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NEKTAR THERAPEUTICS

150 Industrial Road
San Carlos, California 94070

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
To Be Held On June 17, 2004

Dear Stockholder:

You are cordially invited to attend the Annual Meeting of Stockholders of Nektar Therapeutics, a Delaware corporation. We will hold the
meeting on Thursday, June 17, 2004, at 10:00 a.m. local time at our executive office located at 150 Industrial Road, San Carlos, California for
the following purposes:

To elect three directors to hold office until the 2007 Annual Meeting of Stockholders.

2.
To approve an amendment to our 2000 Equity Incentive Plan to increase the aggregate number of shares of common stock
authorized for issuance under the plan by 900,000 shares.

3.
To ratify the selection by the audit committee of our board of directors of Ernst & Young LLP as our independent auditors
for the fiscal year ending December 31, 2004.

4.

To conduct any other business properly brought before the meeting.
These items of business are more fully described in the Proxy Statement accompanying this Notice.

The record date for the Annual Meeting is April 19, 2004. Only stockholders of record at the close of business on that date may vote at the
meeting or any adjournment thereof.

By Order of the Board of Directors

Paula S. Kasler

Associate General Counsel and Assistant Secretary
San Carlos, California
April 29, 2004

YOU ARE CORDIALLY INVITED TO ATTEND THE MEETING IN PERSON. WHETHER OR NOT YOU EXPECT TO
ATTEND THE MEETING, PLEASE COMPLETE, DATE, SIGN AND RETURN THE ENCLOSED PROXY, OR VOTE OVER THE
TELEPHONE OR THE INTERNET AS INSTRUCTED IN THESE MATERIALS, AS PROMPTLY AS POSSIBLE IN ORDER TO
ENSURE YOUR REPRESENTATION AT THE MEETING. A RETURN ENVELOPE (WHICH IS POSTAGE PREPAID IF MAILED
IN THE UNITED STATES) IS ENCLOSED FOR YOUR CONVENIENCE. EVEN IF YOU HAVE VOTED BY PROXY, YOU MAY
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STILL VOTE IN PERSON IF YOU ATTEND THE MEETING. PLEASE NOTE, HOWEVER, THAT IF YOUR SHARES ARE HELD
OF RECORD BY A BROKER, BANK OR OTHER NOMINEE AND YOU WISH TO VOTE AT THE MEETING, YOU MUST
OBTAIN A PROXY ISSUED IN YOUR NAME FROM THAT RECORD HOLDER.
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NEKTAR THERAPEUTICS

150 Industrial Road
San Carlos, California 94070

PROXY STATEMENT
FOR THE 2004 ANNUAL MEETING OF STOCKHOLDERS
JUNE 17, 2004

QUESTIONS AND ANSWERS ABOUT THIS PROXY MATERIAL AND VOTING
WHY AM I RECEIVING THESE MATERIALS?

We sent you this proxy statement and the enclosed proxy card because the board of directors of Nektar Therapeutics is soliciting your proxy
to vote at the 2004 annual meeting of stockholders. We invite you to attend the annual meeting to vote on the proposals described in this proxy
statement. However, you do not need to attend the meeting to vote your shares. Instead, you may simply complete, sign and return the enclosed
proxy card, or follow the instructions below to submit your proxy over the telephone or on the Internet.

We intend to mail this proxy statement and accompanying proxy card on or about May 10, 2004 to all stockholders of record entitled to
vote at the annual meeting.

WHO CAN VOTE AT THE ANNUAL MEETING?

Only stockholders of record at the close of business on April 19, 2004 will be entitled to vote at the annual meeting. On this record date,
there were 83,518,975 shares of common stock outstanding and entitled to vote.

Stockholder of Record: Shares Registered in Your Name

If on April 19, 2004 your shares were registered directly in your name with our transfer agent, Mellon Investor Services LLC, then you are
a stockholder of record. As a stockholder of record, you may vote in person at the meeting or vote by proxy. Whether or not you plan to attend
the meeting, we urge you to fill out and return the enclosed proxy card or vote by proxy over the telephone or on the Internet as instructed below
to ensure your vote is counted.

Beneficial Owner: Shares Registered in the Name of a Broker or Bank

If on April 19, 2004 your shares were held in an account at a brokerage firm, bank, dealer, or other similar organization, then you are the
beneficial owner of shares held in "street name" and these proxy materials are being forwarded to you by that organization. The organization
holding your account is considered the stockholder of record for purposes of voting at the annual meeting. As a beneficial owner, you have the
right to direct your broker or other agent on how to vote the shares in your account. You are also invited to attend the annual meeting. However,
since you are not the stockholder of record, you may not vote your shares in person at the meeting unless you request and obtain a valid proxy
from your broker or other agent.
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WHAT AM I VOTING ON?

There are three matters scheduled for a vote:

Election of three directors to serve until the 2007 annual meeting of stockholders;

Approval of a proposed 900,000 share increase in the number of shares of common stock authorized for issuance under our
2000 Equity Incentive Plan, as amended and restated (the "Plan"); and

Ratification of Ernst & Young LLP as our independent auditors for our fiscal year ending December 31, 2004.
HOW DO I VOTE?

You may either vote "For" all the nominees to the board of directors or you may abstain from voting for any nominee you specify. For each
of the other matters to be voted on, you may vote "For" or "Against" or abstain from voting. The procedures for voting are fairly simple:

Stockholder of Record: Shares Registered in Your Name

If you are a stockholder of record, you may vote in person at the annual meeting, vote by proxy using the enclosed proxy card, vote by
proxy over the telephone, or vote by proxy on the Internet. Whether or not you plan to attend the meeting, we urge you to vote by proxy to
ensure your vote is counted. You may still attend the meeting and vote in person if you have already voted by proxy.

To vote in person, come to the annual meeting and we will give you a ballot when you arrive.

2.
To vote using the proxy card, simply complete, sign and date the enclosed proxy card and return it promptly in the envelope
provided. If you return your signed proxy card to us before the annual meeting, we will vote your shares as you direct.

3.
To vote over the telephone, dial toll-free (800) 435-6710 using a touch-tone phone and follow the recorded instructions. You
will be asked to provide the company number and control number from the enclosed proxy card. Your vote must be received
by 11:59 p.m., Eastern Time on June 16, 2004 to be counted.

4.

To vote on the Internet, go to www.eproxy.com/nktr to complete an electronic proxy card. You will be asked to provide the
company number and control number from the enclosed proxy card. Your vote must be received by 11:59 p.m., Eastern
Time on June 16, 2004 to be counted.

Beneficial Owner: Shares Registered in the Name of Broker or Bank

If you are a beneficial owner of shares registered in the name of your broker, bank, or other agent, you should have received a proxy card
and voting instructions with these proxy materials from that organization rather than from us. Simply complete and mail the proxy card to ensure
that your vote is counted. Alternatively, you may vote by telephone or over the Internet as instructed by your broker or bank. To vote in person
at the annual meeting, you must obtain a valid proxy from your broker, bank, or other agent. Follow the instructions from your broker or bank
included with these proxy materials, or contact your broker or bank to request a proxy form.

We provide Internet proxy voting to allow you to vote your shares on-line, with procedures designed to ensure the authenticity and
correctness of your proxy vote instructions. However, please be aware that you must bear any costs associated with your Internet access,
such as usage charges from Internet access providers and telephone companies.
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HOW MANY VOTES DO I HAVE?
On each matter to be voted upon, you have one vote for each share of common stock you own as of April 19, 2004.
WHAT IF I RETURN A PROXY CARD BUT DO NOT MAKE SPECIFIC CHOICES?

If you return a signed and dated proxy card without marking any voting selections, your shares will be voted "For" the election of all three
nominees for director, "For" a 900,000 share increase in the number of shares of common stock authorized for issuance under the Plan, and
"For" the ratification of the audit committee's selection of Ernst & Young LLP as our independent auditors for the fiscal year ending
December 31, 2004. If any other matter is properly presented at the meeting, your proxy (one of the individuals named on your proxy card) will
vote your shares using his best judgment.

WHO IS PAYING FOR THIS PROXY SOLICITATION?

We will pay for the entire cost of soliciting proxies. In addition to these mailed proxy materials, our directors and employees may also
solicit proxies in person, by telephone, or by other means of communication. We will not pay our directors and employees any additional
compensation for soliciting proxies. We may also reimburse brokerage firms, banks and other agents for the cost of forwarding proxy materials
to beneficial owners.

