates or prevent
others from designing around Catalyst’s claims. Certain of Catalyst’s patents also cover processes, for which enforcement can be especially difficult. Any of
these outcomes could impair Catalyst’s ability to prevent competition from third parties, which may have an adverse impact on Catalyst’s business.

If the patents or patent applications Catalyst holds or has in-licensed with respect to its programs or product candidates are invalidated or fail to issue, if their
breadth or strength of protection is threatened, or if they fail to provide meaningful exclusivity for Catalyst’s product candidates, it could threaten Catalyst’s
ability to commercialize future products. Further, if Catalyst encounters delays in regulatory approvals, the period of time during which Catalyst could market
a product candidate under patent protection could be reduced. In addition, patents have a limited lifespan. In the United States, the natural expiration of a
patent is generally 20 years after it is filed. Various extensions may be available; however the life of a patent, and the protection it affords, is limited. Once the
patent life has expired for a product, Catalyst may be open to competition from generic medications.

In addition to the protection afforded by patents, Catalyst relies on trade secret protection and confidentiality agreements to protect proprietary know-how that
is not patentable or that Catalyst elects not to patent and other elements of Catalyst’s product candidate discovery and development processes that involve
proprietary know-how, information or technology that is not covered by patents. However, trade secrets can be difficult to protect. Catalyst seeks to protect its
proprietary technology and processes, in part, by entering into confidentiality agreements with its employees, consultants, scientific advisors and contractors.
Catalyst also seeks to preserve the integrity and confidentiality of its data and trade secrets by maintaining physical security of its premises and physical and
electronic security of its information technology systems. While Catalyst has confidence in these individuals, organizations and systems, agreements or
security measures may be breached, and Catalyst may not have adequate remedies for any breach. In addition, Catalyst’s trade secrets may otherwise become
known or be independently discovered by competitors.

Although Catalyst expects all of its employees and consultants to assign their inventions to Catalyst, and all of Catalyst’s employees, consultants, advisors
and any third parties who have access to its proprietary know-how, information or technology to enter into confidentiality agreements, Catalyst cannot
provide any assurances that all such agreements have been duly executed or that Catalyst’s trade secrets and other confidential proprietary information will
not be disclosed or that competitors will not otherwise gain access to Catalyst’s trade secrets or independently develop substantially equivalent information
and techniques. Misappropriation or unauthorized disclosure of Catalyst’s trade secrets could impair Catalyst’s competitive position and may have a material
adverse effect on Catalyst’s business. Additionally, if the steps taken to maintain Catalyst’s trade secrets are deemed inadequate, Catalyst may have
insufficient recourse against third parties for misappropriating the trade secret. In addition, others may independently discover Catalyst’s trade secrets and
proprietary information.

Further, filing, prosecuting and defending patents on product candidates in all countries throughout the world would be prohibitively expensive, and
Catalyst’s intellectual property rights in some countries outside the United States can be less extensive than those in the United States. In addition, the laws of
some foreign countries do not protect proprietary rights to the same extent or in the same manner as the laws of the United States. As a result, Catalyst may
encounter significant problems in protecting and defending its intellectual property both in the United States and abroad. If Catalyst is unable to prevent
material disclosure of the non-patented intellectual property related to its technologies to third parties, and there is no guarantee that Catalyst will have any
such enforceable trade secret protection, Catalyst may not be able to establish or maintain a competitive advantage in its market, which could materially
adversely affect its business, results of operations and financial condition.
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Third-party claims of intellectual property infringement or challenging the inventorship or ownership of Catalyst’s patents may prevent or delay
Catalyst’s development and commercialization efforts.

Catalyst’s commercial success depends in part on its avoiding infringement of the patents and proprietary rights of third parties. There is a substantial amount
of litigation, both within and outside the United States, involving patent and other intellectual property rights in the biotechnology and pharmaceutical
industries, including patent infringement lawsuits, interferences, oppositions and inter partes reexamination proceedings before the U.S. Patent and
Trademark Office, or U.S. PTO, and corresponding foreign patent offices. Numerous U.S. and foreign issued patents and pending patent applications, which
are owned by third parties, exist in the fields in which Catalyst is pursuing development candidates. As the biotechnology and pharmaceutical industries
expand and more patents are issued, the risk increases that Catalyst’s product candidates may be subject to claims of infringement of the patent rights of third
parties.

Third parties may assert that the manufacture, use or sale of Catalyst’s product candidates infringes patents held by such third parties, or that Catalyst is
employing their proprietary technology without authorization. For example, Catalyst is aware of a patent that has issued in Europe (with counterparts in
Australia, China, Japan, Poland, and Korea) and includes a claim that may read on CB 813d/PF-05280602. An opposition proceeding with respect to such
patent is in process, and there can be no assurance of the outcome of such proceeding. There can also be no assurance whether or not the claims of such patent
would be found to read on CB 813d/PF-05280602 even if a claim survives the opposition. There may be third-party patents or patent applications with claims
to compositions of matter, materials, formulations, methods of manufacture or methods for treatment related to the use or manufacture of Catalyst’s product
candidates. Because patent applications can take many years to issue, there may be currently pending patent applications which may later result in issued
patents that Catalyst’s product candidates may infringe.

In addition, Catalyst has received confidential and proprietary information from third parties, and Catalyst employs individuals who were previously
employed at other biotechnology or pharmaceutical companies. Catalyst may be subject to claims that it or its employees, consultants or independent
contractors have inadvertently or otherwise used or disclosed confidential information of these third parties or Catalyst’s employees’ former employers.
Litigation may be necessary to defend against these claims.

Parties making claims against Catalyst may obtain injunctive or other equitable relief, which could effectively block Catalyst’s ability to further develop and
commercialize one or more of its product candidates unless Catalyst redesigned infringing products (which may be impossible) or obtained a license under
the applicable patents (which may not be available on commercially reasonable terms or at all), or until such patents expire.

Catalyst may be involved in lawsuits to protect or enforce its patents.

Competitors may infringe Catalyst’s patents. To counter infringement or unauthorized use, Catalyst or its collaborators may be required to file infringement
claims, which can be expensive and time-consuming. In addition, in an infringement proceeding, a court may decide that a patent of Catalyst is not valid, is
unenforceable and/or is not infringed, or may refuse to stop the other party from using the technology at issue on the grounds that Catalyst’s patents do not
cover the technology in question. An adverse result in any litigation or defense proceedings could put one or more of Catalyst’s patents at risk of being
invalidated or interpreted narrowly and could put Catalyst’s patent applications at risk of not issuing.

Interference proceedings provoked by third parties or brought by Catalyst may be necessary to determine the priority of inventions with respect to its patents
or patent applications or those of Catalyst’s licensors. An unfavorable outcome could require Catalyst to cease using the related technology or to attempt to
license rights to it from the prevailing party. Catalyst’s business could be harmed if the prevailing party does not offer Catalyst a license on commercially
reasonable terms. Catalyst may not be able to prevent, alone or with its licensors, misappropriation of its intellectual property rights, particularly in countries
where the laws may not protect those rights as fully as in the United States.
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Furthermore, because of the substantial amount of discovery required in connection with intellectual property litigation, there is a risk that some of Catalyst’s
confidential information could be compromised by disclosure during this type of litigation. There could also be public announcements of the results of
hearings, motions or other interim proceedings or developments. If securities analysts or investors perceive these results to be negative, it could have a
material adverse effect on the price of the combined company’s common stock.

Intellectual property litigation could cause Catalyst to spend substantial resources and distract its personnel from their normal responsibilities.

Even if resolved in Catalyst’s favor, litigation or other legal proceedings relating to intellectual property claims, regardless of their merit, would cause
Catalyst to incur significant expenses, and could distract its technical and management personnel from their normal responsibilities. In the event of a
successful claim of infringement against Catalyst, it may have to pay substantial damages, including treble damages and attorneys’ fees for willful
infringement, in addition to paying royalties, redesign infringing products or obtain one or more licenses from third parties, which may be impossible or
require substantial time and monetary expenditure. In addition, there could be public announcements of the results of hearings, motions or other interim
proceedings or developments and if securities analysts or investors perceive these results to be negative, it could have a substantial adverse effect on the price
of the combined company’s common stock. Such litigation or proceedings could substantially increase Catalyst’s operating losses and reduce the resources
available for development activities or any future sales, marketing or distribution activities. Catalyst may not have sufficient financial or other resources to
conduct such litigation or proceedings adequately. Some of its competitors may be able to sustain the costs of such litigation or proceedings more effectively
than Catalyst can because of their greater financial resources. Uncertainties resulting from the initiation and continuation of patent litigation or other
proceedings could compromise Catalyst’s ability to compete in the marketplace.

Catalyst may need to license certain intellectual property from third parties, and such licenses may not be available or may not be available on
commercially reasonable terms.

A third-party may hold intellectual property, including patent rights, that are important or necessary to the development of Catalyst’s products. It may be
necessary for us to use the patented or proprietary technology of third parties to commercialize Catalyst’s products, in which case Catalyst would be required
to obtain a license from these third parties on commercially reasonable terms, or Catalyst’s business could be harmed, possibly materially.

Recent patent reform legislation could increase the uncertainties and costs surrounding the prosecution of Catalyst’s patent applications and the
enforcement or defense of its issued patents, and changes in U.S. patent law could diminish the value of patents in general, thereby impairing
Catalyst’s ability to protect its products.

On September 16, 2011, the Leahy-Smith America Invents Act, or the Leahy-Smith Act, was signed into law. The Leahy-Smith Act includes a number of
significant changes to U.S. patent law, including provisions that affect the way patent applications will be prosecuted and may also affect patent litigation.
The U.S. PTO is currently developing regulations and procedures to govern administration of the Leahy-Smith Act, and many of the substantive changes to
patent law associated with the Leahy-Smith Act, and in particular, the first to file provisions, were enacted March 16, 2013. However, it is not clear what, if
any, impact the Leahy-Smith Act will have on the operation of Catalyst’s business. Further, the Leahy-Smith Act and its implementation could increase the
uncertainties and costs surrounding the prosecution of Catalyst’s patent applications and the enforcement or defense of its issued patents, all of which could
have a material adverse effect on Catalyst’s business and financial condition.
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Risks related to regulatory approval of Catalyst’s product candidates and other legal compliance matters

If Catalyst is not able to obtain, or if there are delays in obtaining, required regulatory approvals, Catalyst will not be able to commercialize its
product candidates, and its ability to generate revenue will be materially impaired.

While Catalyst has multiple drug candidates in clinical and advanced preclinical development for a range of diseases, it has not yet submitted biologics
license applications, or BLAs, for its engineered human proteases to the FDA, or similar approval filings to comparable foreign authorities. Submission of a
BLA requires extensive preclinical and clinical data and supporting information that demonstrates the product candidate’s safety, purity, and potency, also
known as safety and effectiveness, for each desired indication. A BLA must also include significant information regarding the chemistry, manufacturing and
controls for the product. One of Catalyst’s product candidates, CB 813d/PF-05280602, has completed a Phase 1 clinical trial. However, failure of one or more
clinical trials can occur at any stage in the clinical trial process. Accordingly, the regulatory pathway for Catalyst’s product candidates is still uncertain,
complex, and lengthy, and ultimately approval may not be obtained.

Catalyst may experience delays in completing planned clinical trials for a variety of reasons, including delays related to:
+ the availability of financial resources to commence and complete the planned trials;

+ inability to reach agreement on acceptable terms with prospective CROs and clinical trial sites, the terms of which can be subject to extensive
negotiation and may vary significantly among different CROs and trial sites;

+  obtaining approval at each clinical trial site by an independent institutional review board, or IRB;
* recruiting suitable patients to participate in trials;

»  having patients complete a trial or return for post-treatment follow-up;

» clinical trial sites deviating from trial protocol or dropping out of a trial;

* adding new clinical trial sites; and

»  manufacturing sufficient quantities of qualified materials under cGMPs and applying them on a subject by subject basis for use in clinical trials.

Catalyst could also experience delays in obtaining approval if physicians encounter unresolved ethical issues associated with enrolling patients in clinical
trials of its product candidates in lieu of prescribing existing treatments that have established safety and efficacy profiles given the serious nature of the
diseases for the core indications for Catalyst’s product candidates. Additionally, a clinical trial may be suspended or terminated by Catalyst, the IRBs for the
institutions in which the trials are being conducted, the Data Monitoring Committee for the trial, or by the FDA or other regulatory authorities for a number of
reasons, including failure to conduct the clinical trial in accordance with regulatory requirements or Catalyst’s clinical protocols, inspection of the clinical trial
operations or trial site by the FDA or other regulatory authorities resulting in the imposition of a clinical hold, unforeseen safety issues, or adverse side
effects, failure to demonstrate a benefit from using a product candidate, changes in governmental regulations or administrative actions or lack of adequate
funding to continue the clinical trial. If Catalyst experiences termination of, or delays in the completion of, any clinical trial of its product candidates, its
ability to commercialize its product candidates will be harmed and its ability to generate revenue will be materially impaired. Additionally, delays in
completing trials will increase costs, slow down Catalyst’s product development and approval process, and impair Catalyst’s ability to commence product
sales and generate revenue. Many of the factors that could create or lead to a delay in the commencement or completion of clinical trials may ultimately lead
to the denial of regulatory approval for Catalyst’s product candidates.
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The FDA may disagree with Catalyst’s regulatory plan and Catalyst may fail to obtain regulatory approval of its product candidates.

The results of clinical trials conducted by Catalyst may not support regulatory approval of its product candidates. Catalyst’s product candidates could
ultimately fail to receive regulatory approval for many reasons, including the following:

»  the FDA or comparable foreign regulatory authorities may disagree with the design or implementation of Catalyst’s clinical trials;

+  Catalyst may be unable to demonstrate to the satisfaction of the FDA or comparable foreign authorities that its product candidates are safe and
effective for any of their proposed indications;

+ the results of clinical trials may not meet the level of statistical significance required by the FDA or comparable foreign regulatory authorities for
approval;

»  Catalyst may be unable to demonstrate that its product candidates’ clinical and other benefits outweigh their safety risks;
» the FDA or comparable foreign regulatory authorities may disagree with Catalyst’s interpretation of data from preclinical studies or clinical trials;

» the data collected from clinical trials of Catalyst’s product candidates may not be sufficient to the satisfaction of the FDA or comparable foreign
regulatory authorities to support the submission of a BLA or other comparable submission in foreign jurisdictions or to obtain regulatory
approval in the United States or elsewhere;

» the FDA or comparable foreign regulatory authorities may fail to approve the manufacturing processes or facilities of third-party manufacturers
with which Catalyst contracts for clinical and commercial supplies; and

+ the approval policies or regulations of the FDA or comparable foreign regulatory authorities may significantly change in a manner rendering
Catalyst’s clinical data insufficient for approval.

Catalyst’s relationships with customers and third-party payors will be subject to applicable anti-kickback, fraud and abuse and other healthcare
laws and regulations, which could expose Catalyst to criminal sanctions, civil penalties, contractual damages, reputational harm and diminished
profits and future earnings

Healthcare providers, physicians and third-party payors will play a primary role in the recommendation and prescription of any product candidates for which
Catalyst obtains marketing approval. Catalyst’s future arrangements with third-party payors and customers may expose Catalyst to broadly applicable fraud
and abuse and other healthcare laws and regulations that may constrain the business or financial arrangements and relationships through which it would
market, sell and distribute its products. As a pharmaceutical company, even though Catalyst does not and may not control referrals of healthcare services or
bill directly to Medicare, Medicaid or other third-party payors, federal and state healthcare laws and regulations pertaining to fraud and abuse and patients’
rights are and will be applicable to Catalyst’s business. These regulations include:

+  the Federal Healthcare Anti-Kickback Statute, which prohibits, among other things, persons from knowingly and willfully soliciting, offering,
receiving or providing remuneration, directly or indirectly, in cash or in kind, to induce or reward, or in return for, either the referral of an
individual for, or the purchase, order or recommendation of, any good or service, for which payment may be made under a federal healthcare
program such as Medicare and Medicaid, and which will constrain Catalyst’s marketing practices and the marketing practices of its licensees,
educational programs, pricing policies, and relationships with healthcare providers or other entities;

+ the federal physician self-referral prohibition, commonly known as the Stark Law, which prohibits physicians from referring Medicare or
Medicaid patients to providers of “designated health services”
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with whom the physician or a member of the physician’s immediate family has an ownership interest or compensation arrangement, unless a
statutory or regulatory exception applies;

» federal false claims laws that prohibit, among other things, individuals or entities from knowingly presenting, or causing to be presented, claims
for payment from Medicare, Medicaid, or other government reimbursement programs that are false or fraudulent, and which may expose entities
that provide coding and billing advice to customers to potential criminal and civil penalties, including through civil whistleblower or qui tam
actions, and including as a result of claims presented in violation of the Federal Healthcare Anti-Kickback Statute, the Stark Law or other
healthcare-related laws, including laws enforced by the FDA;

* the federal Health Insurance Portability and Accountability Act of 1996, or HIPAA, which imposes criminal and civil liability for executing a
scheme to defraud any healthcare benefit program and also created federal criminal laws that prohibit knowingly and willfully falsifying,
concealing or covering up a material fact or making any materially false statements in connection with the delivery of or payment for healthcare
benefits, items or services, and which as amended by the Health Information Technology for Economic and Clinical Health Act, or HITECH, also
imposes obligations, including mandatory contractual terms, with respect to safeguarding the privacy, security and transmission of individually
identifiable health information;

+ federal physician sunshine requirements under the Affordable Care Act, which requires manufacturers of drugs, devices, biologics and medical
supplies to report annually to HHS information related to payments and other transfers of value to physicians, other healthcare providers, and
teaching hospitals, and ownership and investment interests held by physicians and other healthcare providers and their immediate family
members and applicable group purchasing organizations;

»  the Federal Food, Drug, and Cosmetic Act, which, among other things, strictly regulates drug product marketing, prohibits manufacturers from
marketing drug products for off-label use and regulates the distribution of drug samples; and

+ state and foreign law equivalents of each of the above federal laws, such as anti-kickback and false claims laws, which may apply to sales or
marketing arrangements and claims involving healthcare items or services reimbursed by non-governmental third-party payors, including private
insurers, state laws requiring pharmaceutical companies to comply with the pharmaceutical industry’s voluntary compliance guidelines and the
relevant compliance guidance promulgated by the federal government and which may require drug manufacturers to report information related to
payments and other transfers of value to physicians and other healthcare providers or marketing expenditures, and state and foreign laws
governing the privacy and security of health information in specified circumstances, many of which differ from each other in significant ways
and often are not preempted by federal laws such as HIPAA, thus complicating compliance efforts.

Efforts to ensure that Catalyst’s business arrangements with third parties will comply with applicable healthcare laws and regulations will involve substantial
costs. It is possible that governmental authorities will conclude that Catalyst’s business practices may not comply with current or future statutes, regulations
or case law involving applicable fraud and abuse or other healthcare laws and regulations. If Catalyst’s operations are found to be in violation of any of these
laws or any other governmental regulations that may apply to it, Catalyst may be subject to significant civil, criminal and administrative penalties, damages,
fines, imprisonment, exclusion from government funded healthcare programs, such as Medicare and Medicaid, and the curtailment or restructuring of its
operations. If any physicians or other healthcare providers or entities with whom Catalyst expects to do business are found to not be in compliance with
applicable laws, they may be subject to criminal, civil or administrative sanctions, including exclusions from government funded healthcare programs.
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Recently enacted and future legislation may increase the difficulty and cost for Catalyst to obtain marketing approval of and commercialize its
product candidates and affect the prices for Catalyst’s product candidates.

In the United States and some foreign jurisdictions, there have been a number of legislative and regulatory changes and proposed changes regarding the
healthcare system that could prevent or delay marketing approval of Catalyst’s product candidates, restrict or regulate post-approval activities and affect
Catalyst’s ability to profitably sell any product candidates for which it obtains marketing approval.

In the United States, the Medicare Prescription Drug, Improvement, and Modernization Act of 2003, or the MMA, changed the way Medicare covers and
pays for pharmaceutical products. The legislation expanded Medicare coverage for drug purchases by the elderly and introduced a new reimbursement
methodology based on average sales prices for physician-administered drugs. In addition, this legislation provided authority for limiting the number of drugs
that will be covered in any therapeutic class. Cost reduction initiatives and other provisions of this legislation could decrease the coverage and price that
Catalyst receives for any approved products. While the MMA applies only to drug benefits for Medicare beneficiaries, private payors often follow Medicare
coverage policy and payment limitations in setting their own reimbursement rates. Therefore, any reduction in reimbursement that results from the MMA may
result in a similar reduction in payments from private payors.

More recently, in March 2010, President Obama signed into law the Patient Protection and Affordable Care Act, as amended by the Health Care and
Education Affordability Reconciliation Act, or collectively the PPACA, a sweeping law intended to broaden access to health insurance, reduce or constrain
the growth of healthcare spending, enhance remedies against fraud and abuse, add new transparency requirements for the healthcare and health insurance
industries, impose new taxes and fees on the health industry and impose additional health policy reforms.
Among the provisions of the PPACA of importance to Catalyst’s potential product candidates are the following:

+ an annual, nondeductible fee on any entity that manufactures or imports specified branded prescription drugs and biologic agents;

* anincrease in the statutory minimum rebates a manufacturer must pay under the Medicaid Drug Rebate Program;

» expansion of healthcare fraud and abuse laws, including the False Claims Act and the Anti-Kickback Statute, new government investigative
powers, and enhanced penalties for noncompliance;

* anew Medicare Part D coverage gap discount program, in which manufacturers must agree to offer 50% point-of-sale discounts off negotiated
prices;

+ extension of manufacturers’ Medicaid rebate liability;

« expansion of eligibility criteria for Medicaid programs;

+  expansion of the entities eligible for discounts under the Public Health Service pharmaceutical pricing program;

*  new requirements to report financial arrangements with physicians and teaching hospitals;

* anew requirement to annually report drug samples that manufacturers and distributors provide to physicians; and

* anew Patient-Centered Outcomes Research Institute to oversee, identify priorities in, and conduct comparative clinical effectiveness research,
along with funding for such research.

In addition, other legislative changes have been proposed and adopted since the PPACA was enacted. These changes included aggregate reductions to
Medicare payments to providers of up to 2% per fiscal year, starting in 2013. In January 2013, President Obama signed into law the American Taxpayer
Relief Act of 2012, which, among other things, reduced Medicare payments to several providers, and increased the statute of limitations
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period for the government to recover overpayments to providers from three to five years. These new laws may result in additional reductions in Medicare and
other healthcare funding.

Catalyst expects that the PPACA, as well as other healthcare reform measures that may be adopted in the future, may result in more rigorous coverage criteria
and in additional downward pressure on the price that Catalyst or its collaborators may receive for any approved product. Any reduction in reimbursement
from Medicare or other government programs may result in a similar reduction in payments from private payors. The implementation of cost containment
measures or other healthcare reforms may prevent Catalyst from being able to generate revenue, attain profitability, or commercialize its products.

Legislative and regulatory proposals have been made to expand post-approval requirements and restrict sales and promotional activities for pharmaceutical
products. Catalyst cannot be sure whether additional legislative changes will be enacted, or whether the FDA regulations, guidance or interpretations will be
changed, or what the impact of such changes on the marketing approvals of Catalyst’s product candidates, if any, may be. In addition, increased scrutiny by
the U.S. Congress of the FDA’s approval process may significantly delay or prevent marketing approval, as well as subject Catalyst to more stringent product
labeling and post-marketing testing and other requirements.

If Catalyst fails to comply with environmental, health and safety laws and regulations, Catalyst could become subject to fines or penalties or incur
costs that could harm its business.

Catalyst is subject to numerous environmental, health and safety laws and regulations, including those governing laboratory procedures and the handling, use,
storage, treatment and disposal of hazardous materials and wastes. From time to time and in the future, Catalyst’s operations may involve the use of hazardous
and flammable materials, including chemicals and biological materials, and may also produce hazardous waste products. Even if Catalyst contracts with third
parties for the disposal of these materials and waste products, Catalyst cannot completely eliminate the risk of contamination or injury resulting from these
materials. In the event of contamination or injury resulting from the use or disposal of Catalyst’s hazardous materials, Catalyst could be held liable for any
resulting damages, and any liability could exceed its resources. Catalyst also could incur significant costs associated with civil or criminal fines and penalties
for failure to comply with such laws and regulations.

Catalyst maintains workers’ compensation insurance to cover it for costs and expenses it may incur due to injuries to its employees resulting from the use of
hazardous materials, but this insurance may not provide adequate coverage against potential liabilities. However, Catalyst does not maintain insurance for
environmental liability or toxic tort claims that may be asserted against it.

In addition, Catalyst may incur substantial costs in order to comply with current or future environmental, health and safety laws and regulations. Current or
future environmental laws and regulations may impair Catalyst’s research, development or production efforts, which could adversely affect its business,
financial condition, results of operations or prospects. In addition, failure to comply with these laws and regulations may result in substantial fines, penalties
or other sanctions.

Catalyst faces potential product liability, and, if successful claims are brought against it, Catalyst may incur substantial liability and cests. If the use
of Catalyst’s product candidates harms patients, or is perceived to harm patients even when such harm is unrelated to Catalyst’s product candidates,
regulatory approvals could be revoked or otherwise negatively impacted and Catalyst could be subject to costly and damaging product liability
claims.

The use of Catalyst’s product candidates in clinical trials and the sale of any products for which it obtains marketing approval exposes Catalyst to the risk of
product liability claims. Product liability claims might be brought against Catalyst by consumers, healthcare providers, pharmaceutical companies or others
selling or otherwise coming into contact with Catalyst’s products. There is a risk that Catalyst’s product candidates may
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induce adverse events. If Catalyst cannot successfully defend against product liability claims, it could incur substantial liability and costs. In addition,
regardless of merit or eventual outcome, product liability claims may result in:

+  impairment of Catalyst’s business reputation;

»  withdrawal of clinical trial participants;

»  costs due to related litigation;

+ distraction of management’s attention from Catalyst’s primary business;
»  substantial monetary awards to patients or other claimants;

» the inability to commercialize Catalyst’s product candidates; and

* decreased demand for Catalyst’s product candidates, if approved for commercial sale.

Catalyst carries product liability insurance of $5,000,000 per occurrence and $5,000,000 aggregate limit. Catalyst believes its product liability insurance
coverage is sufficient in light of its current clinical programs; however, Catalyst may not be able to maintain insurance coverage at a reasonable cost or in
sufficient amounts to protect it against losses due to liability. If and when Catalyst obtains marketing approval for product candidates, it intends to expand its
insurance coverage to include the sale of commercial products; however, Catalyst may be unable to obtain product liability insurance on commercially
reasonable terms or in adequate amounts. On occasion, large judgments have been awarded in class action lawsuits based on drugs or medical treatments that
had unanticipated adverse effects. A successful product liability claim or series of claims brought against Catalyst could cause the combined company’s stock
price to decline and, if judgments exceed insurance coverage, could adversely affect Catalyst’s results of operations and business.

Patients with the diseases targeted by Catalyst’s product candidates are often already in severe and advanced stages of disease and have both known and
unknown significant pre-existing and potentially life-threatening health risks. During the course of treatment, patients may suffer adverse events, including
death, for reasons that may be related to Catalyst’s product candidates. Such events could subject Catalyst to costly litigation, require it to pay substantial
amounts of money to injured patients, delay, negatively impact or end its opportunity to receive or maintain regulatory approval to market its products, or
require it to suspend or abandon its commercialization efforts. Even in a circumstance in which Catalyst does not believe that an adverse event is related to
Catalyst’s products, the investigation into the circumstance may be time-consuming or inconclusive. These investigations may interrupt Catalyst’s sales
efforts, delay its regulatory approval process in other countries, or impact and limit the type of regulatory approvals its product candidates receive or
maintain. As a result of these factors, a product liability claim, even if successfully defended, could have a material adverse effect on Catalyst’s business,
financial condition or results of operations.

Risks related to commercialization of Catalyst’s product candidates

Even if any of Catalyst’s product candidates receives marketing approval, it may fail to achieve the degree of market acceptance by physicians,
patients, third-party payors and others in the medical community necessary for commercial success.

If any of Catalyst’s product candidates receives marketing approval, it may nonetheless fail to gain sufficient market acceptance by physicians, patients, third-
party payors and others in the medical community. For example, current hemophilia treatments like NovoSeven are well established in the medical
community, and doctors may continue to rely on these treatments. If Catalyst’s product candidates do not achieve an adequate level of acceptance, Catalyst
may not generate significant product revenues and it may not become profitable. The degree of market acceptance of Catalyst’s product candidates, if
approved for commercial sale, will depend on a number of factors, including:

» the efficacy and potential advantages compared to alternative treatments;
»  Catalyst’s ability to offer its products for sale at competitive prices;
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» the convenience and ease of administration compared to alternative treatments;

»  the willingness of the target patient population to try new therapies and of physicians to prescribe these therapies;
+  the strength of marketing and distribution support;

» the availability of third-party coverage and adequate reimbursement;

» the prevalence and severity of any side effects; and

» any restrictions on the use of Catalyst’s products together with other medications.

If Catalyst is unable to establish sales, marketing and distribution capabilities, it may not be successful in commercializing its product candidates if
and when they are approved.

Catalyst has not yet established a sales, marketing or product distribution infrastructure for its other product candidates, which are still in preclinical or early
clinical development. Except for ISU Abxis’ potential rights to commercialize CB 2679d/ISU 304 in Korea, Catalyst generally expects to retain commercial
rights for the company’s hemophilia product candidates. Catalyst believes that it will be possible to access the United States hemophilia market through a
focused, specialized sales force. However, Catalyst has not yet developed a commercial strategy for hemophilia products outside of the United States, or for
any other of its product candidates. To achieve commercial success for any product for which Catalyst obtains marketing approval, it will need to establish a
sales and marketing organization within the United States, and develop a strategy for sales outside of the United States.

There are risks involved with establishing internal sales, marketing and distribution capabilities. For example, recruiting and training a sales force is
expensive and time consuming and could delay any product launch. If the commercial launch of a product candidate for which Catalyst recruits a sales force
and establishes marketing capabilities is delayed or does not occur for any reason, Catalyst would have prematurely or unnecessarily incurred these
commercialization expenses. This may be costly, and Catalyst’s investment would be lost if it cannot retain or reposition its sales and marketing personnel. If
Catalyst is unable to establish its sales, marketing and distribution capabilities and enter into additional arrangements with third parties to perform these
services, its product revenues and profitability, if any, are likely to be lower than if Catalyst were to market, sell and distribute any products that it develops
itself.

Catalyst faces substantial competition, which may result in others discovering, developing or commercializing products before or more successfully
than Catalyst does.

The biotechnology and pharmaceutical industries are characterized by rapidly advancing technologies, intense competition, and a strong emphasis on
proprietary products. Catalyst faces potential competition from many different sources, including major pharmaceutical, specialty pharmaceutical and
biotechnology companies, academic institutions and governmental agencies, and public and private research institutions. Any product candidates that Catalyst
successfully develops and commercializes will compete with existing therapies and new therapies that may become available in the future.

Specifically, there are a large number of companies developing or marketing treatments for hemophilia, including many major pharmaceutical and
biotechnology companies, including Novo Nordisk, which has developed NovoSeven, a human recombinant coagulation Factor VIIa indicated for treatment
of bleeding episodes that has been approved for use in treatment of hemophilia A or B patients with inhibitors to Factor VIII or Factor IX and in patients with
Factor VII deficiency and Glanzmann’s thrombasthenia, Baxter, which has developed BAX817, a biosimilar of NovoSeven that recently completed a Phase 3
clinical trial, Roche, which is developing a biospecific Factor VIII-Factor IX monoclonal antibody, and Alnylam, which is developing an investigational
RNA:I therapeutic targeting antithrombin for the treatment of hemophilia.
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Catalyst’s commercial opportunity in different indications could be reduced or eliminated if competitors develop and market products that are more
convenient to use, more effective, less expensive, and safer to use than Catalyst’s products. Furthermore, if competitors gain FDA approval faster than
Catalyst does, Catalyst may be unable to establish a strong market presence or to gain market share. The key competitive factors affecting the success of all of
Catalyst’s product candidates, if approved, are likely to be their efficacy, safety, convenience, price, the level of generic competition, and the availability of
reimbursement from government and other third-party payors.

Many of the companies against which Catalyst is competing or against which Catalyst may compete in the future have significantly greater financial
resources and expertise in research and development, manufacturing, preclinical testing, conducting clinical trials, obtaining regulatory approvals and
marketing approved products than Catalyst does. Mergers and acquisitions in the pharmaceutical, biotechnology and diagnostic industries may result in even
more resources being concentrated among a smaller number of Catalyst’s competitors. Smaller or early stage companies may also prove to be significant
competitors, particularly through collaborative arrangements with large and established companies. These competitors also compete with Catalyst in
recruiting and retaining qualified scientific and management personnel and establishing clinical trial sites and patient registration for clinical trials, as well as
in acquiring technologies complementary to, or necessary for, Catalyst’s programs.

Even if Catalyst is able to commercialize any product candidates, the products may become subject to unfavorable pricing regulations, third-party
reimbursement practices or healthcare reform initiatives, which would harm Catalyst’s business.

The regulations that govern marketing approvals, pricing, coverage and reimbursement for new drug products vary widely from country to country. Current
and future legislation may significantly change the approval requirements in ways that could involve additional costs and cause delays in obtaining approvals.
Some countries require approval of the sale price of a drug before it can be marketed. In many countries, the pricing review period begins after marketing or
product licensing approval is granted. In some foreign markets, prescription pharmaceutical pricing remains subject to continuing governmental control even
after initial approval is granted. As a result, Catalyst might obtain marketing approval for a product in a particular country, but then be subject to price
regulations that delay its commercial launch of the product, possibly for lengthy time periods, and negatively impact the revenues Catalyst is able to generate
from the sale of the product in that country. Adverse pricing limitations may hinder Catalyst’s ability to recoup its investment in one or more product
candidates, even if Catalyst’s product candidates obtain marketing approval.

Catalyst’s ability to commercialize any product candidates successfully also will depend in part on the extent to which coverage and adequate reimbursement
for these products and related treatments will be available from government health administration authorities, private health insurers and other organizations.
Government authorities and third-party payors, such as private health insurers and health maintenance organizations, decide which medications they will pay
for and establish reimbursement levels. A primary trend in the U.S. healthcare industry and elsewhere is cost containment. Government authorities and third-
party payors have attempted to control costs by limiting coverage and the amount of reimbursement for particular medications. Increasingly, third-party
payors are requiring that drug companies provide them with predetermined discounts from list prices and are challenging the prices charged for medical
products. Coverage and reimbursement may not be available for any product that Catalyst or its collaborators commercialize and, even if these are available,
the level of reimbursement may not be satisfactory. Reimbursement may affect the demand for, or the price of, any product candidate that receives marketing
approval. Obtaining and maintaining adequate reimbursement for Catalyst’s products may be difficult. Catalyst may be required to conduct expensive
pharmacoeconomic studies to justify coverage and reimbursement or the level of reimbursement relative to other therapies. If coverage and adequate
reimbursement are not available or reimbursement is available only to limited levels, Catalyst may not be able to successfully commercialize any product
candidate for which Catalyst obtains marketing approval.
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There may be significant delays in obtaining reimbursement for newly approved drugs, and coverage may be more limited than the purposes for which the
drug is approved by the FDA or similar regulatory authorities outside the United States. Moreover, eligibility for reimbursement does not imply that a drug
will be paid for in all cases or at a rate that covers Catalyst’s costs, including research, development, manufacture, sale and distribution. Interim
reimbursement levels for new drugs, if applicable, may also not be sufficient to cover Catalyst’s costs and may not be made permanent. Reimbursement rates
may vary according to the use of the drug and the clinical setting in which it is used, may be based on reimbursement levels already set for lower cost drugs
and may be incorporated into existing payments for other services. Net prices for drugs may be reduced by mandatory discounts or rebates required by
government healthcare programs or private payors and by any future relaxation of laws that presently restrict imports of drugs from countries where they may
be sold at lower prices than in the United States. Third-party payors often rely upon Medicare coverage policy and payment limitations in setting their own
reimbursement policies. Catalyst’s inability to promptly obtain coverage and adequate reimbursement rates from both government-funded and private payors
for any approved products that Catalyst develops could have a material adverse effect on its operating results, ability to raise capital needed to commercialize
products and overall financial condition.

The insurance coverage and reimbursement status of newly-approved products is uncertain. Failure to obtain or maintain adequate coverage and
reimbursement for new or current products could limit Catalyst’s ability to market those products and decrease its ability to generate revenue.

The availability and extent of reimbursement by governmental and private payors is essential for most patients to be able to afford expensive treatments. Sales
of Catalyst’s product candidates will depend substantially, both domestically and abroad, on the extent to which the costs of its product candidates will be
paid by health maintenance, managed care, pharmacy benefit and similar healthcare management organizations, or reimbursed by government health
administration authorities, private health coverage insurers and other third-party payors. If reimbursement is not available, or is available only to limited
levels, Catalyst may not be able to successfully commercialize its product candidates. Even if coverage is provided, the approved reimbursement amount may
not be high enough to allow Catalyst to establish or maintain pricing sufficient to realize a sufficient return on its investment.

There is significant uncertainty related to the insurance coverage and reimbursement of newly approved products. Moreover, increasing efforts by
governmental and third-party payors, in the United States and abroad, to cap or reduce healthcare costs may cause such organizations to limit both coverage
and level of reimbursement for new products approved and, as a result, they may not cover or provide adequate payment for Catalyst’s product candidates.
Catalyst expects to experience pricing pressures in connection with the sale of any of its product candidates, due to the trend toward managed healthcare, the
increasing influence of health maintenance organizations and additional legislative changes. The downward pressure on healthcare costs in general has
become very intense. As a result, increasingly high barriers are being erected to the entry of new products.

If the market opportunities for Catalyst’s product candidates are smaller than expected, Catalyst’s revenues may be adversely affected and
Catalyst’s business may suffer.

Catalyst focuses its research and product development on hemostasis and inflammation treatment. Catalyst’s projections of both the number of people who
suffer from related conditions, as well as the subset of people with these conditions who have the potential to benefit from treatment with Catalyst’s product
candidates, are based on estimates. These estimates may prove to be incorrect and new studies may change the estimated incidence or prevalence of these
diseases. The number of patients in the United States, Europe and elsewhere may turn out to be lower than expected, may not be otherwise amenable to
treatment with Catalyst’s products, or new patients may become increasingly difficult to identify or gain access to, all of which would adversely affect
Catalyst’s results of operations and its business.
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Risks Related to an Investment in Targacept’s Common Stock and the Redeemable Convertible Notes

Following the merger, the concentration of the combined company’s capital stock ownership with its executive officers and directors, and their
respective affiliates, will limit your ability to influence corporate matters.

Significant stockholders of the combined company, acting together, after completion of the merger, will have the ability to affect matters submitted to
Targacept’s stockholders for approval, including the approval of significant transactions. This concentration of ownership may have the effect of delaying,
deferring or preventing a strategic transaction, even if such a transaction would benefit other stockholders. As a result, the market price of Targacept’s
common stock could be adversely affected.

The market price of Targacept’s common stock has historically been highly volatile and the merger may result in significant stock price and trading
volume fluctuations.

The trading price of Targacept’s common stock has historically been highly volatile, and the merger may result in significant stock price and trading volume
fluctuations. Targacept cannot predict precisely the impact the announcement, pendency or completion of the merger will have on its stock price.
Additionally, the stock market in general has experienced extreme price and volume fluctuations. The market prices of securities of pharmaceutical,
biopharmaceutical and biotechnology companies in particular have been extremely volatile and have experienced fluctuations that have often been unrelated
or disproportionate to operating performance. Factors giving rise to this volatility may include:

» regulatory developments in both the United States and abroad;
* developments concerning proprietary rights, including patents and litigation matters;
+ disclosure of new collaborations or other strategic transactions;

+  public concern about the safety or efficacy of product candidates or technology, their components, or related technology or new technologies
generally;

*  public announcements by competitors or others regarding new products or new product candidates; and

+  general market conditions and comments by securities analysts and investors.

Fluctuations in operating results could adversely affect the price of Targacept’s common stock.

Targacept’s and, following the merger, the combined company’s, operating results are likely to fluctuate significantly from quarter to quarter and year to year.
These fluctuations could cause Targacept’s stock price to decline. Some of the factors that may cause operating results to fluctuate on a period-to-period basis
include the scope, progress, duration results and costs of preclinical and clinical development programs, as well as non-clinical studies and assessments of
product candidates and programs, restructuring costs, implementation or termination of collaboration, licensing, manufacturing or other material agreements
with third parties, non-recurring revenue or expenses under any such agreement, the cost, timing and outcomes of regulatory compliance, approvals or other
regulatory actions and general and industry-specific economic conditions, particularly as affects the pharmaceutical, biopharmaceutical or biotechnology
industries in the United States. Period-to-period comparisons of Targacept’s historical and future financial results may not be meaningful, and investors
should not rely on them as an indication of future performance. Fluctuating losses may fail to meet the expectations of securities analysts or investors. Failure
to meet these expectations may cause the price of Targacept’s common stock to decline.

If Targacept’s stockholders sell a substantial number of shares of its common stock in the public market, Targacept’s stock price may decline.

Targacept’s current trading volumes are modest, and sales of a substantial number of shares of Targacept’s common stock in the public market, or the
perception that these sales could occur, could cause the market price to decline. Such sales also might make it more difficult for Targacept to sell equity
securities in the future at a
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time and at a price that it deems appropriate. The shares of Targacept’s common stock being registered in connection with the merger and this proxy
statement/prospectus/information statement will be freely tradable without restriction under the Securities Act of 1933, as amended, or the Securities Act. As
a condition to the closing of the merger, certain Catalyst securityholders entered into lock-up agreements, pursuant to which the securityholders have agreed
not to, except in limited circumstances, sell, assign, transfer, tender, or otherwise dispose of, shares of Targacept common stock, including, as applicable,
shares received in the merger and issuable upon exercise of certain warrants and options, from the effective date of the merger until 120 days after the closing
date of the merger. These Catalyst stockholders beneficially hold in the aggregate 109,250,736 outstanding shares of Catalyst common stock on an as-
converted basis. All of the shares of Targacept common stock issuable to such holders in the merger may be sold in the public market 120 days after the
effective time of the merger, limited only to the extent provided under applicable federal securities laws. Further, as a part of the Pre-Closing Dividend,
Targacept will issue $37.0 million in aggregate principal amount of redeemable convertible notes. At the option of the noteholders, those notes will be
redeemable at any time within 30 months following the closing or convertible into shares of Targacept at a conversion rate of $1.313 per share. Conversion of
these notes into stock of Targacept will cause dilution to other holders of Targacept common stock and all such stock may be sold in the public market after
conversion, which may lead to a decline in the market price of Targacept’s common stock. In addition, Targacept may, in the future, issue additional shares of
its common stock as compensation to its employees, directors or consultants, in connection with strategic alliances, collaborations, acquisitions or other
transactions or to raise capital. Accordingly, sales of a substantial number of shares of Targacept’s common stock in the public market could occur at any
time.

Following the merger, any delays in the timing for obtaining results from the clinical studies of the combined company could result in a decline in the
value of the redeemable convertible notes.

Any delays in the timing of the combined company’s clinical studies may result in such clinical studies not being completed within the 30 month term of the
notes, thereby eliminating the ability of the noteholders to make their decision on whether or not to convert their notes into common stock of the combined
company based on the results of such clinical studies. This may result in the notes having less value or expiring unexercised.

Anti-takeover provisions in Targacept’s charter documents and provisions of Delaware law may make an acquisition more difficult and could result
in the entrenchment of management.

Targacept is incorporated in Delaware. Anti-takeover provisions of Delaware law and Targacept’s charter documents may make a change in control or efforts
to remove management more difficult. Also, under Delaware law, Targacept’s board of directors may adopt additional anti-takeover measures. The existence
of the following provisions of Delaware law and Targacept’s restated certificate of incorporation and amended and restated bylaws could limit the price that
investors might be willing to pay in the future for shares of Targacept’s common stock.

Targacept’s restated certificate of incorporation authorizes its board of directors to issue up to 5,000,000 shares of preferred stock and to determine the terms
of those shares of stock without any further action by its stockholders. If the board of directors exercises this power to issue preferred stock, it could be more
difficult for a third-party to acquire a majority of Targacept’s outstanding voting stock and vote the stock they acquire to remove management or directors.

Targacept’s restated certificate also provides staggered terms for the members of its board of directors, and that directors may be removed by stockholders
only by vote of the holders of 66 2/3% of voting shares then outstanding. In addition, Targacept’s amended and restated bylaws do not permit stockholders to
call special or annual meetings of stockholders, or to act by written consent without a meeting. These provisions may prevent stockholders from replacing the
entire board in a single proxy contest, making it more difficult for a third-party to acquire control without the consent of the Targacept board of directors.
These provisions could also delay the removal of management by the board of directors with or without cause.
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As a Delaware corporation, Targacept is also subject to certain Delaware anti-takeover provisions. Under Delaware law, a publicly-held corporation may not
engage in a business combination with any holder of 15% or more of its voting stock unless the holder has held the stock for three years or, among other
things, the board of directors has approved the transaction. Targacept’s board of directors could rely on Delaware law to prevent or delay an acquisition. For a
description of Targacept’s capital stock, see “Description of Targacept Capital Stock” beginning on page 290.

Holders of the redeemable convertible notes will be required to pay U.S. federal income tax on the notes even though the notes will not pay cash
interest.

Because the notes do not pay cash interest, Targacept intends to treat the notes as issued with “original issue discount” for U.S. federal income tax purposes,
and holders will be required to include the original issue discount in gross income on a constant yield to maturity basis. The application of the original issue
discount rules to the notes is complex. See “The Merger—Material U.S. Federal Income Tax Consequences of the Ownership of the Redeemable Convertible
Notes” beginning on page 107.

Holders of the redeemable convertible notes may be subject to tax if Targacept makes or fails to make certain adjustments to the conversion rate of
the notes even though such shareholder may not receive a corresponding cash distribution.

