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Letter from the CEO & Chairman of the Board
Dear Shareholder:
Fiscal 2009 was a very important year for Pharmacyclics. A lot was achieved in the last year. As of September 30,
2009, the company had about $34.0 million of cash, no long term debt and four drug programs, each with unique
potential to greatly benefit patients in need of a solution. Over the past nine months Pharmacyclics has generated
more than $45.0 million in new capital, which will be sufficient to progress our clinical programs in a meaningful
way as we continue to advance these novel products.

It is our mission and goal to build a viable biopharmaceutical company that designs, develops and commercializes
novel therapies intended to improve quality of life, increase duration of life and resolve serious unmet medical
healthcare needs. To identify promising product candidates based on exceptional scientific development expertise,
develop our products in a rapid, cost-efficient manner; pursue commercialization and/or development partners
when and where appropriate.

Allow me to give you a brief update on each of our four programs.
Let's start with our HDAC Inhibitor, which is an orally dosed drug targeting the histone

deacetylase (HDAC) enzymes that inhibits their function. The tested applications so far
have been in solid tumors and lymphoma.

» Pharmacyclics partnered on this molecule in April of 2009 with Servier, the largest

private French Biotech firm, granting exclusive licensing for all ex-U.S. markets and providing the company with
a royalty on future sales, plus $11.0 million in up front payments, $4.0 million in research payments during the
next 24 months as well as potential milestone payments of $24.5 million. Servier is in the process of arranging
their EU trial program, including an initial Phase | and several different Phase Il trials, we will update the
shareholders throughout the year as their trials take on more shape.

» Our HDAC Inhibitor is currently in a U.S. Phase I/Il study in patients with non-Hodgkin's lymphoma and
continues to have a class-leading safety profile. Interim trial information will be presented at the 51st Annual
Meeting of the American Society of Hematology (ASH) held on December 5 - 8, 2009 in New Orleans, LA: the
company expects this trial to conclude in the second half of calendar 2010.

» The HDAC Inhibitor will also be tested in the coming months in combination with doxorubicin for patients with
soft tissue sarcoma, co-sponsored by prominent investigators at Massachusetts General Hospital and Dana-
Farber / Harvard Cancer Center. We anticipate initial trial results from this study by the end of calendar 2010.

As of June 2009, we estimate about $42.0 million has been spent directly in the development of the HDAC

molecules.




Pharmacyclics also owns a potent Factor Vlia Inhibitor. This drug selectively inhibits Factor Vlla when it is
complexed with a protein called tissue factor (TF). In cancer, the Factor Vila:TF complex is found in abundance
in pancreatic, gastric, colon and other tumors, and triggers a host of physiologic processes that facilitate tumor
growth and invasion.
» After a successful Phase I study, we have initiated a multicenter Phase I/1l study in patients with locally
advanced and metastatic pancreatic cancer within 2 months of diagnosis either receiving or planned to receive
gemcitabine therapy.

As of June 2009, we estimate about $26.0 million has been spent directly in the development of our Factor Vila
Inhibitor.

Our BTK Inhibitor, is an orally dosed, first in man, inhibitor of the Bruton's tyrosine kinase (Btk) pathway, with
targeted applications in oncology and autoimmune diseases.
» Pharmacyclics is midst a Phase | trial in patients with relapsed or refractory surface immunoglobulin positive
B-cell non-Hodgkin's lymphoma (including SLL/CLL). Enroliment is anticipated to be completed during Q2 of
calendar 2010, with results expected in the second half of calendar 2010. Interim clinical data results are to be
published at ASH on December 5 - 8, 2009.

» Further Phase Il clinical trials for this molecule are being planned. Currently we also have filed an

Investigational New Drug (IND) with the Allergy and immunology Division, to allow Pharmacyclics to start a
single ascending dose pharmacokinetic/pharmacodynamic trial in healthy volunteers with seasonal allergic
rhinitis. The company anticipates completing this pharmacodynamic study in the first half of calendar 2010.

» In addition, a series of alternative Btk Inhibitors are being pre-clinically developed for autoimmune diseases.
The company anticipates having an optimized molecule for first in man clinical trials for autoimmune diseases
by mid-year 2011.

As of June 2009, we estimate about $17.0 million has been spent directly in the development of Btk Inhibitors.

Pharmacyclics was founded originally to develop and commercialize Motexafin Gadolinium (MGd). MGd is a
radiation and chemotherapy sensitizing agent, it is designed to accumulate selectively in cancer cells, once inside
MGd induces in combination with radiation apoptosis (programmed cell death).
» Motexafin Gadolinium (MGd) is currently tested in 2 National Cancer Institute sponsored Phase If studies, both
have extended survival as their endpoint and both completed the patient enrollment. For the pediatric pontine
glioma trial we are expecting results mid-year of calendar 2010. The other Phase If study is in patients with
newly diagnosed glioblastoma, here MGd was tested in combination with temazolamide and radiation, and we
are expecting survival results for this study in calendar 2011

As of June 2009, we have spent directly about $172.0 million over the past 15+ years in the development of MGd.

Thank you for your support and ongoing continued interest in Pharmacyclics. We exist to make a difference for
the better and these are important times to do just that.

Yours truly,

Bob Duggan
CEO & Chairman of the Board of Pharmacyclics
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Sunnyvale, California 94085

. November 16, 2009

Dear Stockholder D ‘

~ Youare cordlally invited to attend the, Annual Meetmg of Stockholders (“Annual Meeting”) of Pharmacycllcs, Inc.

(the “Companyf ), which will bé held af 1:00 p.m. local time on Thursday, December 17, 2009 at the Company §

offices, 995 E: Arques:Avenue; Sunnyvale, CA 94085 At the Annual Meetmg, you w111 be asked to cons1der and
vote' upon ‘the: followmg pr0posals :

o 1 the electron of seven (7) dlrectors to serve until the 2010 annual meetmg or untll the1r successors are
“elected and’ quahﬁed

2.  the amendment of the Company s 2004 Equlty Incentlve Award Plan (the “2004 Plan”) in order to mcrease
"'the total nutfibet of Shares of common stock authonzed for 1ssuance over the term of the 2004 Plan by an
additional 2 000,000 shares;

3. the authonzauon of the Company s Board of Dlrectors (the “Board”), at its d1scret10n in the next 12
months, to amend the Company’s Amended and Restated Certificate of Incorporation, as amended (the
“Certificate of Incorporation”), to effect a reverse stock split of the Company’siissued and outstandlng

- - shares of Common Stock, by a ratio of up to-1- for-3 without further approval or authorization of the
..-Company’s stockholders, N , . , S

4 ~ the ratification of the appointment of PncewaterhouseCoopers LLP as the Company ] mdependent
‘registered public accounting firm for the fiscal year ending June 30, 2010; and

5. to transact such other business as may properly come before the Annual Meetmg and any adJ ournment or
ad_]ournments thereof,” - Sy : : i

The enclosed Notlce of Annual Meetmg of Stockholders and Proxy Statement more fully descnbe the detalls of the
\ busmess to be conducted at the Annual Meetmg

After careful consrderatton the Company s Board- of Du‘ectors has unammously approved the proposals and
~Yecommends that you vote IN FAVOR OF. .each such proposal.. . fL G

After reading the Proxy Statement, please sign and promptly return the enclosed’ proxy card in the accompan)fmg 3k
. postage-paid return envelope. If you later.decide to attend:the Annual Meeting-in person and- vote by ballot, only
your vote at the Annual Meeting will be counted. e AR AR

We look forward to seeing you at the Annual Meeting,

Sincerely,

Robert W. Duggan
Chairman of the Board and Chief Executive Officer

MQBJLA_NI

Please s1gn ‘and promptly return ‘the enclosed proxy card in the accompanylng postage-pald
return envelope so that your shares may be voted if y you are unable to attend the Annual’ Meetmg




PHARMACYCLICS, INC.

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
November 16, 2009
TO THE STOCKHOLDERS OF PHARMACYCLICS, INC.:

NOTICE IS HEREBY GIVEN that the Annual Meeting of Stockholders (“Annual Meeting”) of Pharmacyclics, Inc., a
Delaware corporation (the “Company”), will be held at 1:00 p.m. local time on Thursday, December 17, 2009 at the
Company’s offices, 995 East Arques Avenue, Sunnyvale, CA 94085, for the following purposes:

1. to elect seven (7) directors to serve until the 2010 annual meeting or until their successors are elected and qualified,;

2. to amend the Company’s 2004 Equity Incentive Award Plan (the “2004 Plan”) in order to increase the total number
of shares of common stock authorized for issuance over the term of the 2004 Plan by an additional 2,000,000 shares;

3. to consider and vote upon a proposal to authorize the Board of Directors of the Company (the “Board”), at its
discretion in the next 12 months, to amend the Company’s Amended and Restated Certificate of Incorporation, as
amended (the “Certificate of Incorporation”), to effect a reverse stock split of the Company’s issued and outstanding
shares of common stock, par value $0.0001 per share (“Common Stock™), by a ratio of up to 1-for-3, without further
approval or authorization of the Company’s stockholders;

4. to ratify the appointment of PricewaterhouseCoopers LLP as the Company’s independent registered public
accounting firm for the fiscal year ending June 30, 2010; and

5. to transact such other business as may properly come before the Annual Meeting and any adjournment or
adjournments thereof.

The foregoing items of business are more fully described in the Proxy Statement accompanying this Notice.

Only stockholders of record at the close of business on October 21, 2009 are entitled to receive notice of and to vote at the
Annual Meeting and any adjournment thereof. The stock transfer books of the Company will remain open between the record
date and the date of the meeting. A list of the stockholders entitled to vote at the Annual Meeting will be available for
inspection at the Company’s principal executive offices at 995 East Arques Avenue, Sunnyvale, California 94085, for a
period of ten (10) days immediately prior to the Annual Meeting.

All stockholders are cordially invited to attend the Annual Meeting. However, to assure your representation at the meeting,
please carefully read the accompanying Proxy Statement, which describes the matters to be voted upon at the Annual
Meeting. Then, please sign and promptly return the enclosed proxy card in the accompanying postage-paid return envelope.
Should you receive more than one proxy because your shares are registered in different names and addresses, each proxy
should be signed and returned to ensure that all your shares will be voted. You may revoke your proxy at any time prior to
the Annual Meeting. If you decide to attend the Annual Meeting, and vote by ballot, only your vote at the Annual Meeting
will be counted. The prompt return of your proxy card will assist us in preparing for the Annual Meeting.