WHAT DOES IT MEAN IF I RECEIVE MORE THAN ONE PROXY CARD?

If you receive more than one proxy card, your shares are registered in more than one name or are registered in different accounts. Please
complete, sign and return each proxy card to ensure that all of your shares are voted.

CAN I CHANGE MY VOTE AFTER SUBMITTING MY PROXY?

Yes. You can revoke your proxy at any time before the final vote at the meeting. You may revoke your proxy in any one of three ways:

1.
You may submit another properly completed proxy card with a later date.

2.
You may send a written notice that you are revoking your proxy to our Secretary, care of Nektar Therapeutics, at 150
Industrial Road, San Carlos, California 94070.

3.

You may attend the annual meeting and vote in person. Simply attending the meeting will not, by itself, revoke your proxy.
WHEN ARE STOCKHOLDER PROPOSALS DUE FOR NEXT YEAR'S ANNUAL MEETING?

To be considered for inclusion in next year's proxy materials, your proposal must be submitted in writing by January 10, 2005, to our
Secretary, care of Nektar Therapeutics, 150 Industrial Road, San Carlos, California 94070. If you wish to submit a proposal that is not to be
included in next year's proxy statement or nominate a director, pursuant to our bylaws you must provide specified information to us no earlier
than the close of business on March 19, 2005 and no later than the close of business on April 18, 2005. You are also advised to review our
bylaws, which contain additional requirements with respect to advance notice of stockholder proposals and director nominees.

HOW ARE VOTES COUNTED?

Votes will be counted by the inspector of election appointed for the meeting, who will separately count "For" and with respect to the second
and third proposals, "Against" votes, abstentions and broker non-votes. Abstentions will be counted towards the vote total for each proposal, and
will have the same
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effect as "Against" votes for proposals 2 and 3. Broker non-votes have no effect and will not be counted towards the vote total for any proposal.

If your shares are held by your broker as your nominee (that is, in "street name"), you will need to obtain a proxy form from the institution
that holds your shares and follow the instructions included on that form regarding how to instruct your broker to vote your shares. If you do not
give instructions to your broker, your broker can vote your shares with respect to "discretionary” items, but not with respect to
"non-discretionary" items. Discretionary items are proposals considered routine under the rules of the New York Stock Exchange on which your
broker may vote shares held in street name in the absence of your voting instructions. On non-discretionary items for which you do not give your
broker instructions, the shares will be treated as broker non-votes.

HOW MANY VOTES ARE NEEDED TO APPROVE EACH PROPOSAL?

For the election of directors, the three nominees receiving the most "For" votes (among votes properly cast in person or by
proxy) will be elected. Broker non-votes will have no effect.

To be approved, Proposal No. 2 approving the proposed 900,000 share increase in the number of shares of common stock
authorized for issuance under the Plan must receive a "For" vote from the majority of the shares present and entitled to vote
either in person or by proxy. If you "Abstain" from voting, it will have the same effect as an "Against" vote. Broker
non-votes will have no effect.

To be approved, Proposal No. 3 ratifying the audit committee's selection of Ernst & Young LLP as our independent auditors
for our fiscal year ending December 31, 2004 must receive a "For" vote from the majority of the shares present and entitled
to vote either in person or by proxy. If you "Abstain" from voting, it will have the same effect as an "Against" vote. Broker
non-votes will have no effect.

WHAT IS THE QUORUM REQUIREMENT?

A quorum of stockholders is necessary to hold a valid meeting. A quorum will be present if at least a majority of the outstanding shares
entitled to vote are represented by stockholders present at the meeting or by proxy. On the record date, there were 83,518,975 outstanding and
entitled to vote.

Your shares will be counted towards the quorum only if you submit a valid proxy vote or vote at the meeting. Abstentions and broker
non-votes will be counted towards the quorum requirement. If there is no quorum, the chairman of the meeting or a majority of the votes present
at the meeting may adjourn the meeting to another date.

HOW CANIFIND OUT THE RESULTS OF THE VOTING AT THE ANNUAL MEETING?

Preliminary voting results will be announced at the annual meeting. Final voting results will be published in our quarterly report on
Form 10-Q for the second quarter of 2004.
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PROPOSAL 1

ELECTION OF DIRECTORS

Our board of directors is divided into three classes. Each class consists, as nearly as possible, of one-third of the total number of directors,
and each class has a three year term. Vacancies on the board may be filled only by persons elected by a majority of the remaining directors. A
director elected by the board to fill a vacancy in a class shall serve for the remainder of the full term of that class until that director's successor is
elected and qualified, including vacancies created by an increase in the number of directors.

The board of directors is presently comprised of nine members. There are three directors in the class whose term of office expires in 2004:
Christopher A. Kuebler, Irwin Lerner and John S. Patton, Ph.D. Each of the nominees listed below, except for Mr. Kuebler, is currently a
director of the Company who was previously elected by the stockholders. The board appointed Mr. Kuebler in December 2001. If elected at the
annual meeting, each of these nominees would serve until the 2007 annual meeting and until their successors are elected and have qualified, or
until the earlier of their death, resignation or removal. It is our policy to encourage all members of our board of directors and nominees
recommended by the nominating and corporate governance committee to attend the annual meeting of stockholders. All of the nominees for
election as a director and all other directors attended the 2003 annual meeting of stockholders.

The following is a brief biography of each nominee and each director whose term of office as a director will continue after the annual
meeting.

NOMINEES FOR ELECTION FOR A THREE-YEAR TERM EXPIRING AT THE 2007 ANNUAL MEETING
Christopher A. Kuebler

Christopher A. Kuebler, age 50, has served as our director since December 2001. Mr. Kuebler is Chairman of the board of Covance Inc., a
drug development services company, and from November 1994 to present, has served as its Chief Executive Officer. From March 1993 through
November 1994, he was the Corporate Vice President, European Operations for Abbott Laboratories Inc., a diversified health care company.
From January 1986 until March 1993, Mr. Kuebler served in various commercial positions for Abbott Laboratories' Pharmaceutical Division and
was that Division's Vice President, Sales and Marketing prior to taking the position of Corporate Vice President, European Operations.

Mr. Kuebler holds a B.S. in Biological Science from Florida State University.

Irwin Lerner

Irwin Lerner, age 73, has served as our director since April 1999. Mr. Lerner served as Chairman of the board and the Executive
Committee of Hoffmann-La Roche Inc., a pharmaceutical and health care company, from January 1993 until his retirement in September 1993,
and from 1980 through December 1992, also served as its President and Chief Executive Officer. Since September 1995, Mr. Lerner has served
on the board of Medarex Inc., a monoclonal antibodies products company, and became Chairman of the board in May 1997. He served for
12 years on the board of the Pharmaceutical Manufacturers' Association where he chaired the Association's FDA Issues Committee. Mr. Lerner
received a B.S. and an M.B.A. from Rutgers University. He is currently a Distinguished Executive-in-Residence at Rutgers University Business
School. Mr. Lerner is also a director of Covance Inc., a drug development services company and V.I. Technologies, Inc., a blood products
company.
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John S. Patton, Ph.D.

John S. Patton, Ph.D., age 57, our co-founder, has served as Chief Scientific Officer since November 2001 and as a director since
July 1990. Dr. Patton served as Vice President, Research from December 1991 to November 2001. He served as our President from
incorporation in July 1990 to December 1991. From 1985 to 1990, Dr. Patton was a Project Team Leader with Genentech, Inc., a biotechnology
company, where he headed their non-invasive drug delivery activities. Dr. Patton was on the faculty of the Marine Science and Microbiology
Departments at the University of Georgia from 1979 through 1985, where he was granted tenure in 1984. Dr. Patton received a B.S. in Zoology
and Biochemistry from Pennsylvania State University, an M.S. from the University of Rhode Island, a Ph.D. in Biology from the University of
California, San Diego and received post doctorate fellowships from Harvard Medical School and the University of Lund, Sweden, both in
biomedicine. Dr. Patton is also a director of Saegis Pharmaceuticals, Inc., a biopharmaceutical company.

THE BOARD OF DIRECTORS RECOMMENDS
A VOTE IN FAVOR OF EACH NAMED NOMINEE.