The conversion rate of the notes is subject to adjustment in certain circumstances, including the payment of cash dividends. Adjustments to the conversion
rate of the notes (or failures to make adjustments) that have the effect of increasing a noteholder’s proportionate interest in Targacept’s assets or earnings may
in some circumstances result in a deemed distribution to for U.S. federal income tax purposes, notwithstanding the fact that such holder does not receive an
actual distribution of cash or property. See “The Merger—Material U.S. Federal Income Tax Consequences of the Ownership of the Redeemable Convertible
Notes” beginning on page 107. If a holder is a non-U.S. holder (as defined in “The Merger—Material U.S. Federal Income Tax Consequences of the
Ownership of the Redeemable Convertible Notes”), such holder may be subject to U.S. federal withholding tax in connection with such deemed distribution,
which may be set off against subsequent payments of cash and common stock payable on the notes (or, in certain circumstances, against any payments on
Targacept’s common stock). See “The Merger—Material U.S. Federal Income Tax Consequences of the Ownership of the Redeemable Convertible Notes”
beginning on page 107.
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FORWARD-LOOKING STATEMENTS

This proxy statement/prospectus/information statement and the documents incorporated by reference into this proxy statement/prospectus/information
statement contain forward-looking statements relating to Targacept, Catalyst and the merger. These forward-looking statements are based on current
expectations and beliefs and involve numerous risks and uncertainties that could cause actual results to differ materially from expectations. These forward-
looking statements should not be relied upon as predictions of future events as we cannot assure you that the events or circumstances reflected in these
statements will be achieved or will occur. You can identify forward-looking statements by the use of forward-looking terminology including “believes,”
“expects,” “may,” “will,” “should,” “seeks,” “intends,” “plans,” “pro forma,” “estimates,” or “anticipates” or the negative of these words and phrases or other
variations of these words and phrases or comparable terminology. All statements other than statements of historical fact are statements that could be deemed
forward-looking statements. For example, forward-looking statements include any statements regarding the strategies, prospects, plans, expectations or
objectives of management of Targacept or Catalyst for future operations, the progress, scope or duration of the development of product candidates or
programs, the benefits that may be derived from product candidates or the commercial or market opportunity in any target indication, the ability of Targacept
or Catalyst to protect intellectual property rights, the anticipated operations, financial position, revenues, costs or expenses of Targacept, Catalyst or the
combined company, statements regarding future economic conditions or performance, statements of belief and any statement of assumptions underlying any
of the foregoing. Forward looking statements may also include any statements regarding the approval and closing of the merger, including the timing of the
merger, Targacept’s ability to solicit a sufficient number of proxies to approve the merger, other conditions to the completion of the merger and the Exchange
Ratio as of the closing of the merger, the expected benefits of the merger, and any statement of assumptions underlying any of the foregoing.

3« 3«

For a discussion of the factors that may cause Targacept, Catalyst or the combined company’s actual results, performance or achievements to differ materially
from any future results, performance or achievements expressed or implied in such forward-looking statements, or for a discussion of risk associated with the
ability of Targacept and Catalyst to complete the merger and the effect of the merger on the business of Targacept, Catalyst and the combined company, see “
Risk Factors” beginning on page 18. Additional factors that could cause actual results to differ materially from those expressed in the forward-looking
statements are discussed in reports filed with the SEC by Targacept. See “Where You Can Find More Information” beginning on page 325. There can be no
assurance that the merger will be completed, or if it is completed, that it will close within the anticipated time period or that the expected benefits of the
merger will be realized.

If any of these risks or uncertainties materializes or any of these assumptions proves incorrect, the results of Targacept, Catalyst or the combined
company could differ materially from the forward-looking statements. All forward-looking statements in this proxy
statement/prospectus/information statement are current only as of the date on which the statements were made. Targacept and Catalyst do not
undertake any obligation to publicly update any forward-looking statement to reflect events or circumstances after the date on which any statement
is made or to reflect the occurrence of unanticipated events.
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THE ANNUAL MEETING OF TARGACEPT STOCKHOLDERS

Date, Time and Place

The Targacept annual stockholders meeting will be held on [e], 2015, at [e], commencing at [®] local time. Targacept is sending this proxy
statement/prospectus/information statement to its stockholders in connection with the solicitation of proxies by the Targacept board of directors for use at the
Targacept annual stockholders meeting and any adjournments or postponements of the annual meeting. This proxy statement/prospectus/information
statement is first being sent to stockholders of Targacept on or about [e], 2015.

Purposes of the Targacept Annual Meeting
The purposes of the Targacept annual stockholders meeting are:

1)  To approve the Agreement and Plan of Merger dated as of March 5, 2015, as amended on May 6 and May 13, 2015, by and among Targacept, Talos
Merger Sub, Inc. and Catalyst, a copy of which is attached as Annex A to this proxy statement/prospectus/information statement, and the issuance of
shares of Targacept common stock to Catalyst stockholders and the issuance of redeemable convertible notes of Targacept to Targacept stockholders by
virtue of the merger contemplated by the Merger Agreement;

2)  To authorize an amendment to Targacept’s restated certificate of incorporation to effect a reverse stock split of Targacept’s issued and outstanding
shares of common stock, pursuant to which any whole number of outstanding shares between and including 2 and 10, such whole number to be
determined by the Targacept board of directors, would be combined and reclassified into one share of Targacept common stock;

3)  To approve the amendment to the restated certificate of incorporation of Targacept to change the name “Targacept, Inc.” to “Catalyst Biosciences, Inc.”
in the form attached as Annex D to the accompanying proxy statement/prospectus/information statement;

4)  To approve the Targacept 2015 Stock Incentive Plan, a copy of which is attached as Annex F, and the reservation of shares of common stock for
issuance thereunder;

5)  To elect one Class III director to Targacept’s board of directors for a term of three years; provided, however, that if the merger is completed, the
Targacept board of directors will consist of the seven persons identified in this proxy statement/prospectus/information statement;

6)  To approve, on an advisory basis, the compensation of Targacept’s named executive officers as disclosed in this proxy statement/prospectus/information
statement pursuant to the compensation disclosure rules of the Securities and Exchange Commission;

7)  To approve, on an advisory basis, the golden parachute compensation that may be paid or become payable to Targacept’s named executive officers as
disclosed in this proxy statement/prospectus/information statement;

8)  To ratify the appointment of Ernst & Young, LLP as Targacept’s independent registered public accounting firm for the fiscal year ending December 31,
2015;

9)  To consider and vote on a proposal to adjourn the annual meeting, if necessary, to solicit additional proxies, in the event that there are not sufficient
votes at the time of the annual meeting to approve Proposal Nos. 1, 2 and 3; and

10) To transact such other business as may properly come before the stockholders at the Targacept annual stockholders meeting or any adjournment or

postponement thereof.

Each of Proposal Nos. 1, 2 and 3 are conditioned upon each other and the approval of each such proposal is a condition to the completion of the merger.
Therefore, the completion of the merger, the issuance of shares of Targacept common stock and redeemable convertible notes in connection with the merger
and the amendments to the restated certificate of incorporation of Targacept will not take place without the approval of Proposal Nos. 1, 2 and 3.
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Recommendation of the Targacept Board of Directors

The Targacept board of directors has determined and believes that the Merger Agreement and the issuance of shares of Targacept common stock and
redeemable convertible notes of Targacept by virtue of the merger contemplated by the Merger Agreement is in the best interests of Targacept and its
stockholders and has approved such items. The Targacept board of directors unanimously recommends that Targacept stockholders vote “FOR” Targacept
Proposal No. 1 to approve the Merger Agreement and the issuance of shares of Targacept common stock and redeemable convertible notes in the merger.

The Targacept board of directors has determined and believes that it is advisable to, and in the best interests of, Targacept and its stockholders to approve the
restated certificate of incorporation of Targacept effecting the proposed reverse stock split, as described in this proxy statement/prospectus/information
statement. The Targacept board of directors unanimously recommends that Targacept stockholders vote “FOR” Targacept Proposal No. 2 to approve the
restated certificate of incorporation of Targacept effecting the proposed reverse stock split, as described in this proxy statement/prospectus/information
statement.

The Targacept board of directors has determined and believes that the amendment to the restated certificate of incorporation of Targacept to change the name
of Targacept to “Catalyst Biosciences, Inc.” is advisable to, and in the best interests of, Targacept and its stockholders and has approved such name change.
The Targacept board of directors unanimously recommends that Targacept stockholders vote “FOR” Targacept Proposal No. 3 to approve the name change.

The Targacept board of directors has determined and believes that the approval of the Targacept 2015 Stock Incentive Plan and the reservation of shares of
common stock for issuance thereunder is advisable to, and in the best interest of, Targacept and its stockholders and has approved and adopted the plan. The
Targacept board of directors unanimously recommends that Targacept stockholders vote “FOR” Targacept Proposal No. 4 to approve the Targacept 2015
Stock Incentive Plan and the reservation of shares of common stock for issuance thereunder.

The Targacept board of directors has determined and believes that the election of Errol B. De Souza, Ph.D., as a Class III director for a three-year term to
expire at the 2018 Targacept annual stockholders meeting is advisable to, and in the best interests of, Targacept and its stockholders and has approved and
adopted the proposal. The Targacept board of directors unanimously recommends that Targacept stockholders vote “FOR” Targacept Proposal No. 5 to elect
one Class III director, Errol B. De Souza, Ph.D., for a three-year term to expire at the 2018 Targacept annual stockholders meeting provided, however, that, if
the merger is completed, the Targacept board of directors will consist of the seven persons identified in this proxy statement/prospectus/information
statement.

The Targacept board of directors has determined and believes that it is advisable to, and in the best interests of, Targacept and its stockholders to approve, on
an advisory basis, the compensation of Targacept’s named executive officers. The Targacept board of directors unanimously recommends that Targacept
stockholders vote “FOR” Targacept Proposal No. 6 to approve the compensation of Targacept’s named executive officers as disclosed in this proxy
statement/prospectus/information statement.

The Targacept board of directors has determined and believes that it is advisable to, and in the best interests of, Targacept and its stockholders to approve, on
an advisory basis, the golden parachute compensation that may be paid or become payable to Targacept’s named executive officers. The Targacept board of
directors unanimously recommends that Targacept stockholders vote “FOR” proposal No. 7 to approve the golden parachute compensation of named
executive officers as disclosed in this proxy statement/prospectus/information statement.

The Targacept board of directors has determined and believes that the ratification of the selection of Ernst & Young, LLP as Targacept’s independent
registered public accounting firm for the fiscal year ending December 31, 2015 is advisable to, and in the best interests of Targacept and its stockholders and
has approved
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such ratification. The Targacept board of directors unanimously recommends that Targacept stockholders vote “FOR” Targacept Proposal No. 8 to ratify the
selection of Ernst & Young, LLP as Targacept’s independent registered public accounting firm for the fiscal year ending December 31, 2015.

The Targacept board of directors has determined and believes that adjourning the Targacept annual stockholders meeting, if necessary, to solicit additional
proxies if there are not sufficient votes in favor of Targacept Proposal Nos. 1, 2 and 3 is advisable to, and in the best interests of, Targacept and its
stockholders and has approved and adopted the proposal. The Targacept board of directors unanimously recommends that Targacept stockholders vote “FOR”
Targacept Proposal No. 9 to adjourn the Targacept annual stockholders meeting, if necessary, to solicit additional proxies if there are not sufficient votes in
favor of Targacept Proposal Nos. 1, 2 and 3.

Record Date and Voting Power

Only holders of record of Targacept common stock at the close of business on the record date, [®], 2015, are entitled to notice of, and to vote at, the Targacept
annual stockholders meeting. There were approximately [®] holders of record of Targacept common stock at the close of business on the record date. At the
close of business on the record date, [®] shares of Targacept common stock were issued and outstanding. Each share of Targacept common stock entitles the
holder thereof to one vote on each matter submitted for stockholder approval. See the section entitled “Principal Stockholders of Targacept” beginning on
page 319 for information regarding persons known to the management of Targacept to be the beneficial owners of more than 5% of the outstanding shares of
Targacept common stock.

Voting and Revocation of Proxies

The proxy accompanying this proxy statement/prospectus/information statement is solicited on behalf of the board of directors of Targacept for use at the
Targacept annual stockholders meeting.

If you are a stockholder of record of Targacept as of the record date referred to above, you may vote in person at the Targacept annual stockholders meeting or
vote by proxy using the enclosed proxy card. Whether or not you plan to attend the Targacept annual stockholders meeting, Targacept urges you to vote by
proxy to ensure your vote is counted. You may still attend the Targacept annual stockholders meeting and vote in person if you have already voted by proxy.
As a stockholder of record:

* to vote in person, come to the Targacept annual stockholders meeting and bring a form of government issued picture identification with you. You
may deliver your completed proxy card in person or you may vote by completing a paper proxy card or ballot, which will be available at the
meeting; or

*  to vote by mail, complete, sign and date your proxy card and return it promptly in the accompanying postage-paid envelope. Please allow
sufficient time for Targacept to receive your proxy card if you decide to vote by mail.

If your Targacept shares are held by your broker as your nominee, that is, in “street name,” you should receive voting instructions from the bank, broker or
other nominee that holds your shares. If you do not give instructions to your broker, your broker can vote your Targacept shares with respect to
“discretionary” items but not with respect to “non-discretionary” items. Discretionary items are proposals considered routine under the rules of The NASDAQ
Global Select Market on which your broker may vote shares held in “street name” in the absence of your voting instructions. On non-discretionary items for
which you do not give your broker instructions, the Targacept shares will be treated as broker non-votes. It is anticipated that Targacept Proposal Nos. 1, 2

and 3 will be non-discretionary items.

*  to vote by mail, you should follow the instructions included on that proxy card regarding how to instruct your broker to vote your Targacept
shares;
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*  tovote in person at the meeting, you will need to contact the bank, broker or other nominee that is the stockholder of record for your shares to
obtain a broker’s proxy card and then bring the proxy card, an account statement or a letter from the stockholder of record indicating that you
beneficially owned the shares as of the record date and a form of government issued picture identification to the meeting. If you have all of (1) a
broker’s proxy card, (2) an account statement or letter indicating beneficial ownership as of the record date and (3) a government issued picture
identification, you may vote by completing a paper proxy card or a ballot, which will be available at the meeting. If not, you will not be able to
vote at the meeting; or

» to vote over the Internet or by telephone, if you are permitted and wish to do so, you should receive instructions from your bank, broker or other
nominee and follow those instructions.

All properly executed proxies that are not revoked will be voted at the Targacept annual stockholders meeting and at any adjournments or postponements of
the Targacept annual stockholders meeting in accordance with the instructions contained in the proxy. If a holder of Targacept common stock executes and
returns a proxy and does not specify otherwise, the shares represented by that proxy will be voted “FOR” Targacept Proposal No. 1 to approve the Merger
Agreement and the issuance of shares of Targacept common stock and redeemable convertible notes of Targacept in the merger; “FOR” Targacept Proposal
No. 2 to approve the restated certificate of incorporation of Targacept effecting the proposed reverse stock split described in this proxy
statement/prospectus/information statement; “FOR” Targacept Proposal No. 3 to approve the amendment to the restated certificate of incorporation of
Targacept to change the name of “Targacept, Inc.” to “Catalyst Biosciences, Inc.”; “FOR” Proposal No. 4 to approve the Targacept 2015 Stock Incentive Plan;
“FOR” Proposal No. 5 to elect Errol B. De Souza, Ph.D. as a Class III director for a three-year term to expire at the 2018 Targacept annual stockholders
meeting, provided, however, that, if the merger is completed, the Targacept board of directors will consist of the seven persons identified in this proxy
statement/prospectus/information statement; “FOR” Proposal No. 6 to approve, on an advisory basis, the compensation of Targacept’s named executive
officers; “FOR” Proposal No. 7 to approve, on an advisory basis, the golden parachute compensation that may be paid or become payable to Targacept’s
named executive officers; “FOR” Proposal No. 8 to ratify the selection of Ernst & Young, LLP as Targacept’s independent registered public accounting firm
for the year ending December 31, 2015; and “FOR” Targacept Proposal No. 9 to adjourn the Targacept annual stockholders meeting, if necessary, to solicit
additional proxies if there are not sufficient votes in favor of Targacept Proposal Nos. 1, 2 and 3 in accordance with the recommendation of the Targacept
board of directors.

Unless you are a Targacept stockholder who executed a voting agreement, you may change your vote or revoke your proxy at any time before your proxy is
voted at the Targacept annual stockholders meeting in any one of the following ways:

» if you have signed and returned a paper proxy card, by signing a new proxy card bearing a later date and submitting it as instructed above;
+ if you have voted by Internet or telephone, by casting a new vote over the Internet or by telephone as instructed above;
* by notifying Targacept’s Corporate Secretary in writing before the annual stockholders meeting that you have revoked your proxy; or

* by attending the meeting in person and voting in person as provided above. Merely attending the meeting in person is not sufficient to revoke a
previously submitted proxy. You must specifically request at the meeting that it be revoked.

The vote that you submit latest and still timely is the vote that will be counted.

If you are a Targacept stockholder of record or a stockholder who owns Targacept shares in “street name” and have instructed a broker to vote your shares of
Targacept common stock, you must follow directions received from your broker to change your vote or revoke your proxy.
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Required Vote

The presence, in person or represented by proxy, at the Targacept annual stockholders meeting of the holders of a majority of the shares of Targacept common
stock outstanding and entitled to vote at the Targacept annual stockholders meeting is necessary to constitute a quorum at the meeting. Abstentions and broker
non-votes will be counted towards a quorum. Approval of Targacept Proposal Nos. 1, 4, 6, 7, 8 and 9 requires the affirmative vote of the holders of a majority
of the shares of Targacept common stock having voting power present in person or represented by proxy at the Targacept annual stockholders meeting.
Approval of Targacept Proposal Nos. 2 and 3 requires the affirmative vote of holders of a majority of the Targacept common stock having voting power
outstanding on the record date for the Targacept annual stockholders meeting. The affirmative vote of a plurality of the votes cast in person or by proxy at the
Targacept annual stockholders meeting is required for approval of Proposal No. 5.

Votes will be counted by the inspector of election appointed for the meeting, who will separately count “FOR” and “AGAINST” votes, abstentions and broker
non-votes. Abstentions will be counted towards the vote total for each proposal and will have the same effect as “AGAINST” votes for Proposal Nos. 1, 2 and
3, but will have no effect on Proposal Nos. 4, 5, 6, 7, 8 and 9. Similarly, broker non-votes will have the same effect as “AGAINST” votes for Targacept
Proposal Nos. 1, 2 and 3, but will have no effect on Proposal Nos. 4, 5, 6, 7, 8 and 9.

The directors, executive officers and several major stockholders of Targacept, owning a combined 41% of the shares of Targacept common stock entitled to
vote at the Targacept annual stockholders meeting, are subject to voting agreements. Each stockholder that entered into a voting agreement has agreed to vote
all shares of Targacept common stock owned by him as of the record date in favor of the issuance of Targacept common stock in the merger as contemplated
by the Merger Agreement, the adoption of the Merger Agreement if submitted for adoption, the approval of any proposal to adjourn or postpone the meeting
to a later date, if there are not sufficient votes for the issuance of Targacept as contemplated by the Merger Agreement on the date on which such meeting is
held, and any other matter necessary to complete the transactions contemplated by the Merger Agreement that are considered and voted upon by Targacept’s
stockholders and against any “acquisition proposal,” as defined in the Merger Agreement. As of [e], 2015, Targacept and Catalyst are not aware of any
affiliate of Catalyst owning any shares of Targacept common stock entitled to vote at the Targacept annual stockholders meeting.

Solicitation of Proxies

In addition to solicitation by mail, the directors, officers, employees and agents of Targacept may solicit proxies from Targacept stockholders by personal
interview, telephone, telegram or otherwise. Arrangements will also be made with brokerage firms and other custodians, nominees and fiduciaries who are
record holders of Targacept common stock for the forwarding of solicitation materials to the beneficial owners of Targacept common stock. Targacept will
reimburse these brokers, custodians, nominees and fiduciaries for the reasonable out-of-pocket expenses they incur in connection with the forwarding of
solicitation materials.

Other Matters

As of the date of this proxy statement/prospectus/information statement, the Targacept board of directors does not know of any business to be presented at the
Targacept annual stockholders meeting other than as set forth in the notice accompanying this proxy statement/prospectus/information statement. If any other
matters should properly come before the Targacept annual stockholders meeting, it is intended that the shares represented by proxies will be voted with
respect to such matters in accordance with the judgment of the persons voting the proxies.
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THE MERGER

This section and the section entitled “The Merger Agreement” beginning on page 118 describe the material aspects of the merger, including the Merger
Agreement. While Targacept and Catalyst believe that this description covers the material terms of the merger and the Merger Agreement, it may not contain
all of the information that is important to you. You should read carefully this entire proxy statement/prospectus/information statement for a more complete
understanding of the merger and the Merger Agreement, including the Merger Agreement attached as Annex A, the opinion of Stifel attached as Annex B, and
the other documents to which you are referred herein. See the section entitled “Where You Can Find More Information” beginning on page 325.

Background of the Merger

Over the past two years, Targacept’s board of directors and executive management team have regularly reviewed and discussed Targacept’s operating and
strategic plans, both near-term and long-term, in an effort to enhance stockholder value. These reviews and discussions have focused, among other things, on
the potential benefits and risks associated with Targacept’s business and financial condition, potential partnering opportunities and other strategic options. In
particular, setbacks in the clinical development of Targacept’s NNR Assets have prompted the Targacept board to focus on contingency planning and
alternative means for providing returns to stockholders.

Among these setbacks included the announcement, on December 16, 2013, of results from a Phase 2b clinical trial of TC-5619 as an augmentation therapy for
treatment of the negative symptoms of schizophrenia. In the trial, TC-5619 did not meet the primary outcome measure, change from baseline on the Scale for
the Assessment of Negative Symptoms, after 24 weeks versus placebo. TC-5619 was also unable to demonstrate improvement on key secondary measures of
cognitive function. In addition, on July 14, 2014, Targacept announced results from its Phase 2b monotherapy clinical trial of TC-1734 as a treatment for mild
to moderate Alzheimer’s disease. In the trial, TC-1734 did not meet the objective of showing superiority to donepezil, the marketed medication most often
prescribed for Alzheimer’s disease, after 52 weeks of treatment. Finally, on July 28, 2014, Targacept announced the results from its Phase 2b clinical studies
of TC-5214 as a treatment for overactive bladder. In the trial, TC-5214 did not reach statistical significance on episodes of urinary incontinence per 24 hours,
after 12 weeks of treatment. As a consequence of these results, Targacept announced it was terminating further development of TC-5214 in overactive
bladder.

As these setbacks in the development of Targacept’s NNR Assets unfolded, the Targacept board and management stepped up efforts to identify both internal
and external opportunities for offsetting the attrition in Targacept’s product development programs. At the board’s regularly scheduled March and June 2014
meetings, Targacept management provided the board with management’s assessment of a variety of strategic alternatives that Targacept could pursue to
maximize stockholder value, including in-licensing product candidates to expand Targacept’s product portfolio.

Beginning in early 2014 and continuing through January 2015, Targacept undertook a process of identifying and evaluating potential strategic combinations
with public and private biotechnology and pharmaceutical companies. Prior to July 2014, this process focused on opportunities that might be complementary
to Targacept’s portfolio, in the event that one or more of the company’s ongoing Phase 2 programs resulted in a positive outcome. After July 2014, the process
focused on strategic merger opportunities that were not dependent upon Targacept’s historic therapeutic and mechanistic focus. This process was led by Dr.
Hill and Targacept’s then Vice President of Business Development, Scott N. Cullison, and involved the assessment of a range of in-licensing and merger and
acquisition opportunities in a variety of therapeutic areas. As described below, in assessing select opportunities, Dr. Hill and Mr. Cullison were supported
from time-to-time by a due diligence team, or the Due Diligence Team, consisting of Targacept’s executive management committee and select product
development committee members, who together represented Targacept’s principal business disciplines (i.e., drug research, development, and manufacturing,
clinical, finance, regulatory affairs, business development, and legal).
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The members of the Due Diligence Team were: Dr. Hill, Mr. Cullison, Alan A. Musso, who was Targacept’s Senior Vice President of Finance and
Administration, Chief Financial Officer, and Treasurer at the time, Mauri K. Hodges, who was Targacept’s Vice President of Human Resources and Corporate
Systems at the time and is the current Vice President of Finance, and Interim Chief Financial Officer, Jessica S. Beaver, who was Targacept’s Senior Director
of Regulatory Affairs and Quality Compliance at the time, Patrick C. Rock, who is Targacept’s Senior Vice President, General Counsel, and Secretary,

Steven M. Toler, who was Targacept’s Vice President of Clinical Pharmaceutical Sciences at the time, David A. Hosford, who was Targacept’s Vice President
of Clinical Development and Regulatory Affairs at the time, Earl E. Sands, who was Targacept’s Chief Medical Officer at the time, Merouane Bencherif, who
was Targacept’s Senior Vice President and Senior Scientific Fellow at the time, James W. Coulston, who is Targacept’s Senior Director of Finance, and
Controller, and Melissa J. Joseph, who was Targacept’s Senior Director of Pharmaceutical Development at the time.

In May 2014, the CEO of Company A contacted Dr. Hill to express his interest in a potential combination of Targacept and Company A. On May 23, 2014,
Targacept entered into a confidentiality agreement with Company A.

On May 25, 2014, Dr. Hill received an unsolicited, non-confidential presentation from a representative of Company B.
On July 22, 2014, Targacept entered into a confidentiality agreement with Company B.
On July 29, 2014, Dr. Hill received an unsolicited inquiry from a representative of Company C, suggesting a possible combination of the two companies.

On August 14, 2014, certain members of Targacept’s management team met with Company A to discuss the possibility of a partnership between, or a
business combination of, Targacept and Company A.

On August 21, 2014, members of Targacept’s executive management committee met to discuss their initial views on Company A and another third-party, and
to plan a formal approach for conducting a comprehensive assessment of potential strategic transactions.

Also on August 21, 2014, Targacept entered into separate confidentiality agreements with New Enterprise Associates, Inc., or NEA, and RTW Investments,
LLC, or RTW, both significant stockholders of Targacept, in order for Targacept to be able to obtain their perspectives and views on potential business
development opportunities.

On August 25, 2014, Targacept received a non-confidential overview from Company C regarding its technology.

On August 27, 2014, Targacept and BVF Partners L.P., or BVF, a significant stockholder of Targacept, entered into a confidentiality agreement in order for
Targacept to be able to obtain BVF’s perspectives and views on potential business development opportunities that were available to Targacept. From that
point forward, Dr. Hill periodically updated BVF on the status of Targacept’s plans, including potential merger and acquisition transactions.

On September 2, 2014, members of Targacept’s development planning committee met to review and discuss existing and potential strategic transaction
opportunities.

On September 3, 2014, certain members of Targacept’s management team met telephonically with Company B. During the meeting, Company B presented an
overview of its corporate strategy and discussed Company B’s value proposition.

On September 4, 2014, members of Targacept’s executive management committee met to discuss Company B’s presentation and to make an initial assessment
of their level of interest in Company B’s programs.
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Also on September 4, 2014, Mr. Musso received a non-confidential presentation from Company D, which expressed interest in a potential combination with
Targacept, following an initial contact by Targacept in April 2014.

On September 10, 2014, Targacept entered into a confidentiality agreement with Company C.

On September 16, 2014, certain members of Targacept’s management team met with representatives from Company A to discuss the possibility of a business
combination of Targacept and Company A.

On September 17, 2014, representatives from Company A made a presentation to Targacept’s board of directors’ Technology and Innovation Committee
regarding Company A’s overall business, including its technology platform, products, partners, and corporate strategy.

On September 18, 2014, the Targacept board held a regularly scheduled meeting. During that meeting, Targacept management reviewed with the board a
variety of strategic alternatives. The board was presented with, and discussed, a broad range of in-license, acquisition and merger opportunities, along with
possible additional internal programs involving the NNR Assets. After consideration of these alternatives, the board directed the Targacept management team
to continue exploring such alternatives, and, with respect to merger and acquisition opportunities, to identify and propose to the board for approval a qualified
investment banking firm to assist in the process. With respect to the NNR Assets, the board instructed management only to consider incremental development
efforts that would be supported by third-party co-investment and, in parallel, to explore mechanisms for possibly spinning off these assets. Dr. Hill also
reported that Targacept had entered into confidential disclosure agreements with BVF, NEA and RTW, to facilitate their review of and feedback on select
strategic opportunities being assessed by Targacept.

On September 22, 2014, Targacept and EcoR1 Capital, LLC, or EcoR1, entered into a confidentiality agreement in order for Targacept to be able to obtain
EcoR1’s perspectives and views on potential business development opportunities. From that point forward, Dr. Hill periodically updated EcoR1 on the status
of Targacept’s plans, including potential merger and acquisition transactions. Based on prior conversations with representatives of EcoR1, Dr. Hill understood
that EcoR1 had built a significant ownership interest in Targacept, although EcoR1’s ownership had not exceeded 5% of Targacept’s outstanding shares so as
to require a public report of its ownership, so Dr. Hill did not know the exact extent of EcoR1’s ownership or the timing of its acquisition of that ownership.

On September 23, 2014, certain members of Targacept’s management team met with representatives from a third-party. During the meeting, the third-party
presented its corporate overview and the third-party’s value proposition was discussed.

Between October 2, 2014 and October 3, 2014, Dr. Hill and Mr. Musso met in New York with representatives of Stifel and two other investment banks to
discuss the potential engagement by Targacept of these investment banks as financial advisor in connection with the exploration of the strategic alternatives
available to Targacept.

On October 6, 2014, Dr. Hill met telephonically with a board member of Company D to discuss a possible combination of the companies.

On October 7, 2014, members of Targacept’s executive management committee and development planning committee met to discuss information received
from Company D and updated information received from additional potential merger partners.

On October 8, 2014, AstraZeneca AB terminated its Collaborative Research and License Agreement with Targacept, effective as of January 2015. When
termination of the collaboration agreement became effective, all remaining rights and licenses to compounds granted by Targacept under the collaboration
agreement to AstraZeneca terminated and reverted to Targacept, including the rights and licenses relating to compound AZD1446 (also known as TC-6683).
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On October 8, 2014, the Targacept board held a special telephonic meeting at which the board authorized Targacept’s management to proceed with engaging
Stifel to act as exclusive financial advisor to Targacept in analyzing the business, operations, properties, financial condition and prospects of Targacept and
assist the board in developing a list of potential candidates for a strategic transaction and developing a general strategy for accomplishing a business
combination. Later on that same day, Targacept engaged Stifel as its exclusive financial advisor with respect to the transaction.

On October 17, 2014, Targacept entered into a confidentiality agreement with Company D.

On October 20, 2014, certain members of Targacept’s management team met with representatives from Stifel to discuss potential candidates for a strategic
transaction and to develop a general strategy for accomplishing a business combination.

On October 21, 2014, certain members of Targacept’s management team met with representatives from Company D. During the meeting, Company D
presented its corporate overview and the possibility of a business combination of Targacept and Company D was discussed.

On October 27, 2014, Dr. Hill and Mr. Musso met telephonically with representatives from Stifel to discuss the process to date.

On October 28, 2014, the Targacept board held a special telephonic meeting, at which representatives from Stifel were also present. During that meeting,
representatives from Stifel discussed the process and timeline established by Targacept’s management and on actions taken to date relating to identifying and
assessing strategic options for Targacept.

On October 29, 2014, Dr. Hill and representatives from BVF met with representatives from Company D to discuss the possibility of a business combination
of Targacept and Company D.

Also on October 29, 2014, Dr. Hill and representatives from EcoR1 met with representatives from Company D to discuss the possibility of a business
combination of Targacept and Company D.

On November 3, 2014, Dr. Hill, Mr. Musso and Mr. Cullison met telephonically with representatives from Stifel to discuss merger and acquisition
opportunities available to Targacept.

Also on November 3, 2014, members of Targacept’s executive management committee met to discuss progress to date, including updated information from a
number of companies that were still under consideration as possible merger candidates.

Beginning in early November 2014, representatives from Stifel contacted 28 parties, including Catalyst, to inquire as to their interest in a potential strategic
transaction involving Targacept. Of these companies, 22, including Catalyst, signed confidentiality agreements with Targacept and received bid letter
instructions. In December 2014, representatives from Stifel received 17 letters of interest from companies to which they had previously sent bid letter
instructions, including one from Catalyst.

On November 6, 2014, members of Targacept’s executive management committee met to discuss feedback from key investors and to review and discuss an
updated list of interested potential merger partners.

Between November 10, 2014 and January 6, 2015, Dr. Hill and other members of Targacept’s Due Diligence Team attended and participated in multiple
meetings and conference calls with representatives of parties that had signed confidentiality agreements to explore potential business combinations with
Targacept.

On November 11, 2014, the Targacept board held a special telephonic meeting, in which representatives from Stifel also participated. During the meeting,
Dr. Hill and the representatives from Stifel updated the board on
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recent progress made in identifying and assessing strategic alternatives for Targacept, including developments in the bid solicitation and assessment process.
The board reviewed and approved Stifel’s proposed bid instruction letter to be provided to interested parties and considered how and when to coordinate
possible presentations to the board by interested parties.

On November 12, 2014, Targacept entered into a confidentiality agreement with Company E.
On November 12, 2014, Targacept entered into a confidentiality agreement with Company F.

On November 13, 2014, Dr. Hill, Mr. Musso and Mr. Cullison met telephonically with representatives from Stifel to discuss the level of interest from parties
that the representatives from Stifel had contacted, and to consider how to make third-party information available to Targacept’s shareholders under their
respective confidentiality agreements. Also on November 13, 2014, representatives of Catalyst met with representatives of BVF to give a presentation on the
Catalyst business.

From November 14, 2014 through November 20, 2014, members of Targacept’s Due Diligence Team met telephonically and in person with representatives
from Stifel and representatives from eight different third parties, including representatives from Catalyst and Company D, to receive and discuss each
company’s corporate presentation.

On November 17, 2014, Dr. Hill attended a meeting with representatives from a third-party to discuss a possible business combination with Targacept.

On November 21, 2014, Dr. Hill, Ms. Hodges, Mr. Cullison and Mr. Rock, met telephonically with representatives from Stifel to discuss updated feedback
from interested parties, and to confirm that relevant material had been provided as requested, under confidentiality agreements, to BVF, EcoR1 and RTW.

On November 24, 2014, members of the Targacept Due Diligence Team met telephonically with representatives from Stifel and representatives from another
third-party to receive and discuss the third-party’s corporate presentation. Also on November 24, 2014, members of the Targacept Due Diligence Team met
telephonically with representatives from Stifel and representatives from Company E’s management team to receive and discuss Company E’s corporate
presentation.

On November 25, 2014, the Targacept board met telephonically with Dr. Hill, Ms. Hodges, Mr. Cullison and Mr. Rock and with representatives of Stifel to
discuss the status of the process to date. During the meeting, Dr. Hill reported on progress made since the board’s last meeting in assessing strategic options
for Targacept, and representatives from Stifel discussed with the board members developments in the bid solicitation and assessment process. Dr. Hill further
summarized the preliminary views of Targacept’s management and major investors on the various candidate companies considered to date.

On November 26, 2014, members of the Targacept Due Diligence Team met telephonically with representatives from Stifel and representatives from three
third parties to receive and discuss a corporate presentation from the three third parties.

On December 1, 2014, members of the Targacept Due Diligence Team met telephonically with representatives from Stifel and representatives from another
third-party to receive and discuss a corporate presentation from the third-party.

On December 2, 2014, Dr. Hill attended a meeting with representatives from the same third-party with which he had met on November 17, 2014 to discuss a
possible business combination with Targacept.

On December 3, 2014, members of the Targacept Due Diligence Team met telephonically with representatives from Stifel and representatives from another
third-party to receive and discuss a corporate presentation from the third-party.
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From December 3, 2014 through December 9, 2014, Targacept received letters of interest from 17 parties, including Catalyst, in response to the instruction
letter for initial bids.

On December 4, 2014, representatives of Catalyst spoke with representatives of RTW to give a presentation on the Catalyst business.

On December 5, 2014, members of the Targacept Due Diligence Team met telephonically with representatives from Stifel and representatives from another
third-party to discuss a possible business combination with Targacept.

Also on December 5, 2014, Dr. Hill contacted representatives of NEA and Catalyst by telephone to discuss Catalyst’s interest as a strategic partner. Catalyst
provided a corporate presentation of its business and general strategy to Dr. Hill and a representative of NEA.

On December 10, 2014, the Targacept board held a regularly scheduled meeting, at which representatives from Stifel were also present. During the meeting,
the representatives from Stifel discussed the process, activities and progress associated with its identification and assessment of certain merger and acquisition
alternatives available to Targacept, or the M&A Process, including descriptions of the bid responses received from each of the companies that had been
approached initially, or the Candidates, and the status of due diligence on the Candidates. Representatives from Stifel also discussed several alternatives for
structuring a potential merger transaction. Also, Targacept’s management made presentations to the board on the science and clinical development aspects of
the businesses of select Candidates. In recognition of the fact that some Candidates expressed an interest in having Dr. Hill serve in an executive leadership
role of the contemplated post-merger company, the board also formed a special committee, consisting of John P. Richard, Charles A. Blixt, Julia R. Brown,
Errol B. De Souza, Ph.D., and Alan W. Dunton, M.D., or the Special Committee, to oversee the M&A Process.

On December 11, 2014, the Targacept board continued its regularly scheduled meeting. During the meeting, Targacept’s management continued with the
presentations suspended upon adjournment the previous day. The members of the board affirmed their consensus view that, in addition to the M&A Process,
Targacept should continue to keep all of its strategic options open, including (i) pursuing select in-license opportunities, with a preference for those involving
a co-investment by the licensor or the licensor’s investors, and (ii) options for further developing Targacept’s internal compound portfolio, with a preference
for opportunities involving third-party funding support, including developing a business plan for the portfolio. Next, Dr. Hill summarized the feedback that
Targacept had received on select Candidates from some of Targacept’s major shareholders. A full discussion ensued, during which the board members,
including the full Special Committee, expressed their view and belief that they had been provided sufficient time, information, and opportunity for questions
to enable them to come to an informed and considered view on which five of the Candidates were the most attractive potential merger candidates for
Targacept. Following the discussion, and based on Targacept’s and Stifel’s diligence and discussions with potential strategic partners, the Special Committee
members unanimously agreed to narrow the focus of the M&A Process to five of the Candidates, Companies A, B, D and E and Catalyst, or, collectively, the
Top Five.

The Targacept board next discussed and agreed upon the next steps in the M&A Process, including conducting additional due diligence, scheduling
presentations by the Top Five to the board, requesting and assessing final bids from the Top Five, and following up with Candidates outside the Top Five
whose initial bid letter responses indicated a potential interest in Targacept’s internal compounds.

On December 12, 2014, certain members of Targacept’s management team met telephonically with representatives from Stifel to discuss the results of the
Targacept board meeting held on December 10-11, 2014 and next steps, in particular to ensure appropriate communication with the Top Five and with those
companies who were not included among the Top Five. Later that day, Stifel notified Catalyst of its selection as one of the Top Five.

On December 16, 2014, Dr. Hill met telephonically with a third-party that had expressed interest in potentially accessing certain data and NNR compounds
under a licensing agreement with Targacept.
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On December 17, 2014, the Targacept Due Diligence team met to discuss a standardized diligence list to be provided to the Top Five, and to consider which,
if any, external consultants should be approached to provide additional diligence reports on the Top Five.

On December 18, 2014, members of the Targacept Due Diligence Team met telephonically with representatives from Stifel and representatives from
Company D’s management team to discuss responses to specific follow up diligence questions posed earlier by Targacept.

On December 19, 2014, Mintz, Levin, Cohn, Ferris, Glovsky and Popeo, P.C., legal counsel to Targacept, or Mintz Levin, discussed preliminary due diligence
matters regarding Catalyst and Companies A, B, D and E with members of Targacept’s executive management team via email. Additional teleconferences
related to due diligence matters continued to be held between Targacept and Catalyst, as well as their respective representatives, including Mintz Levin, until
March 5, 2015. On the same day, Dr. Hill and Mr. Cullison met telephonically with representatives from Stifel to discuss the latest information received from
Company D.

On December 22, 2014, certain members of Targacept’s executive management team met telephonically with representatives from Stifel to discuss the M&A
Process.

Also on December 22, 2014, Mintz Levin sent a proposed draft of the Merger Agreement to both Stifel and members of Targacept’s executive management
team for inclusion in a request for a revised bid letter the Targacept board instructed Stifel to send to Catalyst and Companies A, B, D and E.

On December 23, 2014, the Special Committee of the Targacept board held a telephonic meeting, at which, at the direction of the board, representatives from
Stifel were also present. Representatives from Stifel updated the Special Committee members on developments in the bid solicitation and assessment process,
noting that activities were progressing according to the established timeline. Representatives from Stifel also described planned near-term next steps,
including distributing to the Top Five letters requesting final bids and scheduling face-to-face presentations to the board by the Candidates who had yet to do
so. Dr. Hill then reported on recent discussions with some of Targacept’s major shareholders, who were under confidentiality agreements with Targacept, and
on face-to-face meetings he planned to have with select Top Five candidates.

On December 30, 2014, Dr. Hill met telephonically with Dr. Nassim Usman, President and Chief Executive Officer of Catalyst, to discuss the possible
business combination with Targacept.

On January 2, 2015, members of Targacept’s executive management met telephonically with representatives of Mintz Levin to discuss the terms of the
proposed draft of the Merger Agreement, including structural alternatives to deliver value to Targacept’s stockholders, including a cash dividend.

On January 5, 2015, the Targacept Due Diligence team met to review their internal diligence summaries on the Top Five, which were prepared during the
period from December 23, 2014 to January 4, 2015, as well as available external diligence reports.

Also on January 5, 2015, Dr. Hill met with representatives from Catalyst at their headquarters in San Francisco to discuss aspects of Catalyst’s portfolio,
staffing, operational structure, collaborations, financial information and strategic plans.

On January 6, 2015, Dr. Hill met with representatives from Company E to discuss in detail their portfolio prioritization, financial structure and future plans
for partnering and internal projects.

On January 6, 2015, Mintz Levin distributed a revised proposed draft of the Merger Agreement to members of Targacept’s executive management team and to
representatives of Stifel, which reflected changes discussed during the January 2, 2015 telephonic meeting.
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On January 6, 2015, the Special Committee of the Targacept board held a telephonic meeting, at which, at the direction of the board, representatives from
Stifel and representatives from Company A were also present. Representatives of Company A presented an update on key developments in the company’s
business since Company A’s presentation to the board’s Technology and Innovation Committee, which took place on September 17, 2014. Representatives
from Company A responded to various questions from members of the Special Committee throughout the presentation. Also during the meeting, Stifel
discussed recent developments in the ongoing bid solicitation and assessment process, including proposed next steps.

On January 7, 2015, Stifel sent out a letter to the Top Five outlining instructions for submitting a revised indication of interest to Targacept. This request
included an initial draft of the Merger Agreement, which had been prepared by Mintz Levin, and requested that any revised bids include specific details
regarding the potential transaction structure, comments to the Merger Agreement, a projected closing date for the merger, a description of any interest in the
NNR Assets and Targacept employees, a description and sources of potential co-investments by new or existing investors, a confirmation that the bidder had
completed all of their due diligence that would have an impact on the valuation of Targacept, a description of any authorizations and approvals required to
complete the transaction and any other information that would be helpful to Targacept in reaching a decision regarding the revised bids.

On January 11, 2015, the Special Committee of the Targacept board held a special in person meeting, at which, at the direction of the board, representatives
from Stifel and, for different portions of the meeting, representatives from Company B, representatives from Company D, representatives from Company E,
and representatives from Catalyst were present. Company B, Company D, Company E and Catalyst separately presented information on their respective
company’s business, science and other matters, and answered various questions from members of the Special Committee. A full discussion ensued, during
which the members of the Special Committee discussed the relative merits, including scientific and valuation aspects, of Companies A, B, D, E, and Catalyst.
Representatives from Stifel also discussed the next steps in the process of continuing to gather information on, assess, and winnow the Candidates.

On January 14, 2015, Dr. Hill met with representatives of BVF at their offices in San Francisco, to discuss the status of the diligence process and to seek their
input.

On January 14, 2015, Dr. Hill met with the Chairman of Company B to discuss certain leadership possibilities if Company B were to merge with Targacept.

On January 15, 2015, Dr. Hill met with the Chairman of Company E to discuss the strategic direction of Company E, including, in particular, its balance of
platform development versus product development if Company E were to merge with Targacept.

On January 20, 2015, certain members of Targacept’s executive management team met telephonically with representatives from Stifel to discuss high level
merger structuring possibilities, and how to best assess and respond to a recent unsolicited bid to acquire Targacept from a third-party.

On January 21, 2015, Targacept received revised bids, including comments to the initial draft of the Merger Agreement drafted by Mintz Levin, from Catalyst
and Companies A, B, D and E. Catalyst improved the terms of its initial bid letter from December 4, 2014, and proposed a stock for stock merger, resulting in
Targacept stockholders owning approximately 35% and Catalyst stockholders owning approximately 65% of the combined company. Catalyst’s bid valued
Targacept at a price of $2.68 per share, a 7.2% premium over the closing price of Targacept’s shares on January 20, 2015. In addition to the merger, Catalyst’s
bid included a proposed one-time dividend to the pre-merger stockholders of Targacept, consisting of both a cash payment and redeemable convertible notes.
Catalyst’s bid proposed that the combined company have $35.0 million in cash from Targacept and $5.0 million in cash from Catalyst, for a total of $40.0
million to capitalize and fund the operations of the combined company. Catalyst also noted in its revised bid that its proposal was subject to satisfactory
completion of due diligence and negotiation of mutually acceptable definitive written agreements.
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On January 22, 2015, members of Targacept’s executive management committee met to discuss the final revised bids as received from the Top Five, and to
prepare for a subsequent Targacept board meeting to discuss the bids. Following a comprehensive discussion of scientific, clinical, regulatory, financial,
valuation, intellectual property and other matters, the executive team assessed the comparative merits of each of the Top Five’s bids, and concluded that the
Catalyst bid reflected the best opportunity available to Targacept.