This proxy and the accompanying form of Proxy were first mailed to all stockholders entitled to vote at the Annual Meeting
on or about November 16, 2009.

Sincerely,

O

Rainer M. Erdtmann
Secretary

Sunnyvale, California
November 16, 2009

YOUR VOTE IS VERY IMPORTANT REGARDLESS OF THE NUMBER OF SHARES YOU OWN. PLEASE
READ THE ATTACHED PROXY STATEMENT CAREFULLY. WHETHER OR NOT YOU EXPECT TO
ATTEND THE ANNUAL MEETING IN PERSON, PLEASE SIGN AND RETURN THE ENCLOSED PROXY
CARD IN THE ACCOMPANYING ENVELOPE AS PROMPTLY AS POSSIBLE.



PHARMACYCLICS, INC.
995 East Arques Avenue
‘Sunnyvale, California 94085

PROXY STATEMENT

FOR THE ANNUAL MEETING OF STOCKHOLDERS
To Be Held on December 17, 2009

GENERAL INFO“RMAT,ION FOR STOCKi'IOLDERS

The enclosed proxy (“Proxy”) is sohclted on behalf of the Board of Directors (the “Board”) of Pharmacyclics,
Inc., 2 Delaware corporation (the “Company”), for use at its 2009 Annual Meetmg of Stockholders (the
“Annual Meeting”) to be held at 1:00 p.m. local time on December 17, 2009, at the Company’s offices at 995
East Arques Avenue, Sunnyvale, California 94085 and at any adjournment or postponement thereof.

Record Date and Voting

Stockholders of record at the close of business on October 21, 2009 (the “Record Date”) are entitled to notice of and
to vote at the Annual Meeting. As of the close of business on the Record Date, there were 50,054,582 shares of the
Company’s Common Stock (the “Common Stock”) outstanding and entitled to vote. No shares of the Company’s
preferred stock are outstanding. Each stockholder is entitled to one vote for each share of Common Stock held by
such stockholder as of the Record Date.

The required quorum for the transaction of business at the Annual Meeting is a majority of the shares of Common
Stock issued and outstanding on the Record Date. Shares that are voted “FOR,” “AGAINST,” “ABSTAIN” or
“WITHHELD FROM” a matter are treated as being present at the meeting for purposes of establishing a quorum.
Broker non-votes (i.e., the submission of a Proxy by a broker or nominee specifically indicating the lack of
dlscret1onary authorlty to vote on the matter) are also counted for purposes of determining the presence of a quorum
for the ttansaction of business. Shares voted “FOR” or “AGAINST” a particular matter presented to stockholders for
approval at the Annual Meeting will be treated as shares entitled to vote (“Votes Cast”) with respect to such matter.
Abstentions also will be counted towards the tabulation of Votes Cast on proposals presented to the stockholders and
will have the same effect as negative votes. Broker non-votes will not be counted for purposes of determining the
number of Votes Cast with respect to the particular proposal on which the broker has expressly not voted.
Accordingly, broker non-votes will not affect the outcome of the voting on a proposal that requires a majority of the
Votes Cast (such as the amendment to the 2004 Plan), but will have the same effect as negative votes on proposals
that require a majority of the outstanding shares (such as the reverse stock split proposal).

All votes will be tabulated by the inspector of election appointed for the Annual Meeting, who will separately
tabulate affirmative and negative votes, abstentions and broker non-votes. Stockholders may not cumulate votes in
the election of directors. If a choice as to the matters coming before the Annual Meeting has been specified by a
stockholder on the Proxy, the shares will be voted accordingly. If a Proxy is returned to the Company and no choice
is specified, the shares will be voted IN FAVOR OF each of the Company’s nominees for director and IN FAVOR
OF the approval of each of the proposals described in the Notice of Annual Meeting of Stockholders and in this
Proxy Statement.

Any stockholder or stockholder’s representative who, because of a disability, may need special assistance or
accommodation to allow him or her to participate at the Annual Meeting may request reasonable assistance or
accommodation from the Company by contacting the Corporate Secretary, in writing at 995 East Arques Avenue,
Sunnyvale, California 94085 or by telephone at (408) 774-0330. To provide the Company sufficient time to arrange
for reasonable assistance, please submit such requests by December 1, 2009.



Revocability of Proxies

Any stockholder giving a Proxy pursuant to this solicitation may revoke it at any time prior to the meeting by filing
with the Secretary of the Company at its principal executive offices at 995 East Arques Avenue, Sunnyvale,
California 94085-4521, a written notice of such revocation or a duly executed Proxy bearing a later date, or by
attending the Annual Meeting and voting in person.

Solicitation

The Company will bear the entire cost of this solicitation, including the preparation, assembly, printing and mailing
of the Notice of Annual Meeting, this Proxy Statement, the Proxy and any additional solicitation materials furnished
to stockholders. Copies of solicitation materials will be furnished to brokerage houses, fiduciaries and custodians
holding shares in their names that are beneficially owned by others so that they may forward this solicitation
material to such beneficial owners. To assure that a quorum will be present in person or by proxy at the Annual
Meeting, it may be necessary for certain officers, directors, employees or other agents of the Company to solicit
proxies by telephone, facsimile or other means or in person. The Company will not compensate such individuals for
any such services. Except as described above the Company does not presently mtend to solicit proxies other than by
mail.

Deadline for Receipt of Stockholder Proposals

The deadline for submitting a stockholder proposal for inclusion in the Company’s proxy statement and form of
proxy for the Company’s fiscal 2010 annual meeting of stockholders is the close of business on July 19, 2010.
Proposals of stockholders intended to be presented at the Company’s fiscal 2010 annual meeting of stockholders
without inclusion of such proposals in the Company’s proxy statement and form of proxy relating to the meeting
must be received by the Company no later than the close of business on September 18, 2010 and no earlier than the
close of business on August 19, 2010.

Important Notice Regardin: The Availability Of Proxy Materials For The Shareholders Meetin To Be Held
On December 17, 2009

Under rules recently adopted by the Securities and Exchange Commission (“SEC”) , we are now furnishing
proxy materials on the Internet in addition to mailing paper copies of the materials to each stockholder of -
record. This Proxy Statement and our Annual Report on Form 10-K for the fiscal year ended June 30, 2009

are avallable at: http://www.ir. nharmacychcs.comIZ009annual cfm -




MATTERS TO BE CONSIDERED AT THE ANNUAL MEETING
PROPOSAL ONE - ELECTION OF DIRECTORS

At the Annual Meeting, a Board of Directors consisting of seven (7) members will be elected to serve until the
Company’s next Annual Meeting or until their successors shall have been duly elected and qualified or until their
eatlier death, resignation or removal. The independent members of the Board have accepted the recommendation of
the Nominating and Corporate Governance Committee and have selected seven (7) nominees, six of whom are
current directors of the Company and one new director nominee. Each person nominated for election has agreed to
serve if elected, and the Company has no reason to believe that any nominee will be unavailable or will decline to
serve. Unless otherwise instructed, the Proxy holders will vote the Proxies received by them IN FAVOR OF each of
the nominees named below. The seven (7) candidates receiving the highest number of affirmative votes of all of the
Votes Cast at the Annual Meeting will be elected. If any nominee is unable to or declines to serve as a director; the
Proxies may be voted for a substitute nominee designated by the Nominating and Corporate Governance Committee

Vote Required and Board Recommendation

The seven (7) nominees receiving the highest number of affirmative votes of the shares present in person or
represented by Proxy and entitled to vote at the Annual Meeting shall be elected as directors of the Company.

The Board recommends that stockholders vote IN FAVOR OF the election of each of the followmg nominees
to serve as directors of the Company. .

Information with Respect to Director Nominees .

Set forth below is information regarding the nominees.

Name Age Position(s) with the Company "Director Since
Robert W. Duggan 65 Director, Chairman and CEO o 2007
Glenn C. Rice, Ph.D.% 53 Director, President aid COO 2008
Jason T. Adelman 40 " Director ) 2009
Cynthia C. Bamdad, Ph.D. 56 Director _ 2008
Minesh P. Mehta, M.D. 51 Director co L 2008
David D. Smith, Ph.D. 38 . Director _ o 2008
Richard A. van den Broek 43 Director Nominee : -

® Dr. Rice will end his employment with the Company effective mid-February, 2010.

Business Experience of Directors

Mr. Duggan has been a member of our Board of Directors since September 2007 and has served as Chief Executive
Officer since September 2008. Mr. Duggan served as Chairman of the Board of Directors of Computer Motion, Inc.,
a computerized surgical systems company, from 1990 to 2003 and Chief Executive Officer from 1997. Computer
Motion was acquired by Intuitive Surgical, Inc. in 2003. Mr. Duggan is the founder of the investment firm Robert
W. Duggan & Associates. Mr. Duggan has been a private venture investor for more than 30 years and has
participated as a director of, investor in, and advisor to numerous small and large businesses in the medical
equipment, computer local and wide area network, PC hardware and software distribution, digital encryption,
consumer retail goods and outdoor media communication industries. Mr. Duggan has also assisted in corporate
planning, capital formation and management for his various investments. He received the Congressman’s Medal of
Merit and in 2000 he was named a Knight of the Leglon of Honor by President Jacques Chirac. Mr. Duggan is
currently also a director of Intuitive Surgical, Inc. He is a member of the Umvers1ty of Cahforma at Santa Barbara
Foundation Board of Trustees.

Dr. Rice has served as President and Chief Operating Officer of the company since February 2009 and became a
director of Pharmacyclics in September of 2008. Dr. Rice has recently informed the Company that he will be
leaving his employment with the Company effective mid-February, 2010. Dr. Rice has over 25 years of oncology
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drug development experience in the biopharmaceutical industry including research, preclinical and clinical trials as
well as extensive experience in licensing, partnerships and M&A. Dr. Rice is the founder and served as Chief
Executive Officer of Pacific Biopharma Group from 2007 to 2009 and from 2004 to May 2007 as founder and Chief
Executive Officer of Bridge Laboratories, Inc. From 2002 to 2004, Dr. Rice served as Vice President, Biosciences
at SRI International in Menlo Park, CA, heading up a staff of 170 employees. In 2005, he helped co-found the
Critical Path Institute, in Tucson, Arizona, a not-for-profit institute. From 1999 to 2002, Dr. Rice served as a
Director and Vice President of Research at ILEX Oncology Inc., a NASDAQ listed oncology focused company. He
was a founder and served as Chief Executive Officer and President in 1999 of Convergence Pharmaceuticals, Inc., a
privately held Boston based cancer biopharmaceutical company which was sold to ILEX Oncology in 1999. Prior to
Convergence, Dr. Rice was Vice President of Research at Cytokine Networks from 1998 to 1999, managing
multiple preclinical and.clinical programs and closing strategic partnerships; and Director of Cell Therapeutics
(NASDAQ: CTIC) from 1993 to 1998. He headed a discovery laboratory at Genentech Inc. (NYSE:DNA) from
1987 to 1993. Dr. Rice is currently an inventor on over 20 patents or patent applications and has authored over 75
manuscripts and book chapters. : : .