DIRECTORS CONTINUING IN OFFICE UNTIL THE 2005 ANNUAL MEETING
Michael A. Brown

Michael A. Brown, age 45, has served as our director since September 2002. Mr. Brown was Chairman of the board of Quantum
Corporation from 1998 through 2003 and continues to serve as a Quantum director. He served as Quantum's Chief Executive Officer for seven
years, retiring in September 2002. Mr. Brown was President of Quantum's Desktop Storage Division from 1993 to 1995 and Executive Vice
President and Chief Operating Officer from 1992 to 1993. Previously, Mr. Brown held senior positions in product and marketing management
since joining Quantum's marketing organization in August 1984. Before joining Quantum, Mr. Brown served in the marketing organization at
Hewlett-Packard and provided management consulting services at Braxton Associates. Mr. Brown holds a B.A. in economics from Harvard
University and an M.B.A. from Stanford University. Mr. Brown is also a member of the board of directors of Digital Impact, Inc., an Internet
marketing company, Equall.ogic, Inc., a consolidated storage solutions company and Veritas Software Corporation, a provider of storage
software solutions.

Ajit S. Gill

Ajit S. Gill, age 56, has served as our Chief Executive Officer since April 2000, as President since April 1999, and as a director since
April 1998. From August 1998 to April 2000, Mr. Gill served as our Co-Chief Executive Officer. From October 1996 to August 1998, Mr. Gill
served as our Chief Operating Officer and directed our Technical Operations organization, including research and development. From
January 1993 to October 1996, Mr. Gill served as our Chief Financial Officer. Before joining us, Mr. Gill was Vice President and General
Manager of Kodak's Interactive Systems Products Division. Mr. Gill has served as Vice President, Finance and Chief Financial Officer for
TRW-Fujitsu and Director of Business Development for VisiCorp, a pioneer in the personal computer software market. He holds a Bachelor of
Technology from the Indian Institute of Technology, an M.S. in Electrical Engineering from the University of Nebraska, and an M.B.A. from the
University of Western Ontario.

Melvin Perelman, Ph.D.

Melvin Perelman, Ph.D., age 73, has served as our director since January 1996. Dr. Perelman spent 36 years at Eli Lilly & Company, most
recently as Executive Vice-President and President of Lilly Research Laboratories, a position he held from 1986 until his retirement in 1993.
Dr. Perelman served as President of Lilly International from 1976 until 1986. He was a member of the board of directors of Lilly from 1976 until
1993. Dr. Perelman holds a B.S. in chemistry from Northwestern University and a Ph.D. in organic

6
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chemistry from Rice University. Dr. Perelman is a member of the board of directors of Immusol, Inc., a biopharmaceutical company.
DIRECTORS CONTINUING IN OFFICE UNTIL THE 2006 ANNUAL MEETING
Robert B. Chess

Robert B. Chess, age 47, has served as Executive Chairman of our board since April 1999, and as a director since May 1992. Mr. Chess
served as Co-Chief Executive Officer from August 1998 to April 2000, as President from December 1991 to August 1998, and as Chief
Executive Officer from May 1992 to August 1998. From September 1990 until October 1991, he was an Associate Deputy Director in the White
House Office of Policy Development. In March 1987, Mr. Chess co-founded Penederm Incorporated, a topical dermatological drug delivery
company, and served as its President until February 1989. Prior to co-founding Penederm, Mr. Chess held management positions at Intel Corp.,
a semiconductor manufacturer, and Metaphor, a computer software company (acquired by International Business Machines Corp.). Mr. Chess
holds a B.S. in Engineering from the California Institute of Technology and an M.B.A. from the Harvard Business School. Mr. Chess is a
director of Pharsight Corp., a software company, Biotechnology Industry Organization, a trade organization serving and representing the
emerging biotechnology industry and ChemGenex, Inc., a cancer therapeutics company.

Susan Wang

Susan Wang, age 53, has served as our director since December 2003. In addition to serving as our director, Ms. Wang also serves as a
member of the board of directors for Altera Corporation, Avanex Corporation and Calpine Corporation. Ms. Wang, who retired from Solectron
in June 2002, held several key positions during her 18 years there, including 17 years as the Chief Financial Officer. Her final position at
Solectron was Executive Vice President for Corporate Development and Chief Financial Officer, where she was responsible for financial,
business development, and legal activities. Prior to joining Solectron, Ms. Wang held financial and managerial positions with Xerox Corporation
and Westvaco Corporation. She began her career with Price Waterhouse & Co. in New York and is a certified public accountant. Ms. Wang
earned a master of business administration degree from the University of Connecticut and a bachelor's degree in accounting from the University
of Texas.

Roy A. Whitfield

Roy A. Whitfield, age 50, has served as our director since August 2000. Mr. Whitfield is the former Chairman of the Board and Chief
Executive Officer of Incyte Corporation, a company he co-founded in 1991. From January 1993 to November 2001, Mr. Whitfield served as its
Chief Executive Officer and from November 2001 until June 2003 as its Chairman. From 1984 to 1989, Mr. Whitfield held senior operating and
business development positions with Technicon Instruments Corporation, a medical instrumentation company, and its predecessor company,
Cooper Biomedical, Inc., a biotechnology and medical diagnostics company. Prior to his work at Technicon, Mr. Whitfield spent seven years
with the Boston Consulting Group's international consulting practice. Mr. Whitfield received a B.S. in mathematics from Oxford University and
an M.B.A. from Stanford University.

INDEPENDENCE OF THE BOARD OF DIRECTORS

As required under the Nasdaq Stock Market, Inc. ("Nasdaq") listing standards, a majority of the members of a listed company's board of
directors must qualify as "independent,” as affirmatively determined by the board of directors. Our board consults with our counsel to ensure
that its determinations are consistent with all relevant securities and other laws and regulations regarding the definition of "independent,"
including those set forth in pertinent Nasdagq listing standards, as in effect from time to time.

11
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Consistent with these considerations, after review of all relevant transactions or relationships between each director, or any of his or her
family members, and us, our senior management and our independent auditors, the board has affirmatively determined that all of our directors
are independent directors within the meaning of the applicable Nasdaq listing standards, except for Mr. Chess, our Executive Chairman,

Mr. Gill, our President and Chief Executive Officer and Dr. Patton, our Co-Founder and Chief Scientific Officer.

INFORMATION REGARDING THE BOARD OF DIRECTORS AND ITS COMMITTEES

In 2003, the board of directors documented the governance practices we follow by adopting our Corporate Governance Policy Statement to
assure that the board will have the necessary authority and practices in place to review and evaluate our business operations as needed and to
make decisions that are independent of our management. The guidelines are also intended to align the interests of directors and management
with those of our stockholders. The Corporate Governance Policy Statement sets forth certain practices the board will follow with respect to
board composition, board committees, board nomination, director qualifications, and evaluation of the board and committees. The board adopted
the Corporate Governance Policy Statement to, among other things, reflect changes to the Nasdaq listing standards and Securities and Exchange
Commission rules adopted to implement provisions of the Sarbanes-Oxley Act of 2002. The Corporate Governance Policy Statement, as well as

the charters for each committee of the board, may be viewed at www.nektar.com.

As required under new Nasdagq listing standards, our independent directors will meet in regularly scheduled executive sessions at which
only independent directors are present. If the chairperson of the board is independent, the chairperson will preside over such meetings. In the
event that the chairperson is not independent, the lead director will preside over such meetings. If no lead director is appointed, an independent
director, on a rotational basis, will serve as chairperson of such meetings, commencing with the most senior member among the independent
directors.

The board has three committees: an audit committee, an organization and compensation committee, and a nominating and corporate
governance committee. The following table provides membership and meeting information for fiscal year 2003 for each of the board
committees:

Nominating and
Organization and Corporate
Name Audit Compensation Governance

Mr. Michael A. Brown X X*
Mr. Robert B. Chess

Mr. Ajit S. Gill

Mr. James B. Glavin (1) X

Mr. Christopher A. Kuebler X

Mr. Irwin Lerner X* X
Dr. John S. Patton

Dr. Melvin Perelman X

Ms. Susan Wang (2) X

Mr. Roy A. Whitfield X*

Total meetings in fiscal year 2003 9 6

a X

Committee Chairperson

ey

Mr. Glavin resigned from our board and organization and compensation committee on December 10, 2003.

