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Item 5.02 Departure of Directors or Certain Officers; Election of Directors; Appointment of Certain Officers; Compensatory Arrangements of
Certain Officers.

(d) On November 28, 2007, upon the recommendation of its governance and nominating committee, the Board of Directors (the “Board”) of Targacept, Inc.
(the “Company”) increased the number of directors comprising the Board from nine to 10 and elected Julia R. Brown to serve as a director in Class II. Ms. Brown
was elected for a term of office to expire, like the other Class II directors, at the 2008 Annual Meeting of Stockholders, with Ms. Brown to hold office until her
successor is duly elected and qualified or until her death, retirement, resignation or removal. Ms. Brown also was appointed to the Board’s compensation
committee.

As aresult of her election to the Board, Ms. Brown is eligible to receive cash and equity compensation commensurate with that paid to other non-employee
directors under the Company’s non-employee director compensation program. Initially, Ms. Brown will receive a nonqualified stock option to purchase 25,000
shares of the Company’s common stock as of a grant date of December 5, 2007 (the “Grant Date”), the fifth business day after her election to the Board, in
accordance with the terms of the Targacept, Inc. 2006 Stock Incentive Plan, as amended and restated (the “Plan”). The Company and Ms. Brown will enter into
the Company’s nonqualified stock option agreement for non-employee directors dated as of the Grant Date to evidence the stock option (the “Option
Agreement”).

In accordance with the terms of the Plan, the exercise price per share of the stock option granted to Ms. Brown will be equal to the closing price of the
Company’s common stock on The NASDAQ Global Market on the Grant Date. The stock option will vest and become exercisable with respect to one-third of the
underlying shares on the earlier of the business day immediately preceding the date of the Company’s 2008 Annual Meeting of Stockholders or December 5,
2008, provided Ms. Brown remains in service as of such earlier date. The stock option will vest and become exercisable with respect to the remaining two-thirds
of the underlying shares in pro rata quarterly installments over the next two years so that the option will be vested and exercisable in full on the earlier of the
business day immediately preceding the date of the Company’s 2010 Annual Meeting of Stockholders or December 5, 2010, provided that Ms. Brown remains in
service as a director of the Company during such periods. The stock option has an option period of 10 years and is subject in all respects to the terms of the Plan
and the Option Agreement, including certain restrictions on exercise if Ms. Brown’s service on the Board terminates.

In addition to the Option Agreement, the Company expects to enter into an indemnification agreement with Ms. Brown in substantially the same form as it
has previously entered into with the other members of the Board and its officers. Pursuant to the indemnification agreement and subject to its terms, the Company
would agree to indemnify and hold harmless Ms. Brown to the fullest extent permitted by the Delaware General Corporation Law.

(e) On November 28, 2007, the Board’s compensation committee approved an amendment to the Company’s employment agreement with Jeffrey P.
Brennan, the Company’s Vice President, Business and Commercial Development. As a result of the amendment, Mr. Brennan’s employment agreement, which
would have expired on December 31, 2007, will continue until terminated by the Company or by him. The amendment is designed to conform this provision of
Mr. Brennan’s employment agreement with the comparable provision of the employment agreements of other members of the Company’s executive management
team. All other terms and conditions of Mr. Brennan’s employment agreement remain unchanged.
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