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Item 1.02 Termination of a Material Definitive Agreement.

On February 28, 2011, Targacept, Inc. received notice of termination of its Product Development and Commercialization Agreement, dated July 27, 2007,
with SmithKline Beecham Corporation, doing business as GlaxoSmithKline, and Glaxo Group Limited (referred to together in this Current Report as
GlaxoSmithKline).

The Product Development and Commercialization Agreement set forth the terms of an alliance that was designed to discover, develop and market product
candidates that selectively target specified neuronal nicotinic receptor subtypes in five therapeutic focus areas. In February 2010, GlaxoSmithKline announced
significant strategic changes in the neurosciences area, which ultimately led to the decision to end the alliance. By the terms of the Product Development and
Commercialization Agreement, the termination becomes effective on May 29, 2011. Targacept will incur no financial penalties as a result of GlaxoSmithKline’s
early termination of the agreement.

The alliance was structured as a risk sharing arrangement whereby: (1) Targacept would conduct research programs in the therapeutic focus areas through a
Phase 2 clinical proof of concept trial and be eligible to receive contingent milestone payments from GlaxoSmithKline as Targacept advanced product candidates
through successive stages of preclinical and Phase 1 clinical development; and (2) for each therapeutic focus area, if Targacept achieved clinical proof of concept
with a lead product candidate, GlaxoSmithKline would have an option to in-license that lead product candidate and up to two other product candidates in
development in the alliance for the same therapeutic focus area on a worldwide basis. The alliance also generally required Targacept to work in the therapeutic
focus areas exclusively with GlaxoSmithKline with respect to product candidates with activity derived from binding to neuronal nicotinic receptors.

Errol B. De Souza, a member of Targacept’s board of directors, is the chairman of the Steering Board for GlaxoSmithKline’s Immunology Inflammation
Center of Excellence for Drug Discovery.
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