@

Ms. Wang was elected to our board and audit committee on December 10, 2003.

12
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Below is a description of each committee of the board of directors. The board of directors has determined that each member of each
committee meets the applicable rules and regulations regarding "independence" and that each member is free of any relationship that would
interfere with his or her individual exercise of independent judgment with regard to us.

AUDIT COMMITTEE

The audit committee of the board of directors oversees our corporate accounting and financial reporting process. For this purpose, the audit
committee performs several functions. The audit committee evaluates the performance of and assesses the qualifications of the independent
auditors; determines whether to retain or terminate the existing independent auditors or to appoint and engage new independent auditors;
establishes guidelines and procedures with respect to the rotation of audit partners and other senior personnel engaged in providing audit
services; reviews and approves the retention of the independent auditors for any permissible non-audit services; at least annually, discusses with
the independent auditors and reviews that auditors' independence; reviews with the independent auditors any management or internal control
letter issued or, to the extent practicable, proposed to be issued by the independent auditors and management's response; reviews with
management and the independent auditors the scope, adequacy and effectiveness of our financial reporting controls; establishes and maintains
procedures for the receipt, retention and treatment of complaints regarding accounting, internal accounting controls or auditing matters,
including procedures for the confidential and anonymous submission by employees of concerns regarding questionable accounting or auditing
matters; investigates and resolves any disagreements between our management and the independent auditors regarding our financial reporting,
accounting practices or accounting policies; meets with senior management and the independent auditors in separate executive sessions; reviews
the financial statements to be included in our Quarterly Report on Form 10-Q and our Annual Report on Form 10-K; and discusses with
management and the independent auditors the results of the independent auditors' review of our quarterly financial statements and the results of
our annual audit. The audit committee has the authority to retain special legal, accounting or other consultants to advise the committee as it
deems necessary, at our expense, to carry out its duties and to determine the compensation of any such advisors. Four directors comprise the
audit committee: Mr. Christopher A. Kuebler, Dr. Melvin Perelman, Mr. Roy A. Whitfield and Ms. Susan Wang. Ms. Wang was elected to the
audit committee in December 2003. The audit committee has adopted a written audit committee charter that is attached as Appendix A to these

proxy materials and is available on our corporate website at www.nektar.com.

The board of directors annually reviews the Nasdagq listing standards definition of independence for audit committee members and has
determined that all members of our audit committee are independent (as independence is currently defined in Rule 4350(d)(2)(A)(i) and (ii) of
the Nasdagq listing standards). The board of directors has determined that Ms. Susan Wang qualifies as an "audit committee financial expert," as
defined in applicable SEC rules. The board made a qualitative assessment of Ms. Wang's level of knowledge and experience based on a number
of factors, including her formal education and experience as a chief financial officer for a public reporting company. In addition to our audit
committee, Ms Wang also serves on the audit committees of Avanex Corporation, Altera Corporation and Calpine Corporation. The board of
directors does not believe that such simultaneous service impairs Ms. Wang's ability to effectively serve on our audit committee.

ORGANIZATION AND COMPENSATION COMMITTEE

The organization and compensation committee of the board of directors reviews management's recommendations for organization structure
and development and the type and levels of compensation for our directors, officers, employees and compensation consultants, and to
recommend compensation actions to the board of directors. The organization and compensation committee reviews and approves the structure
and guidelines for various incentive compensation and benefit plans; reviews and approves the
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qualitative criteria of the variable compensation program; grants stock options under the various incentive compensation and benefit plans;
recommends to the board for approval the compensation levels for the Chairman and Chief Executive Officer and approves the compensation
levels for the other executive officers and the vice presidents; recommends for the board's approval, the compensation levels for the members of
the board who are outside directors; reviews on a periodic basis the operation and policies for the administration of our executive compensation
programs to determine whether they remain supportive of our business objectives; and reviews management recommendations on organization
structure and development. We also have an option grant subcommittee that may award stock options pursuant to our 2000 Non-Officer Equity
Incentive Plan and 2000 Equity Incentive Plan. Our organization and compensation committee charter can be found on our corporate website at

www.nektar.com. Two directors comprise the organization and compensation committee: Messrs. Michael A. Brown and Irwin Lerner. All
members of our organization and compensation committee are independent (as independence is currently defined in Rule 4200(a)(15) of the
Nasdagq listing standards).

NOMINATING AND CORPORATE GOVERNANCE COMMITTEE

The nominating and corporate governance committee of the board of directors is responsible for identifying, reviewing and recommending
for the board's selection candidates to serve as directors, evaluating board composition and recommending nominations and re-election of
directors, administering and overseeing all aspects of our corporate governance functions on behalf of the board, and making recommendations
to the board regarding corporate governance issues. Our nominating and corporate governance committee charter can be found on our corporate

website at www.nektar.com. Three directors comprise the nominating and corporate governance committee: Messrs. Michael A. Brown, Irwin
Lerner, and Roy A. Whitfield. All members of the nominating and corporate governance committee are independent (as independence is
currently defined in Rule 4200(a)(15) of the Nasdaq listing standards).

The nominating and corporate governance committee believes that candidates for director should possess the highest personal and
professional ethics, integrity and values, be committed to represent our long-term interests and that of our shareholders, possess diverse
experience at policy-making levels in business, science and technology, possess key personal characteristics such as strategic thinking,
objectivity, independent judgment, intellect and the courage to speak out and actively participate in meetings as well as have sufficient time to
carry out the duties and responsibilities of a board member effectively.

Candidates for director nominees are reviewed in the context of the current composition of the board, our operating requirements and the
long-term interests of stockholders. In conducting this assessment, the committee considers diversity, age, skills, and such other factors as it
deems appropriate given our current needs and that of our board, to maintain a balance of knowledge, experience and capability. In the case of
incumbent directors whose terms of office are set to expire, the nominating and corporate governance committee reviews such directors' overall
service to us during their term, including the number of meetings attended, level of participation, quality of performance, and any other
relationships and transactions that might impair such directors' independence. In the case of new director candidates, the nominating and
corporate governance committee also determines whether the nominee must be independent for Nasdaq purposes, which determination is based
upon applicable Nasdagq listing standards, applicable SEC rules and regulations and the advice of counsel, if necessary. The committee then uses
its network of contacts to compile a list of potential candidates, but may also engage, if it deems appropriate, a professional search firm. The
nominating and corporate governance committee conducts any appropriate and necessary inquiries into the backgrounds and qualifications of
possible candidates after considering the function and needs of the board. The nominating and corporate governance committee meets to discuss
and consider such candidates' qualifications and then selects a nominee for recommendation to the board by majority vote. We have paid fees to
third party search firms in the past to assist in our process of identifying or evaluating director candidates.
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The nominating and corporate governance committee of our board of directors will consider for nomination any qualified director
candidates recommended by our stockholders. Any stockholder who wishes to recommend a director candidate is directed to submit in writing
the candidate's name, biographical information and relevant qualifications to our Secretary according to the requirements for timely submission
of stockholder proposals as set forth in our bylaws. All timely submitted written submissions received from our stockholders will be reviewed by
the nominating and corporate governance committee at the next appropriate meeting. The nominating and corporate governance committee will
evaluate any director nominees received from our stockholders in the same manner as recommendations received from management, committee
members or members of our board.

MEETINGS OF THE BOARD OF DIRECTORS

The board of directors met seven times during the last fiscal year. Each board member attended 75% or more of the aggregate of the
meetings of the board and of the committees on which he or she served, held during the period for which he or she was a director or committee
member, respectively.

STOCKHOLDER COMMUNICATIONS WITH THE BOARD OF DIRECTORS

The board of directors will consider any written or electronic communication from our stockholders to the board, a committee of the board
or any individual director. Any stockholder who wishes to communicate to the board of directors, a committee of the board or individual
director, will be directed to submit written or electronic communications to our Secretary, which shall include contact information for such
stockholder. All communications from stockholders received shall be forwarded by our Secretary to the board of directors, a committee of the
board or an individual director, as appropriate, by our Secretary on a periodic basis, but in any event no later than the board of director's next
scheduled meeting. The board of directors, a committee of the board, or individual directors, as appropriate, will consider and review carefully
any communications from stockholders forwarded by our Secretary.