On January 24, 2015, the Special Committee of the Targacept board held a telephonic meeting, at which, at the direction of the board, representatives from
Stifel and representatives from Mintz Levin were also present. Representatives from Stifel discussed the M&A Process to date and described the responses
received from the five companies selected by the board at its December 10-11, 2014 meeting to receive requests for revised indications of interest.
Representatives from Stifel and Dr. Hill also discussed an unsolicited indication of interest that representatives from Stifel received from a sixth company on
January 9, 2015, which had not previously been considered as part of the M&A Process. During the meeting, Dr. Hill summarized feedback received on the
Top Five from certain of Targacept’s major shareholders and from Targacept’s executive management team. The members of the Special Committee
unanimously agreed not to consider further the unsolicited indication of interest received from the sixth company, because they believed it presented a less
attractive merger prospect relative to the Top Five due to insufficient clarity on any competitive advantage presented by this company, a less compelling
justification for its proposed valuation, and lack of any other evidence that it represented a better option compared to any of the bids from the Top Five.
During its discussion, the Special Committee concluded that the combination of deal structure proposed by Catalyst (including a return of cash to Targacept
shareholders, and a special dividend allowing future conversion of notes into shares), the attractiveness of Catalyst’s clinical and pre-clinical portfolio and
core technology, and the proposed cash resources to be held by Targacept and Catalyst at closing, represented the best opportunity for a merger. The Special
Committee then unanimously agreed and indicated its support for management to pursue a transaction with Catalyst. The Special Committee members then
discussed the next steps in the M&A Process, including the critical points of negotiation for the merger. Following the discussion, the Special Committee
members provided guidance to management on Targacept’s response to Catalyst’s revised indication of interest, including a request to be made to Catalyst to
improve the terms of the redeemable convertible notes to be issued to Targacept’s stockholders in connection with the merger, and to request that certain
Catalyst stockholders enter into lock-up agreements with respect to the shares of Targacept stock to be issued to them in the merger. The Special Committee
members also provided guidance to management on the differentiated responses to be sent to the remaining four of the Top Five companies’ revised
indications of interest.

On January 26, 2015, representatives of Stifel notified Catalyst of the Special Committee’s determination to continue Catalyst in the M&A Process and to
request further adjustments to Catalyst’s indication of interest. On January 27, 2015, Catalyst submitted a letter updating its proposal, including improving the
terms of the redeemable convertible notes to be issued to Targacept’s stockholders in connection with the merger, indicating that certain Catalyst stockholders
would be willing to enter into a lock-up agreement, and detailing other aspects of the proposed merger, including anticipated time to completing definitive
agreements.

On January 28, 2015, certain members of Targacept’s management team met telephonically with representatives from Stifel and representatives from Mintz
Levin to discuss the status of the M&A Process.

On January 30, 2015, Dr. Hill met telephonically with the Chairman of Catalyst to discuss certain aspects of the potential combined company’s future
strategy.

Also on January 30, 2015, there was a call between representatives of Targacept and Catalyst regarding certain intellectual property diligence matters.

On February 2, 2015, John P. Richard, the Chairman of the Targacept board, and Harold E. Selick, Ph.D., the Chairman of the Catalyst Board, spoke by
telephone to discuss the potential composition of the combined company’s board of directors following the completion of the possible merger.
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On February 3, 2015, members of Targacept’s executive management committee met to discuss feedback from the Targacept board meeting and to consider
implications for the short-term management of the company in light of the possible merger with Catalyst.

On February 5, 2015, Stifel sent a revised draft of the proposed Merger Agreement to Catalyst.

On February 10, 2015, Morrison & Foerster LLP, or Morrison & Foerster, legal counsel to Catalyst, delivered a revised draft of the proposed Merger
Agreement to Mintz Levin. From February 12, 2015 to March 4, 2015, representatives of Targacept, Catalyst, Mintz Levin and Morrison & Foerster had
multiple communications regarding the Merger Agreement, Voting Agreements, Lock-up Agreement, and ancillary matters, and exchanged multiple drafts of
the related documents. Key terms of the transaction negotiated during this period included the determination of Targacept’s and Catalyst’s respective cash
balances at closing, closing conditions of both Targacept and Catalyst, including payment of the Pre-Closing Dividend by Targacept and Catalyst’s net cash
balance, treatment of each companies’ respective outstanding stock options in the merger, the timing of Catalyst’s stockholder consent to the merger, the
respective termination fees to be paid by Targacept and Catalyst in the event the Merger Agreement is terminated, the makeup of the surviving corporation’s
board of directors, the treatment of Targacept’s NNR Assets, the release of claims against Targacept and Catalyst contained in the Voting Agreements and the
length of the lock-up period for Catalyst shareholders in the Lock-up Agreement.

On February 11, 2015, the Targacept board met telephonically with certain members of Targacept’s management team to discuss the status of the Merger
Agreement, the treatment of employee options following the merger, interim corporate performance objectives for 2015 and possible post-merger board
composition.

On February 13, 2015, Mintz Levin provided initial drafts of the Voting Agreement and other exhibits to the Merger Agreement for review by Morrison &
Foerster.

On February 17, 2015, members of Targacept’s executive management committee met to discuss the status of the draft merger documents, feedback from the
February 11 meeting of the Targacept board, and initiatives to communicate with employees regarding the status of ongoing negotiations.

On February 24, 2015, members of Targacept’s executive management committee met to discuss proposals to ensure adequate staffing of the company during
the ongoing negotiations through the anticipated signing and closing of a deal, and for potentially thereafter.

During the period from February 24, 2015 until March 4, 2015, Dr. Hill had a number of separate telephone conversations with representatives of NEA, BVF,
EcoR1 and RTW to ascertain each of the shareholders’ levels of support for the proposed transaction.

On March 4, 2015, the parties completed their respective due diligence efforts and finalized the terms of the proposed Merger Agreement and related
documents, including, without limitation, the respective termination fees to be paid by each of Targacept and Catalyst in the event that (i) the Merger
Agreement is terminated as a result of a change in recommendation by either party’s board or (ii) the Merger Agreement is terminated by either party in order
to enter into a definitive agreement to effect a superior offer. The parties agreed to a termination fee in the amount of $3.22 million, or up to $1.25 million in
expense reimbursements, by Targacept and a termination fee in the amount of $2.275 million to be paid by Catalyst, in either case payable in accordance with
the terms of the proposed Merger Agreement.

On March 5, 2015, the Targacept board met with members of Targacept’s management, a representative of Mintz Levin, and representatives of Stifel. At the
outset of the meeting, the board decided to disband the Special Committee, as no provisions of the proposed transaction with Catalyst presented the potential
for a conflict of interest involving Dr. Hill. A representative of Mintz Levin reviewed with the board its legal obligations and fiduciary duties with respect to
the consideration of the proposed merger with Catalyst. The Mintz Levin
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representative also reviewed the key provisions of the Merger Agreement, including structure and timing considerations, closing conditions, non-solicitation
provisions and the exceptions thereto that would permit Targacept or Catalyst to negotiate and accept an unsolicited superior proposal, termination provisions,
the termination fees, and circumstances under which the termination fees would be payable. The board then reviewed the various strategic reasons for the
transaction, the prospects of Targacept as a standalone company focusing on its existing business, including the NNR Assets, and current market conditions.
Representatives of Stifel then delivered to the board Stifel’s opinion, subsequently confirmed in writing on the same date, as to the fairness to Targacept, from
a financial point of view, of the merger consideration to be paid by Targacept to the holders of Catalyst shares other than the Excluded Holders (as defined
below). After an extensive discussion and consideration of the financial and legal aspects of the proposed transaction, the board then unanimously

(i) determined that the merger is advisable and in the best interests of Targacept and its stockholders, (ii) approved the Merger Agreement, the merger and the
other transactions contemplated by the Merger Agreement and deemed the Merger Agreement advisable, and (iii) approved and determined to recommend the
approval of the issuance of the shares of Targacept common stock in connection with the merger. All of the directors of Targacept attended this meeting in
person or by teleconference.

On the afternoon of March 5, 2015, Targacept and Catalyst finalized the Merger Agreement, executed the Merger Agreement and entered into voting
agreements with certain officers, directors and stockholders of Targacept and Catalyst and entered into lock-up agreements with certain officers, directors and
stockholders of Catalyst.

After signing the Merger Agreement on March 5, 2015, Targacept and Catalyst issued a joint press release announcing the execution of the Merger
Agreement and the related documents.

On April 1, 2015, Dr. Usman called Dr. Hill to inform him that Pfizer would be exercising its right to terminate in its entirety the June 29, 2009, research and
license agreement between Catalyst and Wyeth LLC (a wholly owned subsidiary of Pfizer), or the Research and License Agreement, which governs the
development and commercialization of Catalyst’s leading human Factor VIIa product candidate for the treatment of hemophilia and surgical bleeding
indications, known as CB 813d/PF-05280602. To Catalyst’s knowledge, the termination was the result of an internal review of products in development at
Pfizer.

On April 2, 2015, Pfizer provided Catalyst with its formal written notice of termination of the Research and License Agreement. Also on April 2, 2015, the
Targacept executive committee and subsequently the Targacept board held telephonic meetings to discuss the termination of the Research and License
Agreement.

Between April 2, 2015 and April 7, 2015, the Targacept executive committee compiled diligence information requests for Catalyst related to the consequences
of the termination of the Research and License Agreement.

Between April 2 and April 3, 2015, Dr. Hill spoke by telephone with representatives of NEA, BVF, RTW and EcoR1 in their respective capacities as
Targacept shareholders, collectively representing approximately 42% of Targacept’s outstanding shares, under pre-existing confidentiality agreements,
regarding the termination of the Research and License Agreement and its consequences for the combined company.

On April 6, 2015, Targacept publicly announced Pfizer’s termination of the Research and License Agreement.

On April 7, 2015, certain members of Targacept’s management team met telephonically with representatives from Stifel and Mintz Levin to discuss the status
of the merger with Catalyst. Also on April 7, 2015, Mintz Levin sent a letter to Catalyst requesting additional diligence materials to assist Targacept in
understanding the impact of the termination of the Research and License Agreement on Catalyst’s business. Catalyst responded to that request on a rolling
basis over the next few weeks. Also on April 7, 2015, Catalyst informed Targacept of an unsolicited request from Company X to discuss possible mutual
areas of interest, which Catalyst declined, citing its obligations under the Merger Agreement.

Also on April 7, 2015, Dr. Hill received calls from three separate Targacept shareholders, representing approximately 10% of Targacept’s outstanding shares,
who wished to express their opinions regarding the
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termination of the Research and License Agreement. As these shareholders were not bound by confidentiality agreements, Dr. Hill limited his comments to
those already in the public domain via Targacept’s SEC filings.

On April 9, 2015, Dr. Hill received calls from representatives of EcoR1 and another shareholder, in which the shareholders provided their opinions regarding
the termination of the Research and License Agreement.

On April 10, 2015, the Targacept board held a telephonic meeting to discuss the status of the merger with Catalyst. The Targacept board considered
information that it had received regarding the termination of the Research and License Agreement.

On April 13, 2015, Targacept received a partial draft response from Catalyst to its April 7, 2015, diligence requests.

On April 14, 2015, Targacept received a bona fide unsolicited written proposal for an alternative transaction from Company B, which had been revised to
reflect changes from Company B’s original proposal to merge with Targacept. Also on April 14, representatives of Targacept held a telephone call with
representatives of Stifel to discuss the termination of the Research and License Agreement.

On April 15, 2015, Targacept informed Catalyst that it had received an unsolicited bid from Company B. Also on April 15, 2015, members of the Targacept
executive committee met to review the results of Targacept’s recently completed clinical trial of its product candidate TC-6499 for the treatment of diabetic
gastroparesis. After due deliberation, the committee concluded that the results demonstrated no evidence of activity for TC-6499 in the studied indication, and
that further development of the program could not be justified. The committee also considered the implications of this outcome for the proposed creation of a
liquidating trust to handle Targacept’s remaining NNR assets. The results from the trial of TC-6499 were publicly announced on April 16, 2015.

On April 16, 2015, Targacept received a bona fide unsolicited written proposal for an alternative transaction from Company C, which had been revised to
reflect changes from Company C’s original proposal to merge with Targacept.

Also on April 16, 2015, Catalyst informed Targacept that it had received an unsolicited inquiry from Company Y regarding Catalyst’s hemostasis portfolio.

Also on April 16, 2015, the Targacept board held a telephonic meeting at which management and representatives from Mintz Levin were present. During this
call, management of Targacept provided the board with an update on the receipt of the unsolicited written proposals and the status of the transaction with
Catalyst. In recognition of his advisory relationship with one of the unsolicited bidders, Mr. Richard was excused from the meeting prior to the presentation
and discussion of the unsolicited proposals.

On April 17, 2015, Dr. Hill held a call with representatives of Stifel to communicate the outcome of the Targacept board meeting from the previous day.

On April 19, 2015, Dr. Usman provided Dr. Hill with an updated operating plan for Catalyst, which reflected the changes to the Catalyst business brought
about by the termination of the Research and License Agreement, including changes in capital requirements and the timing of anticipated clinical and
developmental milestones. The plan showed a delay in the initiation of the CB 813d/PF-05280602 efficacy trial and greater capital costs driven by transfer
and funding of the manufacture of CB 813d/PF-05280602 and funding of the efficacy trial. The revised plan also proposed a delay in the start of the Phase 1
trial for CB 2782 (for DGF) and reduced research spending for earlier stage research programs to balance the need for additional capital resources for CB
813d/PF-05280602.

On April 20, 2015, Targacept received a bona fide unsolicited written proposal from Company F, which had been revised to reflect changes from Company
F’s original proposal to merge with Targacept. Also on April 20, 2015,
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Dr. Hill and Dr. Usman discussed by phone certain steps for responding to the termination of the Research and License Agreement, including how to
approach the possible transfer of manufacturing responsibilities for CB 813d/PF-05280602 from Pfizer to a new manufacturer.

On April 21, 2015, the Targacept executive committee met to discuss the revised Catalyst operating plan.

Also on April 21, 2015, Dr. Hill and Dr. Usman discussed by phone how to approach certain of Targacept’s major shareholders regarding Catalyst’s revised
operating plan. Between April 2, 2015 and April 22, 2015, Dr. Hill and Dr. Usman held a number of additional calls to plan the respective companies’
approach to the Targacept shareholders regarding Catalyst’s updated operating plan.

On April 24, 2015, members of the Targacept board except Mr. Richard held a telephonic meeting at which management and representatives from Stifel and
Mintz Levin were present, and all parties discussed in depth the revised proposals received from Company B, Company C and Company F. During this
meeting, the Targacept board determined, in consultation with the representatives of Stifel and Mintz Levin, that each of the unsolicited proposals was
reasonably expected to result in a superior offer, as defined in the Merger Agreement.

On April 27, 2015, Mintz Levin notified Catalyst of the Targacept board’s conclusion with regard to the unsolicited proposals.

Also on April 27, 2015, Dr. Usman presented the revised Catalyst operating plan to representatives of BVF in their offices in San Francisco. Later that day,
Dr. Hill held separate telephone calls with Dr. Usman and with BVF representatives to discuss their conclusions from the meeting.

On April 28, 2015, Dr. Hill received a revised presentation from Dr. Usman reflecting certain updates on Catalyst’s strategic and operating plans.

On April 29, 2015, Dr. Hill received a revised presentation from Dr. Usman reflecting certain updates on Catalyst’s strategic and operating plans, which
included refinements to its budget and clinical trial plans.

On April 30, 2015, Targacept received initial responses from Catalyst in answer to certain additional questions Targacept had raised on April 27, 2015. Also
on April 30, Targacept received a further revised operating plan presentation from Catalyst.

Between April 22, 2015 and April 30, 2015, Dr. Hill and Dr. Usman held a number of telephone calls in an effort to advance the discussions between the
companies with regard to potential changes to the terms of the Merger Agreement in light of the termination of the Research and License Agreement.

On May 1, 2015, members of the Targacept board except Mr. Richard held a telephonic meeting at which management and representatives from each of
Mintz Levin and Stifel were present. During this meeting, Dr. Usman presented Catalyst’s updated operating plan and responded to questions from the
Targacept board. The meeting was conducted in stages, using different dial-in numbers, so the revised operating plan and Dr. Usman’s presentation could be
candidly and confidentially discussed. Later that day, Dr. Hill called Dr. Usman to communicate the substance of the Targacept board’s conclusions from its
meeting earlier that day, and Dr. Hill and Dr. Usman discussed a range of possible changes to the Merger Agreement, which would take account of the
termination of the Research and License Agreement and the expectations of Targacept’s major shareholders.

On May 3, 2015, Dr. Usman called Dr. Hill to communicate the outcome of a meeting of Catalyst’s transaction team, held on May 3, 2015, regarding possible
changes to the terms of the Merger Agreement, including adjustments to the exchange ratio calculation, the Pre-Closing Dividend, and the terms of the
redeemable convertible notes.
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On May 4, 2015, Dr. Hill received an email from Dr. Usman outlining a proposal for certain changes to the Merger Agreement which were supported by the
Catalyst shareholders, and which Dr. Usman believed would be acceptable to Targacept’s board and shareholders.

On May 5, 2015, members of the Targacept board except Mr. Richard (who did not participate due to his continuing recusal from the discussions regarding
the unsolicited bids) and Mr. Blixt (who did not participate due to a scheduling conflict) held a telephonic meeting at which management and representatives
from Stifel and Mintz Levin were present, and all parties discussed in depth the revisions to the Merger Agreement as proposed by Catalyst, as well as the
unsolicited proposals received from Company B, Company C, and Company F prior to the Board meeting held on April 24, 2015. The Targacept board
members who were present unanimously concluded that it was in the best interests of Targacept and its shareholders to negotiate an amendment to the Merger
Agreement reflecting the revisions as proposed by Catalyst. Further, the Targacept board members who were present unanimously concluded that if the
amendment to the Merger Agreement could be entered into substantially on the terms proposed by Catalyst, the three unsolicited proposals received from
Company B, Company C and Company F were no longer reasonably expected to result in a superior offer, as defined in the Merger Agreement. The
Targacept board asked Stifel to update its opinion as to the fairness to Targacept, from a financial point of view and as of the date of the opinion, of the merger
consideration to be paid by Targacept under the proposed revisions to the Merger Agreement to the holders of Catalyst shares (other than the Excluded
Holders). The Targacept board members who were present also unanimously agreed, by formal resolutions, to amend the Merger Agreement to extend the
date upon and beyond which either Targacept or Catalyst will have the right to terminate the Merger Agreement if the merger has not yet been consummated,
subject to the terms and conditions of the Merger Agreement, from July 31, 2015 to September 30, 2015.

On May 6, 2015, Targacept, Catalyst, and Talos Merger Sub executed Amendment No. 1 to the Merger Agreement, extending the date upon and beyond
which either Targacept or Catalyst will have the right to terminate the Merger Agreement if the merger has not yet been consummated, subject to the terms
and conditions of the Merger Agreement, from July 31, 2015 to September 30, 2015.

Also on May 6, 2015, Dr. Hill spoke by telephone separately with representatives of Companies B, C and F, to inform each of them that the board of
Targacept had determined that it was in Targacept’s and its shareholders’ best interests to suspend any further discussions with each company and that
Targacept remained committed to concluding a merger with Catalyst.

On May 7, 2015, Dr. Hill met with Dr. Usman in Catalyst’s offices to further discuss details of the proposed amendment to the Merger Agreement.

Also on May 7, 2015, Morrison & Foerster provided a draft of the second amendment to the Merger Agreement to Mintz Levin. Between May 7 and May 13,
2015, Morrison & Foerster, Mintz Levin and the management of Targacept and Catalyst negotiated the terms of the second amendment to the Merger
Agreement.

On May 13, 2015, the Targacept board held a telephonic meeting at which management and representatives from Stifel and Mintz Levin were present. The
board discussed the proposed Amendment No. 2 to the Merger Agreement at length. Subject to the terms and conditions of proposed Amendment No. 2, it
was anticipated that at the closing of the merger, each outstanding share of Catalyst common stock would be converted into the right to receive approximately
0.28-0.32 shares of common stock of Targacept, as compared to the right to receive approximately 0.40-0.49 shares of common stock of Targacept under the
Merger Agreement prior to the amendment. In addition, proposed Amendment No. 2 provided that the notes issued as part of the Pre-Closing Dividend would
be convertible or redeemable at any time within 30 months after the closing of the merger at the noteholder’s discretion, as compared to a 24 month period to
maturity under the Merger Agreement prior to the amendment. The proposed Amendment No. 2 to the Merger Agreement also provided that any NNR
Therapeutics™ assets not sold or otherwise disposed of prior to the closing date would remain with the combined company, rather than being placed in a
liquidating trust for the benefit of Targacept stockholders.
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Representatives of Stifel then delivered to the board Stifel’s opinion, subsequently confirmed in writing on the same date, as of such date and subject to and
based upon the assumptions made, procedures followed, matters considered, limitations on the review undertaken and qualifications contained in the written
opinion, as to the fairness to Targacept, from a financial point of view, of the merger consideration to be paid by Targacept pursuant to the amended Merger
Agreement to the holders of Catalyst shares other than the Excluded Holders. After an extensive discussion, the board then unanimously approved the
amendment to the Merger Agreement.

On the afternoon of May 13, 2015, Targacept and Catalyst finalized and executed Amendment No. 2 to the Merger Agreement, and entered into new voting
agreements with the officers, directors and stockholders of Targacept and Catalyst reflecting the Merger Agreement as amended.

On May 14, 2015, Targacept and Catalyst issued a joint press release announcing the execution of the second amendment to the Merger Agreement.

Targacept Reasons for the Merger

As noted above, over the past two years, Targacept’s board and executive management team have regularly reviewed and discussed Targacept’s operating and
strategic plans, both near-term and long-term, as well as potential partnerships, in an effort to enhance stockholder value. These reviews and discussions have
focused, among other things, on the opportunities and risks associated with Targacept’s business and financial condition and strategic relationships and other
strategic options. In particular, recent setbacks in the clinical development of Targacept’s NNR Assets have prompted the Targacept board to focus on
alternative means for providing returns to stockholders.

In the course of its evaluation of the merger and the Merger Agreement, the Targacept board held numerous meetings, consulted with Targacept’s senior
management, legal counsel, its financial advisor, and certain significant shareholders, and reviewed and assessed a significant amount of information and, in
reaching its unanimous decision to approve the merger and the Merger Agreement, the Targacept board considered a number of factors, including, among
others, the following factors:

»  The board believes, based in part on the judgment, advice and analysis of Targacept senior management with respect to the potential strategic,
financial and operational benefits of the merger (which judgment, advice and analysis was informed in part on the business, technical, financial,
accounting and legal due diligence investigation performed with respect to Catalyst), that Catalyst’s product candidates, focused on the field of
hemostasis and complement regulation, represent an attractive potential opportunity, and may provide new medical benefits for patients and
returns for investors.

*  The board also reviewed with the management of Targacept and the management of Catalyst the current plans of Catalyst for developing
Catalyst’s product candidates to confirm the likelihood that the combined organization would possess sufficient financial resources to allow the
management team to focus on the continued development and anticipated commercialization of Catalyst’s product candidates. The board also
considered the possibility that the combined organization would be able to take advantage of the potential benefits resulting from the combination
of the Targacept public company structure with the Catalyst business to raise additional funds in the future, if necessary.

»  The board concluded that the merger would provide the existing Targacept stockholders a significant opportunity to participate in the potential
growth of the combined organization following the merger, while the declaration of the special dividend that would become payable to Targacept
stockholders in connection with the merger would result in the return of some cash to Targacept stockholders in the near term.

*  The board also considered that the combined organization will be led by an experienced senior management team and a board of directors with
representation from each of the current boards of directors of Targacept and Catalyst.
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*  The board considered the valuation and business prospects of all the potential merger candidates. In particular, their collective view was that
Catalyst was the most attractive candidate because of their protease platform science, the promising product candidates Catalyst was developing
in the field of hemostasis and complement regulation, and the validation provided by a major pharmaceutical partner for their lead asset. After
considering the highly comprehensive diligence review that Targacept management had completed of four other prospective merger partners, the
board concluded that the merger with Catalyst would create a publicly traded company focused on improving patient access to important
medicines that would create more value for Targacept’s stockholders than any of the other proposals that the board had received.

*  The board considered the financial analyses of Stifel, including its opinion to the board of directors as to the fairness to Targacept, from a
financial point of view and as of the date of the opinion, of the merger consideration to be paid by Targacept to the holders of Catalyst shares
(other than the Excluded Holders), as more fully described below under the caption “The Merger—Opinion of the Targacept Financial Advisor.”

The Targacept board also reviewed the recent financial condition, results of operations and financial condition of Targacept, including:

»  Targacept’s business and financial prospects if it were to remain an independent company and the board’s determination that it was in the best
interests of Targacept’s stockholders to enter into an agreement with a strategic partner;

+ the results of substantial efforts made over a significant period of time by Targacept’s senior management and financial advisors to solicit
strategic alternatives for Targacept to the merger, including the discussions that Targacept management and the board had in late 2014 and early
2015 with other potential merger candidates;

» current financial market conditions and historical market prices, volatility and trading information with respect to Targacept’s common stock;

» the potential for obtaining a superior offer from an alternative purchaser in light of the other potential strategic buyers previously identified and
contacted by or on behalf of Targacept and the risk of losing the proposed transaction with Catalyst; and

+  therisks, costs and timing associated with a potential liquidation of Targacept.

The Targacept board also reviewed the terms of the merger and associated transactions, including:

+  the limited number and nature of the conditions to Catalyst’s obligation to consummate the merger and the limited risk of non-satisfaction of such
conditions as well as the likelihood that the merger will be consummated on a timely basis;

» the respective rights of, and limitations on, Targacept and Catalyst under the Merger Agreement to consider certain unsolicited acquisition
proposals under certain circumstances, should Targacept or Catalyst receive a superior proposal;

+  the reasonableness of the potential termination fee of $3.22 million and related reimbursement of certain transaction expenses of up to $1.25
million, which could become payable by Targacept, and the reasonableness of the potential termination fee of $2.275 million, which could
become payable by Catalyst, if the Merger Agreement is terminated in certain circumstances;

+ the voting agreements, pursuant to which certain stockholders of Catalyst agreed, solely in their capacity as stockholders, to vote all of their
shares of Catalyst capital stock in favor of adoption of the Merger Agreement;
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» the agreement of Catalyst to provide written consent of its stockholders necessary to adopt the Merger Agreement, thereby approving the merger
and related transactions, within 24 hours of the registration statement on Form S-4, of which this proxy statement/prospectus/information
statement is a part, becoming effective; and

+ the belief that the terms of the Merger Agreement, including the parties’ representations, warranties and covenants, and the conditions to their
respective obligations, are reasonable under the circumstances.

In the course of its deliberations, the Targacept board also considered a variety of risks and other countervailing factors related to entering into the merger,
including:

+ the $3.22 million termination fee and up to $1.25 million in related expenses payable to Catalyst upon the occurrence of certain events and the
potential effect of such termination fee in deterring other potential acquirors from proposing an alternative transaction that may be more
advantageous to Targacept stockholders;

+ the substantial expenses to be incurred in connection with the merger;
» the possible volatility, at least in the short term, of the trading price of the Targacept common stock resulting from the merger announcement;

»  the risk that the merger might not be consummated in a timely manner or at all and the potential adverse effect of the public announcement of the
merger or on the delay or failure to complete the merger on the reputation of Targacept;

+  therisk to the business of Targacept, operations and financial results in the event that the merger is not consummated;

+ the strategic direction of the continuing entity following the completion of the merger, which will be determined by a board of directors of which
the majority will initially be members of the current Catalyst board of directors; and

«  various other risks associated with the combined organization and the merger, including those described in the section entitled “Risk Factors”
beginning on page 18.

The foregoing information and factors considered by the Targacept board are not intended to be exhaustive but are believed to include all of the material
factors considered by the board. In view of the wide variety of factors considered in connection with its evaluation of the merger and the complexity of these
matters, the board did not find it useful, and did not attempt, to quantify, rank or otherwise assign relative weights to these factors. In considering the factors
described above, individual members of the board may have given different weight to different factors. The Targacept board conducted an overall analysis of
the factors described above, including thorough discussions with, and questioning of, the Targacept management team and the legal and financial advisors of
Targacept, and considered the factors overall to be favorable to, and to support, its determination.

Catalyst Reasons for the Merger

The following discussion sets forth material factors considered by the Catalyst board of directors in reaching its determination to authorize the merger
agreement and approve the merger; however, it may not include all of the factors considered by the Catalyst board of directors. In light of the number and
wide variety of factors considered in connection with its evaluation of the merger agreement and the merger, the Catalyst board of directors did not consider it
practicable to, and did not attempt to, quantify or otherwise assign relative weights to the specific factors it considered in reaching its determination. The
Catalyst board of directors viewed its position and determinations as being based on all of the information available and the factors presented to and
considered by it. In addition, individual directors may have given different weight to different factors.

75



Table of Contents

In the course of reaching its decision to authorize the merger agreement and approve the merger, the Catalyst board of directors consulted with its senior
management and legal counsel, reviewed a significant amount of information and considered a number of factors, including, among others:

historical and current information concerning Catalyst’s business, including its financial performance and condition, operations, management and
competitive position;

current industry and economic conditions, and Catalyst’s prospects if it were to remain an independent company, including its need to obtain
additional financing and the likely terms on which it would be able to obtain such financing;

the cash resources of the combined organization expected to be available at the closing of the merger, and the anticipated burn rate of the
combined company;

the potential increased access to sources of capital and a broader range of investors to support the development of Catalyst’s product candidates
than it could otherwise obtain if it continued to operate as a privately held company;

the potential to provide its current stockholders with greater liquidity by owning stock in a public company;

the board’s belief that no alternatives to the merger were reasonably likely to create greater value for Catalyst’s stockholders after reviewing the
various alternatives that were considered by Catalyst board of directors and the likelihood of achieving any alternative transaction compared to
the likelihood of completing the merger;

the expectation that the merger with Targacept would be a more time- and cost-effective means to access capital than other options considered;
the expectation that most of Catalyst’s employees, especially its management, will serve in similar roles at the combined company;
the terms and conditions of the Merger Agreement, including, without limitation, the following:

. the expected relative percentage ownership of Targacept securityholders and Catalyst securityholders in the combined company initially
at the closing of the merger and after the potential conversion of the $37.0 million in convertible redeemable notes to be issued to
Targacept stockholders in connection with the merger, and the implied valuations of Targacept and Catalyst based on Targacept’s cash
contribution to the combined company;

. the expectation that the merger will be treated as a reorganization for U.S. federal income tax purposes, with the result that the Catalyst
stockholders will generally not recognize taxable gain or loss for U.S. federal income tax purposes;

. the parties’ representations, warranties and covenants and the conditions to their respective obligations;
. the limited number and nature of the conditions of the obligation of Targacept to consummate the merger; and
. the conclusion of Catalyst board of directors that the potential termination fee of $3.22 million, plus in some situations the reimbursement

of certain transaction expenses incurred in connection with the merger of up to $1.25 million, payable by Targacept to Catalyst and the
circumstances when such fee may be payable, were reasonable;

the fact that shares of Targacept common stock issued to Catalyst stockholders will be registered on a Form S-4 registration statement by
Targacept and will become freely tradable for Catalyst’s stockholders who are not affiliates of Catalyst and who are not parties to lock-up
agreements; and

the likelihood that the merger will be consummated on a timely basis.
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Catalyst’s board of directors also considered a number of uncertainties and risks in its deliberations concerning the merger and the other transactions
contemplated by the Merger Agreement, including the following:

+  the potential dilutive impact of the $37.0 million in convertible redeemable notes to be issued to Targacept stockholders as part of the Pre-Closing
Dividend;

» the possibility that the $37.0 million in convertible redeemable notes might be redeemed rather than converted, reducing the amount of cash
available for the operation of the combined company;

» the condition that Catalyst have a target cash balance at closing, and the likelihood that Catalyst would be required to raise capital in order to
meet this condition;

» the possibility that Targacept could consider certain unsolicited acquisition proposals under certain circumstances should Targacept receive a
superior proposal;

» the possibility that the merger might not be completed for a variety of reasons, including the failure of Targacept to obtain the required
stockholder vote, and the potential adverse effect on the reputation of Catalyst and the ability of Catalyst to obtain financing in the future in the
event the merger is not completed;

»  the termination fee of $2.275 million payable by Catalyst to Targacept upon the occurrence of certain events, and the potential effect of such
termination fee in deterring other potential acquirers from proposing an alternative transaction that may be more advantageous to Catalyst’s
stockholders;

» the risk that the merger might not be consummated in a timely manner or at all;
» the expenses to be incurred in connection with the merger and related administrative challenges associated with combining the companies;
+ the additional that Catalyst’s business will be subject to as a public company following the merger that it has not previously been subject to; and

»  various other risks associated with the combined organization and the merger, including the risks described in the section entitled “Risk Factors”
beginning on page 18.

The Catalyst board of directors weighed the benefits, advantages and opportunities of a potential transaction against the uncertainties and risks described
above, as well as the possible diversion of management attention for an extended period of time. After taking into account these and other factors, the Catalyst
board of directors approved and authorized the merger agreement and the transactions contemplated thereby, including the merger.

Opinion of the Targacept Financial Advisor

Targacept retained Stifel on October 8, 2014 to act as Targacept’s financial advisor in connection with potential strategic alternatives, including a reverse
merger. On May 13, 2015, Stifel delivered to the Targacept board of directors its opinion, or the Opinion, subsequently confirmed in writing as of the same
date, as of that date and subject to and based on the assumptions made, procedures followed, matters considered, limitations of the review undertaken and
qualifications contained in such Opinion, as to the fairness, from a financial point of view, to Targacept of the merger consideration to be paid by Targacept to
the holders of shares of Catalyst common stock (other than shares that were held by Catalyst as treasury stock or that were owned by Targacept or Merger Sub
and shares owned by holders who were entitled to and who properly exercised appraisal rights, which are referred to as the Excluded Holders), referred to as
Shares, in the merger pursuant to the Merger Agreement.

Targacept did not impose any limitations on Stifel with respect to the investigations made or procedures followed in rendering its Opinion. In selecting Stifel,
the Targacept board of directors considered, among other things, the fact that Stifel is a reputable investment banking firm with substantial experience
advising companies in the healthcare and biopharmaceutical sectors and in providing strategic advisory services in general. Stifel, as part of its investment
banking business, is continuously engaged in the valuation of businesses and their securities in
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connection with mergers and acquisitions, negotiated underwritings, secondary distributions of listed and unlisted securities, private placements and
valuations for corporate and other purposes. In the ordinary course of its business, Stifel and its affiliates may transact in the equity securities of Targacept for
its own account and for the account of its customers and, accordingly, may at any time hold a long or short position in such securities.

The full text of the written Opinion that Stifel delivered to the Targacept board of directors, with Stifel’s consent, is attached to this proxy
statement/prospectus/information statement as Annex B and is incorporated into this document by reference. The summary of Stifel’s Opinion set
forth in this proxy statement/prospectus/information statement is qualified in its entirety by reference to the full text of the Opinion. Stockholders
are urged to read the Opinion carefully and in its entirety for a discussion of the assumptions made, procedures followed, matters considered,
limitations of the review undertaken and qualifications contained in such Opinion.

Stifel’s Opinion was for the information of, and directed to, the Targacept board of directors for its information and assistance in connection with its
consideration of the financial terms of the Merger. Stifel’s Opinion did not constitute a recommendation to the Targacept board of directors as to
how the Targacept board of directors should vote on the Merger or to any stockholder of Targacept or Catalyst as to how any such stockholder
should vote at any stockholders’ meeting at which the Merger is considered, or whether or not any stockholder of Targacept or Catalyst should enter
into a voting, stockholders’, or affiliates’ agreement with respect to the Merger, or exercise any dissenters’ or appraisal rights that may be available
to such stockholder. In addition, Stifel’s Opinion did not compare the relative merits of the Merger with any other alternative transactions or
business strategies which may have been available to Targacept and did not address the underlying business decision of the Targacept board of
directors or Targacept to proceed with or effect the Merger.

In connection with its Opinion, Stifel, among other things:

*  Reviewed a draft dated May 10, 2015 of the Merger Agreement, which was the most recent draft made available to Stifel prior to delivery of its
Opinion;

* Reviewed and analyzed certain publicly available financial and other information for each of Targacept and Catalyst, respectively, including
equity research, and certain other relevant financial and operating data furnished to Stifel by the management of each of Targacept and Catalyst,
respectively;

*  Reviewed and analyzed certain relevant historical financial and operating data concerning Catalyst furnished to Stifel by the management of
Catalyst;

*  Reviewed and analyzed certain internal financial analyses, financial projections, reports and other information concerning Catalyst prepared by
the management of Catalyst, including projections for Catalyst prepared by the management of Catalyst as adjusted and provided to Stifel by
management of Targacept, and utilized per instruction of Targacept;

»  Discussed with certain members of the management of Targacept the historical and current business operations, financial condition and prospects
of Targacept and Catalyst, including that Targacept did not, and did not intend to, engage in any activity that may result in the generation of any
revenue, and such other matters that Stifel deemed relevant;

*  Reviewed and analyzed certain operating results of Catalyst as compared to operating results and the reported price and trading histories of
certain publicly traded companies that Stifel deemed relevant;

* Reviewed and analyzed certain financial terms of the merger as compared to the publicly available financial terms of certain selected business
combinations that Stifel deemed relevant;

*  Reviewed and analyzed certain financial terms of certain companies that completed their initial public offerings that Stifel deemed relevant;
*  Reviewed certain pro forma financial effects of the merger; and
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* Reviewed and analyzed such other information and such other factors, and conducted such other financial studies, analyses and investigations, as
Stifel deemed relevant for the purposes of its Opinion. In addition, Stifel took into account its assessment of general economic, market and
financial conditions at that time and its experience in other transactions, as well as its experience in securities valuations and its general
knowledge of the industry in which Targacept operated.

In conducting its review and rendering the Opinion, Stifel, with the Targacept board of directors’ consent, relied upon and assumed, without independent
verification, the accuracy and completeness of all of the financial and other information that was provided to Stifel by or on behalf of Targacept or Catalyst, or
that was otherwise reviewed by Stifel, and Stifel did not assume any responsibility for independently verifying any of such information. Stifel was instructed
by Targacept, and Stifel assumed, with Targacept’s consent, that the only material asset of Targacept was its net cash, that no other assets of Targacept,
including, without limitation, any net operating losses of Targacept, had any material value and that Targacept did not, and did not intend to, engage in any
activity that may result in the generation of any revenue. Stifel was also instructed by Targacept, and Stifel assumed, with Targacept’s consent, that
Targacept’s net cash at the closing of the Merger would be approximately $35 million. With respect to the financial forecasts supplied to Stifel by Targacept
regarding Catalyst, Stifel assumed, at the direction of Targacept, that they were reasonably prepared on bases reflecting the best currently available estimates
and judgments of the management of Targacept and Catalyst, as applicable, as to the future operating and financial performance of Targacept and Catalyst, as
applicable, and that they provided a reasonable basis upon which Stifel could form its opinion. Such forecasts and projections were not prepared with the
expectation of public disclosure. All such forecasted or projected financial information was based on numerous variables and assumptions that are inherently
uncertain, including, without limitation, factors related to general economic and competitive conditions. Accordingly, actual results could vary significantly
from those set forth in such forecasted or projected financial information. Stifel relied on this projected information without independent verification or
analysis and did not in any respect assume any responsibility for the accuracy or completeness thereof or for any of the assumptions on which it is based.

Stifel also assumed that there were no material changes in the assets, liabilities, financial condition, results of operations, business or prospects of either
Targacept or Catalyst since the respective date of the last financial statements of each company made available to Stifel, except, in the case of Targacept, for
the payment of the Pre-Closing Dividend. In reaching its conclusion, Stifel did not perform a discounted cash flow analysis because projections for a
sufficient period of time were not provided to Stifel. Stifel did not make or obtain any independent evaluation, appraisal or physical inspection of either
Targacept’s or Catalyst’s assets or liabilities, the collateral securing any of such assets or liabilities, or the collectability of any such assets nor did Stifel
review loan or credit files of Targacept or Catalyst, nor was Stifel furnished with any such evaluation or appraisal. Estimates of values of companies and
assets do not purport to be appraisals or necessarily reflect the prices at which companies or assets may actually be sold. Because such estimates are
inherently subject to uncertainty, Stifel assumed no responsibility for their accuracy.

Stifel assumed, with the Targacept board of directors’ consent, that there were no factors that would delay or subject to any adverse conditions any necessary
regulatory or governmental approval and that all conditions to the merger would be satisfied and not waived. In addition, Stifel assumed that the definitive
Merger Agreement would not differ materially from the draft Stifel reviewed. Stifel also assumed that the Pre-Closing Dividend would be paid to the
stockholders of Targacept and the merger would be completed substantially on the terms and conditions described in the Merger Agreement, without any
waiver of material terms or conditions by Targacept or any other party and without any anti-dilution or other adjustment to the merger consideration, and that
obtaining any necessary regulatory approvals or satisfying any other conditions for completion of the merger would not have an adverse effect on Targacept,
Catalyst or the merger. Stifel assumed that the merger would be completed in a manner that complies with the applicable provisions of the Securities Act of
1933, as amended, the Securities Exchange Act of 1934, as amended, and all other applicable federal and state statutes, rules and regulations. Stifel further
assumed that Targacept relied upon the advice of its counsel, independent accountants
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and other advisors (other than Stifel) as to all legal, financial reporting, tax, accounting and regulatory matters with respect to Targacept, the merger and the
Merger Agreement, and Stifel assumed, with the Targacept board of directors’ consent, that all such advice was correct.

Stifel’s Opinion was limited to whether, as of the date of its Opinion, the merger consideration to be paid by Targacept to the holders of Shares was fair to
Targacept, from a financial point of view, and did not address any other terms, aspects or implications of the merger including, without limitation, the form or
structure of the merger, any consequences of the merger on Targacept, its stockholders, creditors or otherwise, or any terms, aspects or implications of any
voting, support, stockholder or other agreements, arrangements or understandings contemplated or entered into in connection with the merger or otherwise.
Stifel’s Opinion also did not consider, address or include: (i) any other strategic alternatives then (or which had been or may be) contemplated by the
Targacept board of directors or Targacept; (ii) the legal, tax or accounting consequences of the merger on Targacept or the holders of Targacept’s Common
Stock including, without limitation, whether or not the merger would qualify as a tax-free reorganization pursuant to Section 368 of the Internal Revenue
Code; (iii) the fairness of the amount or nature of any compensation to any of Targacept’s officers, directors or employees, or class of such persons, relative to
the consideration to the holders of Targacept Common Stock; or (iv) the effect of the merger on, or the fairness of the consideration to be received by, holders
of any class of securities of Targacept, or any class of securities of any other party to any transaction contemplated by the Merger Agreement. Furthermore,
Stifel did not express any opinion as to the prices, trading range or volume at which any of Targacept’s or Catalyst’s securities would trade following public
announcement or completion of the merger.

Stifel’s Opinion was necessarily based on economic, market, financial and other conditions as they existed, and on the information made available to Stifel by
or on behalf of Targacept or its advisors, or information otherwise reviewed by Stifel, as of the date of its Opinion. It is understood that subsequent
developments may affect the conclusion reached in its Opinion and that Stifel does not have any obligation to update, revise or reaffirm its Opinion, except in
accordance with the terms and conditions of Stifel’s engagement letter agreement with Targacept. Stifel did not express any opinion as to the solvency or fair
value of Targacept or the ability of Targacept to pay its respective obligations when they come due. Stifel’s Opinion was approved by its fairness committee.

In accordance with customary investment banking practice, Stifel employed generally accepted valuation methods and financial analyses in reaching its
Opinion. The following is a brief summary of the material financial analyses performed by Stifel in arriving at its Opinion. These summaries of financial
analyses alone do not constitute a complete description of the financial analyses Stifel employed in reaching its conclusions. None of the analyses performed
by Stifel were assigned a greater significance by Stifel than any other, nor does the order of analyses described represent relative importance or weight given
to those analyses by Stifel. The financial analyses summarized below include information presented in tabular format. In order to fully understand the
financial analyses used by Stifel, the tables must be read together with the text of each summary. The tables alone do not constitute a complete description of
the financial analyses. The summary text describing each financial analysis does not constitute a complete description of Stifel’s financial analyses, including
the methodologies and assumptions underlying the analyses, and if viewed in isolation could create a misleading or incomplete view of the financial analyses
performed by Stifel. The summary text set forth below does not represent and should not be viewed by anyone as constituting conclusions reached by Stifel
with respect to any of the analyses performed by it in connection with its Opinion. Rather, Stifel made its determination as to the fairness of the merger
consideration to be paid by Targacept to the holders of Shares (other than the Excluded Holders) in the merger pursuant to the Merger Agreement, from a
financial point of view, on the basis of its experience and professional judgment after considering the results of all of the analyses performed.

Except as otherwise noted, the information utilized by Stifel in its analyses, to the extent based on market data, was based on market data as it existed on or
before May 12, 2015 and is not necessarily indicative of current market conditions. The analyses described below do not purport to be indicative of actual
future results, or to
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reflect the prices at which any securities may trade in the public markets, which may vary depending upon various factors, including changes in interest rates,
dividend rates, market conditions, economic conditions and other factors that influence the price of securities.

In conducting its analysis, Stifel used three primary methodologies: selected publicly traded companies analysis; selected precedent acquisitions analysis; and
selected precedent initial public offerings (referred to as IPO) analysis. No individual methodology was given a specific weight, nor should any methodology
be viewed individually. Additionally, no company or transaction used in any analysis as a comparison is identical to Catalyst or the Merger, and they all differ
in material ways. Accordingly, an analysis of the results described below is not mathematical; rather it involves complex considerations and judgments
concerning differences in financial and operating characteristics of the companies and other factors that could affect the public trading value of the selected
companies or transactions to which they are being compared. Stifel used these analyses to determine the impact of various operating metrics on the implied
equity value of Catalyst. Each of these analyses yielded a range of implied equity values, and therefore, such implied equity value ranges developed from
these analyses were viewed by Stifel collectively and not individually. In each of these analyses, Stifel reviewed selected publicly traded companies, selected
precedent transactions and selected precedent IPOs to reflect Catalyst’s stage of development as being in between Phase II and Phase IIT / Phase III Ready, as
appropriate. Stifel had been informed by Targacept that Catalyst’s lead program was expected to enter into a pivotal trial in 2016, the data from which would
enable it to file an NDA with the FDA. As a result, Stifel included Phase III / Phase III Ready analyses. However, Stifel had also been informed by Targacept
about a longer than customary time period until the beginning of such pivotal trial and a larger than customary required amount of preparations that would
need to be completed prior to the beginning of such trial. As a result, Stifel also included Phase II analyses.

Selected Publicly Traded Companies Analysis

Stifel reviewed certain publicly available financial information for two sets of selected publicly traded companies. The first set included the following fifteen
selected publicly traded, life sciences companies with drug candidates in ongoing Phase II clinical trials, excluding companies with a platform technology or
companies whose Phase II products target multiple highly disparate therapeutic areas:

Selected Phase II Life Sciences Companies
Aldeyra Therapeutics, Inc.
Aquinox Pharmaceuticals, Inc.
Conatus Pharmaceuticals, Inc.
Fate Therapeutics, Inc.