M. Adelman was elected as a Director of the company in March 2009. Mr. Adelman is Senior Managing Director of
Burnham Hill Partners LLC (“BHP”), an investment and merchant banking firm headquartered in New York City,
which he founded in August of-2003: From September 1999 until July 2003 Mr. Adelman was Managing Director of
Investment Banking in the New York office of H.C. Wainwright & Company, Inc. Mr. Adelman began his career at
Coopers and Lybrand LLP where he worked in the financial services industry consulting practice, with a particular
focus on the hedge fund industry. Mr. Adelmanis also the co-founder and-a Managing Member of Cipher Capital
Partners since 2006. Mr. Adelman graduated from the University of Pennsylvania with a BA, cum laude, in
Economics (1991) and graduated from Cornell Law School (1994), where he was Editor of the Cornell International
Law Journal. Mr. Adelman also serves on the audit and compensation committees of Trio-Tech International; an
Amex listed company.

Dr. Bamdad was elected as a Director of the company in October 2008. Dr. Bamdad has served as the Chairman of
the Board, Chief Scientific Officer and Treasurer of Minerva Biotechnologies Corp. (“Minerva”), a pioneer in the
field of nanotechnology, since 1999. She is the founder of Minerva and previously served as its Chief Executive
Officer from 1999 to October 2005. She has also been a Director of the School of Social Science, Urban Affairs and
Public Policy, Northeastern Unlversrcy since 2007. Dr. Bamdad received a B.S. in Physics from Northeastern
University in 1992 and a Ph.D. in Biophysics from Harvard University in 1997. While a Ph.D. student at Harvard, -
Dr. Bamdad invented the first electronic DNA chip and the first universal protein chip. Dr. Bamdad is the sole or co-
inventor of over 100 patent applications, both foreign and domestlc for novel technologies, therapeutlcs and -
diagnostics.

Dr. Mehta was elected as a Director of the company in September 2008. Dr. Mehta is an internationally recognized
expert in human clinical drug trial strategy, design and execution and has managed national and international trials
of all sizes including International Phase 3 trials. He is a Professor in the Department of Human Oncology at the
University of Wisconsin’s School of Medicine and Public Health since 2002, and is Program Leader of the Imaging
and Radiation Sciences Program of the Paul P. Carbone Comprehensive Cancer Center (UWCCC). Dr. Mehta was
Chairman of the Department of Human Oncology from 1997 to 2007. He has been a member of the Board of
Directors of the American 8001ety for Therapeutic Radiology and Oncology (ASTRO) since 2006 and Chair of the
Radiation Therapy Oncology Group (RTOG) Brain Tumor Committee since 1998. From 1997 to 2001, he served as
an ad-hoc member of the FDA’s Technology Assessment Committee and from 2001 to 2005, he served on and
eventually Chalred the FDA Radiological Devices Panel. He has more than 400 publications to his credit, espemally
in the areas of radiation therapy and translational and clinical cancer research. Dr. Mehta obtained his medical
degree at the Umvers1ty of Zambla in 1981 and commenced his res1dency there at the Ndola Central Hospital. He
moved to the Umvers1ty of Wlsconsm Madison, in 1984 and completed his res1dency in radiation oncology in 1988
when he took up an Assistant Professorshlp in Human Oncology, was promoted to Associate Professor and became
the Director of the Radiation Oncology Residency Training Program. After serving as Vice-Chairman and Interim
Chairman, Dr. Mehta became Chair of Human Oncology and also is a Professor in the Department of Neurological
Surgery. Dr. Mehta currently serves as a Staff Physician at 8 hospitals in Wisconsin and Illinois. Dr. Mehta has
authored over 70 clinical protocols ,



Dr. Smith was elected as a Director of the company in October 2008. Dr. Smith has been a senior biostatistician at
City of Hope, a cancer research hospital in Los Angeles since 2000. Dr. Smith holds a B.A. in Mathematics and a
Ph.D. in Statistics. After his dissertation on integrating and synthesizing information in clinical and observational
studies in oncology, he served as a Biostatistical Reviewer for the Division of Oncology Drug Products, U.S. Food
and Drug Administration (FDA) for 3 years. During his tenure at the FDA, he reviewed more than 40 chemotherapy
INDs and NDAs. He represented the FDA statistical perspective at five Oncologic Drugs Advisory Committee
sessions, including three on the problems of missing data in outcomes research. After leaving the FDA in 2000, he
went to City of Hope and the front lines of cancer research. During his eight years at City of Hope, he has designed
and analyzed over 50 solid tumor and hematology protocols at all levels of development, from pre-clinical and
genomic studies to Phase II/III trials. Dr. Smith has been a co-investigator on grants from the National Cancer
Institute, National Institutes of Health, the American Cancer Society, the Susan G. Komen Breast Cancer
Foundation and the Leukemia-Lymphoma Society. Dr. Smith is an author and coauthor of over 40-papers in peer-
reviewed biostatistics, oncology, surgery, radiation, and immunology journals.

M. van den Broek is a nominee for director of the Company. Since 2004, Mr. van den Broek has been Managing
Partner of HSMR Advisors, LLC, an investment fund focused on the biotechnology industry. From 2000 through
2003 he was a Partner at Cooper Hill Partners, LLC, an investment fund focused on the healthcare sector. Prior to .
that Mr. van den Broek had a ten year career as a biotech analyst, starting at Oppenheimer & Co., then Merrill
Lynch, and finally at Hambrecht & Quist. Mr. van den Broek is a graduate of Harvard Umvers1ty and is a Chartered
Financial Analyst

There are no family relationships among executive officers or directors of the Company.
Change of Board Composition

On September 10, 2008, former directors Christine A. White, M.D., Richard M. Levy, Ph.D., Miles R. Gilburne and
Richard A. Miller, M.D. all resigned as members of the Board. The remaining members of the Board at that time,
consisting of Mr. Robert W. Duggan and Mr. James L. Knighton, appointed Minesh P. Mehta, M.D. and Glenn C.
Rice, Ph.D. to the Board. Following the expiration of the 10 day waiting period as required by the SEC, the Board
further appointed Cynthia Bamdad, Ph.D., and David Smith, Ph.D. to the Board. The appointment of Dr. Mehta and
Dr. Rice together with the appointment of Dr. Bamdad and Dr. Smith, constituted a change in the composition of the
Board. Mr. Knighton resigned from the Board effective January 15, 2009.



Board Meetings, independence, Committees and Compensation

Our Board has an Audit Committee, a Compensation Committee and a Nominating and Corporate Governance
Committee. During the fiscal year ended June 30, 2009, the Board held twelve (12) meetings. With the exception
of Dr. Bamdad, all directors attended at least 75% of the aggregate of all meetings of our Board and of the _
committees on which they served during the fiscal year ended June 30, 2009. Current and former committee
membershlp are shown in the table below: ‘

Nominating and

: Corporate
~ Audit Compensation Governance .

Current Directors: - - Board . Committee Committee - Committee
Robert W. Duggan Chairman - : ‘ '
Glenn C. Rice, Ph.D. Member
Jason T. Adelman ' ' : Member - Chair f Chair . Member
Cynthia C. Bamdad, Ph.D. “Member ¢ Member: Member * Member -
Minesh P. Mehta, M.D. " - “ ‘Member ‘Member Member ' Member
David D:'Smith, Ph.D. ¢ - ; ‘Member L ' R “+ Member
Former Directors: St » = :
Miles R. Gilburne” Member Member Member
James L. Knighton® Member Chair Member
Richard M. Levy, Ph.D.%) © ‘Member Chair ' Member
Richard A. Miller, M.D.®) Member ,
Christine A. White, M.D.®) Member Member Member ' Meinber

® Resigned on September 10, 2008
@ Resigned on January 15; 2009

Although the Company does not have a formal policy regarding attendance by members of the Board at its Annual
Meeting, the Board encourages directors to attend. Five of the current Board Members attended our annual
stockholder meeting in December 2008.

The Board has determined that all of the members of the Board during the fiscal year ended June 30, 2009, other
than Mr. Duggan and Dr. Rice were “independent” and that other than Mr. Duggan and Dr. Rice, all director
nominees, including Mr. van den Broek are “independent” as that term is defined in the Nasdaq Marketplace Rules.
Mr. Duggan and Dr. Rice were not considered independent because each was an executive officer of the Company.
As required under applicable Nasdaq Marketplace Rules, the Company’s independent directors meet regularly in
executive session at which only they are present. The Board has further determined that director nominees Jason T.
Adelman, Cynthia Bamdad and Minesh Mehta, who are members of the Company’s Audit Committee, satisfy the
more restrictive independence requirements for Audit Committee members set forth in United States securities laws.
See “Board Meetings, Independence and Committees™ below for further discussion of these independence
determinations. Dr. Miller, who resigned as a director on September 10, 2008 was also not independent.

Audit Committee

The primary purpose of the Audit Committee is to oversee the accounting and financial reporting processes of the
Company and the audits of the financial statements of the Company. The Audit Committee is also charged with the
review and approval of all related party transactions involving the Company. The Audit Committee acts pursuant to
a written charter that has been adopted by the Board. A more complete description of the powers and responsibilities
delegated to the Committee is set forth in the Audit Committee charter. The Board had determined that all members
of the Audit Committee, Jason T. Adelman, Cynthia C. Bamdad, Ph.D. and Minesh P. Mehta, M.D., for the fiscal
year ended June 30, 2009, were “independent” as that term is defined in Rule 4200(a)(15) of the Nasdagq
Marketplace Rules. The Board has determined that Mr. Adelman, the Audit Committee Chairman, is the “audit
committee financial expert” as defined by Item 407(d)(5) of Regulation S-K of the Securities Act of 1933, as
amended (the “Securities Act”). The Audit Committee held five (5) meetings during the fiscal year ended June 30,
2009.