CODE OF BUSINESS CONDUCT AND ETHICS

We have adopted a code of business conduct and ethics that applies to all employees, including our principal executive officer, principal
financial officer, principal accounting officer or controller, or persons performing similar functions. The code of business conduct and ethics is
available free of charge upon written request to: Investor Relations, Nektar Therapeutics, 150 Industrial Road, San Carlos, California 94070. If
we make any substantive amendments to the code of business conduct and ethics or grant any waiver from a provision of the code to an
executive officer or director, we will file a Current Report on Form 8-K.
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PROPOSAL 2

APPROVAL OF THE 2000 EQUITY INCENTIVE PLAN, AS AMENDED AND RESTATED

In February 1994, the board adopted, and the shareholders subsequently approved, our 1994 Equity Incentive Plan (the "1994 Equity
Incentive Plan"). The 1994 Equity Incentive Plan was an amendment and restatement of our 1992 Stock Option Plan. In March 1996, the board
and shareholders approved an increase in the number of shares reserved for issuance under the 1994 Equity Incentive Plan to a total of 7,800,000
shares of common stock (as adjusted for the stock split on August 22, 2000). In April 1998, the board amended and restated the 1994 Equity
Incentive Plan to increase the number of shares reserved for issuance under the 1994 Equity Incentive Plan to a total of 9,350,000 shares of
common stock.

In April 2000, our 1994 Equity Incentive Plan was amended and restated in its entirety and renamed the "2000 Equity Incentive Plan." As
part of such amendment, the board and stockholders approved (i) an increase in the number of shares reserved for issuance under the Plan by
1,000,000 shares to a total of 10,350,000 shares of common stock (as adjusted for the stock split on August 22, 2000); (ii) the extension of the
term of the Plan from 2004 to 2010; (iii) the inclusion of provisions accelerating vesting of options upon an optionholder's death under certain
circumstances; and (iv) other amendments as to bring the Plan into conformity with law and prevalent plan design terms.

Pursuant to the 2000 Equity Incentive Plan (the "Plan"), we may grant or issue incentive stock options to employees and officers and
non-qualified stock options, rights to acquire restricted stock and stock bonuses to consultants, employees, officers and employee directors.

In April 2004, our board amended and restated the Plan subject to stockholder approval, to (i) increase the number of shares of common
stock authorized for issuance under the Plan from a total of 10,350,000 shares to a total of 11,250,000 shares, (ii) provide that the number of
shares of common stock reserved for issuance under the Plan will be reduced by 1.5 shares for each share granted pursuant to a stock bonus or
restricted stock award under the Plan, (iii) provide that the maximum term of stock options granted under the Plan will be eight years, except that
in certain cases, the maximum term of incentive stock options will be five years (see "Eligibility"), and (iv) provide that the exercise price of
each nonstatutory stock option granted under the Plan may not be less than 100% of the fair market value of the common stock subject to the
option on the date of grant. Our board adopted this amendment in order to attract and retain qualified personnel, to provide additional incentives
to our employees, officers, consultants and employee directors and to promote the success of our business. In the event that this proposal is not
approved by the stockholders at our 2004 annual meeting of stockholders, the proposed amendment to the Plan will not be effected and the Plan
will remain in full force and effect.

As of December 31, 2003, 965,290 shares of common stock are available for future grant under the Plan. In addition, there are 4,919,891
shares of common stock issuable upon the exercise of stock options outstanding as of December 31, 2003, with a weighted average exercise
price of $15.337 and a weighted average term of expiration of ten years. During the fiscal year ending December 31, 2003, we granted options
under the Plan to purchase 529,875 shares of common stock at exercise prices ranging from $5.063 per share to $13.09 per share.

Stockholders are requested in this Proposal 2 to approve the increase in the number of shares of common stock authorized under the Plan.
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 meeting will
be required to approve the Plan, as amended. Abstentions will be counted toward the tabulation of votes cast on proposals presented to the
stockholders and will have the same effect as negative votes. Broker non-votes are counted towards a quorum, but are not counted for any
purpose in determining whether this matter has been approved. If stockholders fail to approve this Proposal 2, the Plan will remain as is without
any changes thereto.

THE BOARD OF DIRECTORS RECOMMENDS
A VOTE "FOR" PROPOSAL 2.
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The essential features of the Plan, as amended and restated, are outlined below:
PURPOSE

The purpose of the Plan is to attract and retain qualified personnel, to provide additional incentives to our employees, officers, consultants
and employee directors and to promote the success of our business. The Plan provides a means by which eligible recipients may be given an
opportunity to benefit from increases in value of the common stock through the granting of the following awards: (i) incentive stock options,
(i1) nonstatutory stock options, (iii) stock bonuses and (iv) rights to acquire restricted stock. We currently have approximately 700 employees,
including three directors who are also employees, and approximately 60 consultants who are eligible to participate in the Plan.

ADMINISTRATION

Our board of directors administers the Plan. The board has the final power to construe and interpret the Plan and, subject to the provisions
of the Plan, to determine the persons to whom and the dates on which awards will be granted, whether an award granted will be an incentive
stock option, a nonstatutory stock option, a stock bonus, a right to purchase restricted stock, or a combination of the foregoing, the number of
shares to be subject to each award, the time or times during the term of each award within which all or a portion of such award may be exercised,
the exercise price, the type of consideration and other terms of the award. The board has the power, to delegate administration of the Plan to a
committee consisting solely of two or more independent directors. As used herein with respect to the Plan, the "board" refers to any committee
the board appoints and to the board.

STOCK SUBJECT TO THE PLAN

Subject to this proposal, an aggregate of 11,250,000 shares of common stock is reserved for issuance under the Plan. Subject to this
proposal, the number of shares of common stock reserved for issuance under the Plan will be decreased by 1.5 shares for each share granted
pursuant to a stock bonus or restricted stock award under the Plan. If awards granted under the Plan expire, lapse or otherwise terminate without
being exercised (or vested in the case of unvested shares), the shares of common stock not purchased under such awards again become available
for issuance under the Plan.

ELIGIBILITY

Incentive stock options may be granted under the Plan only to our employees and employees of our affiliates. Consultants, employees and
directors are eligible to receive other awards under the Plan.

No incentive stock option may be granted under the Plan to any person who, at the time of grant, owns (or is deemed to own) stock
possessing more than 10% of the total combined voting power of us or our affiliates, unless the option exercise price is at least 110% of the fair
market value of the stock subject to the option on the date of grant, and the term of the option does not exceed five years from the date of grant.
For incentive stock options granted under the Plan, the aggregate fair market value, determined at the time of grant, of the shares of common
stock with respect to which such options are exercisable for the first time by an optionholder during any calendar year (under all such plans of
ours and our affiliates) may not exceed $100,000.

No employee may be granted options covering more than 800,000 shares of the common stock within a calendar year. The purpose of this
limitation is to ensure that we generally will continue to be able to deduct for tax purposes the compensation attributable to the exercise of
options granted under the Plan with an exercise price at or above the fair market value of our common stock on the date of grant. To date, we
have not granted to any employee in any calendar year awards to purchase a number of shares equal to the limitation, and we do not currently
have any intention of granting such number of awards to any employee. There can be no assurance, however, that the board will not determine in
some future
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circumstances that it would be in our best interests and the best interests of our stockholders to grant awards to purchase such number of shares
to a single employee during a calendar year.

No consultant may be granted stock awards under the Plan if, at the time of grant, a Form S-8 registration statement is not available to
register either the offer or the sale of our securities to the consultant because of the nature of the services provided by the consultant, or because
the consultant is not a natural person or as otherwise provided by law, unless we determine that (i) such grants shall be registered in another
manner under the Securities Act or does not require registration and (ii) such grant complies with the securities laws of all other relevant
jurisdictions.

TERMS OF OPTIONS

The following is a description of the permissible terms of options under the Plan. Individual option grants may be more restrictive as to any
or all of the permissible terms described below.

Exercise Price; Payment. The exercise price of incentive stock options under the Plan may not be less than the fair market value of the
common stock subject to the option on the date of the option grant, and in some cases (see "Eligibility" above), may not be less than 110% of
such fair market value. Subject to this proposal, the exercise price of nonstatutory options under the Plan may not be less than 100% of the fair
market value of the common stock subject to the option on the date of the option grant. On March 31, 2004, the closing price of the common
stock as reported on the Nasdaq National Market was $21.52 per share.