Heat Biologics, Inc.

Mirati Therapeutics Inc.
NeuroDerm Ltd.

Minerva Neurosciences, Inc
Ocera Therapeutics, Inc.
Rexahn Pharmaceuticals, Inc.
Summit Therapeutics PL.C
TRACON Pharmaceuticals, Inc.
Transition Therapeutics Inc.
Viking Therapeutics, Inc.

Vitae Pharmaceuticals, Inc.

Stifel also reviewed the following sixteen selected publicly traded, life sciences companies with drug candidates in ongoing Phase III clinical trials, Phase
II/T1T clinical trials or Phase II with reported data (we refer to Phase II with reported data in this section as Phase III Ready), excluding companies with a
platform technology or
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companies whose Phase III products target multiple highly disparate therapeutic areas. For those companies which have already initiated their Phase III
clinical trial, Stifel included only those companies which started their trial no earlier than 2014 and will receive data in 2016 or later, if disclosed by the
respective company:

Selected Phase III / IIT Ready Life Sciences Companies
Achaogen, Inc.

Cara Therapeutics Inc.

Carbylan Therapeutics, Inc.
CoLucid Pharmaceuticals, Inc.
CymaBay Therapeutics, Inc.

CytRx Corporation

Esperion Therapeutics, Inc.

Flexion Therapeutics, Inc.
GlycoMimetics, Inc.

Inotek Pharmaceuticals Corporation
Marinus Pharmaceuticals Inc.
NephroGenex, Inc.

Ohr Pharmaceutical Inc.

Proteon Therapeutics, Inc.

Tokai Pharmaceuticals, Inc.
Versartis, Inc.

Stifel reviewed the ranges of equity value of the selected companies based on closing stock prices on May 12, 2015 and the ranges of enterprise value of the
selected companies (calculated as equity value based on closing stock prices on May 12, 2015, plus total debt less cash) as converted into equity value,
utilizing Catalyst’s projected capital structure as of August 15, 2015, as per management of Targacept. This analysis resulted in the following ranges of
implied equity value of Catalyst:

Implied Equity Value of
Analysis Catalyst (in millions)
Phase II Equity Value Analysis $ 126.3 — $169.3
Phase II Enterprise Value Analysis $ 85.9 - $130.3
Phase III/ Phase III Ready Equity Value Analysis $ 174.1 — $331.9
Phase III/ Phase III Ready Enterprise Value Analysis $ 123.0 — $249.8

Stifel noted that the equity and enterprise value ranges of Catalyst implied by this analysis are greater than the current market price of the shares of Targacept
being offered. Stifel selected the companies on the basis of various factors, including the phase of clinical development and the similarity of the lines of
business, although, as noted above, no company used in this analysis is identical to Catalyst. Accordingly, these analyses are not purely mathematical, but also
involve complex considerations and judgments concerning the differences in financial and operating characteristics of the selected companies.
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Selected Precedent Acquisitions Analysis

Stifel reviewed certain publicly available information for two sets of precedent transactions in the life sciences space. The first set included the following
thirty selected business combinations of life sciences companies, announced subsequent to January 1, 2007, involving targets with Phase II products at the
time of acquisition, excluding targets with a platform technology or targets whose Phase II products were targeting multiple highly disparate therapeutic areas

at the time of acquisition:

Selected Phase II Precedent Transactions

Date Acquiror
06/03/14 Labrys Biologics, Inc. Teva Pharmaceutical Industries Ltd.
05/12/14 Lumena Pharmaceuticals, Inc. Shire plc

01/12/14 Sirna Therapeutics Inc. Alnylam Pharmaceuticals, Inc.
11/19/13 EOS (Ethical Oncology Science) S.p.A. Clovis Oncology, Inc.

06/17/13 Aragon Pharmaceuticals, Inc. Johnson & Johnson

05/08/13 Inviragen, Inc. Takeda Pharmaceutical Company Limited
12/12/12 YM BioSciences Inc. Gilead Sciences, Inc.

08/30/12 Elevation Pharmaceuticals Sunovion Pharmaceuticals
03/15/12 Ferrokin Biosciences Inc. Shire Pharmaceuticals LLC
02/14/12 Stromedix, Inc. Biogen Idec Inc.

12/28/11 Enobia Pharma Corp. Alexion Pharmaceuticals, Inc.
12/20/11 Intellikine, Inc. Takeda Pharmaceutical Company Limited
11/22/11 Excaliard Pharmaceuticals Pfizer Inc.

06/13/11 Synageva BioPharma Corp. Trimeris, Inc.

02/22/11 Calistoga Pharmaceuticals, Inc. Gilead Sciences, Inc.

01/10/11 Synosia Therapeutics Holding AG Biotie Therapies Corp.

06/30/10 TagreGen, Inc. Sanofi-aventis

12/14/09 Calixa Therapeutics, Inc. Cubist Pharmaceuticals, Inc.
10/01/09 Fovea Pharmaceuticals SA Sanofi-aventis

09/13/09 ESBATech AG Alcon, Inc.

05/29/09 CuraGen Corporation Celldex Therapeutics, Inc.

11/25/08 Memory Pharmaceuticals Corp. Roche Holdings AG

09/24/08 Pharmacopeia, Inc, Ligand Pharmaceuticals, Inc.
08/05/08 Adenosine Therapeutics, LLC Clinical Data, Inc.

06/04/08 Protez Pharmaceuticals Inc. Novartis AG

10/15/07 Biolipox AB Orexo AB

07/25/07 Systems Medicine, Inc. Cell Therapeutics, Inc.

06/06/07 Alantos Pharmaceuticals, Inc. Amgen, Inc.

03/12/07 Oxxon Therapeutics Limited Oxford BioMedica plc

03/05/07 Hypnion, Inc. Eli Lilly & Co.
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Stifel also reviewed the following nine selected business combinations of life sciences companies, announced subsequent to January 1, 2007, involving
targets with Phase III Ready products at the time of acquisition, excluding targets with a platform technology or targets whose Phase III Ready products were
targeting multiple highly disparate therapeutic areas at the time of acquisition:

Selected Phase III Ready Precedent Transactions

Date Target Acquiror
10/27/14 Brabant Pharma Limited Zogenix, Inc.

09/24/14 Civitas Therapeutics, Inc. Acorda Therapeutics, Inc.

04/10/12 KAI Pharmaceuticals Amgen Inc.

02/29/12 Boston Biomedical, Inc. Dainippon Sumitomo Pharma Co., Ltd.
03/21/11 Gemin X Pharmaceuticals, Inc. Cephalon, Inc.

12/02/10 Transave, Inc. Insmed Incorporated

12/23/09 Novexel SA AstraZeneca PL.C

10/12/09 Proteolix, Inc. Onyx Pharmaceuticals, Inc.

06/04/07 Ilypsa, Inc. Amgen Inc.

Stifel reviewed the ranges of equity value of the targets based on the purchase consideration for each selected transaction and the ranges of enterprise value of
the targets (calculated as equity value based on the purchase consideration, plus total debt less cash) as converted into equity value, utilizing Catalyst’s
projected capital structure as of May 31, 2015, as per management of Targacept. This analysis resulted in the following ranges of implied equity value of
Catalyst:

Implied Equity Value of
Analysis Catalyst (in millions)
Phase II Equity Value Analysis $ 120.0 — $181.2
Phase II Enterprise Value Analysis $ 107.4 - $175.7
Phase III Ready Equity Value Analysis $ 272.6 - $276.0
Phase IIT Ready Enterprise Value Analysis $ 276.4 - $281.0

Stifel noted that the equity and enterprise value ranges of Catalyst implied by this analysis are greater than the current market price of the shares of Targacept
being offered.
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Selected Precedent IPO Analysis

Stifel reviewed certain publicly available information for two sets of selected life sciences IPOs. The first set included the following nineteen selected IPOs of
life sciences companies, priced subsequent to January 1, 2013, involving companies with Phase II products at the time of IPO, excluding targets with a

platform technology or targets whose Phase II products were targeting multiple highly disparate therapeutic areas at the time of IPO:

Selected Phase II Precedent IPOs
Viking Therapeutics, Inc.
Summit Therapeutics plc
TRACON Pharmaceuticals, Inc.
NeuroDerm Ltd.

Marinus Pharmaceuticals, Inc.
Minerva Neurosciences, Inc.
Zafgen, Inc.

Scynexis, Inc.

Versartis, Inc.

Akebia Therapeutics, Inc.
Galmed Pharmaceuticals Ltd.
Recro Pharma, Inc.

Aquinox Pharmaceuticals Inc.
Flexion Therapeutics, Inc.
Tetralogic Pharmaceuticals Corporation
Sophiris Bio, Inc.

Conatus Pharmaceuticals Inc.
Esperion Therapeutics, Inc.
Ambit Biosciences Corporation

Stifel also reviewed the following twelve selected IPOs of life sciences companies, priced subsequent to January 1, 2013, involving companies with Phase III
Ready products at the time of IPO, excluding targets with a platform technology or targets whose Phase III products were targeting multiple highly disparate

therapeutic areas at the time of IPO:

Selected Phase III Ready Precedent IPOs
Inotek Pharmaceuticals
Neothetics, Inc.

Tokai Pharmaceuticals, Inc.
Dipexium Pharmaceuticals Inc.
NephroGenex, Inc.

Cara Therapeutics Inc.
GlycoMimetics, Inc.

Aerie Pharmaceuticals, Inc.
Evoke Pharma, Inc.

Alcobra Ltd.

Chimerix, Inc.

Tetraphase Pharmaceuticals, Inc.

Stifel reviewed the ranges of pre-money equity values of the selected companies based on the pricing of their respective IPOs. This analysis resulted in the

following ranges of implied equity value of Catalyst:

Analysis
Phase II Pre-Money Equity Value at IPO
Phase IIT Ready Pre-Money Equity Value at IPO
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Date
04/28/15
03/05/15
01/29/15
11/14/14
07/31/14
07/01/14
06/18/14
05/02/14
03/21/14
03/20/14
03/12/14
03/07/14
03/07/14
02/12/14
12/12/13
08/16/13
07/25/13
06/26/13
05/16/13

Date
02/18/15
11/19/14
09/16/14
03/13/14
02/12/14
01/31/14
01/10/14
10/25/13
09/25/14
05/22/14
04/11/13
03/20/13

Implied Equity Value of

Catalyst (in millions)

$
$

83.9-$112.1
84.6 — $123.2
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Stifel noted that the equity value ranges of Catalyst implied by this analysis are greater than the current market price of the shares of Targacept being offered.
Stifel selected the companies on the basis of various factors, including the phase of clinical development and the similarity of the lines of business, although,
as noted above, no company used in this analysis is identical to Catalyst. Accordingly, these analyses are not purely mathematical, but also involve complex

considerations and judgments concerning the differences in financial and operating characteristics of the selected companies.

Miscellaneous

The preparation of a fairness opinion is a complex process and is not necessarily susceptible to a partial analysis or summary description. In arriving at its
Opinion, Stifel considered the results of all of its analyses as a whole and did not attribute any particular weight to any analysis or factor considered by it.
Stifel believes that the summary provided and the analyses described above must be considered as a whole and that selecting portions of these analyses,
without considering all of them, would create an incomplete view of the process underlying Stifel’s analyses and Opinion; therefore, the range of valuations
resulting from any particular analysis described above should not be taken to be Stifel’s view of the actual value of Catalyst.

Stifel is acting as financial advisor to Targacept in connection with the Merger. Targacept agreed to pay Stifel an aggregate fee of $1.65 million for its
services, of which $50,000 was paid when Stifel was engaged, $500,000 was paid when Stifel delivered its initial opinion, $350,000 was paid when Stifel
delivered its Opinion, and the remainder of which is contingent upon completion of the Merger. Targacept has agreed to indemnify Stifel for certain liabilities
arising out of Stifel’s engagement. Stifel may seek to provide investment banking services to Catalyst or its affiliates in the future, for which Stifel would seek
customary compensation.

Certain Prospective Financial Information

In connection with the proposed merger, Catalyst management provided certain prospective financial information to Targacept’s management, board of
directors and Stifel. In a subsequent internal financial analysis Targacept management made certain adjustments to Catalyst’s prospective financial
information in order to reflect Targacept management’s assessment of prospective Catalyst operating cash flows without giving effect to the potential for
additional financings related to the merger, potential additional equity offerings, potential expansion of program development or potential collaborations or
partnering opportunities around the development of various programs. These adjustments resulted in prospective financial information that Targacept
management believes more clearly reflects the anticipated cash operating needs of Catalyst as a stand-alone entity, and this information is summarized in the
table below. The adjusted prospective financial information was also provided to Stifel and the board of directors. The projections of Catalyst’s financial
information, as modified by Targacept’s management, were not prepared with a view toward public disclosure, compliance with published guidelines of the
American Institute of Certified Public Accountants for preparation and presentation of prospective financial information, or GAAP. Catalyst’s financial
projections, as modified by Targacept’s management, do not give effect to any changes or expenses as a result of the merger or any other effects of the merger,
and assumes no additional financing or partnering activity. Further, Catalyst’s projections, as modified by Targacept’s management, do not give effect to
events that may impact Catalyst’s business following the closing of the merger, including (but not limited to) timing and expansion of Catalyst’s business
strategy to focus on additional program development, all of which together may significantly impact the projections.

Due to the early stage of development of Catalyst’s business and its drug candidates as well as the inherent lack of certainty in respect of these projections,
neither Targacept nor Catalyst considers Catalyst’s financial information as projected by Catalyst or as projected by Targacept’s management to be a reliable
prediction of future results.
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%%t:;yft Aéidlll;tfd Adjusted Financial Data
2017 Targacept 2017 For the Fiscal Year ending
Three-Year Management Three-Year December 31,
Forecast Adjustments Forecast 2015E 2016P 2017P
($ in millions)
Total Revenue $ 43.0 $ (372 $ 5.8 $ 1.8 $ 14 $ 2.6
Less: General and Administrative Expenses (19.3) — (19.3) (6.6) (6.3) (6.4)
Less: Research and Development (60.8) 13.9 (46.9) (9.6) (19.2) (18.1)
EBIT $ (37.1) $ (23.3) $ (60.9) $(14.4) $(24.1) $(21.9)
Beginning Cash Balance $ 1.6 $ — $ 1.6 $ 1.6 $ (9.6) $(33.8)
Plus: Proceeds from merger / equity financing 83.6 (80.3) 3.3 3.3 — —
Less: EBIT (37.1) (23.3) (60.4) (14.4) (24.1) (21.9)
Less: Capital Expenditures (0.3) — (0.3) (0.1) (0.1) (0.1)
Ending Cash Balance $ 478 $ (103.6) $ (55.8) $ (9.6) $(33.8) $(55.8)

Interests of the Targacept Directors and Executive Officers in the Merger

In considering the recommendation of the Targacept board of directors with respect to issuing shares of Targacept common stock as contemplated by the
Merger Agreement and the other matters to be acted upon by the Targacept stockholders at the Targacept annual stockholders meeting, the Targacept
stockholders should be aware that certain members of the board of directors and executive officers of Targacept have interests in the merger that may be
different from, or in addition to, the interests of the Targacept stockholders. These interests relate to or arise from, among other things:

»  severance benefits to which each of Targacept’s executive officers would become entitled in the event of a change of control of Targacept and/or
his covered termination of employment within specified periods of time relative to the completion of the merger;

» the accelerated vesting of certain of the stock awards held by the Targacept executive officers and board members in connection with the
completion of the merger; and

+ the agreement that three Targacept directors will continue to serve on the board of directors of the combined company following the completion
of the merger.

The board of directors of Targacept was aware of these potential conflicts of interest and considered them, among other matters, in reaching their respective
decisions to approve the Merger Agreement and the merger, and to recommend, as applicable, that the Targacept stockholders approve the Targacept
proposals to be presented to the Targacept stockholders for consideration at the Targacept annual stockholders meeting as contemplated by this proxy
statement/prospectus/information statement.

Ownership Interests

As of May 15, 2015, all directors and executive officers of Targacept beneficially owned approximately 5.1% of the shares of Targacept common stock. The
affirmative vote of the holders of a majority of the shares of Targacept common stock having voting power present in person or represented by proxy at the
Targacept annual stockholders meeting is required for approval of Targacept Proposal Nos. 1, 4, 6, 7, 8 and 9. The affirmative vote of the holders of a
majority of shares of Targacept common stock having voting power outstanding on the record date for the Targacept annual stockholders meeting is required
for approval of Targacept Proposal Nos. 2 and 3. The affirmative vote of a plurality of the votes properly cast at the Targacept annual stockholders meeting is
required for approval of Proposal No. 5. Certain Targacept officers and directors, and their affiliates, also entered into voting agreements in connection with
the merger. For a more detailed discussion of the voting agreements see the section entitled “Agreements Related to the Merger—Voting Agreements”
beginning on page 137.
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Golden Parachute Compensation
Overview

This section sets forth the information required by Item 402(t) of Regulation S-K regarding the compensation for each of Targacept’s named executive
officers that is based on or otherwise relates to the merger. This compensation is referred to as “golden parachute” compensation by the applicable SEC
disclosure rules, and in this section Targacept uses such term to describe the merger-related compensation payable to Targacept’s named executive officers.

Employment Agreement with Dr. Hill

Our employment agreement with Dr. Hill, as amended, continues until terminated either by Targacept or by him. The employment agreement provides for a

minimum annual base salary that is to be reviewed and subject to increase in accordance with Targacept’s policies and procedures. Dr. Hill is also eligible to
receive stock-based awards and to earn an annual bonus based on a target percentage of 50% of his annual base salary or such higher amount as the board of
directors or Compensation Committee may approve.

If Dr. Hill’s employment with Targacept terminates for any reason, he is entitled to receive a lump sum equal to (i) any base salary earned and due but not yet
paid through the effective date of termination plus (ii) any bonus or other compensation earned and due pursuant to the express terms of any Targacept plan or
program but not yet paid through the effective date of termination. In addition, if Targacept (or a successor) terminates Dr. Hill’s employment other than for
“Just Cause,” or if he terminates his employment within one year following the first occurrence of “Good Reason,” he is entitled to receive:

»  severance following termination equal to his then-current monthly base salary for 12 months (or, if the termination is concurrent with or within
12 months following, or in connection with but prior to, a defined change in control of Targacept, equal to his then-current monthly base salary
and one-twelfth of his then-current target bonus for 18 months), payable monthly, except that any amount that would exceed the exemption under
Section 409A of the Internal Revenue Code of 1986, as amended, would be payable in a lump sum two and one-half months following the end of
Targacept’s taxable year in which the termination occurs;

» if the termination is concurrent with or within 12 months following, or in connection with but prior to, a defined change in control of Targacept,
full acceleration of unvested options to purchase capital stock or restricted stock; and otherwise six (6) months acceleration of vesting for
unvested options to purchase any capital stock, and restricted stock or other equity-based awards outstanding as of the effective date of
termination;

+ continuation of the health and life insurance benefits coverage provided to him as of the date of termination for the period during which he
receives severance, provided Dr. Hill (i) makes a timely election of continuation under the Consolidated Omnibus Budget Reconciliation Act of
1985 (commonly referred to as “COBRA”) and (ii) continues paying the same percentage of the total cost for such life insurance or health care
coverage as he was paying at the time of termination; and

* upto $10,000 in outplacement counseling services, if incurred by him and paid by Targacept within specified time periods.

“Just Cause” under the employment agreement means Dr. Hill’s: (i) willful and material breach of the agreement and his continued failure to cure the breach
for a specified period; (ii) conviction of, or entry of a plea of guilty or nolo contendere to a felony or a misdemeanor involving moral turpitude; (iii) willful
commission of an act of fraud, breach of trust, or dishonesty including, without limitation, embezzlement, that results in material damage or harm to
Targacept’s business, financial condition or assets; (iv) intentional damage or destruction of substantial property of Targacept’s; or (v) a violation of specified
company policies or an act or omission contrary to generally expected ethical or professional standards.
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“Good Reason” under the employment agreement means: (i) the material breach by Targacept (or a successor) of any material provision of the agreement;
(ii) any purported termination of Dr. Hill’s employment that is not effected in accordance with the agreement; (iii) any uncured failure by Targacept (or a
successor) to pay Dr. Hill any amounts of salary or bonus compensation that have become due and payable; (iv) a reduction in Dr. Hill’s annual base salary,
unless the reduction is part of, and at the same percentage as, an across-the-board salary reduction for all similarly-situated executives; (v) any material
diminution in Dr. Hill’s duties, responsibilities, authority, reporting structure, status or title, unless approved by him; or (vi) Dr. Hill being required to relocate
to a location more than fifty (50) miles from his initial worksite (Winston-Salem, North Carolina); in each case conditional on Dr. Hill providing written
notice of the initial existence of Good Reason within 90 days and the Good Reason continuing to exist 30 days after the notice.

The employment agreement provides that Dr. Hill shall at all times maintain the confidentiality of Targacept’s proprietary information and shall not engage in
a business defined in the agreement as competitive to Targacept until 12 months after termination of employment with Targacept.

Employment Agreements with Mr. Cullison, Ms. Hodges and Mr. Rock

Our employment agreements with each of Mr. Cullison, Ms. Hodges and Mr. Rock provide for a minimum annual base salary that is to be reviewed and
subject to increase in accordance with Targacept’s policies and procedures. Each of Mr. Cullison, Ms. Hodges and Mr. Rock also is eligible to receive stock-
based awards and to earn an annual cash bonus based on a target percentage of his or her annual base salary. Each of the employment agreements provides for
a minimum target bonus percentage, which may be increased at the discretion of the board of directors or Compensation Committee. For fiscal 2014, the
target bonus percentage for Mr. Cullison and Ms. Hodges was 30% and the target bonus percentage for Mr. Rock was 35%.

If any of these executives’ employment with Targacept terminates for any reason, then each are entitled to receive a lump sum equal to any salary, bonus and
other compensation earned and due but not yet paid.

In addition, if Targacept (or a successor) terminates the employment of Mr. Cullison, Ms. Hodges or Mr. Rock other than for defined “Just Cause,” or if
Mr. Cullison, Ms. Hodges or Mr. Rock terminates his or her employment within one year following the first occurrence of defined “Good Reason,” then he or
she is entitled to receive:

+ severance following termination equal to his or her then-current monthly base salary for nine months except that any amount that would exceed
the exemption under Section 409A of the Internal Revenue Code of 1986, as amended, would be payable in a lump sum two and one-half months
following the end of Targacept’s taxable year in which the termination occurs;

» six months acceleration of unvested options to purchase capital stock, restricted stock, or other equity-based awards;

+  continuation of the health and life insurance benefits coverage provided to him or her as of the date of termination for the period during which he
or she receives severance; and

* up to $10,000 in outplacement counseling services, if incurred by him or her and paid by Targacept within specified time periods.
If Targacept (or a successor) terminates the employment of Mr. Cullison, Ms. Hodges or Mr. Rock other than for defined “Just Cause,” or if Mr. Cullison,
Ms. Hodges or Mr. Rock terminates his or her employment within one year following the first occurrence of “Good Reason,” and the termination is

concurrent with or within 12 months following, or in connection with but prior to, a defined change in control of Targacept, then he or she is entitled to
receive:

»  severance following termination equal to his or her then-current monthly base salary and one-twelfth of his or her target annual bonus for twelve
months except that any amount that would exceed the
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exemption under Section 409A of the Internal Revenue Code of 1986, as amended, would be payable in a lump sum two and one-half months
following the end of Targacept’s taxable year in which the termination occurs;

+  full acceleration of all unvested options to purchase capital stock, restricted stock, or other equity-based awards;

+  continuation of the health and life insurance benefits coverage provided to him or her as of the date of termination for the period during which he
receives severance; and

* upto $10,000 in outplacement counseling services, if incurred by him or her and paid by Targacept within specified time periods.

“Just Cause” under each of Mr. Cullison’s, Ms. Hodges’ and Mr. Rock’s employment agreements means his or her: (i) willful and material breach of the
agreement and his or her continued failure to cure the breach for a specified period; (ii) conviction of, or entry of a plea of guilty or nolo contendere to a
felony or a misdemeanor involving moral turpitude; (iii) willful commission of an act of fraud, breach of trust, or dishonesty including, without limitation,
embezzlement, that results in material damage or harm to Targacept’s business, financial condition or assets; (iv) intentional damage or destruction of
substantial property of Targacept’s; (v) violation of policies prohibiting employment discrimination or workplace harassment; or (vi) commission of any act
(or omission) contrary to the ethical or professional standards expected in his profession. For Mr. Rock, “Just Cause” shall not mean any action or inaction to
the extent it results from his required compliance with an ethical legal obligation applicable to his conduct as an attorney-at-law.

“Good Reason” under each of Mr. Cullison’s, Ms. Hodges’ and Mr. Rock’s employment agreements means: (i) any purported termination of his or her
employment that is not effected in accordance with the agreement; or (ii) any uncured failure to confer the benefits and compensation provided under the
agreement or, in some cases, to comply with any other material provision of the agreement, in each case conditional on his or her providing written notice of
the initial existence of Good Reason within 90 days and the Good Reason continuing to exist 30 days after the notice.

The employment agreement with each of Mr. Cullison, Ms. Hodges and Mr. Rock provides that he or she shall at all times maintain the confidentiality of
Targacept’s proprietary information and shall not engage in a business defined in the agreement as competitive to Targacept until nine months after
termination of employment with Targacept.

On May 13, 2015, Targacept terminated the employment of Mr. Cullison effective as of May 31, 2015.

Change in Control

The employment agreements define “change in control” to mean, generally: (1) the acquisition by any person of 50% or more of Targacept’s outstanding
common stock; (2) the completion of a merger or consolidation involving Targacept if the stockholders of Targacept immediately before such merger or
consolidation do not, as a result of such merger or consolidation, own, directly or indirectly, more than 50% of the outstanding common stock of the surviving
company; (3) a sale or other disposition of all or substantially all of the assets of Targacept; or (4) a change in the majority composition of the Targacept board
of directors not approved by a majority of the directors in office before the change.

For purposes of the employment and equity arrangements above, the completion of the merger will constitute a “change of control” under each arrangement.
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Aggregate Amounts of Potential Compensation

The table below summarizes potential golden parachute compensation that each named executive officer could be entitled to receive from Targacept if the
merger is completed and if the named executive officer thereafter incurs a termination of employment under certain circumstances, as discussed below. As
discussed in “—Interests of the Targacept Directors and Executive Officers in the Merger” above, it is currently expected that neither Dr. Hill, Mr. Cullison,
Ms. Hodges nor Mr. Rock will continue to be employed by Targacept following the closing of the merger and, accordingly, all will be entitled to receive the
severance and benefits described above. Please note that the amounts indicated below are estimates based on multiple assumptions that may or may not
actually occur, including assumptions described herein. Some of these assumptions are based on information not currently available and, as a result, the actual
amounts, if any, to be received by named executive officer may differ in material respects from the amounts set forth below.

For purposes of calculating such potential golden parachute compensation, Targacept has assumed that the merger had occurred on December 31, 2014,
including with respect to calculating the portion of equity awards subject to accelerated vesting, and have further assumed that the named executive officers

will incur a termination of employment on such date that would entitle them to the benefits set forth in the table below.

Golden Parachute Compensation

Perquisites
Cash(1) Equity(2) Benefits(3) Total
Stephen A. Hill $1,158,750 $460,250 $ 42,646 $1,661,646
Mauri K. Hodges $ 390,000 $105,200 $ 12,852 $ 508,052
Scott N. Cullison(4) $ 273,000 $105,200 $ 21,755 $ 399,955
Patrick C. Rock $ 439,398 $118,350 $ 11,981 $ 569,729
Steven M. Toler(5) $ 344,793 $118,350 $ 24,653 $ 487,796

(1) Amounts in this column represent the lump sum cash severance payment to be paid to each executive upon a termination of employment without
“Cause” or a termination for “Good Reason” (as defined in each executive’s respective employment arrangement), subject to the execution and non-
revocation of a general release of claims in favor of Targacept. Dr. Hill would receive 18 months base salary continuation and his then-current target
annual bonus for 18 months for termination related to a Change in Control. Mr. Cullison, Ms. Hodges and Mr. Rock each would receive 12 months base
salary continuation and his or her then-current target annual bonus for 12 months for termination related to a Change in Control.

(2) These amounts reflect the aggregate amount attributable to the accelerated vesting of all outstanding stock options and restricted stock held by the
named executive officers. Upon termination related to change in control, there is full acceleration (100%) on the vesting of stock options and restricted
stock for each of Dr. Hill, Mr. Cullison, Ms. Hodges and Mr. Rock. The amounts in this column related to stock options are calculated for each
outstanding option based on the positive difference between (i) $2.63, the closing price of Targacept’s common stock on the NASDAQ Global Select
Market on December 31, 2014, and (ii) the exercise price per share of each stock option for which vesting would be accelerated. Stock options with an
exercise price per share above $2.63 are disregarded for this purpose. For restricted stock, the amounts in this column consider the value of each share
of restricted stock to be $2.63, the closing price of Targacept’s common stock on the NASDAQ Global Select Market on the day the share vests, or
December 31, 2014.

(3) The amounts in this column are calculated based on (a) the duration of the respective continuation periods and (b) the monthly premiums that Targacept
pays for the medical, dental and life insurance coverage received by the named executive officer as of December 31, 2014.

(4) On May 13, 2015, Targacept terminated the employment of Mr. Cullison other than for just cause in connection with the anticipated change in control
of Targacept. Mr. Cullison will receive a severance payment as called for by the terms of his employment agreement.

(5) On March 11, 2015, Targacept terminated the employment of Dr. Toler other than for just cause in connection with the anticipated change in control of
Targacept. Dr. Toler received a severance payment as called for by the terms of his employment agreement.

91



Table of Contents

Indemnification of the Targacept and Catalyst Officers and Directors

Pursuant to the Merger Agreement, upon the completion of the merger, Targacept and Merger Sub agreed that all rights to indemnification, exculpation or
advancement of expenses now existing in favor of, and all limitations on the personal liability of each present and former director and officer of Targacept or
Catalyst and their respective subsidiaries as provided for in their respective organizational documents in effect as of the date of the Merger Agreement, will
continue to be honored and in full force and effect for a period of six years after the closing of the merger.

The certificate of incorporation and by-laws of the combined company will contain provisions with respect to indemnification, exculpation from liability and
advancement of expenses that are at least as favorable as those currently in Targacept’s organizational documents and Catalyst’s organizational documents, as
applicable, and during such six year period following the effective time, Targacept will not amend, repeal or otherwise modify such provisions in any manner
that would materially and adversely affect the rights of the directors or officers of Targacept or Catalyst in respect of actions or omissions occurring at or prior
to the effective time of the merger.

The Merger Agreement also provides that each of Targacept and Catalyst will purchase a six-year “tail” policy under its existing directors’ and officers’
liability insurance policy, with an effective date as of the closing, provided that Targacept or Catalyst, as the case may be, may substitute policies of at least
the same coverage containing terms and conditions that are not less favorable in any material respect. In no event will either Targacept or Catalyst be required
to expend more than an amount equal to 200% of the respective current annual premiums paid by such party for such insurance. During the term of the
respective “tail” policies, neither Targacept nor the combined company will take any action following the closing of the merger to cause their respective “tail”
policies to be cancelled or any provision of such policies to be amended or waived in any manner that would adversely affect in any material respect the rights
of their former and current officers and directors.

Interests of Catalyst Directors and Executive Officers in the Merger

In considering the recommendation of the Catalyst board of directors with respect to adopting the Merger Agreement, Catalyst stockholders should be aware
that certain members of the board of directors and executive officers of Catalyst have interests in the merger that may be different from, or in addition to,
interests they may have as Catalyst stockholders. The Catalyst board of directors was aware of these potential conflicts of interest and considered them,
among other matters, in reaching their respective decisions to approve the Merger Agreement, the merger and related transactions, and to recommend that the
Catalyst stockholders sign and return the written consent as contemplated by this proxy statement/prospectus/information statement.

Ownership Interests. Certain of Catalyst’s directors and executive officers currently hold shares of Catalyst’s common stock or shares of convertible preferred
stock, which shares will be converted into shares of Catalyst common stock prior to the closing of the merger. Each one share of Series AA convertible
preferred stock, Series BB convertible preferred stock, Series CC convertible preferred stock, Series D convertible preferred stock, and Series E convertible
preferred stock converts into one share of common stock. Each one share of Series BB-1 convertible preferred stock converts into 1.08748 shares of common
stock. Each one share of Series F convertible preferred stock converts into ten shares of common stock. The table below sets forth the anticipated ownership
of Catalyst’s common stock by Catalyst’s directors and executive officers immediately prior to the closing of the merger based on their ownership of
Catalyst’s capital stock as of May 15, 2015.
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Number of Shares of Number of Shares of
Catalyst Common Catalyst Common Stock Subject to
Stock Immediately Warrants Immediately Prior to
Prior to the Closing the
Stockholder Name of the Merger Closing of the Merger
Nassim Usman, Ph.D.(1) 1,947,039 761
Harold E. Selick, Ph.D.(2) 424,941 7,532
Ralph E. Christoffersen, Ph.D.(3) — —
Jeff Himawan, Ph.D.(4) — —
Augustine Lawlor(5) — —
Michael F. Powell, Ph.D.(6) — —
Asish K. Xavier, Ph.D.(7) — —
Edwin L. Madison, Ph.D.(8) 811,746 761
Fletcher Payne(9) 393,510 —

Consists of 1,574,091 shares of common stock, 15,742 shares of Series D convertible preferred stock, 3,046 shares of Series E convertible preferred
stock and 761 shares of Series E convertible preferred stock issuable upon the exercise of warrants held by Nassim Usman, Ph.D., and Susan L. Usman,
Trustees of the Usman Family Trust and 35,416 shares of Series F convertible preferred stock held by Equity Trust Company Custodian FBO Nassim
Usman IRA.

Consists of 80,000 shares of common stock, 30,131 shares of Series E convertible preferred stock, 31,481 shares of Series F convertible preferred stock
and 7,532 shares of Series E convertible preferred stock issuable upon the exercise of warrants.

Dr. Christoffersen is a member of Catalyst’s board of directors and a managing member of Morgenthaler Management Partner VIII, LLC, which is the
general partner of Morgenthaler Partners VIII, L.P. For additional information regarding ownership of Catalyst capital stock by Morgenthaler Partners
VIII, L.P, please see the table below.

Dr. Himawan is a member of Catalyst’s board of directors and a managing director of Essex Woodlands Health Ventures VIII, LLC, which is the
general partner of Essex Woodlands Health Ventures VIII, L.P. Essex Woodlands Health Ventures VIII, L.P. is the general partner of each of Essex
Woodlands Health Ventures Fund VIII, L.P., Essex Woodlands Health Ventures Fund VIII-A, L.P. and Essex Woodlands Health Ventures Fund VIII-B,
L.P. (each an “Essex Entity” and collectively, the “Essex Entities”). For additional information regarding ownership of Catalyst capital stock by the
Essex Entities, please see the table below.

Mr. Lawlor is a member of Catalyst’s board of directors and a managing director of HealthCare Partners VIII, LLC, the general partner of HealthCare
Partners VIII, L.P. HealthCare Partners VIII, L.P. is the general partner of HealthCare Ventures VIII, L.P. For additional information regarding
ownership of Catalyst capital stock by HealthCare Ventures VIII, L.P., please see below.

Dr. Powell is a member of Catalyst’s board of directors and a managing member of Sofinnova Management VI, LLC, which is the general partner of
Sofinnova Venture Partners VI, L.P. For additional information regarding ownership of Catalyst capital stock by Sofinnova Venture Partners VI, L.P.,
please see the table below.

Dr. Xavier is a member of Catalyst’s board of directors and vice president of Johnson & Johnson Innovation-JJDC, Inc. For additional information
regarding ownership of Catalyst capital stock by Johnson & Johnson Innovation-JJDC, Inc., please see the table below.

Consists of 730,000 shares of common stock, 3,046 shares of Series E convertible preferred stock, 7,870 shares of Series F convertible preferred stock
and 761 shares of Series E convertible preferred stock issuable upon the exercise of warrants.

Consists of 39,351 shares of Series F convertible preferred stock held by the Charles Payne and Nancy Payne 2000 Trust U/A Dtd 03/09/2000, for
which Fletcher Payne serves as trustee.

Certain of Catalyst’s other stockholders affiliated with Catalyst’s directors also currently hold shares of Catalyst’s common stock or shares of convertible
preferred stock, which shares will be converted into shares of Catalyst common stock prior to the closing of the merger. The table below sets forth the
anticipated ownership of Catalyst’s common stock by other affiliates of Catalyst’s directors immediately prior to the closing of the merger based on their
ownership of Catalyst’s capital stock as May 15, 2015.
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Stockholder Name of the Merger Merger

Essex Entities(1) 26,219,218 88,540
Johnson & Johnson Innovation-JJDC, Inc.(2) 16,310,307 49,189
Morgenthaler Partners VIII, L.P.(3) 15,394,765 48,020
HealthCare Ventures VIII, L.P.(4) 17,012,853 59,027
Sofinnova Venture Partners VI, L.P(5) 13,057,627 9,837

Consists of 19,004,527 shares of Series CC convertible preferred stock, 156,214 shares of Series D convertible preferred stock, 320,960 shares of Series
E convertible preferred stock, 427,947 shares of Series F convertible preferred Stock and 80,240 shares of Series E convertible preferred stock issuable
upon the exercise of a warrant held directly by Essex Woodlands Health Ventures Fund VIII, L.P.; 1,370,231 shares of Series CC convertible preferred
stock, 11,264 shares of Series D convertible preferred stock, 23,143 shares of Series E Preferred Stock, 30,855 shares of Series F convertible preferred
stock and 5,785 shares of Series E convertible preferred stock issuable upon the exercise of a warrant held by Essex Woodlands Health Ventures Fund
VIII-A, L.P.; and 595,753 shares of Series CC convertible preferred stock, 4,896 shares of Series D convertible preferred stock, 10,060 shares of Series
E convertible preferred stock, 13,415 shares of Series F convertible preferred stock and 2,515 shares of Series E convertible preferred stock issuable
upon the exercise of a warrant held by Essex Woodlands Health Ventures Fund VIII-B, L.P. Dr. Himawan is a member of Catalyst’s board of directors
and a manager of Essex Woodlands Health Ventures VIII, LLC, which is the general partner of Essex Woodlands Health Ventures VIII, L.P. Essex
Woodlands Health Ventures VIII, L.P. is the general partner of each of the Essex Entities.

Consists of 6,501,474 shares of Series BB-1 convertible preferred stock, 4,825,882 shares of Series CC convertible preferred stock, 64,024 shares of
Series D convertible preferred stock, 196,757 shares of Series E convertible preferred stock, 472,217 shares of Series F convertible preferred stock and
49,189 shares of Series E convertible preferred stock issuable upon the exercise of a warrant held by Johnson & Johnson Innovation-JJDC, Inc.

Dr. Xavier is a member of Catalyst’s board of directors and vice president, venture investments of Johnson & Johnson Innovation-JJDC, Inc.

Consists of 6,689,889 shares of Series BB Preferred Stock, 5,296,178 shares of Series CC Preferred Stock, 68,508 shares of Series D Preferred Stock,
192,080 shares of Series E convertible preferred stock, 314,811 shares of Series F convertible preferred stock and 48,020 shares of Series E convertible
preferred stock issuable upon the exercise of a warrant held directly by Morgenthaler Partners VIII, L.P. Ralph E. Christoffersen, Ph.D. is a managing
member of Catalyst’s board of directors and a member of Morgenthaler Management Partner VIII, LLC, which is the general partner of Morgenthaler
Partners VIII, L.P.

Consists of 6,689,889 shares of Series BB convertible preferred stock, 5,296,178 shares of Series CC convertible preferred stock, 68,508 shares of
Series D convertible preferred stock, 236,108 shares of Series E convertible preferred stock, 472,217 shares of Series F convertible preferred stock, and
59,027 shares of Series E convertible preferred stock issuable upon the exercise of warrants within 60 days of May 15, 2015, held directly by
HealthCare Ventures VIII, L.P. The general partner of HealthCare Ventures VIII, L.P. is HealthCare Partners VIII, L.P. The general partner of
HealthCare Partners VIII, L.P. is HealthCare Partners VIII, LLC.

Consists of 2,833,333 shares of Series AA convertible preferred stock, 3,856,556 shares of Series BB convertible preferred stock, 3,719,135 shares of
Series CC convertible preferred stock, 12,062 shares of Series D Preferred Stock, 39,351 shares of Series E convertible preferred stock, 259,719 shares
of Series F convertible preferred stock, and 9,837 shares of Series E convertible preferred stock issuable upon the exercise of a warrant held by
Sofinnova Venture Partners VI, L.P. Michael F. Powell, Ph.D. is a member of Catalyst’s board of directors and a managing member of Sofinnova
Management VI, LLC, which is the general partner of Sofinnova Venture Partners VI, L.P.
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Stock Options. One of Catalyst’s directors, Dr. Selick, and Catalyst’s executive officers hold options to purchase shares of Catalyst common stock, which,
pursuant to the Merger Agreement, will be converted into and become options to purchase shares of Targacept common stock. In connection with the
conversion of the options, the number of shares subject to the options and the option exercise prices will be adjusted pursuant to the terms of the Merger
Agreement. The number of shares subject to each option will be multiplied by the Exchange Ratio, rounding any resulting fractional shares down to the
nearest whole share, and the exercise price of each option will be divided by the Exchange Ratio, rounding up to the nearest whole cent. The option terms will
remain the same, including any vesting terms, except for Mr. Payne’s stock options, which will vest in full as a result of the merger. The table below sets forth
certain information with respect to the options.

Number of Shares
of Common Stock

Underlying Number Vested
Exercise Option as of as of
Optionholder Name Grant Date Expiration Date Price ($) May 15, 2015 May 15, 2015
Harold B. Selick, Ph.D., May 13, 2010 May 13, 2020 0.40 77,652 77,652
Nassim Usman, Ph.D., April 10, 2008 April 9, 2018 0.36 230,000 230,000
March 17, 2009 March 16, 2019 0.28 1,599,969 1,599,969
January 3, 2013 January 2, 2023 0.44 589,239 355,999
Edwin L. Madison, Ph.D., April 10, 2008 April 9, 2018 0.36 100,000 100,000
March 17, 2009 March 16, 2019 0.28 701,827 701,827
February 5, 2010 February 5, 2020 0.40 170,203 148,927
January 3, 2013 January 2, 2023 0.44 294,619 177,999
Fletcher Payne January 22, 2015 January 22, 2025 0.29 191,635 63,878(1)
January 22, 2015 January 22, 2025 0.29 63,878 0(1)
May 8, 2015 May 8, 2025 0.23 375,000 7,812

(1) Option will vest in full upon the closing of the merger.

Management Following the Merger. As described elsewhere in this joint proxy statement/prospectus/information statement, including in “Management
Following the Merger” beginning on page 272, certain of Catalyst’s directors and executive officers are expected to become directors and executive officers
of the combined company upon the closing of the merger.

Indemnification and Insurance. Under the Merger Agreement, from the closing of the merger through the sixth anniversary of the closing, Targacept and
Merger Sub agree that all rights to indemnification, exculpation or advancement of expenses now existing in favor of, and all limitations on the personal
liability of each present and former director or officer, of Targacept or Catalyst and their respective subsidiaries provided for in the respective organizational
documents in effect as of March 5, 2015, shall continue to be honored and in full force and effect; provided, however, that all rights to indemnification in
respect of any proceeding or claims pending, asserted or made within such period shall continue until the final disposition of such proceeding or claim.

Under the Merger Agreement, the certificate of incorporation of Catalyst, as the surviving corporation in the merger, will contain provisions no less favorable
with respect to indemnification, advancement of expenses and exculpation of present and former directors and officers of each of Targacept and Catalyst than
are presently set forth in the certificate of incorporation and bylaws of Targacept and Catalyst, as applicable, which provisions shall not be amended, modified
or repealed for a period of six years’ time from the closing of the merger in a manner that would materially and adversely affect the rights thereunder of
individuals who, at or prior to the closing, were officers or directors of Targacept and Catalyst.

The Merger Agreement also provides that Catalyst and Targacept shall purchase an insurance policy, which maintains in effect for six years from the closing
the current directors’ and officers’ liability insurance policies maintained by Catalyst or substitute policies of at least the same coverage containing terms and
conditions that are not materially less favorable; provided that neither Targacept nor Catalyst be required to pay more than an
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amount equal to 200% of the current annual premiums paid by Targacept or Catalyst for such insurance and provided, further, that during such six years term,
neither Targacept nor Catalyst, as the surviving corporation, shall take any action following the closing of the merger to cause such insurance policies to be
cancelled or any provision therein to be amended or waived in any manner that would adversely affect in any material respect the rights of their former and
current officers and directors.

Stock Options and Warrants

Targacept stock options and other equity awards that are vested and unexercised immediately prior to the effective time of the merger will remain outstanding
and be unaffected by the merger, provided that there will be an adjustment to the exercise price and the number of shares underlying these options and equity
awards to account for the Pre-Closing Dividend, in accordance with the terms of the Merger Agreement.

At the effective time of the merger, each outstanding option and warrant, whether or not vested, to purchase Catalyst common stock unexercised immediately
prior to the effective time of the merger will be converted into an option or warrant to purchase Targacept common stock. All rights with respect to each
Catalyst option or warrant will be assumed by Targacept in accordance with its terms. Accordingly, from and after the effective time of the merger each
option or warrant assumed by Targacept may be exercised solely for shares of Targacept common stock.

The number of shares of Targacept common stock subject to each outstanding Catalyst option or warrant assumed by Targacept will be determined by
multiplying the number of shares of Catalyst common stock that were subject to such option or warrant, as applicable, by the Exchange Ratio and rounding
the resulting number down to the nearest whole number of shares of Targacept common stock. The per share exercise price for the Targacept common stock
issuable upon exercise of each Catalyst option or warrant assumed by Targacept will be determined by dividing the per share exercise price of Catalyst
common stock subject to such option or warrant, as applicable, by the Exchange Ratio and rounding the resulting exercise price up to the nearest whole cent.
Any restriction on the exercise of any option or warrant will continue in full force and effect and the term, exercisability, vesting schedule and other
provisions of such option or warrant, as applicable, will, subject to certain exceptions set forth in the Merger Agreement, otherwise remain unchanged.

Form of the Merger
The Merger Agreement provides that at the effective time, Merger Sub will be merged with and into Catalyst. Upon the completion of the merger, Catalyst
will continue as the surviving corporation and will be a wholly owned subsidiary of Targacept.