Compensation Committee

The Compensation Committee reviews and approves the Company’s general compensation policies, sets
compensation levels for the Company’s executive officers and administers the Company’s 2004 Equity Incentive.
Award Plan (the “2004 Plan”) and the Employee Stock Purchase Plan. The Compensation Committee has adopted a
written charter. The Board had determined that all of the members of the Compensation Committee for the fiscal
year ended June 30, 2009 were “independent” as that term is defined in the Nasdaq Marketplace Rules. The
Compensation Committee held four (4) meetings during the fiscal year ended June 30, 2009.

Noniinqiing and Corporate Governance Committee

The Nominating and Corporate Governance (“NCG”) Committee establishes qualification standards for Board
membership, identifies qualified individuals for Board membership and considers and recommends director
nominees for approval by the Board and the stockholders. The NCG Committee has adopted a written charter. The
NCG Committee considers suggestions from many sources, including stockholders, regarding possible candidates
for director. The NCG Committee also takes a leadership role in shaping the corporate governance of the Company.
The Board had determined that all of the members of the NCG Committee for the fiscal year ended June 30, 2009 -
were “independent” as that term is defined in the Nasdaq Marketplace Rules. The Nominating and Corporate
Governance Committee held one (1) meeting during the fiscal year ended June 30, 2009.

Director Nomiriaﬁon and Communication with Directors

Criteriofor Nomination to the Board

In evaluating director nominees, the NCG Committee considers the following factors:
e the appropriate size of the Board;

e the level of technical, scientific, operatlonal strategic and/or economic knowledge of the Company’s
business and industry;

e . experience at the senior executive or board level of a public company;
K inté’grity and commitment to the highest ethical standards;

¢  whether the candidate possesses complimentary skills and background with respect to other Board
__ members and ,

. 'the ability to devote a sufﬁciéﬁt amount of time to carry‘ouf the duties and responsibilities as a director. :

The objective of the NCG Committee is to structure a Board that brings to the Company a variety of skills and
perspectives developed through high-quality business and professional experience. In doing so, the NCG Committee
also considers candidates with appropriate non-business backgrounds. Other than the foregoing, there are no stated
minimum criteria for director nominees. The NCG Committee may, however, consider such other factors as it deems
are in the best interests of the Company and its stockholders.

The NCG Committee identifies nominees by first evaluating the current members of the Board willing to continue in
service. Current members of the Board with skills and experience that are relevant to the Company’s business and
who are willing to continue in service are considered for re-nomination, balancing the value of continuity of service
by existing members of the Board with that of obtaining new perspectives. If any member of the Board does not
wish to continue in service, or if the NCG Committee decides not to nominate a member for re-election, the
Committee will identify the desired skills and experience of a new nominee as outlined above, providing that the
Board determines to fill the vacancy. To date, the Company has not engaged a third party to identify or evaluate or
assist in identifying potential nominees, although the Company reserves the right to.do so in the future.



Stockholder Proposals for Nominees and Other Communications

The NCG Committee will consider proposed nominees whose names are submitted to it by stockholders, providing
that the stockholder has held Company stock at leastone (1) year and holds a minimum of 1% of the Company’s
outstanding voting securities. If a stockholder wishes to suggest a proposed name for consideration, he or she must
follow our procedures regarding the submission of stockholder proposals. Our amended and restated bylaws permit
stockholders to'nominate directors for-election at our annual meeting of stockholders as long as stockholders provide
the Company with proper notice of such nomination. Any notice of director nomination must meet all of the
requirements contained in our bylaws and include other information required pursuant to Regulatron 14A under the
Securities Exchange Act of 1934, as amended (the “Exchange Act”), including the nominee’s consent to serve as a
director. Stockholders may send recommendations for director nominees or other communications to the Board or
any individual director c/o Secretary, Pharmacyclics, Inc., 995 East Arques Avenue, Sunnyvale, California, 9408S5.
All communications received are reported to the Board or the individual directors, as appropriate. For any
stockholder to make a director nomination at the Company’s 2010 annual meeting, the stockholder must follow the
procedures wh1ch are descnbed above under “Deadline for Recelpt of Stockholder Proposals.”

Code of Ethlcs and Commlttee Charters

The Board has also adopted a formal code of conduct that applies to all of our employees, officers and directors. The
latest copy of our Code of Business Conduct and Ethics, as well as the Charters of the Audit Committee, the
Compensation Committee and the Nominating and Corporate Governance Committee of the Board are available in -
the “Investors” section of our website at www.pharmacyclics.com. Any person may obtain a copy of the Code of
Business Conduct and Ethics, without charge, by writing to Pharmacyclics, Inc., 995 East Arques Avenue,
Sunnyvale, California 94085, Attn: Secretary.

PROPOSAL TWO - AMENDMENT OF THE
PHARMACYCLICS 2004 EQUITY INCENTIVE AWARD PLAN

Stockholders are requested in this Proposal Two to approve an amendment to our 2004 Plan that will increase the
maximum number of shares available for issuance under the 2004 Plan by an additional 2,000,000 shares.

The amendment was adopted by the Board on October 28, 2009. The Board believes that the increase in the share
reserve is necessary in order to enable the Company to continue to attract and retain the highest caliber of
employees, to link incentive rewards to Company performance, to encourage employee ownership in the Company
and to align the interests of employees and directors with those of stockholders.

The Company has reserved an aggregate of 4,600,000 shares of our Common Stock for issuance under the 2004
Plan. All such shares were approved by our stockholders. As of September 30, 2009, there were 8,513,587 shares to
be issued upon exercise of outstandrng options with 568,492 shares remaining fot grant under the 2004 Plan. The
weighted average exercise price of all outstanding options is $4.92 and the weighted average remaining term of all
options is 5.9 years. On September 30, 2009, the closing selling price per share of Common Stock on NASDAQ was
$1.96 per share.

For information regarding stock option grants to our Chief Execu'tiye'vaﬁcer and our two other most highly '
compensated executive officers for the fiscal year ended June 30, 2009, see the section entitled “Executive
Compensation.”

Stockholders are requested in this proposal to approve the arhendrnenr of the 2004 Plan.
Vote Required and Board Recommendation

The affirmative vote of the holders of a majority of the shares present in person or represented by proxy and entitled
to vote at the Annual Meeting will be required to approve the amendment of the 2004 Plan. Abstentions will be
counted towards the tabulation of Votes Cast and will have the same effect as negative votes. Broker non-votes are
counted towards a quorum, but are not counted for any purposes in determining whether this matter has been
approved.
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The Board of Directors recommends that the stockholders vote IN FAVOR OF adoption of the amendment of
the 2004 Plan.

A summary of the key features of the 2004 Plan is outlined below. This summary is not a complete description of all
the provisions of the 2004 Plan and is therefore qualified by reference to the 2004 Plan. Any stockholder of the
Company who wishes to obtain a copy of the actual 2004 Plan may do so upon written request to the Secretary of
the Company at the Company’s principal offices in Sunnyvale, California.

Purpose

The 2004 Plan allows the Company to provide employees, consultants and members of the Company s Board who
are selected to receive awards under the 2004 Plan the opportunity to acquire an equity interest in the Company. The
Board believes that equity incentives are a significant factor in attracting and motivating eligible persons whose
present and potential contributions are important to the Company.
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Key Provisions-

The following is a summary of the key provisions of the 2004 Plan:

Plan Termination Date:

Eligible Participants:

Shares Authorized:

Restricted Stock/Full Value
Award Limit:

Award Types:

Grant Limits
Per Person
Per Year:

Vesting:

Not Permitted:

Incentive Stock Option Limit:

September 17, 2014

Employees, directors and consultants of the Company (except that only
employees are eligible for Incentive Stock Options)

2,000,000 plus any shares previously authorized and available for
issuance under the 2004 Plan.

The reserved shares shall be reduced by 1.38 shares for every restricted
stock, performance share, restricted stock unit, deferred stock, or other
full value award

(1) Incentive stock options

(2) Nonstatutory stock options
(3) Restricted Stock

(4) Stock Appreciation Rights
(5) Performance Shares

(6) Deferred Stock

(7) Restricted Stock Units

(8) Dividend Equivalents

(9) Performance Stock Units
(10) Stock Payment Awards
(11) Performance Bonus Awards
(12) Performance-Based Awards
(13) Other Stock-Based Awards

Stock Options/SARs: 1,000,000

Determined by Compensation Committee

Repricing of stock options without stockholder approval

No more than 5,000,000 shares may be issued pursuant to incentive
stock options
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Eligibility
Company employees are eligible to receive all types of awards approved under the 2004 Plan. Directors and
consultants of the Company are eligible to receive all types of approved awards except for incentive stock options.
The Compensation Committee or its delegate will determine which employees and consultants will receive awards
under the 2004 Plan. As of September 30, 2009, approximately 47 employees, inctuding 5 executive officers, were
eligible to participate in the 2004 Plan.
Awards
Awards under the 2004 Plan may be designed to constitute “performénce-based compensation” for purposes of
Section 162(m) of the Internal Revenue Code of 1986, as amended, or discretionary. Specifically, at the
Compensation Committee’s discretion, it may condition the grant or.vesting of awards on the attainment of
individual or company-wide performance goals. In doing so, the Compensation Committee may select performance
factors based on measures, including the criteria noted below, for puxposes of determining whether performance
goals relatmg to awards have been satisfied:

* revenue;

e achievements of specified milestones in the discovery and development of one or more of the Company’s
products;

e achievement of specified milestones in the commercialization of one or more of the Company’s products;
e  expense targets;

o personal management objectives;

o share price (including, but not limited to, growth measures and total stockholder returns);
e net earnings (either before or after interest, taxes, depreciation and amortization);

e net lo‘sses;

. operating‘ earnings;

e  operating cash flow;

e  return on net asseté;

e return on stockholders’ equity;

e  return on assets;

e  return on capital;

®  gross or net profit margin;

e  carnings per share; and

e market share.