The exercise price of options granted under the Plan must be paid either: (a) in cash at the time the option is exercised; (b) at the discretion
of the board, (i) by delivery of our common stock, or (ii) pursuant to a deferred payment arrangement; or (c) in any other form of legal
consideration acceptable to the board.

Option Exercise. Options granted under the Plan may become exercisable in cumulative increments ("vest") as determined by the Board.

Options generally vest in monthly installments beginning one year from the date of grant, with the effect that such shares are fully vested
after five years from the date of grant. However, if the optionholder's service to the Company and its affiliates terminates due to death, then
subject to certain restrictions, the vesting of the option will accelerate.

Shares covered by options granted in the future under the Equity Incentive Plan may be subject to different vesting terms. The board has the
power to accelerate the time during which an option may be exercised. In addition, options granted under the Plan may permit exercise prior to
vesting, but in such event the optionholder may be required to enter into an early exercise stock purchase agreement that allows us to repurchase
shares not yet vested at their exercise price should the optionholder's service to us or our affiliates end before vesting. To the extent provided by
the terms of an option, an optionholder may satisfy any federal, state or local tax withholding obligation relating to the exercise of such option
by a cash payment upon exercise, by authorizing the Company to withhold a portion of the stock otherwise issuable to the optionholder, by
delivering already-owned stock or by a combination of these means.

Term. Subject to this proposal, the maximum term of options under the Plan is eight years, except that in certain cases (see "Eligibility")
the maximum term of incentive stock options is five years. Options under the Plan generally terminate three months after termination of the
optionholder's employment or relationship as a consultant or director to us or our affiliates, unless (a) such termination is due to such person's
permanent and total disability (as defined in the Internal Revenue Code of 1986, as amended (the "Code"), in which case the option may, but
need not, provide that it may be exercised at any time within twelve months following such termination; (b) the optionholder dies while
employed by or serving a consultant or director to us or our affiliates, or within three months after termination of such relationship,
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in which case the option may, but need not, provide that it may be exercised (to the extent the option was exercisable at the time of the
optionholder's death) within eighteen months following the optionholder's death by the person or persons to whom the rights to such option pass
by will or by the laws of descent and distribution; or (c) the option by its terms specifically provides otherwise. Individual options by their terms
may provide for exercise within a longer or shorter period of time following termination of employment or the consulting relationship. The
option term may also be extended in the event that exercise of the option within these periods is prohibited for specified reasons.

TERMS OF STOCK BONUSES AND PURCHASES OF RESTRICTED STOCK

Purchase Price; Payment. The purchase price under each stock purchase agreement will be determined by the board but in any event
may be no less than 85% of the fair market value of our common stock on the date of grant.

The purchase price of stock pursuant to a stock purchase agreement must be paid either: (i) in cash at the time of purchase; (ii) at the
discretion of the board, according to a deferred payment or other arrangement with the person to whom the common stock is sold; or (iii) in any
other form of legal consideration that may be acceptable to the board in its discretion. Eligible participants may also be awarded stock pursuant
to a stock bonus agreement in consideration of past services actually rendered to us for our benefit.

Repurchase. Shares of the common stock sold or awarded under the Plan may, but need not, be subject to a repurchase option in our
favor in accordance with a vesting schedule determined by the board. In the event a person ceases to be an employee of or ceases to serve as a
director of or consultant to us or our affiliates, we may repurchase or otherwise reacquire any or all of the shares of the common stock held by
that person that have not vested as of the date of termination under the terms of the stock bonus or restricted stock purchase agreement between
us and such person.

ADJUSTMENT PROVISIONS

If there is any change in the stock subject to the Plan or subject to any award granted under the Plan (through merger, consolidation,
reorganization, recapitalization, stock dividend, dividend in property other than cash, stock split, liquidating dividend, combination of shares,
exchange of shares, change in corporate structure or otherwise), the Plan and awards outstanding thereunder will be appropriately adjusted as to
the type of security and the maximum number of shares subject to such plan and the type of security, the maximum number of shares which may
be granted to an employee during a calendar year, and the type of security, number of shares and price per share of stock subject to such
outstanding awards.

EFFECT OF CERTAIN CORPORATE EVENTS

In the event of our dissolution or liquidation, outstanding awards will terminate if not exercised prior to such event. In the event of a
specified type of merger or corporate reorganization (a "corporate transaction"), then the surviving or acquiring corporation may assume or
replace outstanding awards. If it declines to do so, the vesting and exercisability of awards held by persons whose service to us and our affiliates
has not terminated will be accelerated prior to the corporate transaction, and such awards and any other outstanding awards under the Plan will
terminate if not exercised prior to the corporate transaction. If there is an acquisition of majority ownership of us and such event does not
constitute a corporate transaction, then the vesting and exercisability of awards held by persons whose service to us and our affiliates has not
terminated also will be accelerated but outstanding awards will not terminate due to such event.

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 acquire or otherwise obtain control of us.
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DURATION, AMENDMENT AND TERMINATION

The board may suspend or terminate the Plan without stockholder approval or ratification at any time or from time to time. The rights and
obligations under any stock award granted while the Plan is in effect shall not be impaired by suspension or termination of the Plan, except with
the written consent of the optionholder. Unless sooner terminated, the Plan will terminate in February 2010. The Board may also amend the Plan
at any time or from time to time. However, no amendment will be effective unless approved by the stockholders of the Company to the extent
stockholder approval is necessary to satisfy the requirements of Section 422 of the Code, Rule 16b-3 promulgated under the Exchange Act, other
applicable law, or any Nasdaq or securities exchange listing requirements.

RESTRICTIONS ON TRANSFER

Under the Plan, an incentive stock option may not be transferred by the optionholder otherwise than by will or by the laws of descent and
distribution. A nonstatutory stock option may be transferred to the extent permitted in the individual optionholder's agreement. During the
lifetime of an optionholder, only the optionholder may exercise an option. No rights under a stock bonus or restricted stock purchase agreement
are transferable except as expressly authorized by the terms of the applicable stock bonus or restricted stock purchase agreement. In addition,
shares subject to our repurchase under an early exercise stock purchase agreement may be subject to restrictions on transfer that the board deems
appropriate.

FEDERAL INCOME TAX INFORMATION

Incentive Stock Options. Incentive stock options under the Plan are intended to be eligible for the favorable federal income tax treatment
accorded "incentive stock options" under the Code. There generally are no federal income tax consequences to the optionholder or to us by
reason of the grant or exercise of an incentive stock option. However, the exercise of an incentive stock option may increase the optionholder's
alternative minimum tax liability, if any.

If an optionholder holds stock acquired through exercise of an incentive stock option for at least two years from the date on which the
option is granted and at least one year from the date on which the shares are transferred to the optionholder upon exercise of the option, any gain
or loss on a disposition of such stock will be a capital gain or loss. Generally, if the optionholder disposes of the stock before the expiration of
either of these holding periods (a "disqualifying disposition"), at the time of disposition, the optionholder 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, and (b) the optionholder's
actual gain, if any, on the purchase and sale. The optionholder'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 the length of time that the stock was held. Capital gains currently are generally
subject to lower tax rates than ordinary income. The maximum long-term capital gains rate for federal income tax purposes is currently 15%
while the maximum ordinary income rate is effectively 35% at the present time. Slightly different rules may apply to optionholders who acquire
stock subject to certain repurchase options or who are subject to Section 16(b) of the Exchange Act.

To the extent the optionholder recognizes ordinary income by reason of a disqualifying disposition, the Company will generally be entitled
(subject to the requirement of reasonableness, the provisions of Section 162(m) of the Code and the satisfaction of a tax reporting obligation) to

a corresponding business expense deduction in the tax year in which the disqualifying disposition occurs.

Nonstatutory Stock Options. Nonstatutory stock options granted under the Plan generally have the following federal income tax
consequences:

There are no tax consequences to the optionholder or the Company by reason of the grant of a nonstatutory stock option. Upon exercise of a
nonstatutory stock option, the optionholder normally will

16

20



Edgar Filing: NEKTAR THERAPEUTICS - Form DEF 14A

recognize taxable ordinary income equal to the excess of the stock's fair market value on the date of exercise over the option exercise price.
Generally, with respect to employees, we are required to withhold from regular wages or supplemental wage payments an amount based on the
ordinary income recognized. Subject to the requirement of reasonableness, the provisions of Section 162(m) of the Code and the satisfaction of
any tax reporting obligation, we will generally be entitled to a business expense deduction equal to the taxable ordinary income recognizable by
the optionholder. Upon disposition of the stock, the optionholder will recognize a capital gain or loss equal to the difference between the selling
price and the sum of the amount paid for such stock plus any amount recognized as ordinary income upon exercise of the option. Such gain or
loss will be long-term or short-term depending on the length of time the stock was held.