After completion of the merger, assuming Targacept Proposal No. 3 is approved by Targacept stockholders at the Targacept annual stockholders meeting,
Targacept will be renamed “Catalyst Biosciences, Inc.” and expects to trade on The NASDAQ Global Select Market under the symbol “CBIO.”

Merger Consideration

Prior to the closing, each share of Catalyst preferred stock outstanding at such time will be converted into shares of Catalyst common stock at a ratio
determined in accordance with the Catalyst certificate of incorporation then in effect. At the effective time of the merger:

» each share of Catalyst common stock outstanding immediately prior to the effective time of the merger will automatically be converted into the
right to receive a number of shares of Targacept common stock at a rate per share equal to the Exchange Ratio;

» each option to purchase shares of Catalyst common stock outstanding and unexercised immediately prior to the effective time of the merger will
be assumed by Targacept and will become an option to purchase shares of Targacept common stock, with the number of shares and exercise price
being adjusted by the Exchange Ratio; and
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» each warrant to purchase shares of Catalyst preferred stock outstanding and not terminated or exercised immediately prior to the effective time of
the merger will be assumed by Targacept and will become a warrant to purchase shares of Targacept common stock, with the number of shares
and exercise price being adjusted by the Exchange Ratio.

The Merger Agreement provides that, promptly after the effective time of the merger, Targacept will deposit with an exchange agent acceptable to Targacept
and Catalyst stock certificates representing the shares of Targacept common stock issuable to the Catalyst stockholders.

The Merger Agreement provides that, as promptly as practicable following the completion of the merger, the exchange agent will mail to each holder of
record of Catalyst capital stock a letter of transmittal and instructions for surrendering the record holder’s stock certificates in exchange for the shares of
Targacept common stock. Upon proper surrender of Catalyst stock certificates together with a properly completed and duly executed letter of transmittal in
accordance with the exchange agent’s instructions, the holder of such Catalyst stock certificates will be entitled to receive a certificate representing the
number of whole shares of Targacept common stock issuable to such holder pursuant to the merger and cash in lieu of any fractional share of Targacept
common stock issuable to such holder. The surrendered certificates representing Catalyst common stock and Catalyst preferred stock will be cancelled.

After the effective time of the merger, each certificate representing shares of Catalyst common stock or Catalyst preferred stock that has not been surrendered
will represent only the right to receive shares of Targacept common stock issuable pursuant to the merger and cash in lieu of any fractional share of Targacept
common stock to which the holder of any such certificate is entitled. No interest will be paid or accrued on any cash in lieu of fractional shares payable to
holders of Catalyst stock certificates.

Any holder or former holder of Catalyst common stock or Catalyst preferred stock may be subject to withholding under the Code, or under another provision
of state, local or foreign tax law. To the extent such amounts are withheld and paid to the appropriate governmental entity, they will be treated as having been
paid to the person to whom such amounts would otherwise have been paid.

The Merger Agreement does not include a price-based termination right, and there will be no adjustment to the Exchange Ratio (or, as a result, the number of
shares of Targacept common stock that Catalyst stockholders will be entitled to receive) due to changes in the market price of Targacept common stock.
Accordingly, the market value of the shares of Targacept common stock issued by virtue of the merger will depend on the market value of the shares of
Targacept common stock at the time the merger closes, and could vary significantly from the market value on the date of this proxy
statement/prospectus/information statement.

Exchange Ratio Calculation

The Exchange Ratio is calculated based on the number of shares of outstanding equity securities of Targacept relative to the number of outstanding equity
securities of Catalyst as of the effective time of the merger, as well as the extent to which Catalyst’s cash and cash equivalents at closing, less certain expenses
and liabilities and not including revenues from Catalyst’s collaboration agreements received after March 5, 2015 (referred to as Catalyst’s “net cash”), either
exceeds, by up to $1.0 million, or fails to meet, Catalyst’s applicable target net cash at the effective time of the merger, all as set forth in the Merger
Agreement. The Exchange Ratio will be adjusted to account for a reverse stock split of Targacept common stock, at a ratio of one new share for a whole
number of outstanding shares between and including 2 and 10 (such number to be determined by the Targacept board of directors and mutually agreed to by
Targacept and Catalyst), to be implemented prior to the closing of the merger and subject to the payment of cash in lieu of fractional shares.

Based on shares of Catalyst and Targacept capital stock anticipated to be outstanding as of the closing of the merger, assuming no future issuances of
Targacept capital stock prior to the closing of the merger and assuming
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that Catalyst’s net cash at closing reaches the applicable target, subject to adjustment to account for the reverse stock split and for the payment of cash in lieu
of fractional shares, the exchange ratio in the merger would be within the range of approximately 0.28 — 0.32. As a result, following the completion of the
merger, Catalyst’s equity holders would own in the aggregate approximately 58% of the combined company’s outstanding common stock (assuming full
exercise of outstanding options and warrants, whether vested or unvested) and Targacept’s equity holders would own in the aggregate approximately 42% of
the combined company’s outstanding common stock (assuming full exercise of outstanding options and warrants, whether vested or unvested).

The actual Exchange Ratio at the closing will be subject to a downward adjustment to the extent that Catalyst’s net cash at the effective time of the merger is
less than the applicable target (and as a result, Catalyst equity holders could own less, and Targacept equity holders could own more, of the combined
company). Likewise, to the extent Catalyst’s net cash exceeds the applicable target, by up to $1.0 million, the Exchange Ratio at closing would be subject to
an upward adjustment (and as a result, Catalyst equity holders could own more, and Targacept equity holders could own less, of the combined company).
Further, to the extent additional Catalyst equity securities are issued, the Exchange Ratio would be subject to a downward adjustment, so that Catalyst’s equity
holders would own in the aggregate the same percentage of the combined company’s equity as they would have had the new Catalyst issuance not occurred,
with Catalyst’s current equity holders all experiencing dilution with respect to the new issuance. Likewise, while Targacept has no present plans to issue new
securities prior to closing, to the extent Targacept does issue any new securities, other than pursuant to the exercise of outstanding options and in connection
with the issuance of redeemable convertible notes in the Pre-Closing Dividend, the Exchange Ratio would be subject to an upward adjustment so that
Targacept’s current equity holders would own in the aggregate the same percentage of the combined company’s equity as they would had the Targacept
issuance not occurred, with the Targacept current equity holders all experiencing dilution with respect to any such new issuance.

As described in “The Merger Agreement—Exchange Ratio” beginning on page 119, the rules applicable to the calculation of the Exchange Ratio are
complex, and circumstances as of the effective time of the merger may result in an Exchange Ratio outside of the anticipated 0.28 — 0.32 range.

Effective Time of the Merger

The Merger Agreement requires the parties to complete the merger after all of the conditions to the completion of the merger contained in the Merger
Agreement are satisfied or waived, including, among others, the adoption of the Merger Agreement by the stockholders of Catalyst and the approval by the
Targacept stockholders of the issuance of Targacept common stock, the restated certificate of incorporation of Targacept effecting the proposed reverse stock
split and the amendment to the restated certificate of incorporation of Targacept effecting the name change from “Targacept, Inc.” to “Catalyst Biosciences,
Inc.” The merger will become effective upon the filing of a certificate of merger with the Secretary of State of the State of Delaware or at such later time as is
agreed by Targacept and Catalyst and specified in the certificate of merger. Neither Targacept nor Catalyst can predict the exact timing of the completion of
the merger.

Regulatory Approvals

Targacept must comply with applicable federal and state securities laws and the rules and regulations of The NASDAQ Global Select Market in connection
with the issuance of shares of Targacept common stock and the filing of this proxy statement/prospectus/information statement with the SEC.

Tax Treatment of the Merger

Targacept and Catalyst intend the merger to qualify as a reorganization within the meaning of Section 368(a) of the Internal Revenue Code of 1986, as
amended, or the Code. Each of Targacept and Catalyst will use its commercially reasonable efforts to cause the merger to qualify as a reorganization within
the meaning of
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Section 368(a) of the Code, and not to permit or cause any affiliate or any subsidiary of Targacept or Catalyst to, take any action or cause any action to be
taken which would cause the merger to fail to qualify as a reorganization under Section 368(a) of the Code.

Material U.S. Federal Income Tax Consequences of the Merger to Holders of Catalyst Common Stock

The following is a discussion of the material U.S. federal income tax consequences of the merger applicable to U.S. Holders (as defined below) who
exchange their Catalyst common stock for Targacept common stock in the merger, but does not purport to be a complete analysis of all potential tax effects.
The effects of other U.S. federal tax laws, such as estate and gift tax laws, and any applicable state, local, or foreign tax laws are not discussed. This
discussion is based on the Internal Revenue Code of 1986, as amended, or the Code, U.S. Treasury Regulations promulgated thereunder, judicial decisions,
and published rulings and administrative pronouncements of the Internal Revenue Service, or the IRS, in effect as of the date of this proxy
statement/prospectus/information statement. These authorities may change or be subject to differing interpretations. Any such change may be applied
retroactively in a manner that could adversely affect a holder of Catalyst common stock.

This discussion is limited to U.S. Holders who hold their Catalyst common stock as a “capital asset” within the meaning of Section 1221 of the Code
(generally, property held for investment). This discussion does not address all U.S. federal income tax consequences relevant to the particular circumstances
of a Catalyst common stockholder, including the impact of the Medicare contribution tax on net investment income. In addition, it does not address
consequences relevant to holders of Catalyst common stock that are subject to particular rules, including, without limitation:

*  persons subject to the alternative minimum tax;
»  persons whose functional currency is not the U.S. dollar;

«  persons holding Catalyst common stock as part of a hedge, straddle, or other risk reduction strategy or as part of a conversion transaction or other
integrated investment;

*  persons who are not U.S. Holders;

*  banks, insurance companies, and other financial institutions;

+ real estate investment trusts or regulated investment companies;

¢ brokers, dealers, or traders in securities;

»  partnerships or other entities or arrangements treated as partnerships for U.S. federal income tax purposes (and investors therein);

*  tax-exempt organizations or governmental organizations;

+ persons deemed to sell Catalyst common stock under the constructive sale provisions of the Code;

»  persons who hold or receive Catalyst common stock pursuant to the exercise of any employee stock options or otherwise as compensation;
«  persons holding Catalyst common stock who exercise dissenters’ rights; and

* tax-qualified retirement plans.

Except where specified, this discussion is limited to holders of Catalyst common stock that are U.S. Holders. For purposes of this discussion, a “U.S. Holder”
is a beneficial owner of Catalyst common stock that, for U.S. federal income tax purposes, is or is treated as:

¢ anindividual who is a citizen or resident of the United States;
* acorporation created or organized under the laws of the United States, any state thereof, or the District of Columbia;
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*  an estate, the income of which is subject to U.S. federal income tax regardless of its source; or

* atrust if either a court within the United States is able to exercise primary supervision over the administration of such trust and one or more United
States persons (within the meaning of Section 7701(a)(30) of the Code) have the authority to control all substantial decisions of such trust, or the trust
has a valid election in effect under applicable Treasury Regulations to be treated as a United States person for U.S. federal income tax purposes.

If an entity treated as a partnership for U.S. federal income tax purposes holds Catalyst common stock, the tax treatment of a partner in the partnership will
depend on the status of the partner, the activities of the partnership and certain determinations made at the partner level. Accordingly, partnerships holding
Catalyst common stock and the partners in such partnerships should consult their tax advisors regarding the U.S. federal income tax consequences to them.

In addition, the following discussion does not address the tax consequences of the merger under state, local and foreign tax laws. Furthermore, the following
discussion does not address any tax consequences of transactions effectuated before, after or at the same time as the merger, whether or not they are in
connection with the merger, including, without limitation, transactions in which Catalyst common stock is acquired or Catalyst preferred stock is converted to
Catalyst common stock.

STOCKHOLDERS AND INVESTORS SHOULD CONSULT THEIR TAX ADVISORS WITH RESPECT TO THE APPLICATION OF THE U.S.
FEDERAL INCOME TAX LAWS TO THEIR PARTICULAR SITUATIONS AS WELL AS ANY TAX CONSEQUENCES OF THE MERGER
ARISING UNDER THE U.S. FEDERAL ESTATE OR GIFT TAX LAWS OR UNDER THE LAWS OF ANY STATE, LOCAL OR NON-U.S.
TAXING JURISDICTION OR UNDER ANY APPLICABLE INCOME TAX TREATY.

No ruling from the IRS has been or will be requested in connection with the merger.

Targacept and Catalyst intend the merger to qualify as a reorganization within the meaning of Section 368(a) of the Code. Assuming that the merger will be
treated for U.S. federal income tax purposes as a reorganization within the meaning of Section 368(a) of the Code and subject to the qualifications and
assumptions described in this proxy statement/prospectus/information statement, the tax consequences to U.S. Holders of Catalyst common stock will be as
follows:

* aU.S. Holder will not recognize gain or loss upon the exchange of Catalyst common stock for Targacept common stock pursuant to the merger, except
to the extent of cash received in lieu of a fractional share of Targacept common stock as described below;

+ aU.S. Holder who receives cash in lieu of a fractional share of Targacept common stock in the merger will generally recognize capital gain or loss in an
amount equal to the difference between the amount of cash received instead of a fractional share and the stockholder’s tax basis allocable to such
fractional share;

* aU.S. Holder’s aggregate tax basis for the shares of Targacept common stock received in the merger (including any fractional share interest for which
cash is received) will equal the stockholder’s aggregate tax basis in the shares of Catalyst common stock surrendered upon completion of the merger;
and

+ the holding period of the shares of Targacept common stock received by a U.S. Holder in the merger will include the holding period of the shares of
Catalyst common stock surrendered in exchange therefor.

Capital gains or losses recognized in the merger as described above generally will constitute long-term capital gain or loss if the U.S. Holder’s holding period
in the Catalyst common stock surrendered in the merger is more than one year as of the effective date of the merger. The deductibility of capital losses is
subject to limitations. In addition, for purposes of the above discussion of the bases and holding periods for shares of Catalyst common stock and Targacept
common stock, stockholders who acquired different blocks of Catalyst common stock at different times for different prices must calculate their gains and
losses and holding periods separately for each identifiable block of such stock exchanged in the merger.
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U.S. Holders who owned at least five percent (by vote or value) of the total outstanding stock of Catalyst or Catalyst stock with a tax basis of $1,000,000 or
more are required to attach a statement to their tax returns for the year in which the merger is completed that contains the information listed in Treasury
Regulation Section 1.368-3(b). Such statement must include the stockholder’s tax basis in the stockholder’s Catalyst common stock and the fair market value
of such stock.

Certain U.S. Holders may be subject to backup withholding on cash received pursuant to the merger. Backup withholding will not apply, however, to a U.S.
Holder who timely furnishes a correct taxpayer identification number and certifies that the U.S. Holder is not subject to backup withholding on IRS Form W-
9 or is otherwise exempt from backup withholding and establishes such exemption. Amounts withheld, if any, are generally not an additional tax and may be
refunded or credited against the U.S. Holder’s federal income tax liability, provided that the Targacept stockholder timely furnishes the required information
to the IRS.

THE PRECEDING DISCUSSION DOES NOT PURPORT TO BE A COMPLETE ANALYSIS OR DISCUSSION OF ALL OF THE MERGER’S
POTENTIAL TAX EFFECTS. U.S. HOLDERS OF CATALYST STOCK SHOULD CONSULT THEIR TAX ADVISORS AS TO THE SPECIFIC
TAX CONSEQUENCES TO THEM OF THE MERGER, INCLUDING TAX RETURN REPORTING REQUIREMENTS, AND THE
APPLICABILITY AND EFFECT OF FEDERAL, STATE, LOCAL AND OTHER APPLICABLE TAX LAWS.

Material U.S. Federal Income Tax Consequences of the Pre-Closing Dividend to Holders of Targacept Common Stock

The following is a discussion of the material U.S. federal income tax consequences of the Pre-Closing Dividend to holders of Targacept common stock, but
does not purport to be a complete analysis of all potential tax effects. The effects of other U.S. federal tax laws, such as estate and gift tax laws, and any
applicable state, local, or foreign tax laws are not discussed. This discussion is based on the Code, U.S. Treasury Regulations promulgated thereunder, judicial
decisions, and published rulings and administrative pronouncements of the IRS in effect as of the date of the merger. These authorities may change or be
subject to differing interpretations. Any such change may be applied retroactively in a manner that could adversely affect a holder of Targacept common
stock.

This discussion is limited to holders who hold their Targacept common stock as a “capital asset” within the meaning of Section 1221 of the Code (generally,
property held for investment). This discussion does not address all U.S. federal income tax consequences relevant to the particular circumstances of a
Targacept common stockholder, including the impact of the Medicare contribution tax on net investment income. In addition, it does not address
consequences relevant to holders of Targacept common stock that are subject to particular rules, including, without limitation:

*  persons subject to the alternative minimum tax;
»  persons whose functional currency is not the U.S. dollar;

»  persons holding Targacept common stock as part of a hedge, straddle, or other risk reduction strategy or as part of a conversion transaction or other
integrated investment;

« persons who are not U.S. Holders;

*  banks, insurance companies, and other financial institutions;

+ real estate investment trusts or regulated investment companies;

«  brokers, dealers, or traders in securities;

«  partnerships or other entities or arrangements treated as partnerships for U.S. federal income tax purposes (and investors therein);

*  tax-exempt organizations or governmental organizations;
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» persons deemed to sell Targacept common stock under the constructive sale provisions of the Code;
« persons who hold or receive Targacept common stock pursuant to the exercise of any employee stock options or otherwise as compensation; and

* tax-qualified retirement plans.

Except where specified, this discussion is limited to holders of Targacept common stock that are U.S. Holders. For purposes of this discussion, a “U.S.
Holder” is a beneficial owner of Targacept common stock that, for U.S. federal income tax purposes, is or is treated as:

* anindividual who is a citizen or resident of the United States;
*  acorporation created or organized under the laws of the United States, any state thereof, or the District of Columbia;
*  an estate, the income of which is subject to U.S. federal income tax regardless of its source; or

» atrust if either a court within the United States is able to exercise primary supervision over the administration of such trust and one or more United
States persons (within the meaning of Section 7701(a)(30) of the Code) have the authority to control all substantial decisions of such trust, or the trust
has a valid election in effect under applicable Treasury Regulations to be treated as a United States person for U.S. federal income tax purposes.

If an entity treated as a partnership for U.S. federal income tax purposes holds Targacept common stock, the tax treatment of a partner in the partnership will
depend on the status of the partner, the activities of the partnership and certain determinations made at the partner level. Accordingly, partnerships holding
Targacept common stock and the partners in such partnerships should consult their tax advisors regarding the U.S. federal income tax consequences to them.

In addition, the following discussion does not address the tax consequences of the Pre-Closing Dividend under state, local and foreign tax laws. Furthermore,
the following discussion does not address any tax consequences of transactions effectuated before, after or at the same time as the Pre-Closing Dividend
whether or not they are in connection with the Pre-Closing Dividend.

INVESTORS SHOULD CONSULT THEIR TAX ADVISORS WITH RESPECT TO THE APPLICATION OF THE U.S. FEDERAL INCOME TAX
LAWS TO THEIR PARTICULAR SITUATIONS AS WELL AS ANY TAX CONSEQUENCES OF THE PRE-CLOSING DIVIDEND ARISING
UNDER THE U.S. FEDERAL ESTATE OR GIFT TAX LAWS OR UNDER THE LAWS OF ANY STATE, LOCAL OR NON-U.S. TAXING
JURISDICTION OR UNDER ANY APPLICABLE INCOME TAX TREATY.

Treatment of the Pre-Closing Dividend and the Reverse Stock Split as Separate Transactions

If both the Pre-Closing Dividend and the reverse stock split occur, whether the Pre-Closing Dividend and the reverse stock split will be considered separate
transactions or a single integrated transaction for U.S. federal income tax purposes is unclear.

If the Pre-Closing Dividend and the reverse stock split constitute separate transactions for U.S. federal income tax purposes, the tax consequences to U.S.
Holders of Targacept common stock of each of the Pre-Closing Dividend and the reverse stock split should generally be as described below under “Tax
Consequences of the Pre-Closing Dividend” and “Matters Being Submitted To a Vote of Targacept Stockholders—Targacept Proposal No. 2: Approval of the
Amendment to the Certificate of Incorporation of Targacept to Effect the Reverse Stock Split—Material U.S. Federal Income Tax Consequences of the
Reverse Stock Split” beginning on page 180.
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Alternatively, the Pre-Closing Dividend and the reverse stock split may be considered an integrated transaction constituting a single “recapitalization” for
U.S. federal income tax purposes. In such event, gain should be recognized by a U.S. Holder of Targacept common stock in connection with the Pre-Closing
Dividend and the reverse stock split to the extent of the “boot” (that is, cash or property other than Targacept common stock) received in such recapitalization.
See the discussion below under “Treatment of the Pre-Closing Dividend and the Reverse Stock Split as a Single Recapitalization.”

Targacept intends to take the position that the Pre-Closing Dividend and the reverse stock split constitute separate transactions. The IRS could challenge this
position, however.

We urge you to consult your tax advisor with respect to whether the Pre-Closing Dividend and the reverse stock split constitute separate transactions or a
single integrated transaction that is a recapitalization.

Tax Consequences of the Pre-Closing Dividend

The Pre-Closing Dividend is expected to constitute a taxable distribution pursuant to which a U.S. Holder of Targacept common stock would be treated as
receiving a distribution equal to the sum of (1) the fair market value (on the Pre-Closing Dividend Date) of the Redeemable Convertible Notes and (2) the
Pre-Closing Cash Dividend. The amount of this distribution generally would be treated first as a taxable dividend to the extent of the U.S. Holder’s pro rata
share of Targacept’s current and accumulated earnings and profits (as determined for U.S. federal income tax purposes), then as a non-taxable return of capital
to the extent of the U.S. Holder’s basis in its Targacept common stock, and finally as capital gain from the sale or exchange of Targacept common stock. A
U.S. Holder’s tax basis in the Redeemable Convertible Notes would equal the fair market value of the Redeemable Convertible Notes on the Pre-Closing
Dividend Date and the holding period of the Redeemable Convertible Notes would begin on the day following the Pre-Closing Dividend Date.

Targacept expects that it will not have current or accumulated earnings and profits for its current taxable year (which will end in connection with the merger),
but it is possible that, contrary to expectations, Targacept will have current earnings and profits for its current taxable year. Targacept will not be able to make
this determination until after the Pre-Closing Dividend Date. Once the determination is made, Targacept will post its determination regarding its earnings and
profits for U.S. federal income tax purposes on its website or otherwise inform its shareholders of such determination.

Tax consequences relating to treatment as a dividend for U.S. federal income tax purposes.

Dividends received by individual U.S. Holders of Targacept common stock generally should qualify for reduced tax rates so long as certain holding period
requirements are met. Dividends received by corporate holders may be eligible for the dividends received deduction if the U.S. Holder of Targacept common
stock is an otherwise qualifying corporate holder that meets the holding period and certain other requirements for the dividends received deduction. A
dividend may be considered an “extraordinary dividend” under the U.S. federal income tax rules depending on the facts and circumstances of the U.S. Holder
of Targacept common stock. Treatment of a dividend as an extraordinary dividend may affect a corporate shareholder’s basis in its Targacept common stock,
or, with respect to individual shareholders, may affect the tax characterization of a sale of his or her shares of Targacept common stock.

Treatment of the Pre-Closing Dividend and the Reverse Stock Split as a Single Recapitalization

Notwithstanding Targacept’s position that the Pre-Closing Dividend and the reverse stock split are separate transactions, it is possible that the IRS or a court
could determine that the Pre-Closing Dividend and the reverse stock split constitute a single “recapitalization” for U.S. federal income tax purposes. In such
case, the tax consequences of the Pre-Closing Dividend and the reverse stock split would differ from those described.

If the Pre-Closing Dividend and the reverse stock split, taken together, were to constitute a “recapitalization,” gain (but not loss) should be recognized by a
U.S. Holder of Targacept common stock in an amount equal to the
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lesser of (i) the excess (if any) of (A) the sum of (1) the fair market value (on the Pre-Closing Dividend Date) of the Redeemable Convertible Notes, (2) the
Pre-Closing Cash Dividend, and (3) the fair market value of Targacept shares received in the reverse stock split (treating fractional shares as received for this
purpose) over (B) the U.S. Holder’s adjusted tax basis in the Targacept common stock surrendered in the reverse stock split, and (ii) the sum of (1) the fair
market value (on the Pre-Closing Dividend Date) of the Redeemable Convertible Notes, and (2) the Pre-Closing Cash Dividend,. A U.S. Holder of Targacept
common stock that receives cash in lieu of a fractional share of Targacept common stock pursuant to the reverse stock split should recognize capital gain or
loss in an amount equal to the difference between the amount of cash received and the U.S. Holder’s tax basis in the shares of Targacept common stock
surrendered that is allocated to such fractional share of Targacept common stock. Such capital gain or loss should be long-term capital gain or loss if the U.S.
Holder’s holding period for Targacept common stock surrendered exceeded one year at the effective time of the reverse stock split.

A U.S. Holder should have an aggregate tax basis in the Targacept common stock received in the reverse stock split equal to the aggregate tax basis of
Targacept common stock surrendered in the reverse stock split, decreased by the sum of (1) the fair market value (on the Pre-Closing Dividend Date) of the
Redeemable Convertible Notes, and (2) the Pre-Closing Cash Dividend, and increased by the aggregate amount of gain (if any) recognized (other than gain
realized as a result of cash received in lieu of fractional shares). A U.S. Holder’s holding period for the Targacept common stock received in the reverse stock
split would include the U.S. Holder’s holding period for the Targacept common stock surrendered in the reverse stock split. Any gain would be capital gain,
and would be long-term capital gain if the U.S. Holder has held its Targacept common stock for more than one year at the time of the reverse stock split.
Otherwise, such gain would be short-term capital gain. Long-term capital gains recognized by certain non-corporate U.S. Holders, including individuals, are
taxable at a reduced rate. As stated above, a U.S. Holder’s tax basis in the Redeemable Convertible Notes would equal their respective fair market values on
the Pre-Closing Dividend Date, and the holding period would begin on the day following the Pre-Closing Dividend Date.

A U.S. Holder should have an aggregate tax basis in the Targacept common stock received in the reverse stock split equal to the aggregate tax basis of
Targacept common stock surrendered in the reverse stock split, decreased by the sum of (1) the fair market value (on the Pre-Closing Dividend Date) of the
Redeemable Convertible Notes and (2) the Pre-Closing Cash Dividend, and increased by the aggregate amount of gain (if any) recognized (other than gain
realized as a result of cash received in lieu of fractional shares). A U.S. Holder’s holding period for the Targacept common stock received in the reverse stock
split would include the U.S. Holder’s holding period for the Targacept common stock surrendered in the reverse stock split. Any gain would be capital gain,
and would be long-term capital gain if the U.S. Holder has held its Targacept common stock for more than one year at the time of the reverse stock split.
Otherwise, such gain would be short-term capital gain. Long-term capital gains recognized by certain non-corporate U.S. Holders, including individuals, are
taxable at a reduced rate. As stated above, a U.S. Holder’s tax basis in the Redeemable Convertible Notes would equal their respective fair market values on
the Pre-Closing Dividend Date, and the holding period would begin on the day following the Pre-Closing Dividend Date.

Due to the legal and factual uncertainty regarding the valuation and tax treatment of the Pre-Closing Dividend, and the possible integration of the
Pre-Closing Dividend and the reverse stock split, U.S. Holders of Targacept common stock are urged to consult their tax advisors concerning the
recognition of gain, income and/or loss in connection with the Pre-Closing Dividend and the reverse stock split.

Material U.S. Federal Income Tax Consequences for Non-U.S. Holders of Targacept Common Stock
The discussion below applies to beneficial owners of Targacept common stock that are not U.S. Holders or entities treated as partnerships for U.S. federal

income tax purposes (such beneficial owners, “Non-U.S. Holders”).

As discussed above under “Treatment of the Pre-Closing Dividend and the reverse stock split as Separate Transactions,” Targacept intends to take the position
that the Pre-Closing Dividend and the reverse stock split are
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separate transactions for U.S. federal income tax purposes. Assuming such position is correct, Targacept would be treated as having made a distribution to
such Non-U.S. Holder equal to the sum of (1) the fair market value (on the Pre-Closing Dividend Date) of the Redeemable Convertible Notes and (2) the Pre-
Closing Cash Dividend. This distribution would be treated as a dividend generally subject to withholding (as described further below) to the extent of
Targacept’s current or accumulated earnings and profits (as calculated under U.S. federal income tax principles) on the Pre-Closing Dividend Date, then as
return of capital to the extent of basis and capital gain thereafter. Although Targacept does not expect to have current or accumulated earnings and profits for
the tax year including the Pre-Closing Dividend Date, it is possible that Targacept will have current earnings and profits for such tax year, in which case
Targacept will withhold tax as described further below.

Non-U.S. Holders would be subject to U.S. federal withholding tax at a rate of 30% (or such lower rate as may be specified by an applicable income tax
treaty) on any dividends. Even if a Non-U.S. Holder is eligible for a lower treaty rate, dividend payments would generally be subject to withholding at a 30%
rate (rather than the lower treaty rate) unless the Non-U.S. Holder provides a valid IRS Form W-8BEN, W-8BEN-E or other applicable Form W-8 (or
applicable successor form) certifying such holder’s qualification for the reduced rate. If a Non-U.S. Holder holds its Targacept common stock through a
financial institution or other intermediary, the Non-U.S. Holder will be required to provide appropriate documentation to the intermediary, which then will be
required to provide certification to the applicable withholding agent, either directly or through other intermediaries. Non-U.S. Holders who do not timely
provide the applicable withholding agent with the required certification, but who qualify for a reduced treaty rate, may obtain a refund of any excess amounts
withheld by timely filing an appropriate claim for refund with the IRS.

Non-U.S. Holders may obtain a refund of any excess amounts withheld by timely filing an appropriate claim for refund with the IRS.

If the dividend (or other income otherwise subject to withholding) is effectively connected with the Non-U.S. Holder’s conduct of a trade or business within
the United States (and, if required by an applicable income tax treaty, the Non-U.S. Holder maintains a permanent establishment in the United States to which
such dividends or other income are attributable), the Non-U.S. Holder will be exempt from U.S. federal withholding tax. To claim the exemption, the Non-
U.S. Holder must furnish to the applicable withholding agent a valid IRS Form W-8ECI (or applicable successor form), certifying that the dividends (or other
income) are effectively connected with the Non-U.S. Holder’s conduct of a trade or business within the United States. If the dividend (or other income)
received by a Non-U.S. Holder is effectively connected with the Non-U.S. Holder’s U.S. trade or business (and, if required by an applicable income tax treaty,
attributable to a permanent establishment maintained by the Non-U.S. Holder in the United States), the dividend (or other income) generally will be subject to
U.S. federal income tax on a net income basis in the same manner as if such holder were a U.S. Holder. A Non-U.S. Holder that is a corporation also may be
subject to a branch profits tax at a rate of 30% (or such lower rate specified by an applicable income tax treaty) on a portion of its effectively connected
earnings and profits for the taxable year.

To the extent the Pre-Closing Dividend is treated as return of capital, gain recognized by a Non-U.S. Holder of Targacept common stock generally would be
exempt from U.S. federal income tax unless:

«  the gain is effectively connected with the Non-U.S. Holder’s conduct of a trade or business within the United States (and, if required by an applicable
income tax treaty, the Non-U.S. Holder maintains a permanent establishment in the United States to which such gain is attributable);

+ the Non-U.S. Holder is an individual who is present in the United States for 183 or more days in the taxable year of the merger and certain other
conditions exist; or

»  Targacept is or has been a U.S. real property holding corporation for U.S. federal income tax purposes, the Non-U.S. Holder held, actually or
constructively, at any time during the five-year period ending on the date of the merger, more than 5 percent of Targacept’s common stock, and such
Non-U.S. Holder is not eligible for any treaty exemption.
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Gain described in the first bullet point above will generally be subject to U.S. federal income tax on a net income basis at the regular graduated U.S. federal
income tax rates applicable to a U.S. Holder. A Non-U.S. Holder that is a corporation also may be subject to a branch profits tax at a rate of 30% (or such
lower rate specified by an applicable income tax treaty) on such effectively connected gain, as adjusted for certain items.

Gain described in the second bullet point above will be subject to U.S. federal income tax at a rate of 30% (or such lower rate specified by an applicable
income tax treaty), which may be offset by certain U.S. source capital losses of the Non-U.S. Holder (even though the individual is not considered a resident
of the United States), provided the Non-U.S. Holder has timely filed U.S. federal income tax returns with respect to such losses.

Targacept believes it is not and has not been, and does not anticipate becoming prior to the Pre-Closing Dividend Date, a U.S. real property holding
corporation for U.S. federal income tax purposes.

If withholding applies or is applied to the Pre-Closing Dividend, the Non-U.S. Holder’s broker (or other applicable withholding agent) will be required to
remit any withholding in cash to the IRS. Depending on the circumstances, the broker (or other applicable withholding agent) may obtain the funds necessary
to remit any withholding with respect to the distribution of the Redeemable Convertible Notes, asking the Non-U.S. Holder to provide the funds or by using
funds in the Non-U.S. Holder’s account with the broker.

As discussed above, the tax treatment of the Pre-Closing Dividend and the reverse stock split is unclear and withholding may apply to the Pre-
Closing Dividend. Non-U.S. Holders of Targacept common stock are urged to consult their tax advisors.

Information Reporting and Backup Withholding

A U.S. Holder of Targacept common stock may be subject to information reporting and backup withholding both on any cash paid (including any cash paid in
lieu of fractional shares in connection with the reverse stock split) and on the other components of the Pre-Closing Dividend. A U.S. Holder of Targacept
common stock will be subject to backup withholding if such holder is not otherwise exempt and such holder does not provide its taxpayer identification
number in the manner required or otherwise fails to comply with applicable backup withholding tax rules.

A Non-U.S. Holder will not be subject to backup withholding (as discussed above) if the Non-U.S. Holder certifies its exempt status by providing a properly
executed IRS Form W-8BEN or Form W-8BEN-E (or other applicable Form W-8). However, information returns are required to be filed with the IRS in
connection with any dividends or interest paid to the Non-U.S. Holder, regardless of whether any tax was actually withheld. Copies of information returns
that are filed with the IRS may also be made available under the provisions of an applicable treaty or agreement to the tax authorities of the country in which
the Non-U.S. Holder resides or is established.

Backup withholding is not an additional tax. Any amounts withheld under the backup withholding rules may be refunded or allowed as a credit against the
Targacept stockholder’s federal income tax liability, if any, provided the required information is timely furnished to the IRS. Targacept stockholders should
consult their tax advisors regarding their qualification for an exemption from backup withholding and the procedures for obtaining such an exemption.

FATCA Withholding

Withholding taxes may be imposed under Sections 1471 to 1474 of the Code (such Sections commonly referred to as the Foreign Account Tax Compliance
Act, or FATCA, on certain types of payments made to non-U.S. financial institutions and certain other non-U.S. entities. Specifically, a 30% withholding tax
will be imposed on payments of interest, dividends, and other fixed or determinable annual or periodical gains, profits and income made after June 30, 2014
and payments of gross proceeds from the sale, exchange or other disposition of shares,
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debt instruments or other property of a type which can produce U.S.-source interest or dividends made after December 31, 2016 to a “foreign financial
institution” or a “non-financial foreign entity” (each as defined in the Code), unless (1) the foreign financial institution undertakes certain diligence and
reporting obligations, (2) the non-financial foreign entity either certifies it does not have any “substantial United States owners” (as defined in the Code) or
furnishes identifying information regarding each substantial United States owner, or (3) the foreign financial institution or non-financial foreign entity
otherwise qualifies for an exemption from these rules. If the payee is a foreign financial institution and is subject to the diligence and reporting requirements
in (1) above, it must enter into an agreement with the U.S. Department of the Treasury requiring, among other things, that it undertake to identify accounts
held by certain “specified United States persons” or “United States-owned foreign entities” (each as defined in the Code), annually report certain information
about such accounts, and withhold 30% on certain payments to non-compliant foreign financial institutions and certain other account holders. Foreign
financial institutions located in jurisdictions that have an intergovernmental agreement with the United States governing FATCA may be subject to different
rules. Under the applicable Treasury Regulations, withholding under FATCA generally applies to payments of dividends and as such, may apply to the Pre-
Closing Dividend. Non-U.S. Holders should consult their tax advisors regarding the potential application of withholding under FATCA.

Material U.S. Federal Income Tax Consequences of the Ownership of the Redeemable Convertible Notes

The following is a discussion of the material U.S. federal income tax consequences of the ownership and disposition of the redeemable convertible notes, or
the “notes,” to holders of Targacept common stock who receive such notes as part of the pre-closing dividend, but does not purport to be a complete analysis
of all potential tax effects. The effects of other U.S. federal tax laws, such as estate and gift tax laws, and any applicable state, local, or foreign tax laws are
not discussed. This discussion is based on the Code, U.S. Treasury Regulations promulgated thereunder, judicial decisions, and published rulings and
administrative pronouncements of the IRS in effect as of the date of the merger. These authorities may change or be subject to differing interpretations. Any
such change may be applied retroactively in a manner that could adversely affect a holder of Targacept common stock.

This discussion is limited to holders who hold their notes as a “capital asset” within the meaning of Section 1221 of the Code (generally, property held for
investment). This discussion does not address all U.S. federal income tax consequences relevant to the particular circumstances of a holder of notes, including
the impact of the Medicare contribution tax on net investment income. In addition, it does not address consequences relevant to holders of notes that are
subject to particular rules, including, without limitation:

. persons subject to the alternative minimum tax;

. persons whose functional currency is not the U.S. dollar;

. persons holding notes as part of a hedge, straddle, or other risk reduction strategy or as part of a conversion transaction or other integrated investment;
. persons who are not U.S. Holders;

. banks, insurance companies, and other financial institutions;

. real estate investment trusts or regulated investment companies;

. brokers, dealers, or traders in securities;

. partnerships or other entities or arrangements treated as partnerships for U.S. federal income tax purposes (and investors therein);

. tax-exempt organizations or governmental organizations;

. persons deemed to sell notes under the constructive sale provisions of the Code;
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. persons who hold or receive notes pursuant to the exercise of any employee stock options or otherwise as compensation; and
. tax-qualified retirement plans.

Except where specified, this discussion is limited to holders of notes that are U.S. Holders. For purposes of this discussion, a “U.S. Holder” is a beneficial
owner of a note that, for U.S. federal income tax purposes, is or is treated as:

. an individual who is a citizen or resident of the United States;

. a corporation created or organized under the laws of the United States, any state thereof, or the District of Columbia;

. an estate, the income of which is subject to U.S. federal income tax regardless of its source; or

. a trust if either a court within the United States is able to exercise primary supervision over the administration of such trust and one or more United

States persons (within the meaning of Section 7701(a)(30) of the Code) have the authority to control all substantial decisions of such trust, or the trust
has a valid election in effect under applicable Treasury Regulations to be treated as a United States person for U.S. federal income tax purposes.

If an entity treated as a partnership for U.S. federal income tax purposes holds notes, the tax treatment of a partner in the partnership will depend on the status
of the partner, the activities of the partnership and certain determinations made at the partner level. Accordingly, partnerships holding notes and the partners in
such partnerships should consult their tax advisors regarding the U.S. federal income tax consequences to them.

In addition, the following discussion does not address the tax consequences of the ownership and disposition of notes under state, local and foreign tax laws.
Furthermore, the following discussion does not address any tax consequences of transactions effectuated before, after or at the same time as the Pre-Closing
Dividend whether or not they are in connection with the Pre-Closing Dividend.

INVESTORS SHOULD CONSULT THEIR TAX ADVISORS WITH RESPECT TO THE APPLICATION OF THE U.S. FEDERAL INCOME TAX
LAWS TO THEIR PARTICULAR SITUATIONS AS WELL AS ANY TAX CONSEQUENCES OF THE PRE-CLOSING DIVIDEND ARISING
UNDER THE U.S. FEDERAL ESTATE OR GIFT TAX LAWS OR UNDER THE LAWS OF ANY STATE, LOCAL OR NON-U.S. TAXING
JURISDICTION OR UNDER ANY APPLICABLE INCOME TAX TREATY.

Issue Price of the Notes

Generally, for U.S. federal income tax purposes, debt instruments are treated as issued with “original issue discount,” or OID, in an amount equal to the
difference between their “stated redemption price at maturity” (the sum of all payments to be made on the Notes other than “qualified stated interest”) and
their “issue price.”

Because the notes are being issued as a distribution with respect to Targacept stock, they are subject to special rules under the Treasury Regulations governing
the determination of OID. Under these rules, the determination of the “issue price” of the notes depends on whether the notes are “publicly traded” for U.S.
federal income tax purposes. In general, a debt instrument constitutes a publicly traded debt instrument for U.S. federal income tax purposes if certain pricing
or quotation information is available with respect to such debt instrument. However, the rules also provide that for these purposes, a debt instrument will not
be treated as publicly traded if the stated principal amount of the debt issuance does not exceed $100 million. Accordingly, the notes will not be “publicly
traded” for U.S. federal income tax purposes.

Since the notes are not “publicly traded” for purposes of the OID rules, their issue price will be equal to their “stated redemption price at maturity” (and hence
will not have OID) unless the notes are deemed not to pay
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“adequate stated interest.” In that event, the issue price of the notes would be equal to their “imputed principal amount,” which is the sum of the present
values of all payments due under the notes, using a discount rate equal to a statutory “applicable federal rate.”

We intend to take the position that since the notes do not pay cash interest, they do not pay “adequate stated interest,” and that their issue price will therefore
be equal to their “imputed principal amount.” We intend to determine the issue price of the notes and to report the resulting OID on the notes accordingly to
U.S. Holders. We also intend to take the position that the fair market value of the notes (which determines a holder’s tax basis in the notes as well as the
amount of the distribution reported to holders, as described above) is equal to the imputed principal amount of the notes. If this is not the case, then holders
could also be subject to either the “market discount” or “acquisition premium” rules of the Code. The determination described above is not free from doubt.
U.S. Holders of notes are urged to consult their tax advisors concerning the application of the OID rules to the notes, as well as the potential applicability of
the market discount and acquisition premium rules. The remainder of this discussion assumes that the notes will be treated as having OID as described above.

Original Issue Discount

A U.S. Holder must generally include OID in gross income as it accrues over the term of the notes without regard to such holder’s regular method of
accounting for U.S. federal income tax purposes. The amount of OID that must be included in income will generally equal the sum of the “daily portions” of
OID with respect to the note for each day during the taxable year or portion of the taxable year in which the holder held such note (“accrued OID”). The daily
portion is determined by allocating to each day in any “accrual period” a pro rata portion of the OID allocable to that accrual period. The “accrual period” for
a note may be of any length and may vary in length over the term of the note, provided that each accrual period is no longer than one year and each scheduled
payment of principal or interest occurs on the first day or the final day of an accrual period. The amount of OID allocable to any accrual period other than the
final accrual period is an amount equal to the product of the note’s adjusted issue price at the beginning of such accrual period (as described below) and its
yield to maturity (determined on the basis of compounding at the close of each accrual period and properly adjusted for the length of the accrual period). OID
allocable to a final accrual period is the difference between the amount payable at maturity and the adjusted issue price at the beginning of the final accrual
period.

The “yield to maturity” of a note is the discount rate that causes the present value of all payments on the note as of its original issue date to equal the issue
price of such note. In the case of a note, that rate will be equal to the rate used to determine the “imputed principal amount” as described above. The “adjusted
issue price” of a Note at the beginning of any accrual period is equal to its issue price increased by the accrued OID for each prior accrual period and reduced
by any cash payments previously made on such Note. Under these rules, you generally will have to include in income increasingly greater amounts of OID in
successive accrual periods.

The rules regarding OID, especially as they apply to the notes, are complex and the rules described above may not apply in all cases. Accordingly, U.S.
Holders of notes should consult their own tax advisors regarding their application.

Sale, Exchange, Retirement or Other Taxable Disposition of Notes

Except as provided below under “Conversion of notes” a U.S. Holder will generally recognize gain or loss upon the sale, exchange, redemption or other
taxable disposition of a note equal to the difference between the amount realized upon the sale, exchange, redemption or other taxable disposition and such
U.S. Holder’s adjusted tax basis in the note. As described above, a U.S. Holder’s adjusted tax basis in a note will generally be equal to the fair market value of
the note as of the date of the pre closing dividend, increased by OID previously included in income. Any gain or loss recognized on a taxable disposition of
the note will be capital gain or loss. If, at the time of the sale, exchange, redemption or other taxable disposition of the note, a U.S. holder held the note for
more than one year, such U.S. Holder’s gain or loss will be a long-term capital gain or loss. Otherwise, such gain
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or loss will be a short-term capital gain or loss. In the case of certain non-corporate U.S. Holders (including individuals), long-term capital gain generally will
be subject to a reduced rate of U.S. federal income tax. A U.S. Holder’s ability to deduct capital losses may be limited.

Consolidations and Mergers

In certain situations, Targacept may consolidate with or merge into another entity as described under “Description of the Convertible Notes—
Recapitalizations, Reclassifications and Changes to Targacept’s Common Stock” beginning on page 300. Depending on the circumstances, a change in the
obligor of the notes as the result of a consolidation or merger could result in a deemed taxable exchange to a U.S. Holder, and the modified note could be
treated as newly issued at that time, potentially resulting in the recognition of taxable gain or loss by a U.S. Holder. In addition, the tax consequences to a U.S.
Holder on a conversion of the notes may be materially different than as described herein if the notes become convertible into stock, securities or other
property (including stock or securities of a different issuer) other than Targacept common stock. U.S. Holders should consult their own tax advisors regarding
the consequences to them of a consolidation or merger.

Conversion of Notes

The conversion of a note into Targacept common stock should generally be treated as a recapitalization for U.S. federal income tax purposes. Accordingly, a
U.S. Holder generally will not recognize any income, gain or loss upon conversion of a note. The tax basis of the shares of common stock received upon such
a conversion would equal the tax basis of the note that was converted.