The above criteria may be measured either in absolute terms or as compared to any incremental increase or as
compared to results of a peer group.
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Non-Employee Director Stock Options

Under the 2004 Plan, our non-employee Duectors will receive annual, automatic, non- d1scret10nary grants of
nonquahﬁed stock options. ,

Bach new non-employee Director will receive an optlon to purchase 10 000 shares as of the date he or she ﬁrst
becomes a non-employee Director. This option grant vests in equal annual installments over five (5) years. In -
addition, on the date of each annual meeting, each individual re-elected as a non-employee Director will receive an
automatic option grant to purchase an additional 7,500 shares of our Common Stock, provided such individual has
served as a director for at least six (6) months prior to the grant. This option grant vests in equal monthly
installments over twelve (12) months following the date of grant. Upon a non-employee Director’s termination of
membership on the Board due to death or disability, his or-her optlons shall 1mmed1ate1y vest in full and the
Company s repurchase nght shall lapse in 1ts entlrety

The exercise pnce of each optlon granted toa non-employee Director will be equal to 100% of the fair market Value
on the date of grant of the shares covered by the option. Options will have a-maximum term of ten (10) years
measured from the grant date, subject to termination in the event of the optionee’s cessation of Board service. The
2004 Plan provides that the optionee will have a thirty-six (36) month period following a cessation of Board service
in which to exercise any outstanding vested options. Each option will be immediately exercisable for any or all of
the option shares. However, any shares purchased under the option will be subject to repurchase by the Company, at
the exercise price paid per share, upon the optionee’s cessation of Board service prior to vesting in those shares.

Adjustment Provisions -

In the event of a stock dividend, recapitalization, stock split, reorganization, merger, spin-off, repurchase or
exchange of the Company’s Common Stock or similar event affecting the Common Stock, the Compensation
Committee shall adjust the number and kind of shares granted under the 2004 Plan, as well as the number and kind
of shares subject to outstanding awards and the grant or exercise price of outstanding awards.

Change in Control

In the event of a “change in control” of the Company, each outstanding award under the 2004 Plan shall
automatically be vested with respect to fifty percent (50%) of the unvested shares of Common Stock. To the extent
the remaining fifty percent (50%) of unvested awards are not assumed or replaced by the successor corporation, they
will also be accelerated. However, if the successor corporation assumes or provides a replacement award, then the
remaining fifty percent (50%) of unvested awards will not automatically vest; provided that if the participant is
terminated for reasons other than “misconduct” during the twelve (12) month period following the change in control,
then the remaining fifty percent (50%) of such participant’s award will immediately vest and become exercisable.
The acceleration of an award in the event of an acquisition or similar corporate event may be viewed as an anti-
takeover provision, which may have the effect of discouraging a proposal to acqu1re or otherwise obtain control of
the Company.

Stock Options

The exercise price of all stock options granted under the 2004 Plan may not be less than the-fair market value of the
Company’s Common Stock on the date of grant and no stock option will be exercisable more than ten (10) years
after the date it is granted. The Compensation Committee will determine at the time of grant when each stock option
becomes exercisable. Payment of the exercise price of a stock option may be in cash, Common Stock owned by the
participant or by a combination of cash and Common Stock. The Company may require, prior to issuing Common
Stock under the 2004 Plan, that the participant remit an amount in cash or Common Stock sufficient to satlsfy tax
withholding requirements.

Restricted Stock and Other Full Value Awards
Except with respect to a maximum of 5% of the shares authorized for issuance, any awards of restricted stock,

restricted stock units, deferred stock, dividend equivalent rights or other stock-based awards that vest on the basis of
a participant’s continuous active service with the Company will not provide for vesting that is any more rapid than
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annual pro rata vesting over a three (3) year period and any awards of restricted stock, deferred stock, restricted
stock units or performance share awards that provide for vesting upon the attainment of performance goals shall
provide for a minimum vesting period of at least twelve (12) months.

Restrictions on Transfer

An optionee may only transfer an incentive stock option by will or by the laws of descent and distribution. During
the lifetime of the optionee, only the optionee may exercise an incentive stock option. Nonstatutory stock options are
transferable only to the extent provided in the individual option agreement. An optionee may designate a beneficiary
who may exercise the option following the optionee’s death. Shares subject to repurchase by the Company under an
early exercise stock purchase agreement may be subject to restrictions on transfer that the Board deems appropriate.
Rights under a restricted stock or restricted stock unit agreement will be transferred only if expressly authonzed by
the terms of the apphcable purchase agreement.

Termination of Employment

Upon termination of a participant’s employment, a participant has a limited period of time in which to exercise
outstanding stock options for any shares in which the participant is vested at that time. This period will be specified
by the Compensation Committee, need not be uniform among all options issued under the 2004 Plan, and may
reflect distinctions based on the reasons for termination of employment. All outstanding awards will be forfeited to
the Company to the extent they are not vested when the participant terminated employment.

Administration

Under Section 162(m) of the Internal Revenue Code (the “Code”), grants may be made only by a committee
comprised solely of two (2) or more directors eligible to serve as a committee making awards qualified as
performance-based compensation. The Compensation Committee will select the employees of the Company who
shall receive awards, determine the number of shares covered thereby, and establish the terms, conditions and other
provisions of the grants. The Compensation Committee may interpret the 2004 Plan and establish, amend and
rescind any rules relating to the 2004 Plan. The Compensation Committee may delegate all or part of its
responsibilities to anyone it selects.

No Repricing of Options

The 2004 Plan does not permit the Board, without stockholder approval, to amend the terms of any outstanding
award under the 2004 Plan to reduce its exercise price or cancel and replace any outstanding award with grants
having a lower exercise price.

New Plan Benefits

Under the 2004 Plan, the Company’s Chief Executive Officer and two most highly compensated executive officers
other than the Chief Executive Officer have teceived the following option grants: Robert W, Duggan, Chairman and
Chief Executive Officer has not received any option grants, Joseph J. Buggy, Ph.D., Vice President, Research, has
received options to purchase 400,000 shares and David J. Loury, Ph.D., Vice President, Preclinical Sciénces has
received options to purchase 565,000 shares. All of the Company’s executive officers as a group have received
options to purchase an aggregate of 2,565,000 shares under the 2004 Plan. Non-executive officer employees as a
group have received options to purchase an aggregate of 2,020,700 under the 2004 Plan.

The Company’s non-employee directors as a group are eligible to receive grants under the 2004 Plan, as described
under “Director Compensation.” Under the 2004 Plan, the director nominees standing for election at the Annual
Meeting have received the following option grants: Jason T. Adelman has received options to purchase 35,403
shares; Cynthia C. Bamdad, Ph.D. has received options to purchase 67,406 shares; Minesh P. Mehta, Ph.D. has
received options to purchase 10,000 shares; and David D. Smith has received options to purchase 83,700 shares.
Prior to becoming President and Chief Operating Officer, Glenn C. Rice, Ph.D., received options to purchase 70,836
shares as a non-employee director. Under the 2004 Plan, the non-employee directors as a group have received
options to purchase an aggregate of 267,345 shares. '
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All other future grants under the 2004 Plan are within the discretion of the Board of Directors or the Compensation
Committee and the benefits of such grants are, therefore, not determinable.

Duration, Amendment and Termination

Without stockholder approval or ratification, the Board may suspend or terminate the 2004 Plan at any time or from
time to time. The 2004 Plan will terminate on September 17, 2014, unless terminated sooner. The Board may also
amend the 2004 Plan at any time or from time to time. However, no amendment will be effective unless approved by
the stockholders of the Company if such amendment (i) increases the number of shares of Common Stock reserved
for issuance under the 2004 Plan, (ii) expands the class of eligible participants under the 2004 Plan, (iii) materially
increases the benefits available under the 2004 Plan, or (iv) is an amendment for which stockholder approval is
necessary in order for the 2004 Plan to satisfy Section 422 of the Code, Rule 16b-3 of the Exchange Act, or any
applicable Nasdaq Stock Market or securities exchange listing requirements. The Board may submit any other
amendment to the 2004 Plan for stockholder approval, including but not limited to amendments intended to satisfy
the requirements of Section 162(m) of the Code regarding excluding performance-based compensation from the
limitation on the deductibility of compensation paid to certain employees.

Federal Income Tax Informatlon

The followlng is a general summary under current law of the material federal income tax consequences.to-us and -
participants in the 2004 Plan with respect to the grant and exercise of awards under the 2004 Plan. The summary
does not discuss all aspects of income taxation that may be relevant to a participant in light of his or her personal
investment circumstances. This summarized tax information is not tax advice. We advise all partlclpants to consult
their own tax advisor as to the specific tax consequences of participating in the 2004 Plan.

Incentive Stock Options. Incentive stock options under the 2004 Plan are intended to be eligible for the favorable
tax treatment accorded “incentive stock options” under the Code. There generally are no federal income tax
consequences to the optionee or the Company by reason of the grant or exercise of an incentive stock option.
However, the exercise of an incentive stock option may increase the optionee’s alternative minimum tax liability, if
any. v ~

If an optionee holds stock acquired through exercise of an incentive stock option for at least two (2) years from the
date on which the option is granted and at least one (1) year from the date on which the shares are transferred to the
optionee upon exercise of the option, any gain or loss on a disposition of such stock will be treated for tax purposes
as long-term capital gain or loss.

Generally, if the optionee disposes of the stock before the expiration of either of these holding periods (a
“disqualifying disposition””), then at the time of disposition the optionee will realize taxable ordinary income equal
to the lesser of (a) the excess of the stock’s fair market value on the date of exercise over the exercise price, or

(b) the optionee’s actual gain, if any, on the purchase and sale. The optionee’s additional gain (or any loss) upon the
disqualifying disposition will be a capital gain (or loss), which will be long-term or short-term depending on
whether the stock was held for more than one (1) year.

To the extent the optionee recognlzes ordmary income by reason ofa disqualifying d1spos1t10n the Company will
generally be entitled to-a corresponding business expense deductlon in the tax year in which the dlsquahfymg
disposition occurs.. v

Nonstatutmy Stock Options, Restncted Stock Awards, Restricted Stock Units, and Deferred Stock. Nonstatutory
stock options, restricted stock awards, restricted stock units and deferred stock granted under the 2004 Plan '
generally have the following federal income tax consequences:

There are no tax consequences to-the participant or the Company by reason of the grant of a nonstatutory stock
option: Upon exercise of the option, the participant ordinarily will recognize taxable ordinary income equal to the
excess, if any, of the stock’s fair market value on the exercise date over the exercise price. If the stock received
pursuant to the exercise is subject to further vesting requirements, the taxable event will be delayed until the vesting
restrictions lapse unless the participant elects under Section 83(b) of the Code to be taxed -on receipt of the stock.