Slightly different rules may apply to optionholders who acquire stock subject to certain repurchase options or who are subject to
Section 16(b) of the Exchange Act.

Restricted Stock And Stock Bonuses. Restricted stock and stock bonuses granted under the Plan generally have the following federal
income tax consequences:

Upon acquisition of stock under a restricted stock or stock bonus award, the recipient normally will recognize taxable ordinary income
equal to the excess of the stock's fair market value over the purchase price, if any. However, to the extent the stock is subject to certain types of
vesting restrictions, the taxable event will be delayed until the vesting restrictions lapse, unless the recipient elects to be taxed on receipt of the
stock. Generally, with respect to employees, the Company is required to withhold from regular wages or supplemental wage payments an
amount based on the ordinary income recognized.

Subject to the requirement of reasonableness, Section 162(m) of the Code and the satisfaction of any tax reporting obligation, the Company
will generally be entitled to a business expense deduction equal to the taxable ordinary income recognizable by the recipient. Upon disposition
of the stock, the recipient will recognize a capital gain or loss equal to the difference 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 the length of time the stock was held. Slightly different rules may apply to persons who acquire stock
subject to forfeiture under Section 16(b) of the Exchange Act.

Potential Limitation On Company Deductions. As part of the Omnibus Budget Reconciliation Act of 1993, the U.S. Congress
amended the Code to add Section 162(m) which denies a deduction to any publicly held corporation for compensation paid to certain employees
in a taxable year to the extent that compensation exceeds $1 million for a covered employee. It is possible that compensation attributable to
awards under the Plan, when combined with all other types of compensation received by a covered employee from us, may cause this limitation
to be exceeded in any particular year.

Certain kinds of compensation, including qualified "performance-based compensation," are disregarded for purposes of the deduction
limitation. In accordance with Treasury Regulations issued under Section 162(m) of the Code, compensation attributable to stock options will
qualify as performance-based compensation, provided that: (i) the stock award plan contains a per-employee limitation on the number of shares
for which stock options may be granted during a specified period; (ii) the per-employee limitation is approved by the stockholders; (iii) the
award is granted by a compensation committee comprised solely of "outside directors;" and (iv) the exercise price of the award is no less than
the fair market value of the stock on the date of grant. Restricted stock and stock bonuses qualify as performance-based compensation under
these Treasury Regulations only if: (i) the award is granted by a compensation committee comprised solely of "outside directors;" (ii) the award
is granted (or exercisable) only upon the achievement of an objective performance goal established in writing by the compensation committee
while the outcome is substantially uncertain; (iii) the compensation committee certifies in writing prior to the granting (or exercisability) of the
award that the performance goal has been satisfied; and (iv) prior to the granting (or exercisability) of the award, stockholders have approved the
material terms of the award
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(including the class of employees eligible for such award, the business criteria on which the performance goal is based, and the maximum
amount (or formula used to calculate the amount) payable upon attainment of the performance goal. We have taken steps to ensure that options
granted at fair market value qualify as performance-based compensation.
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PROPOSAL 3

RATIFICATION OF SELECTION OF INDEPENDENT AUDITORS

The audit committee of the board of directors has selected Ernst & Young LLP as our independent auditors for the fiscal year ending
December 31, 2004, and has further directed that management submit the selection of independent auditors for ratification by the stockholders at
the annual meeting. Ernst & Young LLP has audited our financial statements since our inception in 1990. Representatives of Ernst & Young
LLP are expected to be present at the annual meeting. They will have an opportunity to make a statement if they so desire and will be available
to respond to appropriate questions.

Neither our bylaws nor other governing documents or law require stockholder ratification of the selection of Ernst & Young LLP as our
independent auditors. However, the audit committee is submitting the selection of Ernst & Young LLP to the stockholders for ratification as a
matter of good corporate practice. If the stockholders fail to ratify the selection, the audit committee will reconsider whether or not to retain that
firm. Even if the selection is ratified, the audit committee in its discretion may direct the appointment of different independent auditors at any
time during the year if they determine that such a change would be in our best interests and our stockholders' best interest.

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 ratify the selection of Ernst & Young LLP. Abstentions will be counted toward the tabulation of votes cast on
proposals presented to the stockholders and will have the same effect as negative votes. Broker non-votes are counted towards a quorum, but are
not counted for any purpose in determining whether this matter has been approved.

INDEPENDENT AUDITORS' FEES

The following table represents aggregate fees billed to us for fiscal years ended December 31, 2003 and December 31, 2002, by Ernst &
Young LLP, our principal accountant.

Fiscal Year Ended
2003 2002
Audit Fees $ 478,200 $ 262,000
Audit-related Fees (includes fees for accounting research and
consultation) 34,000 135,000
Tax Fees (includes fees for tax preparation and compliance) 78,500 107,000
Total Fees $ 590,700 $ 504,000

The audit committee approved all fees described above.
PRE-APPROVAL POLICIES AND PROCEDURES.

The audit committee has adopted a policy and procedures for the pre-approval of audit and non-audit services rendered by our independent
auditor, Ernst & Young LLP. The policy generally pre-approves specified services in the defined categories of audit services, audit-related
services, and tax services up to specified amounts. Pre-approval may also be given as part of the audit committee's approval of the scope of the
engagement of the independent auditor or on an individual explicit case-by-case basis before the independent auditor is engaged to provide each
service. The pre-approval of services may be delegated to one or more of the audit committee's members, but the decision must be reported to
the full audit committee at its next scheduled meeting.

The audit committee has determined that the rendering of the services other than audit services by Ernst & Young LLP is compatible with
maintaining the principal accountant's independence.

THE BOARD OF DIRECTORS RECOMMENDS
A VOTE IN FAVOR OF PROPOSAL 3.
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EQUITY COMPENSATION PLAN INFORMATION
The following table provides certain information with respect to all of our equity compensation plans in effect as of December 31, 2003.
Equity Compensation Plan Information

(@ (b) (©)

Number of securities remaining

Number of securities to be available for future issuance
issued upon exercise of Weighted-average exercise under equity compensation
outstanding options, price of outstanding options, plans (excluding securities

Plan Category warrants and rights(1) warrants and rights reflected in column (a))
Equity compensation plans
approved by security holders 5,044,891 $ 15.70 1,639,890(2)
Equity compensation plans not
approved by security holders 9,252,251 18.15 2,706,906
Total 14,297,142 17.29 4,346,796(2)

)]
Does not include options to purchase 62,317 shares we assumed in connection with the acquisition of Bradford Particle Design Ltd.
(with a weighted-average exercise price of $7.46 per share) and options to purchase 593,875 shares we assumed in connection with the
acquisition of Shearwater Corporation (with a weighted-average exercise price of $0.03 per share).

@3]
Includes 660,000 shares of common stock available for future issuance under our Employee Stock Purchase Plan as of December 31,
2003. Eligible participants purchased an aggregate amount of 140,000 shares under the Employee Stock Purchase Plan in fiscal year
2003.

2000 NON-OFFICER EQUITY INCENTIVE PLAN

Our 2000 Non-Officer Equity Incentive Plan (the "Non-Officer Plan") was adopted without the approval of our security holders. In
April 2004, our board amended and restated the Non-Officer Plan, upon the stockholders' approval of Proposal 2 at the 2004 annual meeting of
stockholders, to (i) provide that the number of shares of common stock reserved for issuance under the Non-Officer Plan will be reduced by 1.5
shares for each share granted pursuant to a stock bonus or restricted stock award under the Non-Officer Plan, (ii) provide that the maximum term
of stock options granted under the Non-Officer Plan will be eight years, and (iii) provide that the exercise price of each stock option granted
under the Non-Officer Plan may not be less than 100% of the fair market value of the Common Stock subject to the option on the date of grant.
In the event that Proposal 2 is not approved by the stockholders at the 2004 annual meeting of stockholders, the proposed amendment to the
Non-Officer Plan will not be effective. The essential features of the Non-Officer Plan, as amended and restated, are outlined below.