Constructive Distributions

The conversion rate of the notes will be adjusted in specified circumstances, as described under the heading “Description of the Convertible Notes—
Conversion of Notes—Conversion Rate Adjustments” beginning on page 295. Under the Code and applicable Treasury regulations, adjustments (or failures
to make adjustments) that have the effect of increasing a U.S. Holder’s proportionate interest in our assets or earnings may in some circumstances result in a
deemed distribution to a U.S. Holder for U.S. federal income tax purposes. Adjustments to the conversion rate made pursuant to a bona fide reasonable
adjustment formula that has the effect of preventing the dilution of the interest of the holders of the notes, however, will generally not be considered to result
in a deemed distribution to a U.S. Holder. Some of the possible conversion rate adjustments provided in the notes (including, without limitation, adjustments
in respect of taxable dividends to holders of our common stock will generally not qualify as being pursuant to a bona fide reasonable adjustment formula. If
such adjustments are made, a U.S. Holder will be deemed to have received a distribution even though the U.S. Holder has not received any cash or property
as a result of such adjustments. Any deemed distributions will be taxable as a dividend, return of capital, or capital gain as described generally in “Material
U.S. Federal Income Tax Consequences of the Pre-Closing Dividend to Holders of Targacept Common Stock—Tax Consequences of the Pre-Closing
Dividend” beginning on page 101. U.S. Holders should consult their tax advisors as to whether such deemed distributions are eligible for the preferential rates
of U.S. federal income tax applicable in respect of dividends received or the dividends received deduction. Because a constructive dividend deemed received
by a U.S. Holder would not give rise to any cash from which any applicable withholding could be satisfied, if Targacept pays backup withholding as
described in “—Information Reporting and Backup Withholding” below, on behalf of a U.S. Holder (because such U.S. Holder failed to establish an
exemption from backup withholding), Targacept may, at its option, set off any such payment against payments of cash and common stock payable on the
notes (or, in some circumstances, against any payments on the common stock).

Information Reporting and Backup Withholding

Information reporting requirements generally will apply to certain payments of principal (including OID) on the notes and to the proceeds of a sale, exchange
or other disposition of a note paid to a U.S. Holder unless the U.S.
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Holder is an exempt recipient such as a corporation. Backup withholding will apply to those payments if the U.S. Holder fails to provide its correct taxpayer
identification number, or certification of exempt status, or if the U.S. Holder is notified by the IRS that it has failed to report in full certain payments. Any
amounts withheld under the backup withholding rules will be allowed as a refund or a credit against a U.S. Holder’s U.S. federal income tax liability provided
the required information is furnished timely to the IRS.

Material U.S. Federal Income Tax Consequences for Non-U.S. Holders of Notes

The discussion below applies to beneficial owners of notes that are not U.S. Holders or entities treated as partnerships for U.S. federal income tax purposes
(such beneficial owners, “Non-U.S. Holders”).

Constructive Distributions

Any deemed distributions paid to a Non-U.S. Holder resulting from some adjustments, or failure to make adjustments, to the conversion rate, as described
under “The Merger—Material U.S. Federal Income Tax Consequences of the Ownership of the Redeemable Convertible Notes—Constructive Distributions”
beginning on page 110, that are treated as dividends for U.S. federal income tax purposes will be subject to withholding tax at a 30% rate or such lower rate as
may be specified by an applicable income tax treaty. However, dividends that are effectively connected with the conduct of a trade or business within the
United States and, where a tax treaty applies, are attributable to a U.S. permanent establishment or fixed base, are not subject to the withholding tax, but
instead are subject to U.S. federal income tax on a net income basis at applicable graduated individual or corporate rates. Certification requirements and
disclosure requirements must be complied with in order for effectively connected income to be exempt from withholding. Any such effectively connected
income received by a foreign corporation may, under some circumstances, be subject to an additional branch profits tax at a 30% rate (or such lower rate as
may be specified by an applicable income tax treaty). Because a constructive dividend deemed received by a Non-U.S. Holder would not give rise to any cash
from which any applicable withholding tax could be satisfied, if Targacept pays withholding taxes on behalf of a Non-U.S. Holder, it may, at its option, set off
any such payment against payments of cash and common stock payable on the notes (or, in some circumstances, against any payments on the common stock).

A Non-U.S. Holder who wishes to claim the benefit of an applicable treaty rate is required to satisfy applicable certification and other requirements. If a Non-
U.S. Holder is eligible for a reduced rate of U.S. withholding tax pursuant to an income tax treaty, it may obtain a refund of any excess amounts withheld by
timely filing an appropriate claim for refund with the IRS.

Payments of OID
The 30% U.S. federal withholding tax will not apply to any payment of OID on the notes under the “portfolio interest rule,” provided that:
*  OID paid on the notes is not effectively connected with the Non-U.S. Holder’s conduct of a trade or business in the United States;

+ the Non-U.S. Holder does not actually (or constructively) own 10% or more of the total combined voting power of all classes of our voting stock
within the meaning of the Code and applicable United States Treasury Regulations;

» the Non-U.S. Holder is not a controlled foreign corporation that is related to us actually or constructively through stock ownership;
» the Non-U.S. Holder is not a bank whose receipt of OID on the notes is described in Section 881(c)(3)(A) of the Code; and

» either (a) the Non-U.S. Holder provides its name and address on an IRS Form W-8BEN (or other applicable form), and certifies, under penalties
of perjury, that it is not a United States person as
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defined under the Code or (b) the Non-U.S. Holder holds its notes through certain foreign intermediaries and satisfies the certification
requirements of applicable United States Treasury regulations. Special certification rules apply to non-U.S. holders that are pass-through entities
rather than corporations or individuals.

If the Non-U.S. Holder cannot satisfy the requirements described above, payments of OID will be subject to the 30% U.S. federal withholding tax, unless the
Non-U.S. Holder provides us with a properly executed:

* IRS Form W-8BEN (or other applicable form) certifying an exemption from or reduction in withholding under the benefit of an applicable
income tax treaty; or

* IRS Form W-8ECI (or other applicable form) certifying OID paid on the Notes is not subject to withholding tax because it is effectively
connected with the conduct of a trade or business in the United States (as discussed below under “—U.S. Federal Income Tax”).

The 30% U.S. federal withholding tax generally will not apply to any payment of principal or gain realized on the sale, exchange, retirement or other
disposition of a note.

Sale, Exchange, Conversion or Other Taxable Disposition of Notes

Gain realized by a Non-U.S. Holder on the sale, exchange, conversion or other taxable disposition of a note generally would be exempt from U.S. federal
income tax unless:

+ the gain is effectively connected with the Non-U.S. Holder’s conduct of a trade or business within the United States (and, if required by an
applicable income tax treaty, the Non-U.S. Holder maintains a permanent establishment in the United States to which such gain is attributable);

+ the Non-U.S. Holder is an individual who is present in the United States for 183 or more days in the taxable year of the merger and certain other
conditions exist; or

»  Targacept is or has been a U.S. real property holding corporation for U.S. federal income tax purposes, the Non-U.S. Holder held, actually or
constructively, at any time during the five-year period ending on the date of the merger, more than 5 percent of Targacept’s common stock, and
such Non-U.S. Holder is not eligible for any treaty exemption.

Gain described in the first bullet point above will generally be subject to U.S. federal income tax on a net income basis at the regular graduated U.S. federal
income tax rates applicable to a U.S. Holder. A Non-U.S. Holder that is a corporation also may be subject to a branch profits tax at a rate of 30% (or such
lower rate specified by an applicable income tax treaty) on such effectively connected gain, as adjusted for certain items.

Gain described in the second bullet point above will be subject to U.S. federal income tax at a rate of 30% (or such lower rate specified by an applicable
income tax treaty), which may be offset by certain U.S. source capital losses of the Non-U.S. Holder (even though the individual is not considered a resident
of the United States), provided the Non-U.S. Holder has timely filed U.S. federal income tax returns with respect to such losses.

Targacept believes it is not and has not been, and does not anticipate becoming prior to the Pre-Closing Dividend a U.S. real property holding corporation for
U.S. federal income tax purposes.

Information Reporting and Backup Withholding

A Non-U.S. Holder will be subject to information reporting and, depending on the circumstances, backup withholding with respect to payments of OID and
the proceeds of the sale of a note within the United States or conducted through specified U.S.-related financial intermediaries, unless the Non-U.S. Holder
certifies its exempt status by providing a properly executed IRS Form W-8BEN or Form W-8BEN-E (or other applicable Form W-8) (and Targacept and the
relevant financial intermediaries do not have actual knowledge or reason to know that a holder is a U.S. person, as defined under the Code, that is not an
exempt recipient) or the Non-U.S. Holder otherwise establishes an exemption.
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Backup withholding is not an additional tax. Any amounts withheld under the backup withholding rules may be refunded or allowed as a credit against the
noteholder’s federal income tax liability, if any, provided the required information is timely furnished to the IRS. Holders of notes should consult their tax
advisors regarding their qualification for an exemption from backup withholding and the procedures for obtaining such an exemption.

FATCA Withholding

Withholding taxes may be imposed under Sections 1471 to 1474 of the Code (such Sections commonly referred to as the Foreign Account Tax Compliance
Act, or FATCA, on certain types of payments made to non-U.S. financial institutions and certain other non-U.S. entities. Specifically, a 30% withholding tax
will be imposed on payments of interest, dividends, and other fixed or determinable annual or periodical gains, profits and income currently and payments of
gross proceeds from the sale, exchange or other disposition of shares, debt instruments or other property of a type which can produce U.S.-source interest or
dividends made after December 31, 2016 to a “foreign financial institution” or a “non-financial foreign entity” (each as defined in the Code), unless (1) the
foreign financial institution undertakes certain diligence and reporting obligations, (2) the non-financial foreign entity either certifies it does not have any
“substantial United States owners” (as defined in the Code) or furnishes identifying information regarding each substantial United States owner, or (3) the
foreign financial institution or non-financial foreign entity otherwise qualifies for an exemption from these rules. If the payee is a foreign financial institution
and is subject to the diligence and reporting requirements in (1) above, it must enter into an agreement with the U.S. Department of the Treasury requiring,
among other things, that it undertake to identify accounts held by certain “specified United States persons” or “United States-owned foreign entities” (each as
defined in the Code), annually report certain information about such accounts, and withhold 30% on certain payments to non-compliant foreign financial
institutions and certain other account holders. Foreign financial institutions located in jurisdictions that have an intergovernmental agreement with the United
States governing FATCA may be subject to different rules. Non-U.S. Holders should consult their tax advisors regarding the potential application of
withholding under FATCA.

NASDAQ Stock Market Listing

Targacept common stock currently is listed on The NASDAQ Global Select Market under the symbol “TRGT.” Targacept has agreed to use commercially
reasonable efforts to maintain its existing listing on The NASDAQ Global Select Market, and to obtain approval for listing on The NASDAQ Global Select
Market (or such other NASDAQ market on which Targacept’s common stock is then listed) of the shares of Targacept common stock that Catalyst
stockholders will be entitled to receive pursuant to the merger. In addition, under the Merger Agreement, each party’s obligation to complete the merger is
subject to the satisfaction or waiver by each of the parties, at or prior to the merger, of various conditions, including that Targacept must have caused the
shares of Targacept common stock to be issued in the merger to be approved for listing on The NASDAQ Global Select Market as of the closing of the
merger.

Prior to completion of the merger, Targacept intends to file an initial listing application with The NASDAQ Global Select Market pursuant to NASDAQ
“reverse merger” rules. If such application is accepted, Targacept anticipates that its common stock will be listed on The NASDAQ Global Select Market
following the closing of the merger under the trading symbol “CBIO.”

Anticipated Accounting Treatment

The merger will be treated by Targacept as a reverse merger under the acquisition method of accounting in accordance with accounting principles generally
accepted in the United States. For accounting purposes, Catalyst is considered to be acquiring Targacept in this transaction. The transaction will be accounted
for under the acquisition method of accounting under existing U.S. generally accepted accounting principles, or GAAP, which are subject to change and
interpretation. Under the acquisition method of accounting, management of Targacept and Catalyst have made a preliminary estimated purchase price
calculated as described in Note 1 to the unaudited
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pro forma condensed combined financial statements. The net tangible and intangible assets acquired and liabilities assumed in connection with the transaction
are at their estimated acquisition date fair values. The acquisition method of accounting is dependent upon certain valuations and other studies that have yet to
commence or progress to a stage where there is sufficient information for a definitive measurement. A final determination of these estimated fair values,
which cannot be made prior to the completion of the transaction, will be based on the actual net tangible and intangible assets of Targacept that exist as of the
date of completion of the transaction.

Appraisal Rights and Dissenters’ Rights
Overview

Under Delaware laws regarding stockholders’ appraisal rights and/or dissenters’ rights, stockholders of Catalyst who do not provide written consent in favor
of the approval of merger and adoption of the Merger Agreement may, under certain conditions, become entitled to be paid cash for the fair value of their
stock in lieu of the consideration set forth in the Merger Agreement.

The Merger Agreement provides that shares of capital stock of Catalyst that are outstanding immediately prior to the effective time of the merger and have not
been voted in favor of the merger will not be converted into the consideration set forth in the Merger Agreement if the holder of the shares validly exercises
and perfects statutory appraisal rights and/or dissenters’ rights with respect to the shares, although the shares will be automatically converted into the
consideration set forth in the Merger Agreement on the same basis that all other shares of capital stock of Catalyst are converted in the merger when and if the
holder of those shares fails to perfect or who effectively have withdrawn or lost his, her or its appraisal rights and/or dissenters’ rights.

Holders of Catalyst capital stock considering exercising appraisal and/or dissenters’ rights should be aware that the “fair value” of their shares of Catalyst
capital stock as so determined by the Delaware Court of Chancery could be more than, the same as or less than the consideration they would receive pursuant
to the merger if they did not seek appraisal of their shares of Catalyst capital stock. Catalyst does not anticipate offering more than the merger consideration
set forth in the Merger Agreement to any stockholder exercising appraisal rights or dissenters’ rights and reserves its right to assert, in any appraisal
proceeding or court proceeding, that for purposes of Section 262 of the Delaware Law, the fair value of a share of its capital stock is less than such merger
consideration.

The process of exercising appraisal rights and/or dissenters’ rights requires strict compliance with technical prerequisites. Stockholders wishing to exercise
such rights should consult with their own legal counsel in connection with compliance with Section 262 of the Delaware Law. Any stockholder who fails to
comply with the requirements of Section 262 of the Delaware Law, attached as Annex C to this proxy statement/prospectus/information statement, will forfeit
its appraisal rights or dissenters’ rights and will receive the consideration set forth in the Merger Agreement in exchange for its shares of capital stock of
Catalyst.

Under the Merger Agreement, Catalyst is obligated to give Targacept prompt notice of any demands for appraisal received by Catalyst and related
communications and the opportunity to direct all negotiations and proceedings with respect to demands for appraisal under the Delaware Law. Catalyst may
not, except with the prior written consent of Targacept, make any payments with respect to any demands for appraisal or offer to settle or settle any such
demands.

Appraisal Rights under Delaware Law

The following is a summary of the statutory procedures to be followed under Section 262 of the Delaware Law, the full text of which is attached hereto as
Annex C to this proxy statement/prospectus/proxy statement/prospectus/information statement and is incorporated herein by reference. The summary does not
purport to be a complete statement of, and is qualified in its entirety by reference to, Section 262 of the Delaware Law and to any amendments to such section
after the date of this proxy statement/prospectus/information statement. Failure
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to follow any of the procedures of Section 262 of the Delaware Law may result in termination or waiver of appraisal rights under Section 262 of the Delaware
Law. Stockholders of Catalyst should assume that Catalyst will take no action to perfect any appraisal rights of any stockholder. Any stockholder of Catalyst
who desires to exercise its appraisal rights should review carefully Section 262 of the Delaware Law and is urged to consult its legal advisor before electing
or attempting to exercise such rights.

Only a holder of record of shares of capital stock of Catalyst who has not consented to the merger will be entitled to seek appraisal. The demand for appraisal
must be executed by or for the holder of record, fully and correctly, as such holder’s name appears on the holder’s certificates evidencing shares of capital
stock of Catalyst. If the shares are owned of record in a fiduciary capacity, such as by a trustee, guardian or custodian, the demand should be made in that
capacity, and if the shares are owned of record by more than one person, as in a joint tenancy or tenancy in common, the demand must be made by or for all
owners of record. An authorized agent, including one or more joint owners, may execute the demand for appraisal for a holder of record; however, such agent
must identify the record owner or owners and expressly disclose in such demand that the agent is acting as agent for the record owner or owners of such
shares. A record holder, such as a broker who holds shares of capital stock of Catalyst as a nominee for beneficial owners, some or all of whom desire to
demand appraisal, must exercise rights on behalf of such beneficial owners with respect to the shares held for such beneficial owners. In such case, the written
demand for appraisal should set forth the number of shares covered by such demand. Unless a demand for appraisal specifies a number of shares, such
demand will be presumed to cover all shares held in the name of such record owner.

Under Sections 228(e) and 262(d)(2) of the Delaware Law, Catalyst is required to mail to each holder of capital stock of Catalyst who has not consented in
writing to the adoption and approval of the Merger Agreement and the merger and the transactions contemplated thereby a notice of corporate action taken
without a meeting and notice of availability of appraisal rights. The notice of corporate action taken without a meeting, notice of availability of appraisal
rights and a copy of Section 262 of the Delaware Law must be delivered to the applicable stockholders of Catalyst by either Catalyst following receipt of the
requisite approval of the adoption and approval of the Merger Agreement, the merger and the transactions contemplated thereby, or by Catalyst or the
surviving corporation within ten days following the effective date of the merger. Such notice, if given on or after the effective date of the merger, must also
notify the stockholders of the effective date of the merger.

Any stockholder entitled to appraisal rights may, on or before 20 days after the date of mailing of the notice of corporate action taken without a meeting and
notice of availability of appraisal rights, demand in writing from Catalyst an appraisal of its shares of capital stock of Catalyst. Such demand will be sufficient
if it reasonably informs Catalyst of the identity of the stockholder and that the stockholder intends to demand an appraisal of the stockholder’s shares. Failure
to make such a demand on or before the expiration of such 20-day period will foreclose a stockholder’s rights to appraisal. If the notice of corporate action
taken without a meeting did not notify the stockholders of the effective date of the merger, either (a) Catalyst must send a second notice before the effective
date of the merger notifying each stockholder entitled to appraisal rights of the effective date of the merger or (b) Catalyst or the surviving corporation will
send such second notice to each stockholder entitled to appraisal rights on or within ten days after the effective date of the merger, provided, however, that if
such second notice is sent more than 20 days following the sending of the first notice, such second notice need only be sent to each stockholder entitled to
appraisal rights who has demanded appraisal rights of its shares in accordance with Section 262(d) of the Delaware Law. This proxy
statement/prospectus/information statement, together with the accompanying notice, constitutes the aforementioned notice in accordance with
Section 262(D)(2) of Delaware Law.

Any stockholder who elects to exercise appraisal rights must mail or deliver the written demand for appraisal to:

Catalyst Biosciences, Inc.

260 Littlefield Ave.

South San Francisco, CA 94080
Attention: Fletcher Payne
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A stockholder may withdraw a demand for appraisal within 60 days after the effective date of the merger. Thereafter, the written approval of Catalyst will be
needed for such a withdrawal. Upon withdrawal of a demand for appraisal, the right of such stockholder to an appraisal shall cease and such stockholder will
become entitled to receive the consideration set forth in the Merger Agreement in exchange for its shares of capital stock of Catalyst.

Within 120 days after the effective date of the merger, in compliance with Section 262 of the Delaware Law, any stockholder of Catalyst who is a “dissenting
stockholder,” which means that such stockholder has properly demanded an appraisal and has not withdrawn the stockholder’s demand as provided above,
and Catalyst will each have the right to file in the Delaware Court of Chancery a petition demanding a determination of the value of the shares held by all of
the dissenting stockholders. If, within 120 days after the effective date of the merger, no petition shall have been filed as provided above, all rights to
appraisal will cease and all of the dissenting stockholders who owned shares of capital stock of Catalyst will become entitled to receive the consideration set
forth in the Merger Agreement in exchange for their shares of capital stock of Catalyst. Catalyst is not obligated and does not currently intend to file such a
petition. Any dissenting stockholder is entitled, within 120 days after the effective time of the merger and upon written request to Catalyst, to receive from
Catalyst a statement setting forth the aggregate number of shares not voted in favor of the merger and with respect to which demands for appraisal have been
received and the aggregate number of dissenting stockholders.

Upon the filing of a petition by a dissenting stockholder, service of a copy thereof shall be made upon Catalyst, which shall within 20 days after such service
file in the office of the Register in Chancery in which the petition was filed a duly verified list containing the names and addresses of all dissenting
stockholders who have demanded payment for their shares and with whom agreements as to the value of their shares have not been reached by Catalyst. The
Register in Chancery, if so ordered by the Delaware Court of Chancery, shall give notice of the time and place fixed for the hearing of such petition by
registered or certified mail to Catalyst and to the dissenting stockholders shown on the list. Such notice shall also be given by one or more publications at
least one week before the day of the hearing, in a newspaper of general circulation published in the City of Wilmington, Delaware or such publication as the
Delaware Court of Chancery deems advisable. The costs relating to these notices will be borne by Catalyst.

If a hearing on the petition is held, the Delaware Court of Chancery is empowered to determine which dissenting stockholders have complied with the
provisions of Section 262 of the Delaware Law and are entitled to an appraisal of their shares. The Delaware Court of Chancery may require that dissenting
stockholders submit their share certificates to the Register in Chancery for notation thereon of the pendency of the appraisal proceedings. The Delaware Court
of Chancery is empowered to dismiss the proceedings as to any dissenting stockholder who does not comply with such requirement. Accordingly, dissenting
stockholders are cautioned to retain their share certificates pending resolution of the appraisal proceedings.

The Delaware Court of Chancery will appraise the shares, determining their fair value exclusive of any element of value arising from the accomplishment or
expectation of the merger, together with a fair rate of interest, if any, to be paid upon the amount determined to be the fair value. In determining the fair value,
the Court shall take into account all relevant factors, and in determining the fair rate of interest, the Court may consider all relevant factors. In Weinberger v.
UOP, Inc. et al., decided February 1, 1983, the Delaware Supreme Court expanded the considerations that could be considered in determining fair value in an
appraisal proceeding, stating that “proof of value by any techniques or methods which are generally considered acceptable in the financial community and
otherwise admissible in court” should be considered and that “fair price obviously requires consideration of all relevant factors involving the value of a
company.” The Delaware Supreme Court stated, in making this determination of fair value, that the court must consider market value, asset value, dividends,
earnings, prospects, the nature of the enterprise and any other factors which could be ascertained as of the date of the merger which “throw any light on future
prospects of the merged corporation.” The Delaware Supreme Court noted that Section 262 of the Delaware Law provides that fair value is to be determined
“exclusive of any element of value arising from the accomplishment or expectation of the merger.” In Weinberger, the Delaware Supreme Court held that
“elements of future value, including the nature of the enterprise, which are known or susceptible of proof as of the date of the merger and not the product of
speculation, may be considered.”
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Upon application by Catalyst or by any dissenting stockholder entitled to participate in the appraisal proceeding, the Delaware Court of Chancery may, in its
discretion, permit discovery or other pretrial proceedings and may proceed to trial upon the appraisal prior to the final determination of the stockholders
entitled to an appraisal. Any stockholder whose name appears on the list of dissenting stockholders filed by Catalyst described above and who has submitted
such stockholder’s certificates of stock to the Register in Chancery, if such is required, may participate fully in all proceedings until it is finally determined
that such stockholder is not entitled to appraisal rights.

The Delaware Court of Chancery may also (a) determine a fair rate of interest (simple or compound), if any, to be paid to dissenting stockholders in addition
to the fair value of the shares for the period from the effective time of the merger to the date of payment, (b) assess costs of the proceeding among the parties
as the Court deems equitable in the circumstances, and (c) upon applicable of a dissenting stockholder, order all or a portion of the expenses incurred by any
dissenting stockholder in connection with the appraisal proceeding, including, without limitation, reasonable attorney’s fees and fees and expenses of experts,
to be charged pro rata against the value of all shares entitled to appraisal. Determinations by the Delaware Court of Chancery are subject to appellate review
by the Delaware Supreme Court.

From and after the effective date of the merger, no dissenting stockholder shall be entitled to vote such Catalyst stock for any purpose or to receive payment
of dividends or other distributions on the stock (except dividends or other distributions payable to stockholders of record at a date which is prior to the
effective date of the merger). If no petition for an appraisal shall be filed within 120 days after the effective date of the merger, or if such stockholder shall
deliver to Catalyst a written withdrawal of such stockholder’s demand for an appraisal and an acceptance of the merger, either within 60 days after the
effective date of the merger or thereafter with the written approval of Catalyst, then the right of such stockholder to an appraisal shall cease. Notwithstanding
the foregoing, no appraisal proceeding in the Court of Chancery shall be dismissed as to any stockholder without the approval of the Court, and such approval
may be conditioned upon such terms as the Court deems just.
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THE MERGER AGREEMENT

General

The following is a summary of the material terms of the Merger Agreement. Copies of the Merger Agreement, including each amendment thereto, are attached
as Annex A-1, Annex A-2 and Annex A-3 to this proxy statement/prospectus/information statement and are incorporated by reference into this proxy
statement/prospectus/information statement. The Merger Agreement has been attached to this proxy statement/prospectus/information statement to provide
you with information regarding its terms. It is not intended to provide any other factual information about Targacept, Catalyst or Merger Sub. The following
description does not purport to be complete and is qualified in its entirety by reference to the Merger Agreement. You should refer to the full text of the Merger
Agreement for details of the merger and the terms and conditions of the Merger Agreement.

The Merger Agreement contains representations and warranties that Targacept and Catalyst have made to one another as of specific dates. These
representations and warranties have been made for the benefit of the other parties to the Merger Agreement and may be intended not as statements of fact but
rather as a way of allocating the risk to one of the parties if those statements prove to be incorrect. In addition, the assertions embodied in the representations
and warranties are qualified by information in confidential disclosure schedules exchanged by the parties in connection with signing the Merger Agreement.
While Targacept and Catalyst do not believe that these disclosure schedules contain information required to be publicly disclosed under the applicable
securities laws, other than information that has already been so disclosed, the disclosure schedules do contain information that modifies, qualifies and creates
exceptions to the representations and warranties set forth in the attached Merger Agreement. Accordingly, you should not rely on the representations and
warranties as current characterizations of factual information about Targacept or Catalyst, because they were made as of specific dates, may be intended
merely as a risk allocation mechanism between Targacept, Merger Sub and Catalyst and are modified by the disclosure schedules.

Structure

Subject to the terms and conditions of the Merger Agreement, and in accordance with Delaware law, at the completion of the merger, Merger Sub, a wholly
owned subsidiary of Targacept formed by Targacept in connection with the merger, will merge with and into Catalyst, with Catalyst surviving as a wholly
owned subsidiary of Targacept.

Completion and Effectiveness of the Merger

The merger will be completed as promptly as practicable after all of the conditions to completion of the merger are satisfied or waived, including the approval
of the stockholders of Targacept and Catalyst. Targacept and Catalyst are working to complete the merger as quickly as practicable. However, Targacept and
Catalyst cannot predict the exact timing of the completion of the merger because it is subject to various conditions.

Merger Consideration

At the effective time of the merger, each outstanding share of capital stock of Catalyst will be converted into the right to receive that number of shares of
Targacept common stock as determined pursuant to the Exchange Ratio described in the Merger Agreement. No fractional shares of Targacept common stock
will be issued in connection with the merger. Instead, each Catalyst stockholder who otherwise would be entitled to receive a fractional share of Targacept
common stock (after aggregating all fractional shares of Targacept common stock issuable to such holder) will be entitled to receive an amount in cash
representing such holder’s proportionate interest, if any, in the proceeds from the sale of the aggregated fractional shares by the Exchange Agent (reduced by
any fees of the Exchange Agent attributable to such sale) at the then prevailing prices on the NASDAQ Global Select Market.

118



Table of Contents

Exchange Ratio

The Exchange Ratio, or ER, will be calculated to the nearest 1/10,000 of a share based on the following formula:

ER = MS
CS +CO

where,
MS = the total number of Merger Shares, described below;

CS = the number of shares of Catalyst common stock (giving effect to the conversion of all shares of Catalyst preferred stock) outstanding as of
immediately prior to the effective time; and

CO = the number of shares of Catalyst common stock issuable, without duplication, upon the exercise of (i) certain agreed to “in-the-money”
options to purchase Catalyst common stock and (ii) any warrants and other securities issued on or after March 5, 2015 exercisable or convertible into
shares of Catalyst common stock (regardless of the exercise or conversion price of such securities), in each case whether vested or unvested, and not

including certain outstanding “out-of-the-money” warrants representing the right to purchase 1,017,528 shares of Catalyst common stock, on an as-
converted basis.

The total number of Merger Shares (MS) will be calculated based on the following formula:

MS = CP x TS+ TO
100% - CP

where,
CP = the Catalyst Percentage, described below;
TS = the number of shares of Targacept common stock outstanding as of immediately prior to the effective time;

TO = the number of shares of Targacept common stock issuable upon the exercise of certain agreed to “in-the-money” options to purchase
Targacept common stock, whether vested or unvested.

The Catalyst Percentage (CP) will be calculated based on the following formula:

CP =100% x $48,000,000 + NCa
$83,000,000 + NCp

where,

NCa = an adjustment based on Catalyst “net cash” as of a determination date prior to the closing of the merger, which may be a negative number,
but which may not exceed $1,000,000, calculated by subtracting NC from NCpg where,

NCrt = $5,000,000, reduced by $150,000 for each week after July 29, 2015 until the effective time of the merger; and

NCp = cash and cash equivalents, less certain expenses related to the merger and certain other liabilities (not including payroll expenses or
liabilities budgeted in the ordinary course of business), and excluding any revenues from Catalyst’s collaboration agreements received after March 5,
2015 (referred to as Catalyst’s “net cash”).

For illustrative purposes only, two example scenarios calculating the Exchange Ratio are described below. These examples have assumed, solely for the
hypothetical calculations set forth in this section, that at the effective time of the merger: (i) 34,310,264 shares of Targacept common stock are outstanding
(TS) and 374,820 shares of
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Targacept common stock subject to “in-the-money” options are outstanding (TO); (ii) 6,618,792 shares of Catalyst common stock subject to “in-the-money”
options are outstanding and no additional convertible Catalyst securities have been issued since March 5, 2015 (CO); and (iii) two weeks have elapsed since
July 29, 2015, such that Catalyst’s target net cash at closing is $4,700,000 (NCT). Further, these examples do not give effect to the reverse stock split of
Targacept common stock prior to the closing and are subject to the payment of cash in lieu of fractional shares.

Case 1: Between March 5, 2015 and the effective time, Catalyst has issued options to purchase 375,000 shares of common stock and convertible preferred
stock convertible into an additional 35,000,000 shares of common stock immediately prior to closing, and as of the effective time, Catalyst’s net cash is
$5,000,000.

In this case, the excess of Catalyst’s net cash over target will be $300,000 such that the Catalyst Percentage, CP, will be 58.0%. As a result, the Merger Shares,
MS, will equal 47,865,416, and, because the outstanding shares of Catalyst common stock immediately prior to the effective time, CS, will be 158,991,265,
and the number of “in-the-money” and new options immediately prior to the effective time, CO, will be 6,993,792, the Exchange Ratio will be 0.2884.

Therefore, if the merger had been completed based on such calculation and you owned 1,000 shares of Catalyst capital stock as of the effective time, you
would have had the right to receive 288 shares of Targacept common stock in exchange for your shares of Catalyst capital stock, plus cash in lieu of a fraction
of a share.

Case 2: Between March 5, 2015 and the effective time, Catalyst has issued convertible preferred stock convertible into an additional 20,000,000 shares of
common stock immediately prior to closing, and as of the effective time, Catalyst’s net cash is $3,800,000.

In this case, the excess of Catalyst’s net cash shortfall will be $900,000 such that the Catalyst Percentage, CP, will be 57.4%. As a result, the Merger Shares,
MS, will equal 46,676,213, and, because the outstanding shares of Catalyst common stock immediately prior to the effective time, CS, will be 143,991,265,
and the number of “in-the-money” and new options immediately prior to the effective time, CO, will be 6,993,792, the Exchange Ratio will be 0.3091.

Therefore, if the merger had been completed based on such calculation and you owned 1,000 shares of Catalyst capital stock as of the effective time, you
would have had the right to receive 309 shares of Targacept common stock in exchange for your shares of Catalyst capital stock, plus cash in lieu of a fraction
of a share.

The Exchange Ratio will be determined based in part upon the amount of “net cash” of Catalyst as of a determination date prior to the closing date
of the merger. Catalyst’s net cash balances at the determination date are subject to numerous factors, many of which are outside of Catalyst’s
control. For a more complete discussion of the determination of Catalyst’s net cash, see the section entitled “—Determination of Catalyst’s Net
Cash” below.

Determination of Catalyst’s Net Cash

For purposes of determining the Exchange Ratio and determining whether Catalyst has satisfied the condition to closing that Catalyst have at least $3.5
million in net cash as of the closing date (as calculated pursuant to the terms of the Merger Agreement), Catalyst’s net cash will be calculated shortly before
the closing date of the merger. The closing of the merger could be delayed if Targacept and Catalyst are not able to agree upon the amount of Catalyst’s net
cash as of Catalyst’s cash determination date.

Under the Merger Agreement, Catalyst’s “net cash” is defined as the amount of its (A) cash and cash equivalents (excluding any amount paid after March 5,
2015 pursuant to Catalyst’s Research and License Agreement with Wyeth or Catalyst’s License and Collaboration Agreement with ISU Abxis) less (B) the
sum of (i) any unpaid Catalyst transaction expenses incurred in connection with the merger and related transactions and (ii) any unpaid
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pre-closing liabilities or obligations relating to Catalyst’s pre-closing business operations, other than payroll expenses, other budgeted expenses in the
ordinary course of business and payables in the ordinary course of business.

One of the conditions to Targacept’s obligation to complete the merger is Catalyst’s net cash as of the closing date being no less than $3.5 million as
calculated pursuant to the provisions of the Merger Agreement, provided that such minimum amount shall be reduced by $150,000 for each week after

July 29, 2015 up to the completion of the merger. In addition, one of the conditions to Catalyst’s obligations to complete the merger is Targacept’s net cash as
of the closing date being no less than $72.0 million.

Catalyst’s net cash balance at the determination date is subject to numerous factors, many of which are outside of Catalyst’s control. If Catalyst’s net cash at
the closing date is less than $3.5 million (subject to downward adjustment as described above), based on the manner of calculating net cash pursuant to the
Merger Agreement, Catalyst would be unable to satisfy a closing condition for the merger, and Targacept could elect to waive the condition or not effect the
merger.

Determination of Targacept’s Net Cash

For purposes of determining whether Targacept has satisfied the condition to closing that Targacept have at least $72.0 million in net cash as of the closing
date (as calculated pursuant to the terms of the Merger Agreement), Targacept’s net cash will be calculated shortly before the closing of the merger. The
closing of the merger could be delayed if Targacept and Catalyst are not able to agree upon the amount of Targacept’s net cash as of Targacept’s cash
determination date.

Under the Merger Agreement, Targacept’s “net cash” is defined as the amount of (A) the cash and cash equivalents of Targacept less (B) the sum of (i) the
unpaid Targacept transaction expenses incurred in connection with the merger and related transactions as of the effective time of the merger and (ii) the net
costs of Targacept with respect to any disposition of any or all NNR Assets and liabilities relating thereto and any unpaid post-closing liabilities or obligations
relating to Targacept’s pre-closing business operations, whether or not required to be disclosed on a balance sheet of Targacept under GAAP.

Targacept’s net cash balance at the determination date is subject to numerous factors, many of which are outside of Targacept’s control. Additionally, if
Targacept’s net cash at the closing date is less than $72.0 million, based on the manner of calculating net cash pursuant to the Merger Agreement, Targacept
would be unable to satisfy a closing condition for the merger, and Catalyst could elect to terminate the Merger Agreement or waive the condition.

Cash from Targacept remaining in the combined company is expected to be $35.0 million, and it is anticipated that Catalyst will have approximately $5.0
million of cash at the time of the closing.

Targacept Stock

Each share of Targacept common stock issued and outstanding at the time of the merger will remain issued and outstanding and those shares will be
unaffected by the merger. Targacept stock options and other equity awards that are vested and unexercised immediately prior to the effective time of the
merger will also remain outstanding and be unaffected by the merger, provided that there will be an adjustment to exercise price and number of shares
underlying these options and equity awards to account for the Pre-Closing Dividend, in accordance with the terms of the Merger Agreement. Please see
“Agreements Related to the Merger—Pre-Closing Dividend” beginning on page 138. As of the closing, current Targacept equityholders will own
approximately 42% of the combined company immediately after the completion of the merger subject to any adjustments as described under “—Merger
Consideration and Adjustment.”
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Procedures for Exchanging Catalyst Stock Certificates

Promptly after the effective time of the merger, American Stock Transfer & Trust Company, LLC, as the exchange agent for the merger, will establish an
exchange fund to hold the shares of Targacept common stock to be issued to Catalyst stockholders in connection with the merger.

As promptly as practicable following the completion of the merger, the exchange agent will mail to each holder of record of Catalyst capital stock a letter of
transmittal and instructions for surrendering the record holder’s stock certificates in exchange for the shares of Targacept common stock. Upon proper
surrender of Catalyst stock certificates together with a properly completed and duly executed letter of transmittal in accordance with the exchange agent’s
instructions, the holder of such Catalyst stock certificates will be entitled to receive shares representing the number of whole shares of Targacept common
stock issuable to such holder pursuant to the merger and cash in lieu of any fractional share of Targacept common stock issuable to such holder. The
surrendered certificates representing Catalyst common stock and Catalyst preferred stock will be cancelled.

After the effective time of the merger, each certificate representing shares of Catalyst common stock or Catalyst preferred stock that has not been surrendered
will represent only the right to receive shares of Targacept common stock issuable pursuant to the merger and cash in lieu of any fractional share of Targacept
common stock to which the holder of any such certificate is entitled. No interest will be paid or accrued on any cash in lieu of fractional shares payable to
holders of Catalyst stock certificates.

Any holder or former holder of Catalyst common stock or Catalyst preferred stock may be subject to withholding under the Code, or under another provision
of state, local or foreign tax law. To the extent such amounts are withheld and paid to the appropriate governmental entity, they will be treated as having been
paid to the person to whom such amounts would otherwise have been paid.

HOLDERS OF CATALYST COMMON STOCK AND CATALYST PREFERRED STOCK SHOULD NOT SEND IN THEIR CATALYST STOCK
CERTIFICATES UNTIL THEY RECEIVE A LETTER OF TRANSMITTAL FROM THE EXCHANGE AGENT WITH INSTRUCTIONS FOR THE
SURRENDER OF CATALYST STOCK CERTIFICATES.

Fractional Shares

No fractional shares of Targacept common stock will be issuable pursuant to the merger to Catalyst stockholders. Instead, each Catalyst stockholder who
would otherwise be entitled to receive a fraction of a share of Targacept common stock, after aggregating all fractional shares of Targacept common stock
issuable to such stockholder, will be entitled to receive a cash payment in lieu of such fractional shares representing such holder’s proportionate interest, if
any, in the proceeds from the sale by the exchange agent (reduced by any fees attributable to such sale) in one or more transactions of shares of Targacept
common stock equal to the excess of (i) the aggregate number of shares of Targacept common stock issuable in exchange for all outstanding shares of
Catalyst common stock and preferred stock over (ii) the aggregate number of whole shares of Targacept common stock to be distributed to holders of Catalyst
stock certificates.

Pre-Closing Dividend

Prior to the closing of the merger, Targacept plans to declare a dividend to its stockholders that will consist of $37.0 million in aggregate principal amount of
redeemable convertible notes and approximately $19.0 million in cash, collectively referred to as the Pre-Closing Dividend. At the option of the noteholders,
the notes will be redeemable at any time within 30 months of the closing of the merger or convertible within 30 months after closing into shares of common
stock at a conversion rate of $1.313 per share, which represents 130% of the negotiated per-share value of Targacept’s assets following the anticipated Pre-
Closing Dividend. For more information on the Pre-Closing Dividend, see the section entitled “Agreements Related to the Merger—Pre-Closing Dividend,”
beginning on page 138.
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Representations and Warranties

The Merger Agreement contains customary representations and warranties made by Targacept and Catalyst relating to their respective businesses, as well as
other facts pertinent to the merger. These representations and warranties are subject to materiality, knowledge and other similar qualifications in many
respects and expire at the effective time of the merger or termination of the Merger Agreement, as further described below. The representations and warranties
of each of Targacept and Catalyst have been made solely for the benefit of the other parties and those representations and warranties should not be relied on
by any other person. In addition, those representations and warranties may be intended not as statements of actual fact, but rather as a way of allocating risk
among the parties, may have been modified by the disclosure schedules delivered in connection with the Merger Agreement, are subject to the materiality
standard described in the Merger Agreement, which may differ from what may be viewed as material by you, will not survive completion of the merger and
cannot be the basis for any claims under the Merger Agreement by the other parties after termination of the Merger Agreement, and were made only as of the
date of the Merger Agreement or another date as is specified in the Merger Agreement.

Catalyst made a number of representations and warranties to Targacept and Merger Sub in the Merger Agreement, including representations and warranties
relating to the following matters:

*  corporate organization, power, authority and qualifications to do business and corporate standing;
+  capitalization and ownership of subsidiaries;
+  corporate power and authority to enter into the Merger Agreement and to complete the merger;

» absence of any conflicts with organizational documents, required notices, consents or approvals, violations or breaches of any obligations or
applicable laws as a result of, and the completion of corporate actions necessary for, entering into the Merger Agreement and of completing the
transactions contemplated by the Merger Agreement;

» financial statements and sufficiency of disclosure controls and procedures and internal controls;
» absence of certain changes or events since December 31, 2013;

« title to assets;

* leased property;

+ intellectual property;

* material contracts and the absence of breaches of material contracts;
» absence of undisclosed liabilities;

* compliance with applicable laws;

» regulatory compliance;

*  taxes and tax returns;

+ employee benefit programs;

* labor and employment matters;

*  environmental liability;

e insurance;

*  books and records;

*  government programs;

* related party transactions;
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legal proceedings and orders;

absence of illegal payments;

state takeover laws;

vote required by Catalyst stockholders;
broker’s fees; and

information relating to Catalyst included in this proxy statement/prospectus/information statement and the registration statement on Form S-4.

Targacept made a number of representations and warranties to Catalyst in the Merger Agreement, including representations and warranties relating to the
following subject matters:

corporate organization, power, authority and qualifications to do business and corporate standing;
capitalization and ownership of subsidiaries;
corporate power and authority to enter into the Merger Agreement and to complete the transactions contemplated by the Merger Agreement;

absence of any conflicts with organizational documents, required notices, consents or approvals, violations or breaches of any obligations, or
applicable laws as a result of, and the completion of corporate actions necessary for, entering into the Merger Agreement and of completing the
transactions contemplated by the Merger Agreement;

SEC filings and the financial statements contained in those filings, compliance with NASDAQ rules, sufficiency of internal controls and
disclosure controls and procedures, and compliance with the Sarbanes-Oxley Act;

absence of certain changes or events since September 30, 2014;
title to assets;

leased properties;

intellectual property;

material contracts and the absence of breaches of material contracts;
absence of undisclosed liabilities;

compliance with applicable laws;

regulatory compliance;

taxes and tax returns;

employee benefit programs;

labor and employment matters;

environmental liability;

insurance;

books and records;

government programs;

related party transactions;

legal proceedings and orders;
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» absence of illegal payments;

*  state takeover laws;

»  vote required of Targacept stockholders;
*  broker’s fees; and

» information relating to Targacept and Merger Sub included in this proxy statement/prospectus/information statement and the registration
statement on Form S-4.

As noted above, significant portions of the representations and warranties are qualified as to “materiality” or “material adverse effect.” Under the Merger
Agreement, a material adverse effect means any change, circumstance, condition, development, effect, event, occurrence, result or state of facts that,
individually or when taken together with any other related such change, circumstance, condition, development, effect, event, occurrence, result or state of
facts, (a) has or would reasonably be expected to: (i) prevent or materially delay the ability of the parties to complete the transactions contemplated by the
Merger Agreement or (ii) have a material adverse effect on the business, financial condition, assets, liabilities or results of operations of Targacept or Catalyst,
as applicable, and their respective subsidiaries, taken as a whole, except that none of the following, as they apply to Targacept, Catalyst and any of their
subsidiaries, will be taken into account in determining whether there has been a material adverse effect:

» changes in general economic or political conditions or the capital or securities markets in general (whether as a result of acts of terrorism, war
(whether or not declared), armed conflicts or otherwise) to the extent they do not disproportionately affect Targacept or Catalyst or any of their
subsidiaries, taken as a whole, as applicable;

» changes in or affecting the industries in which either Targacept or Catalyst operate, to the extent they do not disproportionately affect Targacept
or Catalyst or any of their subsidiaries, taken as a whole, as applicable;

» changes, effects or circumstances resulting from the announcement or pendency of the Merger Agreement, the completion of the merger and the
transactions contemplated by the Merger Agreement, or compliance with the terms of the Merger Agreement;

»  any specific action taken at the written request of Targacept, Merger Sub or Catalyst, as applicable, or expressly required by the Merger
Agreement;

+ any changes in laws or applicable accounting principles, or interpretations thereof;
»  the commencement, continuation or escalation of war, terrorism or hostilities, or natural disasters or political events;

» any changes in or affecting research and development, clinical trials or other drug development activities conducted by or on behalf of Targacept
or any subsidiaries, in respect of each of Targacept’s products or product candidates; and

+  continued losses from operations or decreases in cash balances of Targacept.
In addition, no change, circumstance, condition, development, effect, event, occurrence, result or state of facts relating to NNR Assets shall be considered to
be or taken into account in determining whether there has been a material adverse effect for Targacept, and Pfizer’s termination of its research and license

agreement with Catalyst does not constitute a breach by Catalyst of any representation, warranty or covenant of Catalyst contained in the Merger Agreement
and shall not be taken into account in determining whether there has been a material adverse effect for Catalyst.
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Covenants; Conduct of Business Pending the Merger

During the period commencing on March 5, 2015 and ending at the earlier of the date of termination of the Merger Agreement and the effective time of the
merger, Catalyst agreed that it will conduct its business in the ordinary course and in compliance with all applicable laws, rules, regulations, and certain
contracts, and to take other agreed-upon actions, including, without limitation, using its commercially reasonable efforts to preserve intact its current business
organization, keep available the services of its current key employees, officers and other employees and maintain its relations and goodwill with suppliers,
customers, landlords, creditors, licensors, licensees, employees and others Catalyst has business relationships with and providing Targacept prompt notice
upon the occurrence of certain events or discovery of certain conditions, facts or circumstances. During the same period, Targacept also agreed that it will
conduct its business in the ordinary course and in compliance with all applicable laws, rules, regulations and certain contracts, and to take other agreed-upon
actions, including, without limitation, providing Catalyst prompt notice upon the occurrence of certain events or discovery of certain conditions, facts or
circumstances.