There are no tax consequences to the participant or the Company by reason of the grant of restricted stock, restricted
stock units or deferred stock awards. The participant ordinarily will recognize taxable ordinary income equal to the
excess, if any, of the stock’s fair market value over the purchase price, if any when such award vests. Under certain

16



circumstances, the participant may be permitted to elect under Section 83(b) of the Code to be taxed on the grant
date.

With respect to employees, the Company is generally required to withhold from regular wages or supplemental
wage payments an amount based on the ordinary income recogmzed The Company will generally be entitled toa '
busmess expense deduction equal to the taxable ordinary i income reahzed by the pamclpant

Upon d1spos1t1on of the stock, the participant will generally recognize a capital gain:or loss equal to the deference
between the selling price and the sum of the amount paid for such stock (if any) plus any amount recognized as
ordinary income upon acquisition (or vesting) of the stock. Such gain or loss will be long-term or short—term
depending on whether the stock was held for more than one (1) year.

Stock Appreciation Rights. No taxable income is generally recogmzed upon the receipt of a SAR, but upon exercise
of the SAR, the fair market value of the shares (or cash in lieu of shares) received generally will be taxable as
ordinary income to the recipient in the year of such exercise. The Company generally will be entitled to a
compensation deduction for the same amount which the recipient recognizes as ordinary income.

Performance Shares and Performance Stock Units. A participant who has been granted a performance award
generally will not recognize taxable income at the time of grant, and the Company will not be entitled to a deduction
at that time. When an award is paid, whether in cash or commeon shares, the participant generally will recognize
ordinary income, and the Company will be entitled to a corresponding deduction.

Stock Payments and other Stock-Based Awards. A participant who receives a stock payment in lieu of a cash
payment that would otherwise have been made will generally be taxed as if the cash payment has been recelved and
the-Company generally will be entltled toa deductlon for the same amount.

PROPOSAL TI-IREE REVERSE STOCK SPLIT

Stockholders are requested in this Proposal Three to approve the authorization of the Board, at its discretion in the
next 12 months, to amend the Company’s Certificate of Incorporation, to effect a reverse stock split of the
Company’s issued and outstanding shares of Common Stock, by a ratio with up to 1-for-3, without further approval
or authorization of the Company’s Stockholders.

On October 28, 2009, the Board adopted a resolution approving and recommending to the Stockholders for their
approval an amendment to the Certificate of Incorporation effecting, no later than 12. months after the Annual
Meeting, a reverse split of all outstanding shares of the Company’s Common Stock at a specific ratio to be
determined by the Board in its sole discretion up to 1-for-3. If this proposal is approved, the Board will have the
authority; but not the obligation, in its sole discretion, and without any further action on the part of the stockholders,
to select a reverse split ratio up to 1-for-3 and to effect, no later than 12 months after the Annual Meeting, the
reverse stock split by filing with the Secretary of State of the State of Delaware a Certificate of Amendment to the
Company’s Certificate of Incorporation. The form of the proposed Certificate of Amendment to effect the reverse
stock split is attached to this proxy statement as Annex A. The following discussion is qualified in its entirety by the
full text of the Certificate of Amendment, which is hereby incorporated by reference.

Vote Required and Board Recommendation

The affirmative vote of the holders of a majority of the shares outstanding will be required to approve the reverse
stock split. Abstentions and broker non-votes will be counted towards the tabulation of Votes Cast and will have the
same effect as negative votes. Notwithstanding approval of the reverse stock split at the Annual Meetmg, the Board
may, in its discretion, determine not to implement the reserve stock spllt

The Board of Directors recommends that the stockholders vote IN FAVOR of authorizing the Board, at its

discretion, to amend the Company’s Certificate of Incorporation to effect a reverse stock split at a specific
ratio to be determined by the Board in its sole discretion in the next 12 months up to 1-for-3.
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Reasons for the Reverse Stock Split

The purpose of the proposed reverse stock split of our Common Stock is to combine the issued and outstanding
shares of our Common Stock into a smaller number of shares, at the ratio selected by the Board, so that the shares of
our Common Stock will trade at a higher price per share than recent trading prices. The Board believes that the
reverse split may improve the price level of the Company’s Common Stock and that this higher share price could
help generate additional interest in the Company. In addition, although we have made great strides in our operations
in the past few years, we believe that our stock price does not fully reflect our achievements. Our goal is to increase
stockholder value and create a.more orderly market for the trading of our stock.

The Board recognizes that the timing for effecting the reverse stock split is very important in determining whether
the desired goal of a higher market price for the Common Stock is likely to be achieved. The Board is cognizant of
the fact that general market conditions not specifically related to us or other conditions, including the Company’s
performance, prospects and other factors detailed from time to time in our reports filed with the Securities and
Exchange Commission (“SEC”), can affect the result. Accordingly, instead of asking stockholders to authorize a
reverse stock split in a specified amount and for us to implement the change at the current time, the Board is seeking
stockholder approval of a proposal to authorize a reverse stock split in an amount which our Board deems
appropriate, if and when required. Such amount would not be more than 1-for-3.

Determmatlon of Reverse Stock Spht Ratio

We are proposmg that the Board have the discretion to select the reverse stock split ratio of up to 1- for-3 rather than
proposing that stockholders approve a specific ratio at this time, in order to give the Board the flexibility to take into
account then-current market conditions and changes in price of our Common Stock and to respond to other
developments that may be deemed relevant, when considering the appropriate ratio. In particular, the Board will
consuler numerous factors 1ncludmg

» - the historical-and projected performance of our Common Stock and volume level before and after
the reverse stock split,

. prevallmg ma;rket condltlons
. general economic and other related condltions prevallmg n our mdustry and in the marketplace
generally,
. ‘the projected impact of the selected reverse stock split ratio on trading liquidity in our Common .
Stock
.. our capltalization (mcludmg the number of shares of Common Stock issued and outstanding),
©the prevailing trading price for our Common Stock and the volume level thereof, and
. potential devaluation of our market capitalization as a result of a reverse stock split.

The Board may only effect one of the proposed reverse stock splits up to the limit approved. Notwithstanding
approval of the reverse stock split, the Board will have the ability to decline to file the Certificate of Amendment if
it subsequently determines that the reverse stock split is no longer in the best interests of the Company. If the Board
fails to implement the reverse stock split within 12 months after the Annual Meeting, stockholder approval again
would be required prior to implementing any subsequent reverse stock split.

Effect of the Reverse Stocl( Split

The principal effects of the reverse stock split will be that the number of shares of Common Stock issued and
outstanding will be reduced from 50,054,582 shares of Common Stock as of September 30, 2009 down to no less
than 16,684,861 shares of Common Stock, depending on the exact split ratio chosen by the Board and subject to
immaterial differences because fractional shares will not be issued and the number of shares of a holder will be
rounded up.
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The reverse stock split itself will not change the proportionate equity interests of our stockholders, nor will the
respective voting rights and other rights of stockholders be altered, except to the extent that the reverse stock split
results in any of our stockholders owning a fractional share. No fractional shares will be issued as a result of the
reverse stock split. Instead, each stockholder whose shares are not evenly divisible will be rounded up to the nearest
whole share of Common Stock. However, the rounding up of fractional shares will not have a material effect of any
stockholder’s percentage ownership interest or proportionate voting power.

Although the reverse stock split will not affect any stockholder’s percentage ownership or proportionate voting
power (subject to the treatment of fractional shares), the number of authorized shares of Common Stock will not be
reduced and will increase the ability of the Board to issue such authorized and unissued shares without further
stockholder action. This issuance of such additional shares, if such shares were issued, may have the effect of
diluting the earnings per share and book value per share, as well as the stock ownership and voting rights, of
outstanding Common Stock. The effective increase in the number of authorized but unissued shares of Common
Stock may be construed as having an anti-takeover effect by permitting the issuance of shares to purchasers who
might oppose a hostile takeover bid or oppose any efforts to amend or repeal certain provisions of our Certificate of
Incorporation or bylaws. However, the Company does not have any plans, proposals or understandings to issue a
portion of the additional shares that would be available if the reverse stock split is approved and implemented. -

The reverse stock split will not affect the par value of the Common Stock. As a result, on the effective date of the
reverse stock split, the stated capital on the Company’s balance sheét attributable to the Common Stock will be
reduced upto one-third of its present amount, depending on the exact amount of the split, and the additional paid-in
capital account will be credited with the amount by which the stated capital is reduced. The per share net income or
loss and net book value of the Common Stock will be retroactively 1ncreased for each period because there will be
fewer shares of Common Stock outstanding. '

Possible:'Disedvantages of Reverse Stock Split

Even though the Board believes that the potential advantages of a reverse stock split outweigh any disadvantages
that might result, the following are some of the possible disadvantages of a reverse stock split:

. The reduced number of shares of our Common Stock resulting from a reverse stock split could
' adversely affect the liquidity of our Common Stock ‘

. A reverse stock split could result in a significant devaluation of the Company’s market
capitalization and the trading price of its Common Stock, on an actual or an as-adjusted basis,
based on the experience of other companies that have effected reverse stock splits.

. A reverse stock split may leave certain stockholders with one or more “odd lots,” which are stock
o holdings in amounts of less than 100 shares of our Common Stock. These odd lots may be more
* - difficult to sell than shares of Common Stock in even multlples of 100.

. : There can be no assurance that the market pnce per new share of our Common Stock after the
reverse stock split will remain unchanged or increase in proportion to the reduction in the number
of old shares of our Common Stock outstanding before the reverse stock split.

. Accordingly, the total market capitalization'of our Common Stock after the proposed reverse stock
’ split may be lower than the total market capitalization before the proposed reverse stock split and,
in the future, the market price of our Common Stock following the reverse stock split may not =
exceed or remain higher than the market price prior to the proposed reverse stock split.

¢ " While the Board believes that a higher stock price may help generate investor interest, there can be
no assurance that the reverse stock split will result in a per-share price that will attract institutional
investors or investment funds or that such share price will satisfy the investing guidelines of
" institutional investors or investment funds. As a result, the trading liquidity of our Common Stock
may not necessarily improve.
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. If the reverse stock split is effected and the market price of our Common Stock declines, the
percentage decline may be greater than would occur in the absence of a reverse stock split. The
market price of our Common Stock will, however, also be based on our performance and other
factors, which are unrelated to the number of shares outstanding.