GENERAL

The Non-Officer Plan provides for the grant of nonstatutory stock options, stock bonuses and restricted stock purchase awards.
Nonstatutory stock options granted under the Non-Officer Plan are not intended to qualify as incentive stock options under the Code. An
aggregate of 12,750,000 shares of common stock are reserved for issuance under the Non-Officer Plan.
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PURPOSE

The board adopted the Non-Officer Plan to provide a means by which our and our affiliates' employees and consultants who are not officers
or directors may be given an opportunity to purchase our stock, to assist in retaining the services of such persons, to secure and retain the
services of persons capable of filling such positions and to provide incentives for such persons to exert maximum efforts for our success and our
affiliates’ success.

ADMINISTRATION

The board administers the Non-Officer Plan. Subject to the provisions of the Non-Officer Plan, the board has the power to construe and
interpret the Non-Officer Plan and to determine the persons to whom and the dates on which awards will be granted, the number of shares of
common stock to be subject to each award, the time or times during the term of each award within which all or a portion of such award may be
exercised, the exercise price, the type of consideration and other terms of the award.

The board has the power to delegate administration of the Non-Officer Plan to a committee composed of not fewer than one member of the
board. As used herein with respect to the Non-Officer Plan, the "board" refers to any committee the board appoints as well as to the board itself.

STOCK SUBJECT TO THE NON-OFFICER PLAN

An aggregate of 12,750,000 shares of common stock is reserved for issuance under the Non-Officer Plan. Subject to Proposal 2, the number
of shares of common stock reserved for issuance under the Non-Officer Plan will be decreased by 1.5 shares for each share granted pursuant to a
stock bonus or restricted stock purchase award under the Non-Officer Plan. If awards granted under the Non-Officer Plan expire or otherwise
terminate without being exercised, the shares of common stock not acquired pursuant to such awards again become available for issuance under
the Non-Officer Plan. If we reacquire unvested stock issued under the Non-Officer Plan, the reacquired stock will again become available for
reissuance under the Non-Officer Plan for awards.

ELIGIBILITY

Our employees and consultants, and our affiliates' employees and consultants, who are neither officers nor directors, are eligible to receive
awards under the Non-Officer Plan.

TERMS OF AWARDS

Exercise Price; Payment. Subject to Proposal 2, the exercise price of options under the Non-Officer Plan may not be less than 100% of
the fair market value of the common stock subject to the option on the date of the option grant. The purchase price of restricted stock purchase
awards are determined by the board. Stock bonuses may be awarded in consideration for past services actually rendered to us or any of our
affiliates.

The exercise price of options granted under the Non-Officer Plan must be paid either (i) in cash at the time the option is exercised, or (ii) or
at the discretion of the board at the time of the grant, by delivery to us of our common stock, pursuant to a deferred payment arrangement or in
any other form of legal consideration acceptable to the board. The purchase price of restricted stock purchase awards granted under the
Non-Officer Plan must be paid (i) in cash at the time of purchase, (ii) at the discretion of the board, according to a deferred payment arrangement
or (iii) in any other form of legal consideration acceptable to the board.

Vesting. Awards granted by the board under the Non-Officer Plan may become exercisable or released from our repurchase option in
cumulative increments as determined by the board. The board has the power to accelerate the time at which an award may vest or be exercised.
In addition, options granted
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under the Non-Officer Plan may include an early exercise provision to permit exercise prior to vesting, but the unvested portion may be subject
to our repurchase option or to any other restriction determined by the board as appropriate.

Term. The board shall have sole discretion over the term of options granted under the Non-Officer Plan, provided, however, subject to
Proposal 2, the maximum term of options granted under the Non-Officer Plan is eight years. In the event that a holder's continuous service with
us or an affiliate of ours terminates other than due to the death or disability of such holder, the holder may exercise his or her options, if
applicable, at any time within the earlier of (i) three months (or such other period as specified in an option agreement between the holder and us)
after such termination or (ii) the expiration of the term of the option as set forth in an option agreement between the holder and us. In the event
that a holder's continuous service with us or an affiliate of ours terminates due to the holder's permanent and total disability, the holder may
exercise his or her options, if applicable, at any time within the earlier of (i) twelve months (or such other period as specified in an option
agreement between the holder and us) after such termination or (ii) the expiration of the term of the option as set forth in an option agreement. In
the event that a holder's continuous service with us or an affiliate of ours terminates due to the holder's death, the option will become fully vested
and exercisable as of the date of termination, and may be exercised at any time within the earlier of (i) eighteen months (or such other period as
specified in an option agreement between the holder and us) after death or (ii) the expiration of the term of the option as set forth in an option
agreement. In the event that a holder dies within a certain time period following termination of service, the option may be exercised, if
applicable, at any time within the earlier of (i) eighteen months (or such other period as specified in an option agreement between the holder and
us) after death or (ii) the expiration of the term of the option as set forth in an option agreement. A holder may designate a beneficiary who may
exercise the option following the holder's death. Individual option grants by their terms may provide for exercise within a longer period of time
following termination of service.

The option term generally is extended in the event that exercise of the option within these periods is prohibited. A holder's option
agreement may provide that if the exercise of the option following the termination of the holder's service would result in liability under the
Securities Act of 1933, as amended (the "1933 Act"), then the option shall terminate on the earlier of (i) the expiration of the term of the option
as set forth in the option agreement or (ii) three months (or such other period as specified in an option agreement between the holder and us)
after the termination of the holder's service during which the exercise of the option would not be in violation of such registration requirements.

RESTRICTIONS ON TRANSFER

Options may be transferable to the extent provided in the option agreement. If the option does not provide for transferability, then the
option shall not be transferable except by will or by the laws of descent and distribution, and shall be exercisable during the lifetime of the
holder only by the holder. The holder may designate a third party to exercise the option in the event of the death of the holder. Stock bonus and
restricted stock awards may be transferable only upon such terms and conditions as set forth in the stock award agreement, so long as the stock
awarded remains subject to the agreement.

ADJUSTMENT PROVISIONS

Transactions not involving receipt of consideration by us, such as a merger, consolidation, reorganization, recapitalization, reincorporation,
stock dividend, dividend in property other than cash, stock split, liquidating dividend, combination of shares, exchange of shares, change in
corporate structure or other transactions not involving the receipt of consideration by us, may change the class(es) and number of shares of
common stock subject to the Non-Officer Plan and outstanding awards. In that event, the Non-Officer Plan will be appropriately adjusted as to
the class(es) and the maximum number of shares of
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common stock subject to the Non-Officer Plan, and outstanding awards will be adjusted as to the class(es), number of shares and price per share
of common stock subject to such awards.

EFFECT OF CERTAIN CORPORATE TRANSACTIONS

In the event of (i) the sale, lease or other disposition of all or substantially all of our assets, (ii) a merger or consolidation in which we are
not the surviving corporation or (iii) a reverse merger in which we are the surviving corporation but the shares of common stock outstanding
immediately preceding the merger are converted by virtue of the merger into other property (collectively, "corporate transaction"), then any
surviving or acquiring corporation shall assume awards outstanding under the Non-Officer Plan or shall substitute similar awards. If any
surviving or acquiring corporation refuses to assume such awards or to substitute similar awards, then with respect to awards held by holders
whose service with us or an affiliate of ours has not terminated, the vesting of such awards (and, if applicable, the time during which such
awards may be exercised) will be accelerated in full and the awards will terminate if not exercised (if applicable) at or prior to such corporate
transaction.

The Non-Officer Plan also provides that, in the event of an acquisition by any person, entity or group within the meaning of Section 13(d)
or 14(d) of the Securities and Exchange Act of 1934, as amended (the "7934 Act"), of the beneficial ownership (within the meaning of
Rule 13d-3 promulgated under the 1934 Act) of our securities representing at least fifty percent of the combined voting power entitled to vote in
the election of directors and provided that such acquisition is not as a result of, and does not constitute, a corporate transaction, then with respect
to stock awards held by holder whose service with us or an affiliate of ours has not terminated, the vesting of such awards (and, if applicable, the
time during which such stock awards may be exercised) shall be accelerated in full.

The acceleration of an award in the event of an acquisition, corporate transaction or a change in control event may be v
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