Targacept and Catalyst also agreed that prior to the effective time of the merger, subject to certain limited exceptions set forth in the Merger Agreement,
without the consent of the other party, each of Targacept and Catalyst would not, and would not cause or permit any of their subsidiaries to:

» declare, accrue, set aside or pay any dividend other than the Pre-Closing Dividend, in the case of Targacept, or make any other distribution in
respect of any shares of capital stock; or repurchase, redeem or otherwise reacquire any shares of capital stock or other securities (except for
shares of common stock from terminated employees);

»  except for contractual commitments in place at the time of and as otherwise disclosed in, the Merger Agreement, and other than the reverse stock
split in the case of Targacept, sell, issue or grant, or authorize the issuance of, or make any commitments to do, any of the following: (i) any
capital stock or other security (except (a) in the case of Targacept, for Targacept common stock issued upon the valid exercise of outstanding
Targacept stock options and (b) in the case of Catalyst, shares of Catalyst common stock issued upon the valid exercise of Catalyst stock options
or Catalyst warrants outstanding on the date of the Merger Agreement and disclosed in the Merger Agreement); (ii) any option, warrant or right to
acquire any capital stock or any other security; or (iii) any instrument convertible into or exchangeable for any capital stock or other security;

+ amend its certificate of incorporation, bylaws or other charter or organizational documents, or effect or become a party to any merger,
consolidation, share exchange, business combination, recapitalization, reclassification of shares, stock split, or reverse stock split, except for the
transactions contemplated by the Merger Agreement;

+ form any subsidiary or acquire any equity interest or other interest in any other entity;

« other than in the ordinary course of business in the case of Catalyst, lend money to any person; incur or guarantee any indebtedness for borrowed
money; issue or sell any debt securities or options, warrants, calls or other rights to acquire any debt securities; guarantee any debt securities of
others; or make any capital expenditure or commitment in excess of $100,000 other than in the ordinary course of business;

»  other than in the ordinary course of business in the case of Catalyst, adopt, establish or enter into any employee plan; cause or permit any
employee plan to be amended other than as required by law or, in the case of Targacept, in order to make amendments for the purposes of
Section 409A of the Code, subject to prior review and approval of Catalyst (with such approval not to be unreasonably withheld); in the case of
Targacept, hire any new employee or consultant; or grant, make or pay any severance bonus or profit-sharing or similar payment to, or increase
the amount of the wages, salary, commissions, fringe benefits or other compensation or remuneration payable to, any of its directors, employees
or consultants; in the case of Catalyst, pay any bonus or make any profit-sharing or similar payment to, or increase the amount of the wages,
salary, commissions, fringe benefits or other compensation or remuneration payable to, any of its directors, officers or employees;
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in the case of Targacept, enter into any material transaction outside the ordinary course of business;

acquire any material asset or sell, lease or otherwise irrevocably dispose of any of its assets or properties, in the case of Catalyst, or material
assets or properties, in the case of Targacept, or grant any encumbrance with respect to such assets or properties, except in the ordinary course of
business;

make, change or revoke any material tax election; file any material amendment to any income tax return; adopt or change any accounting method
in respect of taxes; change any annual tax accounting period; enter into any material tax allocation agreement, tax sharing agreement or tax
indemnity agreement, other than commercial contracts entered into in the ordinary course of business with vendors, customers or landlords; enter
into any closing agreement with respect to any tax; settle or compromise any claim, notice, audit report or assessment in respect of material taxes;
apply for or enter into any ruling from any tax authority with respect to taxes; surrender any right to claim a material tax refund; or consent to any
extension or waiver of the statute of limitations period applicable to any material tax claim or assessment;

in the case of Targacept, enter into, amend or terminate any material contract and in the case of Catalyst, unless approved by the Catalyst board of
directors, enter into, amend or terminate any material contract other than in the ordinary course of business;

in the case of Targacept, commence a lawsuit other than (i) for routine collection of bills; (ii) in such cases as either party in good faith
determines that failure to commence such lawsuit would result in the material impairment of a valuable aspect of its or its subsidiaries’ business;
or (iii) for a breach of the Merger Agreement; or

fail to make (a) in the case of Targacept, any material payment with respect to any of its accounts payable or indebtedness in a timely manner in
accordance with the terms thereof and consistent with past practices and (b) in the case of Catalyst, any payment with respect to any of its
accounts payable or indebtedness in a timely manner in accordance with the terms thereof and consistent with past practice.

No Solicitation

The Merger Agreement contains provisions prohibiting Targacept and Catalyst from seeking a competing transaction, subject to specified exceptions
described below. Under these “no solicitation” provisions, each of Targacept and Catalyst has agreed that neither it nor its subsidiaries, nor any of its officers,
directors, employees, representatives, affiliates, advisors or agents shall directly or indirectly:

initiate, solicit, seek or knowingly encourage or support any inquiries, proposals or offers that constitute or may reasonably be expected to lead to
any competing proposal;

engage or participate in, or knowingly facilitate, any discussions or negotiations regarding, or furnish any nonpublic information to any person in
connection with, any inquiries, proposals or offers that constitute, or may reasonably be expected to lead to, a competing proposal;

in the case of Targacept, not to release or permit the release of any person from, or to waive or permit the waiver of any provision of, any
“standstill” or similar agreement, including any “standstill” provision contained in any confidentiality agreement, to which Targacept or any of its
subsidiaries is a party, and will use its commercially reasonable efforts to enforce or cause to be enforced each such agreement at the request of
Catalyst;

enter into any letter of intent, agreement in principle or other similar type of agreement relating to a competing proposal, or enter into any
agreement or agreement in principle requiring either Targacept or Catalyst, as the case may be, to abandon, terminate or fail to complete the
merger; or

resolve, propose or agree to do any of the foregoing.
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However, prior to the approval of the proposals relating to the merger set forth in this proxy statement/prospectus/information statement at the meeting of the
stockholders of either Targacept or by written consent of Catalyst stockholders, as the case may be, either Targacept or Catalyst may, after providing written
notice to the other party, furnish nonpublic information to and engage in discussions or negotiations with any third-party that makes an unsolicited bona fide
written competing proposal that its board of directors in good faith, after consultation with its outside legal counsel and nationally recognized independent
financial advisors, has determined constitutes or is reasonably expected to result in a superior competing proposal, only if:

»  such party receives from such third-party an executed confidentiality agreement the terms of which are not less restrictive to the third-party than
those contained in the confidentiality agreement between Targacept and Catalyst;

*  such party receiving the competing proposal contemporaneously supplies to the other party (Targacept or Catalyst, as the case may be) any
nonpublic information or access to any such nonpublic information granted to such third-party to the extent it had not been previously provided
or made available;

» such party has not breached the no solicitation provisions of the Merger Agreement; and

+ the board of directors of Targacept or Catalyst, as the case may be, determines in good faith, after consultation with its outside legal counsel and
its financial advisors that taking such actions would be required to comply with the fiduciary duties of the board of directors under applicable
laws.

Targacept and Catalyst will notify the other no later than twenty-four hours after receipt of any inquiries, discussions, negotiations, proposals or expressions
of interest with respect to a competing proposal, and any such notice will be made orally and in writing and will indicate in reasonable detail the terms and
conditions of such proposal, inquiry or contact, including price, and the identity of the offeror. Both Targacept and Catalyst will keep the other informed, on a
current basis, of the status and material developments (including any changes to the terms) of such competing proposal.

A competing proposal is any of the following proposals, indications of interest, or offers, other than transactions contemplated by the Merger Agreement:

* amerger, tender offer, recapitalization, reorganization, liquidation, dissolution, business combination, share exchange, arrangement or
consolidation, or any similar transaction involving a party to the Merger Agreement or any of its subsidiaries;

+ asale, lease, exchange, mortgage, pledge, transfer or other acquisition of fifteen percent (15%) or more of the assets of a party to the Merger
Agreement and its subsidiaries, taken as a whole, in one or a series of related transactions; or

» apurchase, tender offer or other acquisition (including by way of merger, consolidation, share exchange, arrangement, consolidation or
otherwise) of beneficial ownership of securities representing fifteen percent (15%) or more of the voting power of Targacept or Catalyst;

provided, however, that in the case of Targacept, a competing proposal shall not include any disposition of NNR Assets.

A superior competing proposal is any unsolicited bona fide competing proposal (with all references to 15% in the definition of competing proposal being
treated as references to 100% for these purposes) made by a third-party that the board of directors of either Targacept or Catalyst, as the case may be,
determines in good faith, after consultation with its outside legal counsel and financial advisor, and after taking into account all financial, legal, regulatory,
and other aspects of the competing proposal, that the competing proposal is more favorable from a financial point of view to its stockholders than as provided
in the Merger Agreement, is not subject to any financing condition, is reasonably capable of being completed on the terms proposed without unreasonable
delay and includes termination rights on terms no less favorable than the terms set forth in the Merger Agreement, all from a third-party capable of
performing such terms.
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Either Targacept or Catalyst, as the case may be, may terminate the Merger Agreement if the board of directors, and/or any committee of the board of
directors, of the other party has (each such action, a “change of recommendation” by the board of directors and/or any committee of the board of directors of
Targacept or Catalyst, as the case may be):

+ failed to make, withheld, withdrew, amended, changed or publicly proposed to withhold, withdraw, amend or change in a manner adverse to
either Targacept or Catalyst, as the case may be, its approval and recommendation to stockholders relating to the merger;

*  knowingly made a public statement inconsistent with its recommendation to stockholders;

» failed to recommend against the acceptance of a tender offer within ten business days after commencement;
»  proposed publicly to approve, adopt or recommend any competing proposal;

* made any public statement inconsistent with its recommendation; or

» failed to reaffirm its recommendation to stockholders or failed to state publicly that the merger and the Merger Agreement are in the best interests
of their respective stockholders, within five business days after Targacept or Catalyst, as the case may be, requests in writing that such action be
taken.

Either Targacept or Catalyst, as the case may be, may also terminate the Merger Agreement if it enters into a definitive agreement to effect a superior
competing proposal. If the Merger Agreement is terminated in connection with these provisions, (i) Targacept has agreed to pay Catalyst a fee of $3.22
million if the termination is a result of Targacept entering into a definitive agreement to effect a superior competing proposal and (ii) Catalyst has agreed to
pay Targacept a fee of $2.275 million if the termination is a result of Catalyst entering into a definitive agreement to effect a superior competing proposal. See
“—Termination of the Merger Agreement and Termination Fee” below for a more complete discussion of the termination fees.

Disclosure Documents

As promptly as practicable following the date of the Merger Agreement, Targacept agreed to prepare and file with the SEC this proxy
statement/prospectus/information statement and Targacept, in cooperation with Catalyst, agreed to prepare and file with the SEC a registration on Form S-4,
of which this proxy statement/prospectus/information statement is a part, in connection with the registration under the Securities Act of the shares of
Targacept common stock to be issued pursuant to the merger and registration of the Redeemable Convertible Notes and shares issuable on conversion of such
notes. Each of Targacept and Catalyst agreed to use their commercially reasonable efforts to cause the registration statement to become effective as promptly
as practicable, and take all or any action required under any applicable federal and state securities and other laws in connection with the issuance of shares of
Targacept common stock pursuant to the merger. Each of Targacept and Catalyst agreed to use their commercially reasonable efforts to cause all documents
that it is respectively responsible for filing with the SEC in connection with the transactions contemplated by the Merger Agreement to comply as to form and
substance in all material respects with the applicable requirements of the Securities Act and the Securities Exchange Act of 1934, as amended, or Exchange
Act. Catalyst agreed to ensure that their financial statements will comply as to form in all material respects, prior to the filing of the Form S-4, with the
published rules and regulations of the SEC with respect thereto. Each of Targacept, Merger Sub and Catalyst agreed to furnish all information concerning
itself and their subsidiaries, as applicable, to the other parties as the other parties may reasonably request in connection with such actions and the preparation
of the registration statement and proxy statement. Targacept agreed to use commercially reasonable efforts to cause this proxy
statement/prospectus/information statement to be mailed to its stockholders as promptly as practicable after the Form S-4 is declared effective by the SEC.
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Meeting of Targacept’s Stockholders and Written Consent of Catalyst’s Stockholders

Targacept is obligated under the Merger Agreement to call, give notice of and hold a meeting of its stockholders for the purposes of voting on the Merger
Agreement and the issuance of shares of Targacept common stock pursuant to the merger and, if deemed necessary by the parties, to amend its certificate of
incorporation to effect the reverse stock split. The Targacept stockholders” meeting will be held (on a date selected by Targacept in consultation with Catalyst)
not later than forty-five (45) days after the effective date of the Form S-4 pursuant to the Merger Agreement. If on the scheduled date of the Targacept annual
stockholders meeting, Targacept has not obtained the requisite approval of its stockholders, Targacept will have the right, after consultation with Catalyst, to
adjourn the stockholder meeting to a later date or dates, such later date or dates not to exceed 30 days from the original date that the stockholder meeting was
scheduled.

Catalyst is obligated under the Merger Agreement to take all action necessary in accordance with the Merger Agreement, applicable law, and Catalyst’s
restated certificate of incorporation and bylaws, to obtain, promptly after receiving written notice from Targacept that the Form S-4 registration statement has
been declared effective under the Securities Act, and in any event no later than twenty-four hours after receiving such notice, adoption of the Merger
Agreement and approval of the merger by written consent of Catalyst’s stockholders.

Regulatory Approvals

Neither Targacept nor Catalyst is required to make any filings or to obtain approvals or clearances from any antitrust regulatory authorities in the United
States or other countries to complete the merger. In the United States, Targacept must comply with applicable federal and state securities laws and NASDAQ
rules and regulations in connection with the issuance of shares of Targacept’s common stock in the merger, including the filing with the SEC of this proxy
statement/prospectus/information statement. The Merger Agreement provides that Catalyst and Targacept shall respond as promptly as is practicable in
compliance with: (i) any inquiries or requests received from the Federal Trade Commission or the Department of Justice for information or documentation;
and (ii) any inquiries or requests received from any other governmental body in connection with antitrust or competition matters.

Catalyst Stock Options and Catalyst Warrants

At the effective time of the merger, each outstanding option and warrant, whether or not vested, to purchase Catalyst common stock unexercised immediately
prior to the effective time of the merger will be converted into an option or warrant to purchase Targacept common stock. All rights with respect to each
Catalyst option or warrant will be assumed by Targacept in accordance with its terms. Accordingly, from and after the effective time of the merger each
option or warrant assumed by Targacept may be exercised solely for shares of Targacept common stock.

The number of shares of Targacept common stock subject to each outstanding Catalyst option or warrant assumed by Targacept will be determined by
multiplying the number of shares of Catalyst common stock that were subject to such option or warrant, as applicable, by the Exchange Ratio and rounding
the resulting number down to the nearest whole number of shares of Targacept common stock. The per share exercise price for the Targacept common stock
issuable upon exercise of each Catalyst option or warrant assumed by Targacept will be determined by dividing the per share exercise price of Catalyst
common stock subject to such option or warrant, as applicable, by the Exchange Ratio and rounding the resulting exercise price up to the nearest whole cent.
Any restriction on the exercise of any option or warrant will continue in full force and effect and the term, exercisability, vesting schedule and other
provisions of such option will, subject to certain exceptions set forth in the Merger Agreement, otherwise remain unchanged. Likewise, any restriction on any
warrant assumed by Targacept shall continue in full force and effect and the term, exercisability, vesting schedule and other provisions of such warrant shall,
subject to certain exceptions set forth in the Merger Agreement, otherwise remain unchanged.
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Indemnification of Officers and Directors

Pursuant to the Merger Agreement, upon the completion of the merger, Targacept and Merger Sub agreed that all rights to indemnification, exculpation or
advancement of expenses now existing in favor of, and all limitations on the personal liability of each present and former director and officer of Targacept or
Catalyst and their respective subsidiaries as provided for in their respective organizational documents in effect as of the date of the Merger Agreement, will
continue to be honored and in full force and effect for a period of six years after the closing of the merger. The certificate of incorporation and by-laws of the
combined company will contain provisions with respect to indemnification, exculpation from liability and advancement of expenses that are at least as
favorable as those currently in Targacept’s organizational documents and Catalyst’s organizational documents, as applicable, and during such six year period
following the effective time, Targacept will not amend, repeal or otherwise modify such provisions in any manner that would materially and adversely affect
the rights of the directors or officers of Targacept or Catalyst in respect of actions or omissions occurring at or prior to the effective time of the merger. The
Merger Agreement also provides that each of Targacept and Catalyst will purchase a six-year “tail” policy under its existing directors’ and officers’ liability
insurance policy, with an effective date as of the closing, provided that Targacept or Catalyst, as the case may be, may substitute policies of at least the same
coverage containing terms and conditions that are not less favorable in any material respect. In no event will either Targacept or Catalyst be required to
expend more than an amount equal to 200% of the respective current annual premiums paid by such party for such insurance. During the term of the
respective “tail” policies, neither Targacept nor the combined company will take any action following the closing of the merger to cause their respective “tail”
policies to be cancelled or any provision of such policies to be amended or waived in any manner that would adversely affect in any material respect the rights
of their former and current officers and directors.

Additional Agreements
Each of Catalyst and Targacept has agreed to, among other things:

» use its commercially reasonable efforts to take all actions and satisfy all conditions necessary to complete the merger and any transaction
contemplated by the Merger Agreement;

» make all filings and other submissions and give all notices required to be made or given by such party in connection with the merger and the
other transactions contemplated by the Merger Agreement;

* use its commercially reasonable efforts to obtain all consents reasonably required in connection with the merger and the other transactions
contemplated by the Merger Agreement;

* use its commercially reasonable efforts to lift any injunction prohibiting, or any other legal bar to, the merger or other transactions contemplated
by the Merger Agreement;

»  coordinate reasonably with the other party and provide the other party with such assistance as may be reasonably requested for the purpose of
facilitating the performance by each party of their obligation under the Merger Agreement; and

»  use its reasonable best efforts to cause the merger to qualify as a “reorganization” under Section 368(a) of the Code.

NASDAQ Listing

Targacept’s common stock currently is listed on The NASDAQ Global Select Market under the symbol “TRGT.” Pursuant to the Merger Agreement,
Targacept agreed to use its commercially reasonable efforts to cause the shares of Targacept common stock being issued in the merger, including the shares of
Targacept common stock issuable in connection with the assumption of Catalyst’s stock options, to be approved for listing on The NASDAQ Global Select
Market (or such other NASDAQ market on which Targacept’s common stock is then listed) at or prior to the effective time of the merger. Prior to completion
of the merger, Targacept intends to file an initial listing application with The NASDAQ Global Select Market for companies conducting a business
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combination that results in a change of control. If such application is accepted, Targacept anticipates that its common stock will continue to be listed on The
NASDAAQ Global Select Market following the closing of the merger under the trading symbol “CBIO.”

Directors and Officers of Targacept Following the Merger

Pursuant to the Merger Agreement, immediately following the effective time, the initial size of the board of directors of the combined company will be seven
and the initial directors will be:

* Class I directors (term ending 2016): Stephen A. Hill, M.D. and Augustine Lawlor;
*  Class II directors (term ending 2017): John P. Richard and Jeff Himawan, Ph.D.; and
»  Class III directors (term ending 2018): Errol B. De Souza, Ph.D., Harold E. Selick, Ph.D. and Nassim Usman, Ph.D.

Targacept agreed to cause all of the directors to be placed into the aforementioned classes in accordance with the Merger Agreement, and shall cause Harold
E. Selick, Ph.D. to be designated as the Chairman of the Board of Directors of Targacept upon the closing of the merger, Nassim Usman, Ph.D. will serve as
President and Chief Executive Officer, Fletcher Payne will serve as Chief Financial Officer and Edwin Madison, Ph.D. will serve as Chief Scientific Officer.

Stockholder Proposals

Targacept agreed to submit to its stockholders amendments to its restated certificate of incorporation, to, among other things, effect a reverse stock split of the
outstanding shares of Targacept common stock, at a reverse split ratio mutually agreed to by Targacept and Catalyst. The amendment to the restated certificate
of incorporation will also change the name from “Targacept, Inc.” to “Catalyst Biosciences, Inc.,” subject to the completion of the merger.

Conditions to Completion of the Merger

The respective obligations of Targacept and Catalyst to complete the merger and the other transactions contemplated by the Merger Agreement are subject to
the satisfaction or waiver of various conditions that include, in addition to other customary closing conditions, the following:

+  there must not have been issued any temporary restraining order, preliminary or permanent injunction or other order preventing the completion of
the merger and/or the Pre-Closing Dividend, and no law, statute, rule, regulation, ruling or decree shall be in effect which has the effect of making
the completion of the merger and/or the Pre-Closing Dividend illegal;

»  stockholders of Catalyst must have approved and adopted the Merger Agreement and approved the merger and the conversion of Catalyst’s
preferred stock into Catalyst common stock, and stockholders of Targacept must have approved the issuance of Targacept common stock to the
stockholders of Catalyst by virtue of the merger and, if deemed necessary by the parties, an amendment to Targacept’s restated certificate of
incorporation to effect the reverse stock split;

»  there must not be any legal proceeding pending, or overtly threatened in writing by an official of any governmental body in which such
governmental body indicates that it intends to conduct any legal proceeding or take any other action challenging or seeking to restrain or prohibit
the completion of the merger and/or the Pre-Closing Dividend; relating to the merger and/or the Pre-Closing Dividend and seeking to obtain from
Targacept, Merger Sub or Catalyst any damages or other relief that may be material to Targacept or Catalyst; seeking to prohibit or limit in any
material and adverse respect a party’s ability to vote, transfer, receive dividends with respect to or otherwise exercise ownership rights with
respect to the stock of Targacept; or that would materially adversely affect the right or ability of Targacept or Catalyst to own the assets or operate
the business of Targacept or Catalyst;
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the registration statement of which this proxy statement/prospectus/information statement is a part shall have been declared effective under the
Securities Act of 1933, as amended, and no stop order suspending the effectiveness of the registration agreement shall have been issued and no
proceedings for that purpose shall have been initiated or threatened by the SEC or any other governmental authority and no similar proceeding in
respect of this proxy statement/prospectus/information statement shall have been initiated or threatened by the SEC or any governmental
authority;

the Pre-Closing Dividend shall have been declared and paid;

the representations and warranties of the other party set forth in the Merger Agreement must be true and correct, except where a failure to be true
and correct would not have a material adverse effect on the party making the representations and warranties; and

the other party to the Merger Agreement must have complied with and performed in all material respects all of its covenants and obligations
required by the Merger Agreement and provided a certificate to such effect.

The obligations of Targacept and Merger Sub to complete the merger are also subject to the satisfaction or waiver of the following conditions:

there must not have occurred, since the date of the Merger Agreement, any material adverse effect on Catalyst and its subsidiaries that is
continuing;

the Catalyst preferred stock shall have been converted into Catalyst common stock;

Catalyst and Targacept shall have agreed in writing on the calculation of Catalyst’s net cash as of the closing, or an independent accountant shall
have delivered its report with respect to the same, pursuant to the terms of the Merger Agreement and such Catalyst net cash amount shall be at
least equal to $3,500,000; provided, however, such amount shall be reduced by $150,000 for each week after July 29, 2015 up to the effective
time of the merger;

Targacept shall have received the written consent approving the merger from Catalyst stockholders representing (i) at least 90% of the
outstanding shares of Catalyst’s capital stock voting together as a single class and on an as-converted basis and (ii) holders of at least 66 2/3% of
the outstanding shares of Catalyst’s preferred stock voting together as a single class, on an as-converted basis, which are referred to as “Catalyst’s
minimum holders”; and

Lock-up agreements signed by the Catalyst’s executive officers, directors and Catalyst’s minimum holders shall have been delivered to Targacept
and shall remain in full force and effect at the closing of the merger.

The obligations of Catalyst to complete the merger are also subject to the satisfaction or waiver of the following conditions:

there must not have occurred, since the date of the Merger Agreement, any material adverse effect on Targacept and its subsidiaries that is
continuing;

Catalyst and Targacept shall have agreed in writing on the calculation of Targacept’s net cash as of the closing, or an independent accountant shall
have delivered its report with respect to the same, pursuant to the terms of the Merger Agreement and Targacept’s net cash amount shall be at
least equal to $72 million; and

the shares of Targacept common stock to be issued in the merger pursuant to the Merger Agreement shall have been approved for listing on the
NASDAQ Global Select Market or such other NASDAQ market on which shares of Targacept’s common stock is then listed.
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Termination of the Merger Agreement and Termination Fee

The Merger Agreement may be terminated at any time before the closing of the merger, whether before or after the required stockholder approvals to
complete the merger have been obtained, as set forth below:

@
(b)

©

(d)

(®)

®

(®

by mutual written consent duly authorized by the board of directors of each of Catalyst and Targacept;

by Catalyst or Targacept if the merger has not been completed by September 30, 2015 (in which case, if a Targacept competing proposal has been
publicly announced or disclosed or otherwise communicated to Targacept’s board of directors, Targacept has agreed to reimburse up to $1.25
million of Catalyst’s fees and expenses); provided, that this right to terminate the Merger Agreement will not be available to any party whose
action or failure to act has been a principal cause of the failure of the merger to be completed by such date and such action or failure to act
constitutes a breach of the Merger Agreement; provided, however, that in the event this proxy statement/prospectus/information statement is still
being reviewed or commented on by the SEC, either party will be entitled to extend the date for termination of the Merger Agreement for an
additional sixty (60) days. In the event, however, that Catalyst has delivered a Closing Notice (as defined below) prior to the date on which the
Merger Agreement is terminable pursuant to this termination right, Targacept may not terminate the Merger Agreement pursuant to this
termination right for 12 business days following the date of delivery of such Closing Notice;

by Catalyst or Targacept if a court or other governmental entity has issued a final and non-appealable order, decree or ruling or taken any other
action that permanently restrains, enjoins or otherwise prohibits the merger;

by Targacept if the stockholders of Catalyst have not given the requisite approval to complete the merger within 24 hours after Catalyst’s receipt
of written notice from Targacept that the registration statement on Form-S-4 has been declared effective under the Securities Act;

by Catalyst or Targacept if (i) the meeting of the stockholders of Targacept (including any adjournments and postponements thereof) has been
held and completed and Targacept’s stockholders have taken a final vote on the proposals and (ii) the stockholders of Targacept have not given
the requisite approval to complete the merger or any of the transactions contemplated by the Merger Agreement, including the reverse stock split
(in which case, Targacept has agreed to reimburse up to $1.25 million of Catalyst’s fees and expenses); provided, that this right to terminate the
Merger Agreement will not be available to Targacept if failure to obtain the approval of the Targacept stockholders was caused by the action or
failure to act of Targacept and such action or failure to act constitutes a breach by Targacept of the Merger Agreement;

by Catalyst, at any time prior to the approval of the issuance of the shares of Targacept common stock pursuant to the merger, if:

. a change of recommendation by the board of directors and/or any committee of the board of directors of Targacept occurs;

. Targacept fails to include in this proxy statement/prospectus/information statement the recommendation of its board of directors;

. the board of directors of Targacept approves, endorses or recommends any competing proposal; or

. Targacept enters into any letter of intent or similar document or any contract relating to a competing proposal other than a confidentiality

agreement permitted by the Merger Agreement;

by Catalyst or Targacept if the other party has breached any of its representations, warranties, covenants or agreements contained in the Merger
Agreement or if any representation or warranty of the other party has become inaccurate, in either case such that the conditions to the closing of
the merger would not be satisfied as of time of such breach or inaccuracy; provided, however, that if such breach or inaccuracy is curable, then
the Merger Agreement will not terminate as a result of a particular breach
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or inaccuracy until the earlier of the expiration of a 30-day period after delivery of written notice of such breach or inaccuracy (and if terminated
by Catalyst due to a Targacept breach, and a Targacept competing proposal has been publicly announced or disclosed or otherwise communicated
to Targacept’s board of directors, Targacept has agreed to reimburse up to $1.25 million of Catalyst’s expenses) and the breaching party ceasing
to exercise commercially reasonable efforts to cure such breach;

(h) by Targacept, at any time prior to the requisite approvals at the meeting of the stockholders of Targacept, in connection with Targacept entering
into a definitive agreement to effect a superior competing proposal; provided, Targacept shall have complied with the terms of the Merger
Agreement and that such termination shall not be effective until Targacept shall have paid a termination fee, described below, to Catalyst;

(i) by Catalyst, at any time prior to the requisite approvals by written consent of the Catalyst Stockholders, in connection with Catalyst entering into
a definitive agreement to effect a superior competing proposal; provided, Catalyst shall have complied with the terms of the Merger Agreement
and that such termination shall not be effective until Catalyst shall have paid a termination fee, described below, to Targacept;

(j) by Catalyst, if the projected Targacept cash balance is less than $72 million (in which case, Targacept has agreed to reimburse up to $1.25 million
of Catalyst’s fees and expenses); or

(k) by Catalyst, if all of the closing conditions have been satisfied or are capable of being satisfied as of the date of the Closing Notice other than the
condition that the Pre-Closing Dividend shall have been declared and paid, (i) the Pre-Closing Dividend has not been paid, (ii) Catalyst sends
written notice to Targacept that Catalyst is prepared to complete the merger, subject to the satisfaction or waiver of the conditions to closing on
the closing date, which are referred to as the “Closing Notice,” and (iii) the closing fails to occur within 10 business days after Targacept receives
such Closing Notice.

Targacept shall pay to Catalyst a termination fee of $3.22 million if the Merger Agreement is terminated pursuant to clauses (f), (h) or (k) above.

Targacept shall also pay to Catalyst a termination fee of $3.22 million, less any of Catalyst’s fees and expenses already paid up to $1.25 million, if the Merger
Agreement is terminated pursuant to clauses (b), (e) or (g) above if (1) at any time before the Targacept stockholder meeting, a Targacept competing proposal
is publicly announced, disclosed or otherwise communicated to Targacept’s board of directors and (2) within 12 months of the date of termination of the
Merger Agreement, Targacept enters into a definitive agreement with respect to, or completes a transaction contemplated by, a competing proposal.

Any termination of the Merger Agreement shall not relieve any party of liability for any willful and material breach of any representation, warranty, covenant,
obligation or other provision contained in the Merger Agreement, provided, that in the event of any such breach by Targacept, the parties agreed that the
damages to Catalyst from such breach shall be deemed to be $3.22 million of liquidated damages and not a penalty.

Catalyst shall pay to Targacept a termination fee of $2.275 million if the Merger Agreement is terminated pursuant to clauses (d) or (i) above.

Amendment

The Merger Agreement may be amended by an instrument in writing signed on behalf of each of Targacept and Catalyst with the approval of the respective
boards of directors of Targacept and Catalyst at any time, except that after the Merger Agreement has been adopted by the stockholders of Targacept or
Catalyst, no amendment which by law requires further approval by the stockholders of Targacept or Catalyst, as the case may be, shall be made without such
further approval.
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Expenses

The Merger Agreement provides all fees and expenses incurred in connection with the Merger Agreement and the transactions contemplated thereby shall be
paid by the party incurring such expenses, except as described above under “Termination of the Merger Agreement and Termination Fee.”
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AGREEMENTS RELATED TO THE MERGER

Voting Agreements

In connection with the execution of the Merger Agreement, Nassim Usman, Ph.D., the President and Chief Executive Officer and a director of Catalyst, as an
individual and in his capacity as custodian and trustee of certain trusts, Edwin Madison, Ph.D., the Chief Scientific Officer of Catalyst, Harold Selick, Ralph
Christoffersen, Gus Lawlor, and Michael Powell, each a director of Catalyst, Essex Woodlands Health Ventures Fund VIII, L.P., Essex Woodlands Health
Ventures Fund VIII-A, L.P., Essex Woodlands Health Ventures Fund VIII-B, L.P., HealthCare Ventures VIII, L.P., Johnson & Johnson Innovation-JJDC, Inc.,
Mirae Asset Good Company Secondary Fund, Mirae Asset Securities Co., Ltd., Mirae Asset Venture Investment Co., Ltd., Morgenthaler Partners VIII, L.P.,
Rosetta Capital V LP, and Sofinnova Venture Partners VI, L.P. entered into voting agreements with Targacept and Catalyst under which such stockholders
have agreed to vote in favor of the merger and against any alternative acquisition proposal, agreement or transaction. As of May 15, 2015, these entities
collectively beneficially own or control approximately 84% of the voting power of Catalyst on an as-converted to common stock basis and 89% of the voting
power of Catalyst preferred stock on an as-converted to common stock basis. These voting agreements grant Targacept irrevocable proxies to vote any shares
of Catalyst stock over which such stockholder has voting power in favor of each of the Catalyst proposals described elsewhere in this proxy
statement/prospectus/information statement and against any alternative acquisition proposal, agreement or transaction.

In connection with the execution of the Merger Agreement, current directors and officers of Targacept, including Stephen A. Hill, the President and Chief
Executive Officer and a director of Targacept, Mauri K. Hodges, the interim Chief Financial Officer of Targacept, Patrick C. Rock, a Senior Vice President
and General Counsel of Targacept and Charles A. Blixt, Julia R. Brown, Errol B. DeSouza, Alan W. Dunton, and John P. Richard each a director of Targacept,
Biotechnology Value Fund, L.P., Biotechnology Value Fund II, L.P., BVF Investments, L.L.C., Investment 10, L.L.C., MSI BVF SPV, LLC, New Enterprise
Associates 10, Limited Partnership, NEA Ventures 2002, L.P., RTW Investments, LLC, RTW Master Fund, Ltd. and Roderick Wong who collectively
beneficially own or control approximately 41% of Targacept’s outstanding common stock as of May 15, 2015, also entered into voting agreements with
Targacept and Catalyst under which such stockholder has agreed to vote in favor of the Targacept proposals that relate to the merger and against any
alternative acquisition proposal, agreement or transaction. Each of these voting agreements grant Catalyst irrevocable proxies to vote any shares of Targacept
stock over which such stockholder has voting power in favor of each of the Targacept proposals described elsewhere in this proxy
statement/prospectus/information statement and against any alternative acquisition proposal, agreement or transaction.

Each stockholder executing a voting agreement has made representations and warranties to Targacept and Catalyst regarding ownership and unencumbered
title to the shares thereto, such stockholder’s power and authority to execute the voting agreement, and due execution and enforceability of the voting
agreement. Unless otherwise waived, all of these voting agreements prohibit the sale, assignment, transfer or other disposition by the stockholder of their
respective shares of Targacept or Catalyst stock, or the entrance into an agreement or commitment to do any of the foregoing, except for transfers by will or
by operation of law, in which case the voting agreement shall bind the transferee. Each stockholder of Catalyst executing a voting agreement has also waived
its statutory appraisal rights in connection with the merger.

The voting agreements will terminate at the earlier of the effective time of the merger, termination of the Merger Agreement in accordance with its terms or
upon mutual written consent of such stockholder, Targacept and Catalyst.

Lock-up Agreements

As a condition to the closing of the merger, the Catalyst securityholders who entered into voting agreements in connection with the execution of the Merger
Agreement, as described in the section “Agreements Related to the
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Merger—Voting Agreements” above, also entered into lock-up agreements, pursuant to which such parties have agreed not to, except in limited
circumstances, sell or transfer, or engage in swap or similar transactions with respect to, shares of Catalyst capital stock, stock options and warrants,
including, as applicable, shares received in the merger and issuable upon exercise of certain warrants and options, from the effective date of the merger until
120 days after the closing date of the merger.

As of May 15, 2015, the Catalyst stockholders who have executed lock-up agreements beneficially held in the aggregate 105,770,656 shares of Catalyst
common and preferred stock, on an as-converted to common stock basis.

Pre-Closing Dividend
Overview

Prior to the closing of the merger but following such time as a determination of the net cash of Targacept has been made, Targacept plans to declare a
dividend, pro rata to its stockholders as of the record date for such dividend. Such dividend will consist of $37.0 million in aggregate principal amount of
redeemable convertible notes and approximately $19.0 million in cash. We refer to this collectively as the Pre-Closing Dividend. At the option of the
noteholders, the notes will be redeemable at any time within 30 months of the closing of the merger or convertible within 30 months after closing into shares
of common stock at a conversion rate of $1.313 per share, which represents 130% of the negotiated per-share value of Targacept’s assets following the
anticipated Pre-Closing Dividend. For more information, please see the section entitled “Description of the Convertible Notes” beginning on page 294.

Calculation of Net Cash

As described in the section above entitled “—Pre-Closing Dividend Overview,” Targacept stockholders will be entitled to receive in connection with the Pre-
Closing Dividend the excess, if any, of the amount of Targacept’s cash balance (as defined in the Merger Agreement) over $72.0 million (the sum of
$35.0 million cash from Targacept remaining in the combined company and $37.0 million in aggregate principle amount of redeemable convertible notes).

Pursuant to the Merger Agreement, Targacept’s cash balance will consist of (A) the cash and cash equivalents of Targacept minus (B) the sum of (i) any
unpaid transaction expenses as of the effective time of the merger and (ii) net costs of Targacept with respect to any disposition of any or all NNR Assets and
liabilities relating thereto and any unpaid post-closing liabilities or obligations relating to Targacept’s pre-closing business operations.

To estimate the amount of the cash distributable to Targacept stockholders in connection with the Pre-Closing Dividend, Targacept’s management performed
an analysis of the expected cash balance amount as of [e], 2015. This analysis resulted in an estimate of approximately $19.0 million of cash distributable to
Targacept stockholders.

Uncertainties are inherent in estimating Targacept’s cash balance position, including many risk factors beyond Targacept’s control. Accordingly, the ultimate
amount of cash distributable to Targacept stockholders in connection with the Pre-Closing Dividend may vary from the foregoing estimate.

Timing of the Pre-Closing Dividend

On the date which is at least 15 days prior to the anticipated closing date, Targacept shall determine an estimated calculation of Targacept’s cash balance as of
the anticipated closing date and shall deliver such calculation to Catalyst. In the event that Catalyst disputes such calculation, the parties are obligated to
engage in good faith negotiations to resolve such disputes and to thereafter submit any unresolved disputes to an independent auditor of recognized national
standing for final determination. Promptly following the final determination of Targacept’s cash balance, and in any event, prior to the closing of the merger,
Targacept shall take all actions reasonably necessary to make the Pre-Closing Dividend.

138



Table of Contents

TARGACEPT DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The following table sets forth certain information concerning Targacept’s executive officers and directors as of May 15, 2015:

Name Age Position

Executive Officers

Stephen A. Hill, M.D. 57  President & Chief Executive Officer; Class II Director
Mauri K. Hodges, C.P.A., C.C.P 57  Vice President, Finance and Administration, Chief Financial Officer and Treasurer
Patrick C. Rock, J.D. 56  Senior Vice President, General Counsel and Secretary
Scott N. Cullison 38  Vice President, Business Development

Non-Employee Directors

Charles A. Blixt 63  Class I Director

Julia R. Brown 67  Class II Director

Errol B. De Souza 61  Class III Director

Alan W. Dunton, M.D. 60 Class I Director

John P. Richard 57  Chairman of the Board; Class II Director

Executive Officers

Dr. Stephen A. Hill has served as President and Chief Executive Officer and a member of the board of directors of Targacept since December 2012. From May
2012 to November 2012, Dr. Hill served as president and chief executive officer of QUE Oncology, a start-up biotechnology company, and, from March 2011
to December 2011, he served as president and chief executive officer of 21st Century Biodefense, Inc., a biodefense company. From April 2008 until its
acquisition in December 2010, he served as president and chief executive officer of Solvay Pharmaceuticals, Inc., a pharmaceutical company. Prior to Solvay,
he served as president, chief executive officer and director of ArQule, Inc., a pharmaceutical company, from April 1999 to March 2008. Dr. Hill is a member
of the board of directors of the publicly traded companies Cellectar Biosciences, Inc. (formerly Novelos Therapeutics, Inc.) and Lipocine, Inc. Dr. Hill’s
service as a director enables the board of directors to perform its responsibilities with the direct benefit of management’s perspectives. In addition, he brings
to the board of directors extensive experience across a range of senior management positions with both pharmaceutical and biotechnology companies. Prior to
Solvay and ArQule, Dr. Hill held several leadership positions with F. Hoffmann-La Roche Ltd., including Global Head of Clinical Development, and served
for seven years with the National Health Service in the United Kingdom in General and Orthopedic Surgery. Dr. Hill’s role as Targacept’s chief executive,
together with his breadth of experience, make him uniquely suited to serve on the board of directors.

Mauri K. Hodges, C.P.A., C.C.P. has been Targacept’s Vice President, Finance and Administration, Chief Financial Officer and Treasurer since December
2014. From July 2014 to November 2014, she was Targacept’s Vice President of Human Resources and served as Vice President, Finance and Corporate
Systems and Controller from 2007 to June 2014.

Patrick C. Rock, J.D. joined Targacept in August 2013 and became Targacept’s Senior Vice President, General Counsel and Secretary effective October 1,
2013. From April 2009 to December 2011, he served as vice president and general counsel to 21st Century Biodefense, Inc., a biodefense company. From
January 2012 to August 2013, Mr. Rock maintained his own legal practice counseling multinational pharmaceutical and energy industry clients.

Scott N. Cullison, M.B.A., has been Targacept’s Vice President, Business Development since June 2013. He was Targacept’s Senior Director, Business and
Commercial Development from January 2010 to May 2013 and Director, Business and Commercial Development from January 2006 to December 2009. On
May 13, 2015, Targacept terminated the employment of Mr. Cullison effective as of May 31, 2015.
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Non-Employee Directors

Charles A. Blixt has been a member of the board of directors since August 2000. From October 2007 to December 2010, Mr. Blixt was a senior adviser to
Jones Day, a law firm. Previously, he worked for more than 20 years in legal positions of increasing responsibility, including executive vice president and
general counsel, of R.J. Reynolds Tobacco Company or its affiliated companies. Mr. Blixt is a member of the board of directors of the publicly-traded
company Krispy Kreme Doughnuts, Inc. Within the past five years, he served as a member of the board of directors of the publicly-traded company Swedish
Match AB.

Mr. Blixt brings to the board of directors extensive legal, policy, corporate development and business experience. In particular, his experience gained over
many years as general counsel of a Fortune 100 consumer products company serves to supplement and diversify the emerging growth and life science
backgrounds of the other members of the board of directors and provides the board of directors with a unique and valuable perspective. In addition,

Mr. Blixt’s legal background helps the board of directors promote strong corporate governance practices.

Julia R. Brown has been a member of the board of directors since November, 2007. She has held a variety of executive positions over her career in the
pharmaceutical industry. Ms. Brown served as executive vice president of Amylin Pharmaceuticals, Inc. from 2000-2003 and as advisor to the CEO until
2008. Prior to joining Amylin, she was executive vice president of Dura Pharmaceuticals, Inc. Ms. Brown spent over 25 years with Eli Lilly and Company in
progressively more senior roles including vice president of IVAC Corporation and general manager of its Vital Signs Division and vice president of
Worldwide Marketing for Hybritech. She currently serves on the board of directors of Biodel, Inc. and Cleveland Biolabs, Inc., both publicly-traded,
development stage pharmaceutical companies. She is compensation committee chair and a member of the nominating and governance committee of both
companies. Ms. Brown previously served on the boards of five other development stage pharmaceutical companies, including the publicly-traded company
Labopharm, Inc. (acquired by Paladin Labs Inc.) from 2007 to 2011. She is chairman of the Corporate Directors Forum and is a member of the National
Association of Corporate Directors and Women Corporate Directors. Ms. Brown is a trustee and chair emerita of the University of California San Diego
Foundation and is a member of the board of two industry associations.

Ms. Brown'’s qualifications to serve on the board of directors include her extensive experience in the pharmaceutical industry, particularly with development
stage companies, and her substantial involvement in organizations dedicated to fostering high standards of professionalism in corporate governance.

Errol B. De Souza, Ph.D. has been a member of the board of directors of Targacept since January 2004. Since March 2010, Dr. De Souza has been president
and chief executive officer of Biodel Inc., a specialty pharmaceutical company. From April 2009 to March 2010, Dr. De Souza was a pharmaceutical and
biotechnology consultant. From April 2003 to March 2009, he served as president and chief executive officer of Archemix Corporation, a privately held
biopharmaceutical company. Dr. De Souza currently serves as a member of the board of directors of each of the publicly traded companies Biodel Inc. and
Bionomics Ltd. Within the past five years, he served on the board of directors of each of the publicly-traded companies IDEXX Laboratories, Inc. and Palatin
Technologies, Inc. Dr. De Souza brings to the board of directors substantial experience as an executive in the pharmaceutical industry, having served as
president and chief executive officer of Synaptic Pharmaceutical Corp. until its sale to H. Lundbeck A/S, in addition to Biodel and Archemix. Over Dr. De
Souza’s career, he has also served in a number of high-ranking research and development roles, including senior vice president and head of global lead
generation for Hoechst Marion Roussel and senior vice president and U.S. head of drug innovation and approval following that company’s merger with
Rhone-Poulenc to form Aventis (now Sanofi-Aventis) and co-founder and executive vice president of research and development at Neurocrine Biosciences,
Inc.

These experiences, together with his service as a director for other biopharmaceutical companies, enable Dr. De Souza to contribute valuable insight to the
board of directors regarding pharmaceutical portfolio development and management from both large company and emerging company perspectives.
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Alan W. Dunton, M.D. has been a member of the board of directors since October 2006. Since April 2006, he has been the principal of Danerius, LLC, a
consulting company. From January 2007 to March 2009, Dr. Dunton served as president and chief executive officer of Panacos Pharmaceuticals Inc., and he
served as a managing director of Panacos from March 2009 to January 2011. Dr. Dunton is a member of the board of directors of each of the publicly-traded
companies Oragenics, Inc. and Palatin Technologies, Inc. Within the past five years, he served on the board of directors of each of the publicly-traded
companies Adams Respiratory Therapeutics, Inc. (acquired by Reckitt Benckiser Group plc) and MediciNova, Inc. and the formerly publicly-traded company
Panacos Pharmaceuticals, Inc. In addition, he was chairman of EpiCept Corporation which merged with Immune Pharmaceuticals in 2013. He is also
currently a director of Sancilio & Company, a privately held pharmaceutical company.

Dr. Dunton brings to the board of directors substantial drug development and clinical research experience. Over his almost three decade career in the
pharmaceutical industry, Dr. Dunton has played a key role in the development of more than 20 products to regulatory approval, including several successful
neuroscience products. In addition, his experience and training as a physician and fellowship in clinical pharmacology enable him to bring valuable insight to
the board of directors.