Effect on Outstanding Options, Warrants, Rights and Convertible Securities

As required by their terms, all outstanding options, warrants, rights and convertible securities at the time of the
reverse stock split will be appropriately adjusted for the reverse stock split automatically on the effective date of the
reverse stock split. The number of shares subject to outstanding options and warrants will be reduced by the reverse
stock split ratio and the exercise prices for outstanding options will be proportionately increased. :

Effect on Beneficial Holders of Common Stock

Upon the reverse stock split, we intend to treat shares of the Company’s Common Stock held by stockholders in
“street name,” through a bank, broker or other nominee, in the same manner as registered stockholders whose shares
of Common Stock are registered in their names. Banks, brokers or other nominees will be instructed to effect the
reverse stock split for their beneficial holders holding the Company’s Common Stock in “street name.” However,
these banks, brokers or other nominees may have different procedures than registered stockholders for processing
the reverse stock split and making payment for fractional shares. If a stockholder holds shares of the Company’s
Common Stock with a bank, broker or other nominee and has any questions in this regard, stockholders are
encouraged to contact their bank, broker or other nominee.

Effect on Registeréd Book-Entry Holders of Common Stock

Some of the Company’s registered holders of Common Stock may hold some or all of their shares electronically in
book-entry form with the Company’s transfer agent. These stockholders do not have stock certificates evidencing
their ownership of the Company’s Common Stock. They are, however, provided with a statement reflecting the
number of shares registered in their accounts.

If a stockholder holds registered shares in book-entry form with the transfer agent, no action needs to be taken to
receive post-reverse stock split shares or cash payment in lieu of any fractional share interest, if applicable. If a
stockholder is entitled to post-reverse stock split shares, a transaction statement will automatically be sent to the
stockholder’s address of record indicating the number of shares of Common Stock held following the reverse stock
split. : _ :

Exchange of Stock Certificates

If the reverse stock split is adopted, stockholders will be required to exchange their stock certificates representing
shares of Common Stock for certificates representing the shares of Common Stock to be issued as part of the reverse
stock split. The Company will furnish to each stockholder of record on the Record Date of the reverse stock split a
transmittal form with instructions for obtaining new certificates. Stockholders will be furnished the necessary
materials and instructions to effect such exchange at the appropriate time by the Company’s transfer agent.
Stockholders should not submit any certificates until requested to do so.

Implementation of Reverse Stock Split; Certificate of Amendment

If our stockholders approve this proposal, and the Board elects to effect the reverse stock split, we will file the
Certificate of Amendment included as Annex A to this proxy statement (as completed to reflect the reverse stock
split ratio as determined by the Board, in its discretion in the next 12 months, up to 1-for-3). The Certificate of
Amendment will become effective at 5:00 pm Eastern Time on the date when it is filed with the Secretary of State of
the State of Delaware. : ,

Federal Income Tax Cohsequences

The following is a summary of certain U.S. federal income tax consequences relating to the reverse stock split as of
the date hereof. This summary addresses only U.S. holders who hold their shares of Common Stock as a capital
asset for U.S. federal income tax purposes (i.e., generally, property held for investment).
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For purposes of this summary, a “U.S. holder” means a beneficial owner of Common Stock who is any of the
following for U.S. federal income tax purposes: (i) an individual who is a citizen or resident of the United States, (ii)
a corporation created or organized in or under the laws of the United States, any state thereof, or the District of
Columbia, (iii) an estate the income of which is subject to U.S. federal income taxation regardless of its source, or
(iv) a trust if (1) its administration is subject to the primary supervision of a court within the United States and one
or more U.S. persons have the authority to control all of its substantial decisions, or (2) it has a valid election in
effect under applicable U.S. Treasury regulations to be treated as a U.S. person.

This summary is based on interpretations of the Internal Revenue Code of 1986, as amended (the “Code”), and
regulations, rulings and judicial decisions as of the date hereof. These authorities may be changed, perhaps
retroactively, and may adversely affect the U.S. federal income tax consequences described herein. This summary
does not discuss all of the tax consequences that may be relevant to particular stockholders or to stockholders, .
subject to special treatment under U.S. federal income tax laws (such as banks and other financial institutions,
insurance companies, real estate investment trusts, regulated investment companies, personal holding companies,
foreign entities, nonresident alien individuals, broker-dealers, tax-exempt entities, partnerships, and stockholders
who hold common stock as part of a position in a straddle or as part of a hedging, conversion or 1ntegrated
transaction),

Moreover, this description does not address the U.S. federal estate and gift tax, alternative minimum tax, state, local,
foreign or other tax consequences of the reverse stock split.

Each stockholder should consult their own tax adviser concerning the particular U.S. federal tax consequences of the
reverse stock split, as well as any consequences arising under the laws of any other taxmg authority, such as any
state, local or foreign i income tax consequences to which they may be subject.

To ensure compliance with Treasury Department Circular 230, each holder of Common Stock is hereby notified
that: (a) any discussion of U.S. federal tax issues in this proxy statément is not intended or written to be used, and
cannot be used, by such holder for the purpose of avoiding penalties that may be imposed on such holder under the
Code; (b) any such discussion has been included by the Company in furtherance of the reverse stock split on the'
terms described herein; and (c) each such holder should seek adv1ce based on its particular circumstances from an
independent tax advisor. :

Generally, the reverse stock split will not result in the recognition of gain or loss by a U.S. holder for U.S. federal
income tax purposes. The aggregate adjusted basis of the post-reverse stock split shares will be the same as.the
aggregate adjusted basis of the pre-reverse stock split shares. The holding period of the post-reverse stock split
shares will include a U.S. holder’s holding periods for the pre-reverse stock split shares.

The Federal income tax consequence of the receipt of an additional share of Common Stock in licu of a fractional
interest is not clear. If the receipt of a portion of an additional share of Common Stock is taxed as a dividend,
however, any tax liability association with such receipt is not expected to be material.

The Company will not recognize any gain or loss as a result of the reverse stock split.

PROPOSAL FOUR - RATIFICATION OF SELECTION
OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Audit Committee of the Board has selected the firm of PricewaterhouseCoopers LLP as the Company’s
independent registered public accounting firm for the fiscal year ending June 30, 2010, and has further directed that
management submit the selection of the independent registered public accounting firm for ratification by the
stockholders at the Annual Meeting. PricewaterhouseCoopers LLP has audited the Company’s financial statements
since 1993. A representative of PricewaterhouseCoopers LLP is expected to be present at the Annual Meeting to
respond to appropriate questions, and will be given the opportunity to make a statement if he or she so desires.

Stockholder ratification of the selection of PricewaterhouseCoopers LLP as the Company’s independent registered
public accounting firm is not required by law or the Company’s bylaws or otherwise. However, the Board is
submitting the selection of PricewaterhouseCoopers LLP to the stockholders for ratification as a matter of good
corporate practice. In the event the stockholders fail to ratify the appointment, the Audit Committee of the Board
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will reconsider its selection. Even if the selection is ratified, the Audit Committee and the Board in their discretion
may direct the appointment of a different independent registered public accounting firm at any time during the year
if they determine that such a change would be in the best interests of the Company and its stockholders.

Independent Registered Public Accounting Firm Fees

The following table sets forth the aggregate fees billed or to be billed by PricewaterhouseCoopers LLP for the
following services during fiscal 2009 and 2008:

Fiscal 2009 Fiscal 2008
Audit fees $ 350,500 $ 265,500
Audit-related fees - -
Tax fees 56,500 30,000
All other fees - -
Total $ 407,000 $ 295.500

In the above table, “audit fees” for professional services for the audit of the Company’s financial statements
included in its Annual Report on Form 10-K for the years ended June 30, 2009 and 2008, and review of financial
statements included in its quarterly reports on Form 10-Q and for services that are normally provided in connection
with statutory and regulatory filings. “Tax fees” are fees for tax compliance, tax advice and tax planning. All fees
described above were approved by the Audit Committee, pursuant to the pre-approved policy described below.

Pre-Approval Policy and Procedures

In accordance with the Audit Committee charter, the Audit Committee’s policy is to pre-approve all audit and non-
audit services provided by the independent registered public accounting firm, including the estimated fees and other
terms of any such engagement. These services may include audit services, audit-related services, tax services and
other services. Any pre-approval is detailed as to the particular service or category of services. The Audit Committee
may elect to delegate pre-approval authority to one or more designated Committee members in accordance with its
charter. The Audit Committee has delegated to Mr. Adelman, as Chairman, the ability to pre-approve certain audit
and non-audit services. The Audit Committee considers whether such audit or non-audit services are consistent with
the SEC’s rules on auditor independence. The Audit Committee has considered whether the provision of the services
noted above is compatible with maintaining PricewaterhouseCoopers LLP’s independence.

Vote Required and Board Recommendation

The affirmative vote of a majority of the votes present in person or represented by proxy and entitled to vote at the
Annual Meeting is required to ratify the selection of PricewaterhouseCoopers LLP.

The Board recommends that the stockholders vote IN FAVOR OF the ratification of the selection of

PricewaterhouseCoopers LLP to serve as the Company’s independent registered public accounting
firm for the fiscal year ending June 30, 2010.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS'
AND MANAGEMENT

The following table sets forth certain information regarding the beneficial ownership of the Company s Common
Stock as of September 30, 2009, by: (i) each stockholder who, based on publicly available records, is known by the
Company to own beneficially more than five percent (5%) of the Company’s Common Stock; (ii) each current
director; (iii) each executive officer named in the “Summary Compensation Table” below (the “Named Executive
Officers™); and (iv) all current directors and executive officers of the Company as a group. The address for each
director and executive officer listed in the table below is c¢/o: Pharmacyclics, Inc., 995 East Arques Avenue,
Sunnyvale, California 94085. ‘ '

O

Beneﬁclal Ownershlp

Shares Issuable
Pursuant to

Outstanding Options Vested Co
Shares of - and Exercisable - " Percent of
- - Common - - Within 60 Days of - 'Total Shares
Name Stock ‘September 30, 2009 ~Outstanding
Federated Investors, Inc. ¥ 4,154,098 - 8.3%
Jason T. Adelman - 50,593 *
Cynthia C. Bamdad - o 78,871 %
Joseph J. Buggy, Ph D 5,000 141,000 *
Robert W. Duggan @ ' 12,388,222 - ‘ - .24.8%
David J. Loury, Ph.D. i o= 198,958 *
Minesh P. Mehta, M.D. o - 2,000 *
David D. Smith, Ph.D. . 2,000 94,020 *
Richard A. Miller, M.D. ¢ - ; 326,798 1,484,000 3.5%
Leiv Lea © 20,8937 667,250 O 14%
All current executive officers and » .
directors as a group (10 persons) ' 12,800,166 628,278 26.5%
* Less than 1%.

m Beneficial ownership is determined in accordance with the rules of the SEC and generally includes voting

or investment power with respect to securities. Beneficial ownership also includes shares of stock subject to
options which are vested and exermsable within sixty (60) days of the September 30, 2009 date of this
table. Except as indicated by footnote, and subject to community property laws where applicable, to the
knowledge of the Company, all persons named in the table above have sole voting and inyestment power .
with respect to all shares of Common Stock shown as beneficially owned by such holders. The percentages
of beneficial ownership are based on 50,054,582 shares of Common Stock .outstanding as of September 30,
2009, adjusted as required by rules promulgated by the Commission. For purposes of computmg the
percentage of outstanding shares held by each person or group of persons named above on a given date, any
shares which such person or persons has the right to acquire within sixty (60) days after such date are
deemed to be outstanding, but are not deemed to be outstanding for the purpose of computing the
percentage ownership of any other person. .

@ Derived from a Form 13G/A filed September 10,2009. The address of Fedérafed hi\festors, Inc. is
Federated Investors Tower, Pittsburgh, Pennsylvania, 15222 ' ‘

® Mr. Duggan disclaims beneficial ownership of 649,112 shares held in managed accounts except to the
extent of his pecuniary interest in those shares.

@ Dr. Miller resigned his position as President, Chief Executlve Officer’and a d1rector effective September
10, 2008. - :
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® Based on a Form 4 filed March:20, 2008.
©® Mr. Lea resigned his position as Vice President, Finar_lee and Administration and Secretary effective
October 31, 2008. - S v ;

o Based ona Form 4 filed May 1, 2008
Section 16(a) Beneﬁclal Ownershlp Reporting Comphance

Section 16(a) of the Exchange Act requires the Company’s directors and Section 16 officers, and persons who
beneficially own more than 10% of a registered class of the Company’s equity securities, to file with the .
Commission initial reports of beneficial ownership and reports of changes in beneficial ownership of Common '
Stock and other equity securities of the Company. Such officers, directors and greater than 10% stockholders are
required by SEC regulations to furnish the Company with copies of all Section 16(a) reports they file.

Based solely on its review of the copies of such forms furnished to the Company and written representations that no
other reports were required, the Company. believes that, during the period from July 1, 2008 to June 30, 2009, all
officers, directors and beneficial owners of more than 10% of the outstanding Common Stock complied with all
Section 16(a) requirements, with the exception of the following late filings: (a) Dr. Rice was late filing one Form 3
and one. Form 4 and (b) Dr Mehta was late filing one Form 3 and one Form 4

EXECUTIVE OFFICERS

Executive officers of the company, and their ages as of September 30, 2009, are as follows:

Name ' Age Position .
Robert W. Duggan - 65 " Chairman, Chief Executive Officer and Director -
Glenn C. Rice, Ph.D.(V . B 53  President, Chief Operating Officer and Director
Rainer M. Erdtmann o 46 _ Vice President, Finance and Administration

e and Secretary :
.Idseph J. Buggy, Ph.D. e 42 ' Vice President, Research
Ahmed Hamdy, M.D. SR 44 Chief Medical Officer
David J. Loury, Ph.D. . 53 ~ Vice President, Preclinical Sciences '

o Dr. Rice will end his employment with the Company effective mid-February, 2010,
See section entitled “Information with Respect to Director Nominees” above, for a brief description of the busmess
experience and educational background of Mr. Duggan and Dr. Rice.

Mr. Erdtmann has served as Vice Pres1dent Finance and Admmlstratron and Corporate Secretary since February
2009. Since 2002, he served | as a managing director of Oxygen Investments, LLC, a manager of equity and real
estate funds that he co—founded in December 2002. Prior to co-foundmg Oxygen, Mr. Erdtmann co-founded a real
estate development company m Europe and was responsrble for building up its organization and overseeing its
finance division. Mr.. Erdtmann began his career in investment banking with Commerzbank in Frankfurt, Germany,
and later joined Commerz International Cap1ta1 Management as a portfolio manager for international clients. He
graduated with drstmctlon from the Westfaellsche erhelms Umversﬁaet in Muenster maJormg in finance and
banking. -

Dr. Buggy has served as Vice Pres1dent Research since September 2007 From May 2006 to August 2007, Dr.

Buggy served as Senior Directof, Cancer Biology. From November 2001 to April 2006, he served as Drrector
Department of Biology at Celera Genomics, a biotechnology company. From June 1996 to October 2001, he was a
staff scientist at AXYS Pharmaceuticals, Inc., a biotechnology company. Prior to that Dr. Buggy worked as a
scientist at Bayer Corporation in West Haven 'CT. Dr. Buggy received a Ph.D. in Molecular, Cellular, and
Developmental Biology from Indiana Umvers1ty and a B.S. degree in Microbiology from the University of
Pittsburgh,

Dr. Hamdy has served as Chief Medical Officer since March of 2009. From July 2008 to February 2009, Dr. Hamdy
served as Therapeutic Area Head at Elan Pharmaceuticals responsible for gastroenterology and autoimmune clinical
development. Dr. Hamdy has also served as the General Medicine Therapeutic Area Head at PDL BioPharma from

February 2006 to June 2008. From September 2004 to February 2006, Dr. Hamdy was a medical director at Johnson
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and Johnson/ALZA. From October 2000 to August 2004, Dr. Hamdy was a Senior Principal Scientist at Watson
Pharmaceuucals Dr. Hamdy received his M.D. (M.B.B. Ch) from Cairo University, Egypt.

Dr. Loury has served as Vice Presuient Preclinical Smences since May 2006. From Apnl 2003 to May 2006 Dr.
Loury served as Senior Director, Toxicology with Celera Genomics, a biotechnology company. From June 2001 to
April 2003, he was employed by Essential Therapeutics, Inc., a pharmaceutlcal company, as Director, Pharmacology
and Toxicology. From 1996 to 2001, Dr. Loury was employed by IntraBiotics Pharmaceuticals, Inc., most recently
as Senior Director, Preclinical Development. From 1986 to 1996 he worked in a variety of tox1cology posmons
with Syntex/Roche Bioscience. Dr. Loury received a Ph.D. in Pharmacology and Tox1cology and a B.S. in Bio-
Environmental Toxicology from the University of Cahfornla .Davis.

; : EXECUTIVE COMPENSATION
Tax Considerations ‘ ‘ ’ o

Section 162(m) of ‘;he Internal Revente Code, enacted in 1993 generally disallows a tax deduction to publicly held
companies for compensation exceeding $1 million paid to certain of the corporation’s executive officers. The:
limitation apphes only to compensation that is not considered to be performance-based The non-performance-based
compensatmn to be pa1d to the Company’s executive officers for the 2009 fiscal year did not exceed the $1:million
limit per officer, nor is it expected that the non-performance-based compensation to be paid to the Company’s
executive officers for fiscal 2010 will exceed that limit. The 2004 Plan is structured so that any compensation
deemed pa1d to an executive officer in connection with the exercise of options granted under that plan with an
exercise price equal to the fair market value of the option shares on the grant date. will qualify as performance-based
compensation, which will not be subject to the $1 million limitation. Because it is very unlikely that the cash
compensation payable to any of the Company’s.executive officers in the foreseeable future will approach the $1
million limit, the Compensation Committee has decided at this time not to take any other action to limit or ‘
restructure the elements of cash compensation payable to the Company’s executive officers. The Compensation
Committee will reconsider this decision should the individual compensation of any executive officer approach the
$1 miltion level.

Severance and Change in Control Arrangements

The Company’s 2004 Plan provides that 50% of all unvested options shall become fully vested upon a change in
control of the Company. The plan further provides that if the employee’s employment is terminated within twelve
(12) months of a change in control, the remaining balance of unvested options shall become fully vested.

The Company has entered into a severance agreement with Dr. Loury under which Dr. Loury will be paid on year’s
base salary upon his involuntary termination, provided such termination is not for cause, as defined in the
agreement.

Separation Agreements

Richard Miller, the Company’s former president and chief executive officer, resigned from such positions effective
September 10, 2008. In connection with Dr. Miller’s resignation, the Company and Dr. Miller entered into a '
separation agreement, dated September 12, 2008, whereby the Company agreed to (i) pay Dr. Miller one year of
salary in severance payments, a portion of which was paid in the same intervals and amounts as his regular paycheck
from the date following the termination of his employment with the Company until the end of the 2008 calendar
year, and the remainder of which was paid in a lump sum payment on January 2, 2009, (ii) accelerate vesting of all
of Dr. Miller’s outstanding options on October 1, 2008 with each option expiring on October 1, 2011 and (jii)
provide health care benefits to Dr. Miller for 12 months following the termination of his employment with the
Company. In exchange, Dr. Miller agreed to cooperate with the Company in providing a smooth and orderly
transition of his former job responsibilities to other employees of the Company until the end of the 2008 calendar
year and to release the Company from any and all claims that legally can be released.

Leiv Lea, the Company’s former vice president, finance and administrator and secretary, resigned from such
positions effective October 31, 2008. In connection with Mr. Lea’s resignation, the Company and Mr. Lea entered
into a separation agreement, dated September 12, 2008, whereby the Company agreed to (i) pay Mr. Lea one year of
salary in severance payments, a portion of which was paid in the same intervals and amounts as his regular paycheck
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from the date following the termination of his employment with the Company until the end of 2008 calendar year,
and the remainder of which was paid in a lump sum payment on January 2, 2009, (ii) accelerate vesting of all of Mr.
Lea’s outstandmg options on November 1, 2008 with each option expiring on November 1, 2011, and (iii) provide
health care benefits to Mr. Lea for 12 months following the effective date of his resignation. In exchange Mr. Lea
agreed to cooperate with the Company in providing a smooth and orderly transition of his former job responsibilities
to other employees of the Company until the end of 2008 calendar year and to rélease the Company from any and all
claims that legally can be released

Glenn Rice, the Company’s President and Chief Operating Ofﬁcer on October 28, 2009, entered into an’ Agreement
and Release with the Company (the “Rice Separation Agreement