John P. Richard has been a member of the board of directors of Targacept since November 2002, and has served as Chairman since January 2014. Mr. Richard
is an operating partner at the life science investment firm Phase4 Partners (formerly Nomura Phase4 Ventures), and has served as a non-executive director for
Phase4 since March 2011 and as a venture partner since 2008. Since 2005 he has also been a managing director of Georgia Venture Partners, a seed venture
capital firm that focuses on the biotechnology industry. In addition, Mr. Richard currently serves and from time to time during at least the past five years has
served as a consultant to Phase4 Partners (or its predecessor) and certain of its portfolio companies, and to portfolio companies of Georgia Venture Partners.
Mr. Richard has been a director of the publicly-traded company Biota Pharmaceuticals, Inc. since August 2013.

Mr. Richard brings to the board of directors extensive business development experience, having led that function at three separate life science companies and
played a primary role in establishing numerous pharmaceutical alliances. In addition, the breadth of Mr. Richard’s current roles enables him to view issues
that Targacept faces from a variety of perspectives, including as an executive, investor, director and business development professional.

Corporate Governance
Board Leadership Structure

The Targacept board of directors and each of its committees are chaired by directors whom the board of directors has determined meet the listing standards of
The NASDAQ Stock Market LLC, or NASDAQ.

The roles of Chief Executive Officer and Chairman of the Board of Directors have been held by separate individuals since Targacept became an independent
company in 2000. This separation of roles enables Targacept’s Chief Executive Officer to focus on his core responsibility of leading and managing
Targacept’s operations and day-to-day performance, consistent with strategic direction provided by the board of directors, and Targacept’s Chairman of the
Board to focus on leading the board of directors of Targacept in its fundamental role of providing guidance to, and independent oversight of, Targacept’s
management. In addition, this separation provides an opportunity for consistent leadership, as the individual that fills either role could assume the duties of
the other role on a temporary basis if the need were to arise.

Director Independence

NASDAAQ?’s listing standards and Targacept’s Corporate Governance Guidelines require that the board of directors consist of a majority of independent
directors, as determined under the applicable NASDAQ listing
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standard. The Targacept board of directors, consistent with the determination of its Governance and Nominating Committee, has determined that each of
Mr. Richard, Mr. Blixt, Ms. Brown, Dr. De Souza and Dr. Dunton qualifies as an independent director.

For purposes of qualifying as independent to serve on the Audit Committee of the board of directors, applicable NASDAAQ listing standards and rules of the
SEC require that a director not accept any consulting, advisory, or other compensatory fee from Targacept, other than for board of directors service, or be an
affiliated person of Targacept. For purposes of qualifying as independent to serve on the Compensation Committee of the board of directors, applicable
NASDAQ listing standards require that a director not accept any consulting, advisory, or other compensatory fee from Targacept, other than for board of
directors service, and that the board of directors consider whether a director is affiliated with Targacept and, if so, whether the affiliation would impair the
director’s judgment as a member of the Compensation Committee. The board of directors has considered these requirements and believes they are satisfied by
all of the members of Targacept’s Audit Committee and all of the members of Targacept’s Compensation Committee.

The Board and its Committees

Targacept’s bylaws provide that the Targacept board of directors shall consist of not less than 3 or more than 13 directors, as fixed from time to time in
accordance with Targacept’s certificate of incorporation. Targacept’s certificate of incorporation provides that the number of directors shall be fixed from time
to time exclusively by the board of directors. The board of directors has fixed the number of directors at 7. The board of directors is divided into three classes,
with one class to be elected at each Targacept annual stockholders meeting to serve for a three-year term. The term of Targacept’s Class I directors expires at
the 2016 annual stockholders meeting; the term of Targacept’s Class II directors expires at the 2017 annual stockholders meeting; and the term of Targacept’s
Class III directors expires at the 2015 annual stockholders meeting; in each case with each director to hold office until his or her successor is duly elected and
qualified or until his or her earlier death, retirement, resignation or removal. Targacept’s directors are divided among the three classes as follows:

Class Director(s) Eprie:;lion
I Charles A. Blixt and Alan W. Dunton, M.D. 2016
I Julia R. Brown, Stephen A. Hill, M.D. and John P. Richard 2017
1Ir* Errol B. De Souza, Ph.D. 2015

* One Class III seat has been vacant since the resignation of Targacept’s former Chairman, Mark Skaletsky, in November 2013.

In 2014, the board of directors met eight times. Each of Targacept’s directors attended at least 75% of the aggregate number of meetings of the board of
directors and the committees on which he or she served. Targacept’s Corporate Governance Guidelines provide that Targacept’s directors are also expected to
attend annual stockholders meetings. All of Targacept’s directors attended the 2014 Targacept annual stockholders meeting.

The board of directors has the following standing committees: Governance and Nominating, Audit, Compensation, and Technology and Innovation. A brief
description of these committees and their current memberships follows.

Governance and Nominating Committee

The current members of the Governance and Nominating Committee are Mr. Blixt, Ms. Brown and Dr. De Souza, with Dr. De Souza serving as Chairman. In
2014, the Governance and Nominating Committee met three times. You can find the Governance and Nominating Committee charter on the “Investor
Relations” page of
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Targacept’s website, www.targacept.com, under the “Corporate Governance” tab. Specific responsibilities of the Governance and Nominating Committee
include:

*  identifying individuals qualified to serve as directors and committee members, recommending to the Targacept board of directors nominees for
election at Targacept’s annual stockholders meetings and recommending to the board of directors individuals to fill vacancies on the board of
directors;

+  making recommendations to the board of directors concerning the criteria for membership on the board of directors and the size, composition,
chairmanship and compensation of the board of directors and its committees;

»  considering whether and how it takes into account diversity in identifying nominees;

*  monitoring and making recommendations to the board of directors regarding corporate governance matters;
* advising the board of directors on corporate governance matters generally;

»  conducting an annual review of the performance of the board of directors and its committees; and

+  periodically evaluating and making recommendations to the board of directors concerning the compensation of non-employee directors.

Our non-employee director compensation program, including the roles of members of Targacept’s executive management team and outside compensation
consultants in assisting with establishing non-employee director compensation, is discussed below under “Executive Compensation—Compensation of
Directors.”

The objective of the Governance and Nominating Committee is that the backgrounds and qualifications of the directors as a group provide a significant
breadth and diversity of experience, knowledge and abilities. In considering whether to recommend any particular candidate for inclusion in the board of
directors’ slate of recommended nominees, the Governance and Nominating Committee applies certain criteria found in Targacept’s Corporate Governance
Guidelines. In particular, each nominee should possess:

+ areputation for integrity, honesty and adherence to high ethical standards;
» sound judgment and a willingness and ability to contribute positively to decision-making processes;

+ acommitment to understand Targacept and Targacept’s industry and to regularly attend and participate in meetings of the board of directors and,
as applicable, its committees;

+ the interest and ability to understand sometimes conflicting interests of various constituencies, such as stockholders, employees, governmental or
regulatory bodies, creditors and the general public, and to act in the interests of all stockholders; and

* no actual or apparent conflict of interest that would impair the ability to represent the interests of all stockholders and to fulfill the responsibilities
of a director.

The Governance and Nominating Committee does not assign specific weights to particular criteria, and no particular criterion is a prerequisite for a nominee.

The Governance and Nominating Committee recommends to the board of directors individuals to be nominated for election as directors. In considering an
incumbent director as a nominee, the Governance and Nominating Committee considers his or her prior contributions to the functioning of the Targacept
board of directors and, as applicable, its committees. The Governance and Nominating Committee may also receive recommendations for nominees from
members of the board of directors or management and may from time to time engage a third-party search firm to help identify potential nominees. If a
candidate is identified, the Governance and Nominating Committee evaluates his or her qualifications and other biographical information, taking into account
the backgrounds and qualifications of the continuing members of the board of directors and the criteria included in Targacept’s Corporate Governance
Guidelines. Members of the Governance and Nominating Committee and
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Targacept’s Chief Executive Officer then interview the candidate or, if multiple candidates are identified, select candidates. Following discussion of the
candidates identified and evaluated, the Governance and Nominating Committee recommends to the board of directors a list of nominees for election.

Audit Committee
The current members of the Audit Committee are Mr. Blixt, Dr. De Souza and Mr. Richard, with Mr. Blixt serving as chairman. The Targacept board of

directors has determined that Mr. Richard is an “audit committee financial expert” as defined in Item 407(d)(5) of Regulation S-K.

In 2014, the Audit Committee met seven times. You can find the Audit Committee charter on the “Investor Relations” page of Targacept’s website,
www.targacept.com, under the “Corporate Governance” tab. The Audit Committee assists the board of directors in its oversight of Targacept’s accounting,
financial reporting and internal control functions. Some of the specific responsibilities of the Audit Committee include:

» the appointment, compensation, retention and oversight of any independent registered public accounting firm that Targacept engages to issue an
audit report, or to perform other audit, review or attest services, for Targacept’s financial statements, and evaluating auditor independence;

» receiving and reviewing reports of management and the independent registered public accounting firm regarding the annual audit process, as well
as the review process for Targacept’s interim financial statements;

+ reviewing with management significant accounting issues, policies relating to Targacept’s financial statements and Targacept’s cash management
program;

» discussing with management and the independent registered public accounting firm Targacept’s exposure to material risks and the adequacy of
Targacept’s risk management activities;

* reviewing management’s assessment of the effectiveness of, and Targacept’s independent registered public accounting firm’s report on,
Targacept’s internal control over financial reporting;

+  approving, to the extent required by applicable law or NASDAAQ listing standards or by Targacept’s related person transactions policy, related
person transactions;

» establishing procedures for the receipt, retention and treatment of complaints regarding accounting, internal accounting controls or auditing
matters;

+ responding to any report of evidence of a material violation of the securities laws or breach of fiduciary duty that it receives; and

»  preparing the report of the audit committee required by applicable SEC rules to be included in Targacept’s annual proxy statement.

Compensation Committee

The current members of the Compensation Committee are Ms. Brown, Dr. Dunton and Mr. Richard, with Ms. Brown serving as chairperson. In 2014, the
Compensation Committee met six times. You can find the Compensation Committee charter on the “Investor Relations” page of Targacept’s website,
www.targacept.com, under the “Corporate Governance” tab. Some of the specific responsibilities of the Compensation Committee include:

» reviewing periodically Targacept’s compensation philosophy and the adequacy of compensation plans and programs for Targacept’s executive
officers and other employees;

+  the appointment, compensation and oversight of any compensation expert, legal counsel or other adviser that the Compensation Committee
determines to engage and the consideration of factors relevant to such expert’s, counsel’s or adviser’s independence;
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+ reviewing the performance of Targacept’s Chief Executive Officer and establishing the compensation of all of Targacept’s executive officers;
+ approving employment, severance and change in control agreements, and any amendments, for Targacept’s executive officers;

» administering Targacept’s 2006 Stock Incentive Plan and any other stock-based plans, as well as other employee benefit and incentive plans;
»  assessing annually any risks associated with Targacept’s compensation policies and practices;

+ reviewing and discussing with management Targacept’s Compensation Discussion and Analysis disclosure and formally recommending to the
board of directors that it be included in Targacept’s annual report on Form 10-K (either directly or by incorporation by reference to Targacept’s
annual proxy statement);

* making a recommendation to the board of directors with respect to the board of directors’ recommendation to Targacept’s stockholders on any
proposal that Targacept’s stockholders approve the compensation of Targacept’s named executive officers on an advisory basis;

» making a recommendation to the board of directors, at least once every six years, whether to submit the compensation of Targacept’s named
executive officers to an advisory vote of Targacept’s stockholders every one, two or three years; and

»  preparing the report of the Compensation Committee required by applicable SEC rules to be included in Targacept’s annual report on Form 10-K
(either directly or by incorporation by reference to Targacept’s annual proxy statement).

The Compensation Committee consults regularly with Targacept’s Chief Executive Officer regarding Targacept’s executive compensation program.
Targacept’s executive compensation program, including the role of members of Targacept’s executive management team and outside compensation
consultants in assisting with establishing compensation, is discussed below under “Executive Compensation—Compensation Discussion and Analysis.”

The Compensation Committee has the discretion to delegate any of its authority to a subcommittee. In addition, the board of directors has delegated to

Dr. Hill, as Chief Executive Officer, the authority to grant stock options under Targacept’s 2006 Stock Incentive Plan, subject to limits and other conditions
specified by the board of directors or the Compensation Committee, the terms of that plan and applicable law. In particular, Dr. Hill does not have the
authority to grant stock options to the members of Targacept’s executive management committee.

Compensation Committee Interlocks and Insider Participation

None of the directors who served on Targacept’s Compensation Committee during 2014, Ms. Brown, Dr. Dunton, or Mr. Richard, was an officer within the
meaning of Rule 3b-2 under the Securities Exchange Act of 1934, or the “1934 Act,” or employee of Targacept’s during or prior to fiscal 2014 or had any
relationship during fiscal 2014 that would be required to be disclosed pursuant to Item 404 of Regulation S-K. None of Targacept’s executive officers served
during fiscal 2014 as a member of the board of directors or compensation committee, or other committee serving an equivalent function, of any entity that has
an executive officer who serves on the Targacept board of directors or Compensation Committee.
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Technology and Innovation Committee

The current members of the Technology and Innovation Committee are Dr. De Souza and Dr. Dunton. In 2014, the Technology and Innovation Committee
met three times. You can find the Technology and Innovation Committee charter on the “Investor Relations” page of Targacept’s website,
www.targacept.com, under the “Corporate Governance” tab. Specific responsibilities of the Technology and Innovation Committee include:

»  assessing information provided by management regarding Targacept’s research and development activities, initiatives and programs and
periodically reporting to the Targacept board of directors on such matters;

+ reviewing periodically and reporting to the Targacept board of directors on Targacept’s research and development strategies; and

» discussing and reporting to the board of directors on significant emerging technology issues and trends relevant to Targacept’s areas of scientific
or therapeutic focus.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the 1934 Act requires Targacept’s directors and executive officers and the holders of more than 10% of Targacept’s common stock to file
with the SEC initial reports of ownership of Targacept’s common stock and other equity securities on a Form 3 and reports of changes in such ownership on a
Form 4 or Form 5. Officers, directors and more than 10% stockholders are required by SEC rules to provide Targacept with copies of all Section 16(a) forms
they file. Based solely upon a review of the copies of such forms furnished to Targacept for the year ended December 31, 2014, and information provided to
Targacept by Targacept’s directors and executive officers required to file the reports, Targacept believes that all forms required by Section 16(a) to be filed in
2014 were filed on a timely basis.

The Board’s Role in Risk Oversight

The Targacept board of directors is involved in risk oversight in multiple ways. For example, in determining whether and under what circumstances Targacept
would engage in financing transactions or enter into strategic alliances and collaborations, the board of directors is involved in Targacept’s management of
risks related to Targacept’s financial condition or of the risks inherent in drug development and commercialization. In addition, the board of directors
routinely receives at its meetings business updates from various members of management. These updates may identify matters that have emerged within that
member of management’s scope of responsibility that involve operational, financial, legal or regulatory risks and, in these cases, the board of directors’ risk
oversight role is to provide guidance to management.

The board of directors also exercises a risk oversight role through its committees, each of which is structured to include only independent directors and is
separately chaired. Each committee provides regular reports of its actions to the full board of directors. In particular, as noted above, the Audit Committee is
responsible for discussing Targacept’s exposure to material risks and the adequacy of its risk management activities with management and its independent
registered public accounting firm. The Audit Committee’s primary emphasis is financial risk, including Targacept’s internal control over financial reporting,
and it reviews information received from Targacept’s independent registered public accounting firm as to the effectiveness of Targacept’s internal control over
financial reporting and from other third parties in support of management’s assessment of the effectiveness of Targacept’s internal control over financial
reporting. The Audit Committee also oversees Targacept’s management of exposure to certain financial risks through its periodic review of Targacept’s
investment policy and the allocation of Targacept’s investment portfolio. Additionally, the Audit Committee seeks assurance from Targacept’s insurance
broker periodically that it considers Targacept’s various insurance coverages, including clinical trial-related insurance, to be appropriate and generally
consistent with its other clients in Targacept’s industry with similar profiles. Beyond the Audit Committee, the Compensation Committee is responsible for
considering whether Targacept’s compensation programs and practices are reasonably likely to have a material adverse effect on Targacept.
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Corporate Governance Guidelines

The Targacept board of directors has adopted Corporate Governance Guidelines that address a number of matters applicable to directors, including, as
examples, independence, qualification standards, compensation, conduct and frequency of meetings, executive sessions and management evaluation and
succession. You can find Targacept’s Corporate Governance Guidelines on the “Investor Relations” page of its website, www.targacept.com, under the
“Corporate Governance” tab.

Code of Business Conduct and Ethics

The Targacept board of directors has also adopted a Code of Business Conduct and Ethics applicable to all Targacept personnel, including Targacept’s
directors and executive officers. The Code of Business Conduct and Ethics is designed, among other things, to reflect Targacept’s commitment to fair and
ethical conduct and compliance with law. You can find the Code of Business Conduct and Ethics on the “Investor Relations” page of Targacept’s website,
www.targacept.com, under the “Corporate Governance” tab. To the extent permissible under applicable law, the rules of the SEC or NASDAQ listing
standards, Targacept also intends to post on Targacept’s website any amendment to the Code of Business Conduct and Ethics, or any grant of a waiver from a
provision of the Code of Business Conduct and Ethics, that requires disclosure under applicable law, SEC rules or NASDAQ listing standards.
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TARGACEPT EXECUTIVE COMPENSATION

Compensation of Directors
Under Targacept’s non-employee director compensation program as in effect for fiscal 2014:

» each non-employee director who is first elected or appointed to the Targacept board of directors receives a nonqualified option to purchase 25,000
shares of common stock on the fifth business day after his or her election or appointment (an “Initial Option”);

»  each non-employee director who is first elected or appointed as Chairman of the Targacept board of directors receives an additional Initial Option
to purchase 10,000 shares of common stock on the fifth business day after his or her election or appointment;

»  each non-employee director receives on an annual basis a nonqualified option to purchase 12,500 shares of common stock or, in the case of the
Chairman of the Targacept board of directors, an option to purchase 17,500 shares of common stock (an “Annual Option”);

»  each non-employee director receives an annual cash retainer of $35,000 payable in quarterly installments ($55,000 in the case of the Chairman of
the Targacept board of directors); and

» each member of the Audit Committee receives an additional annual cash retainer of $10,000 ($20,000 in the case of the chairman of the
committee); each member of the Compensation Committee receives an additional annual cash retainer of $7,500 ($15,000 in the case of the
chairman of the committee); and each member of the Governance and Nominating Committee and each member of the Technology and
Innovation Committee receives an additional annual cash retainer of $5,000 ($10,000 in the case of the chairman of each committee).

Each Initial Option vests and becomes exercisable (i) with respect to one-third of the shares subject to the Initial Option, on the earlier of the first anniversary
of the grant date or the last business day before the annual stockholders meeting that occurs in the next calendar year, provided that the recipient director
remains in service on the vesting date, and (ii) with respect to the remaining two-thirds of the shares subject to the Initial Option, on a pro rata quarterly basis
over the next two years, if the recipient director remains in service as a director during such periods.

Each Annual Option is granted on the fifth business day after the date of the stockholders meeting at which directors are elected, if the recipient director
remains in service as a director as of the grant date, and vests and becomes exercisable in full on the earlier of the first anniversary of the grant date or the last
business day before the annual stockholders meeting that occurs in the next calendar year, if the recipient director remains in service as a director on the
vesting date.

The exercise price per share for both Initial Options and Annual Options is equal to the fair market value of Targacept’s common stock on the date the option
is granted, as determined in accordance with the 2006 Stock Incentive Plan (or any successor plan). The “option period” for both Initial Options and Annual
Options is 10 years. The post-termination exercise periods for both outstanding and future non-employee director options, to the extent vested as of the
director’s termination date, is the earlier of the third anniversary of the director’s termination date or the end of the option period (unless the director was
terminated for cause, in which case the option would terminate as of the director’s termination date). Unvested options continue to be forfeited as of the
director’s termination date.

Process for Determining Director Compensation

The Governance and Nominating Committee periodically engages a third-party consultant to assemble director compensation data for Targacept’s then-
current peer group to evaluate the competitiveness of its non-employee director compensation program. Based on the findings, the Governance and
Nominating Committee considers whether to recommend that the Targacept board of directors modify its non-employee director compensation program.
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2014 Director Compensation Table

The following table contains information regarding total compensation paid to members of the Targacept board of directors (other than Dr. Hill) for service in
the fiscal year ended December 31, 2014. For information regarding compensation paid to Dr. Hill, see the “Summary Compensation Table” on page 165.

Fees Earned or Option Restricted
Name Paid in Cash ($) Awards ($)(1) Stock ($)(3) Total ($)
Charles A. Blixt 60,000 44,125 24,700 128,825
Julia R. Brown 55,000 44,125 24,700 123,825
Errol B. De Souza 60,000 44,125 24,700 128,825
Alan W. Dunton 52,500 44,125 24,700 121,325
John P. Richard(2) 72,500 97,275 24,700 194,475

(1) The amounts in this column reflect the aggregate grant date fair value of stock options granted during fiscal 2014 calculated in accordance with ASC
718, disregarding the potential for forfeitures. The assumptions that Targacept used to calculate these amounts are discussed in Note 9 to its audited
financial statements included elsewhere in this proxy statement/prospectus/information statement. All of these stock options were granted on June 12,
2014 at an exercise price of $4.29 per share, the closing price of Targacept’s common stock on the NASDAQ Global Select Market on the grant date,
with the exception of Mr. Richard (see note (3)).

(2) On January 8, 2014 Mr. Richard was granted an option to purchase 10,000 shares of Targacept’s common stock with an exercise price of $4.31 per
share, the closing price of its common stock on the NASDAQ Global Select Market on the grant date. This grant was in accordance with the terms of
Targacept’s 2006 Plan following his appointment as Chairman of the Board and is scheduled to vest quarterly beginning March 31, 2014 and vesting in
full on January 8, 2017.

(3) The amounts in this column reflect the aggregate grant date fair value of restricted stock granted during fiscal 2014 calculated in accordance with ASC
718, disregarding the potential for forfeitures. The assumptions used to calculate these amounts are discussed in Note 9 to Targacept’s audited financial
statements included in this proxy statement/prospectus/information statement. All of these restricted stock awards were made on December 11, 2014.
The closing price of Targacept’s common stock on the NASDAQ Global Select Market on the award date was $2.47.

Outstanding Equity as of December 31, 2014

The table below sets forth the aggregate number of shares underlying outstanding stock options held as of December 31, 2014 by individuals who served on
the Targacept board of directors during fiscal 2014.

Name Stock Options
Charles A. Blixt 70,000
Julia R. Brown 53,400
Errol B. De Souza 85,000
Alan W. Dunton 72,000
John P. Richard(1) 65,000

(1) In 2013, Mr. Richard was elected non-executive Chairman of the Targacept board of directors effective January 1, 2014. In connection with his
appointment, and in accordance with the 2006 Plan and its non-employee director compensation program as described starting on page 148,
Mr. Richard received on January 8, 2014 an Initial Option to purchase 10,000 shares of its common stock.

Compensation Discussion and Analysis

The Compensation Discussion and Analysis, or CD&A, explains the key elements of Targacept’s executive compensation program and compensation
decisions for its named executive officers, which it refers to as NEOs.
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The Compensation Committee of Targacept’s board of directors, with input from its independent compensation consultant and its President and Chief
Executive Officer, oversees this program and determines compensation for its NEOs.

For the fiscal year ended December 31, 2014, Targacept’s NEOs are:

Stephen A. Hill President and Chief Executive Officer

Alan A. Musso Former Senior Vice President, Finance and Administration, Chief Financial Officer and

Treasurer (resigned in 2014)

Mauri K. Hodges Vice President, Finance and Administration, Chief Financial Officer and Treasurer

(interim appointment in 2014)

Patrick C. Rock Senior Vice President, General Counsel and Secretary
Steven M. Toler Vice President, Clinical Pharmaceutical Sciences (terminated in 2015)
Scott N. Cullison Vice President, Business Development (terminated in 2015)

I. Executive Summary

The Compensation Committee is committed to designing compensation policies and practices that promote pay for performance and use key corporate
performance measurements that provide an alignment between the interests of Targacept’s NEOs and its stockholders. This executive summary provides an
overview of Targacept’s 2014 company performance, compensation framework and pay actions, targeted total direct compensation, pay for performance and
governance practices.

2014 Corporate Developments

Targacept progressed its business development efforts, which focused on external, non-nicotinic strategic opportunities and recently culminated
in its announcement, on March 5, 2015, of its entry into the definitive Merger Agreement with Catalyst, pursuant to which a wholly owned
subsidiary of Targacept’s will be merged with and into Catalyst, with Catalyst continuing as the surviving corporation. Under the terms of the
merger, the security holders of Catalyst will become the majority owners of the outstanding shares of common stock of the combined company.

Targacept ended the fiscal year with $110.8 million in cash and investments, which it expects to be sufficient to meet its reduced operating
requirements for several years, or, if it is successful in completing the merger, Targacept believes it has sufficient capital to fund the operations of
the combined company through forecasted milestones that have potential for value creation.

Targacept initiated and maintained on-schedule enrollment of a Phase Ib exploratory trial as a treatment for diabetic gastroparesis.

Targacept completed its Phase 2b monotherapy trial of TC-1734 as a treatment for mild to moderate Alzheimer’s disease. In the trial, TC-1734
did not meet the objective of showing superiority to donepezil, the marketed medication most often prescribed for Alzheimer’s disease, after 52
weeks of treatment. Based on these results, Targacept decided not to pursue further development of TC-1734.

Targacept completed its Phase 2b trial of TC-5214 as a treatment for overactive bladder (OAB). In the trial, the high dose of TC-5214
demonstrated mixed results on the co-primary endpoints and did not reach statistical significance on episodes of urinary incontinence per 24
hours after 12 weeks of treatment. Based on these results, Targacept decided not to pursue further development of TC-5214 in OAB.
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AstraZeneca AB, or AstraZeneca, terminated its 2005 collaborative research and license agreement with Targacept, which was initially focused in
cognitive disorders, effective January 2015. All remaining rights and licenses to compounds granted by Targacept under the agreement to
AstraZeneca terminated and reverted to Targacept, including the rights and license relating to its product candidate TC-6683 (also known as
AZD1446).

Changes in Targacept’s senior leadership included:
. The assumption by John P. Richard of his role as Targacept’s new Chairman of the Board effective January 1, 2014.

. The departure of Targacept’s Vice President, Clinical Development and Regulatory Affairs, David A. Hosford, M.D. Ph.D., effective
September 21, 2014.

. The departure of Targacept’s Senior Vice President, Finance and Administration, Chief Financial Officer and Treasurer, Alan A. Musso,
effective November 18, 2014.

. The appointment of Mauri K. Hodges to serve on an interim basis as Targacept’s Vice President, Finance and Administration, Chief
Financial Officer and Treasurer, effective December 11, 2014.

2014 Compensation Framework

The Compensation Committee is responsible for, among other things, establishing the compensation of Targacept’s executive officers, including its NEOs.
The compensation of Targacept’s NEOs for the fiscal years ended December 31, 2014, 2013, and 2012 is set forth in the Summary Compensation Table on
page 165 of this proxy statement/prospectus/information statement. The Compensation Committee has designed Targacept’s executive compensation program
to achieve three primary objectives:

1)

2)

3)

remain competitive with comparable companies in Targacept’s industry in order to attract and retain talented individuals to contribute to its long-
term success;

provide substantial incentive to achieve Targacept’s business objectives and build stockholder value, thereby aligning the interests of its
executives with the interests of its stockholders and paying for performance; and

achieve internal pay equity within Targacept’s executive management team.

In furtherance of these objectives, Targacept’s executive compensation program is and has historically been comprised principally of three elements:

base salary, which does not vary based on Targacept’s performance or results;

eligibility for an annual cash bonus under an annual cash incentive award program, which incentivizes and rewards the achievement of pre-
defined corporate performance objectives or other accomplishments that the Compensation Committee believes advance Targacept’s business
interests and contribute to its success and the creation of stockholder value; and

stock-based awards, which align the interests of Targacept’s executive officers with the interests of its stockholders and play an important role as
a recruitment and retention tool as it competes for talent with companies that in some cases are larger, are at a more advanced stage or offer
potential for high growth.
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2014 Compensation Committee pay actions under this program are summarized below.

Compensation Element

Base Salary

Annual Cash Incentive

Long-Term Incentive

Rationale

Compensation Committee Actions

Provides a degree of financial certainty and stability.

Recognizes competitive market conditions for top
talent and/or rewards individual performance through
periodic increases.

Motivates NEOs to meet or exceed Targacept’s annual
corporate performance objectives and positions
Targacept for longer-term success.

Uses equity-based awards (e.g., time-vested stock
options) to (i) motivate behavior intended to result in
stock price appreciation, (ii) focus NEOs on executing
Targacept’s long-term strategy, (iii) align NEO and

stockholder interests, and (iv) attract and retain talent.
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Approved base salary increase of 5% for Mr. Cullison
and 3% for the remaining NEOs, effective January 1,
2014.

Approved an interim base salary increase of 21.4% for
Mauri K. Hodges in recognition of her December 11,
2014, appointment to serve on an interim basis as
Chief Financial Officer.

In January 2015, approved 52.9% of target payout
under the 2014 program after determining achievement
of specified criteria for clinical operations (30%),
financial (15%), and leadership (7.9%) objectives.

Approved the grant of incentive stock options to
substantially all employees. Dr. Hill was granted
175,000 options, Mr. Musso was granted 55,000
options and Mr. Rock each were granted 45,000
options, and Ms. Hodges and Mr. Cullison each were
granted 40,000 options. The options vest quarterly
over four years and have an exercise price of $4.74 per
share, the closing price of Targacept’s common stock
on the grant date.

Granted as a retention incentive, and in lieu of 2015
stock-based awards, restricted stock to the NEOs and
other select, key personnel. Dr. Hill was granted
175,000 shares, Mr. Musso was granted 55,000 shares
and Mr. Rock each were granted 45,000 shares, and
Ms. Hodges and Mr. Cullison each were granted
40,000 shares. The restricted stock vests in two equal
annual installments of 50% on December 31, 2015 and
50% on December 31, 2016. Mr. Musso’s restricted
shares were forfeited upon his resignation.
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2014 Targeted Total Direct Compensation

The Compensation Committee seeks to balance the cash-versus stock-based elements and the fixed- versus variable incentive-based elements of Targacept’s
executive compensation program. Toward that end, with respect to each of its NEOs, the Compensation Committee generally aims for annual base salary,
annual cash incentive compensation and annual equity grants to be at or near the 50th percentile for the comparable position or level of responsibility (e.g.,
chief executive, senior vice president, vice president) for companies in Targacept’s peer group. However, the Compensation Committee does not rely solely
on peer group data and is not bound by and does not rigidly adhere to a formulaic application of a predetermined percentile level within the peer group in
determining compensation for Targacept’s NEOs.

The table below shows the percentage breakdown of targeted total direct compensation (“TDC”) for each NEO in fiscal 2014 (consisting of base salary, target
annual cash incentive, and target long-term incentive calculated using the target annual salary, without adjustment for actual time worked during 2014, and
valuing time-vested stock options as described in note 3 to the Summary Compensation Table on page 165). A significant portion of Targacept’s NEOs’
targeted TDC is variable, at-risk pay in the form of annual and long-term incentives; namely, 54% for its CEO and 45% to 48% for its other NEOs.

B Base Salary Annual Cash Incentive Options

Stephen AL Hill

Alan A, Musso 53%

Mauri K. Hodges
Patrick C. Rock 55%

Steven M. Toler 53%

Governance Practices
Targacept has several governance practices that it believes reinforce the soundness of its compensation programs:

*  The Compensation Committee is made up entirely of independent directors meeting the enhanced independence requirements under the
NASDAQ listing standards;

»  The Compensation Committee retains an independent compensation consultant working under the exclusive direction of the Committee;
* A change in control of Targacept, alone, would not give rise to severance payments under any of its employment agreements;
*  None of Targacept’s employment agreements provide for an excise tax gross up; and

»  Targacept’s insider trading policy prohibits trading in derivative instruments involving Targacept’s securities, a practice often referred to as
“hedging.”

Stockholder Say-on-Pay

In 2014, Targacept sought an advisory vote from Targacept’s stockholders regarding its executive compensation program. Over 97% of the votes cast
supported the program. The Compensation Committee considers the results
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of the advisory vote as it completes its annual review of each pay element and the compensation packages provided to Targacept’s NEOs and other
executives. Given the significant level of stockholder support received for this matter in 2014, the Committee concluded that the objectives of Targacept’s
executive compensation program are appropriate for a company of its size and stage of development and that its compensation policies and practices help
meet those objectives. In addition, the Committee believes the program achieves an appropriate balance between fixed and variable incentive compensation,
encourages long-term retention, and promotes alignment between the interests of Targacept’s NEOs and stockholders.

Accordingly, the Committee determined not to make any significant changes to Targacept’s executive compensation program as a result of the vote in 2014.
The Committee will continue to consider the outcome of Targacept’s say-on-pay votes and its stockholder views in making future compensation decisions for
the NEOs and other executives.

I1. Objectives of Executive Compensation

The primary objectives of Targacept’s executive compensation program as it relates to its NEOs are described below.

Remain competitive with comparable companies in Targacept’s industry in order to attract and retain talented individuals to contribute to its long-term
success.

The Compensation Committee believes that Targacept’s long-term success depends substantially on its ability to attract and retain highly qualified,
experienced individuals to serve as its executive officers. Targacept compete for skilled executives in its industry, often with companies that are larger, are at a
more advanced stage of drug development or offer potential for high growth. As a result, the Compensation Committee believes that the total compensation
package for each of Targacept’s NEOs must be at least competitive with comparable companies in its industry. Also, because Targacept competes on a
national scale for executive talent, the Compensation Committee assesses the competitiveness of its compensation in the United States as a whole, rather than
regionally.

In furtherance of this objective, the Compensation Committee generally aims for annual base salary and total target cash compensation (which takes into
account base salary and target cash incentives) for each of Targacept’s NEOs to be at or near the 50th percentile for the comparable position for comparable
companies in its industry. However, for each of Targacept’s NEOs, the targeted percentile represents a key data point but is not the sole factor in
compensation determinations.

Provide substantial incentive to Targacept’s NEOs to achieve its business objectives and build stockholder value, thereby aligning their interests with the
interests of its stockholders and paying for performance.

The Compensation Committee believes it is important for Targacept’s compensation program to align the interests of its NEOs with the interests of its
stockholders to ensure its NEOs are invested in its long-term success and its goal of building stockholder value. To accomplish this alignment of interests, the
compensation of each NEO includes, in addition to base salary, the opportunity to receive an annual cash incentive bonus and eligibility for the grant of stock-
based awards, which have historically been stock options.

The annual cash incentive bonus is intended to make a substantial portion of each NEO’s potential total annual compensation contingent on the achievement
of corporate performance objectives that the Compensation Committee believes advance Targacept’s business interests and contribute to its future success and
the building of stockholder value. Accordingly, the dollar amount of annual cash incentive bonuses paid to its NEOs depends heavily on the extent to which
the performance objectives are achieved. The Compensation Committee believes that stock option grants also serve to align the interests of Targacept’s NEOs
with the interests of its
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stockholders. Because the exercise price of each stock option granted by the Compensation Committee is at least equal to the fair market value of the

underlying stock as of the date of grant, the stock option provides a financial reward for the NEO only if the market price of its common stock increases after
the grant date.

Together, these components of Targacept’s executive compensation, which are described in more detail below under “Elements of and Rationale for Executive
Compensation,” are designed to incentivize its NEOs to work towards the achievement of its objectives in furtherance of its long-term success.

Achieve internal pay equity within Targacept’s executive management team.

The Compensation Committee believes it is important that Targacept’s executive compensation structure promote a cohesive management team and that its
success, both in the short-term and the long-term, depends on interdisciplinary contribution across the team. Accordingly, the Committee seeks to achieve
internal equity in compensating Targacept’s NEOs. In particular, Targacept’s goal is that the compensation paid to its NEOs be equitable and commensurate
with his or her position, experience, responsibilities and contributions to its overall performance and achievements and the compensation paid to other NEOs.

Elements of and Rationale for Executive Compensation

Base Salary

Base salary for each of Targacept’s NEOs is determined at or about the beginning of each year, and may in some cases be re-evaluated during the year, taking
into account:

+ the individual responsibilities of the NEO;

+ an assessment of the NEO’s individual performance, development and contributions to the achievement of Targacept’s corporate performance
objectives or otherwise to its achievements during the preceding year, as well as expected future contributions;

*  base salary data for Targacept’s peer group or, where publicly available data for a particular position in its peer group is limited, other relevant
comparables;

+  the historical base salary of the NEO during his or her employment with Targacept, including the amount and timing of previous adjustments; and

+ the base salaries of Targacept’s other NEOs.

Annual Cash Incentive Bonus

Each of Targacept’s executive officers, including its NEOs, participates in an annual cash incentive program. Under this program, each executive officer is
eligible to receive an annual cash bonus in an amount based on:

»  atarget bonus percentage of his or her base salary, which in some cases is subject to a minimum percentage specified in the executive officer’s
employment agreement; and

»  Targacept’s satisfaction of target or, in some cases, threshold or maximum criteria for achieving pre-defined corporate performance objectives,
and in some cases other corporate accomplishments, that the Compensation Committee believes advance Targacept’s business interests and
contribute to its future success and the building of stockholder value.

The Compensation Committee believes that, as a clinical-stage biopharmaceutical company, Targacept’s performance is measured generally by its ability to

advance product candidates into and through the clinic towards the market, to attract collaborators with particularized expertise and substantial resources, to
secure capital to fund its programs and to operate its business efficiently. Accordingly, Targacept’s specified performance objectives have typically related to
one or more of the following areas—the progression or
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advancement of its product candidates, development program execution or outcomes, the enhancement of its product portfolio, business development,
alliance management, regulatory operations, capital or operational efficiency, human resources matters and employee and investor communications matters.

Under Targacept’s annual cash incentive award program, at or about the beginning of each fiscal year, the Compensation Committee establishes corporate
performance objectives for that year and ascribes a percentage weighting to each performance objective. Following the end of the fiscal year, the
Compensation Committee determines the achievement level of the program for that year. In determining the achievement level, the Compensation Committee
(i) calculates the weightings ascribed to those specified performance objectives that have been met, (ii) determines whether to award all or any portion of the
weighting ascribed to any performance objective that has not been met (i.e., because the objective was achieved only in part or on a delayed basis, because a
strategic change occurred during the year making the objective unachievable, or for any other reason), and (iii) determines whether to make any adjustment
based on other corporate accomplishments or events that occurred during the year.

Beginning with fiscal 2013, the mechanics of the program call for the Compensation Committee to establish for each performance objective at the beginning
of the year target criteria for achievement and, in some cases, threshold and/or maximum criteria for achievement. For each performance objective that has a
threshold criterion, the weighting for the objective is not credited if the threshold criterion is not met and 50% of the weighting for the objective is credited if
the threshold (but not the target or, if applicable, maximum) criterion is met; if the target (but not the maximum, if applicable) criterion is met for a
performance objective, 100% of its weighting is credited; and for each performance objective that has a maximum criterion, 150% of the weighting for the
objective is credited if the maximum criterion is met; in each case subject to any discretionary adjustments that may be made by the Compensation
Committee. As a result, the maximum weighting for all of the performance objectives in the aggregate can be up to 150% of the target.

Because the Compensation Committee believes the achievement of Targacept’s objectives and its overall success require interdisciplinary contribution across
its executive management team and that the achievement of, or failure to achieve, any particular objective reflects the performance of all of the members of its
executive management team collectively, 100% of the annual cash bonus paid to its NEOs and the other members of its executive management team is based
on the achievement level determined by the Compensation Committee for the program and not on individual performance. Accordingly, the amount of each
of these participants’ (including each NEO’s) cash incentive bonus for a particular fiscal year is determined by multiplying his or her base wages received for
that year by his or her assigned target bonus percentage and then by the achievement level for the program determined by the Compensation Committee for
that year. All of Targacept’s other employees also participate in the incentive award program. For each of these employees, 50% of the annual cash bonus is
based on the achievement level determined by the Compensation Committee as described above and the other 50% is based on an assessment of individual
performance.

The Compensation Committee believes that the annual cash incentive award program furthers Targacept’s executive compensation objectives by:

» focusing Targacept’s NEOs’ attention directly on, and incentivizing them to achieve, performance objectives that are designed to contribute to its
future success and to building stockholder value;

» making a substantial portion of the annual compensation for Targacept’s NEOs contingent on achievement of the specified criteria, thereby
aligning their interests with the interests of its stockholders and paying for performance; and

+ balancing the fixed cash compensation that, in some cases, may be lower than Targacept’s NEOs could potentially obtain at larger or more mature
companies with which it may compete, thereby better enabling it to attract and retain executive talent.
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Stock-Based Awards

Targacept’s NEOs, other executive officers, other employees, and directors are also eligible to be granted stock options or other stock-based awards under
Targacept’s 2006 Stock Incentive Plan, as amended and restated, which is referred to in this proxy statement/prospectus/information statement as the “2006
Plan” or the “Plan.”

The Compensation Committee has historically awarded stock options as Targacept’s standard form of stock-based compensation due primarily to the
expectation and familiarity of stock options as part of compensation packages for personnel in its industry and to enable greater flexibility for its employees in
tax planning. All stock options granted to Targacept’s NEOs and other employees in 2014 have been designated as incentive options, subject to applicable
limits imposed by applicable tax law or regulation. Incentive options provide the potential for more favorable tax treatment for employees than nonqualified
options.

The granting of stock options to Targacept’s NEOs furthers its executive compensation objectives by:

» aligning the interests of the NEO with the interests of Targacept’s stockholders, inasmuch as the NEO only receives a financial reward if it
performs such that the market price of its common stock increases after the grant is made (grants of stock options are priced at no less than fair
market value), and the financial reward would be no greater than that experienced by any third-party who purchased shares of its common stock
on the grant date at a price equal to that day’s closing price; and

» serving as a powerful retention tool because stock options granted to Targacept’s NEOs typically have vesting schedules that extend over a four-

year period.

Targacept does not have any program, plan or practice to select dates for stock options to be granted in coordination with the release of material non-public
information. The Compensation Committee generally considers making stock option grants in January of each year, when the extent to which Targacept has
achieved its corporate performance objectives for the preceding year is known, so as to coordinate consideration of stock-based compensation with
consideration of the other elements of Targacept’s executive compensation. However, the Committee sometimes grants stock options later in the year if
circumstances warrant.

In 2014, the Compensation Committee for the first time granted restricted stock to Targacept’s NEOs and other select, key personnel, which brings its stock-
based compensation practices into closer alignment with those of its peer group.

III. Compensation Decision-Making Process
Role of the Compensation Committee in the Compensation Process
The Compensation Committee is responsible for establishing the components and amounts of compensation for each of Targacept’s executive officers,

including its NEOs. The current members of the Committee are Ms. Brown, Dr. Dunton and Mr. Richard, with Ms. Brown serving as chairperson.

The Compensation Committee works closely with its independent consultant and meets regularly, including in executive session without management
present, to make decisions on Targacept’s executive compensation program and on the compensation of its executives. The Committee reviews a variety of
market data and information, including company, peer group, and industry compensation information. The Committee Chair reports the actions of the
Compensation Committee to the Targacept board of directors at each regular meeting.

The Committee’s responsibilities include reviewing and approving Targacept’s:
»  Compensation peer group;
»  Compensation philosophy and objectives;
*  Amount and form of executive compensation (e.g., pay increases, equity grants);

* CEO’s performance and compensation;
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*  Annual cash incentive plan metrics and goals and achievement of goals;
+  Employment, severance, and change in control agreements for Targacept’s Chief Executive Officer and other executive officers; and

* Annual CD&A disclosure, which the Committee recommends to the Targacept board of directors for inclusion in its annual report on Form 10-K
(either directly or by incorporation by reference to its subsequently filed proxy statement).

Role of the Independent Compensation Consultant

The Compensation Committee’s charter authorizes it to retain outside advisors, including independent compensation experts, as it deems appropriate to advise
it in connection with its responsibilities and to approve related fees and engagement terms. Any advisor retained reports directly to the Compensation
Committee. The Committee has retained the services of Radford, an Aon Hewitt company (“Radford”), as its independent compensation consultant since the
third quarter of 2011. Radford performs the following responsibilities:

+  Attends or participates by phone in Committee meetings, including non-management executive sessions, when requested by the Committee;

*  Provides independent advice to the Committee on current trends and best practices in compensation design and program alternatives, and advises
on plans or practices that may improve effectiveness;

*  Provides and discusses peer group and survey data for competitive comparisons and, based on this information, offers independent
recommendations on CEO and NEO compensation;

*  Reviews the CD&A, compensation tables, and other compensation-related disclosures in Targacept’s annual report on Form 10-K or proxy
statements;

»  Offers recommendations, insights and perspectives on compensation-related matters;

»  Evaluates and advises the Committee regarding enterprise and related risks associated with executive compensation components, plans and
structures; and

»  Supports the Committee to ensure executive compensation programs are competitive and align the interests of Targacept’s executives with those
of its stockholders.

A Radford representative participated throughout 2014 in several Compensation Committee meetings and consulted frequently with the Committee
chairperson. Representatives from Radford reviewed this CD&A and the compensation-related tables contained in this proxy
statement/prospectus/information statement.

In 2014, Targacept’s management engaged affiliates of Aon Corporation, Radford’s parent company, to provide retirement benefit plan and insurance
brokerage advisory services. Targacept paid $12,967 in professional fees for the retirement benefit plan services in 2014. For the insurance brokerage
services, Aon is paid by third-party insurance companies and not by Targacept. Those third-party payments amounted to less than 1% of Aon’s 2014
revenues. The Compensation Committee has considered various factors, including Targacept’s engagements of Radford affiliates, and does not believe that
Radford has a conflict of interest in fulfilling its engagement to the Compensation Committee.

Role of the CEO in Compensation Decisions

As described above, on an annual basis for each of Targacept’s executive officers, including its NEOs, the Compensation Committee determines base salary
and considers whether to make any adjustment in target bonus percentage. As part of the process, the Compensation Committee’s consultant or, if none is
engaged for any particular year and Targacept’s CEO or the chairperson of the Compensation Committee so directs, its Controller assembles: a tally sheet for
each executive officer; data showing 